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§5. Numser or Corizs. Twenty-five copies of each brief shall
be filed with the clerk of the Court, and at least three copies
mailed or delivered to oppesing counsel on or before the day
on which the brief is filed.

§6. S1ze axp Type. Briefs shall be nine inches in length and
six inches in width, so as to conform in dimensions to the
printed record, and shall be printed in type not less in size, as
to height and width, than the type in which the record is
printed. The record number of the case and the names and
addresses of counsel submitting the brief shall be printed on

the front cover.
HOWARD G. TURNER, Clerk.

Court opens at 9:30 a. m.; Adjourns at 1:00 p. m.



IN THE

Supreme cuurt of Appeals of Vlrglma

AT RICHMOND

Record No. 5002

VIRGINIA:

In the Clerk’s Office of the Supreme Court of Appeals held
at the Supreme Court of Appeals Building in the City of
Richmond on Tuesday the 3rd day of March, 1959

HARFORD MUTUAL INSURANCE COMPANY, Appellant,

agamst

COMMONWEALTH OF VIRGINIA, ET AL,‘, ~ Appellees.
" From the State Corporation Commission

Upon the petition of Harford Mutual Insurance Company
an appeal of right is awarded it by one of the justices of the
Supreme Court of Appeals on March 3, 1959, from an order
entered by the State Corporation Commlssmn on the 9th day
of October, 1958, in a certain proceeding then therein depend-
- ing entitled: Apphcatlon of Harford Mutual Insurance Com-
pany for a deviation from the rates for writing fire and allied
‘lines approved for use by members of the Virginia Insurance
Ratmg Bureau; upon the petitioner, or some one for it, enter-
ing into bond w1th sufficient security before the clerk of the
said Corporatlxon Commission in the penalty of three hundred
dollars, with oondltlon as the- law directs.
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VIRGINIA I\TSURANCE RATING BUREAU
AMERICAN BUILDING

Post Office Box 1198 Telephone MIlton 3-7471
RICHMOND 9, VIRGINIA

December 31, 1957.

Hon. T. Nelson Parker .
Commissioner of Insurance
Bureau of Insurance’
Richmond, Virginia

Dear Mr Parker:

'. Re: Harford Mutual Insurance Company Request
for Continuation of- Deviation Fire and Allied
Lmes

We herew1th respectfully transmit the request dated De-
cember 6,-1957, of the Harford Mutual Insurance Co. for
continuation of their presently approved deviation of 20%
from. rates for Fire and Allied Lines. Certain supporting
data accompanied their request; and since our files indicate -
copy of their letter of December 6th as well as copy of
their letter of December 18th, that cmrespondence is incor-
porated .herein by reference:

This transmission is made at the request of and in behalf
of this company, subject to its ability to justify to you its -
request.

W1th ‘highest reualds, we are

Yours very truly,

L. 0. FREEMAN, JR.
» Manager.
LOTF :MM -

QC: Harford Mutual Insurance Co. :
- Attention: Mr. William H. Marquess . ‘
CC: Messrs. Denny and Minor. . -
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THE HARFORD MUTUAL INSURANCE COMPANY
- Fire and Casualty Insurance
. Bel Air, Marylapd

' December 6, 1957.

State Corporation Commission

Bureau of Insurance '

Thru Virginia Insurance Rating Bureau
P. O. Box 1198 .

Richmond 9, Virginia

Gentlemen:

Administrative Order No. 5798, February 7, 1957, of the
State Corporation Commission approved for the Harford
Mutual Insurance Company a deviation of 20% from the
rates of your Bureau.

We hereby request that this dev1at1on be approved and
continued for ome year. Data in support of this filing is
attached.

Please be kind enough to file this request with the State
Corporatlon Commlssmn on our behalf

Respectfully submitted,
| WILLIAM H. MARQUESS.

‘WHM /mch
Encl.

CC: Bureau of Insurance .
State Corporation Commission
Commonwealth of Virginia
Rwhmond 9, Vlrgmla
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THE HARFORD MUT_UAL INSURANCE COMPANY
~ Fire and Allied Lines—State of Virginia

1952 1953 1954 1955 1956 Total

Direct Premiums Written 7 : : : '

(20% Deviated) 1,035,131.25 1,068,377.18 1,119,710.40 1,070,448.15 1,071,645.36 5,365,312.34
Loss Adjustment I ) ’ :
_ Expenses - 33,524.23 44,296.30  45,364.28  46,078.55  34,648.45 203,911.81
Commission Expense 245,159.39 257,234.71 275,955.04 260,124.09 260,219.37 1,298,692.60
_All Other Expenses 95,437.99 . 8592750 - 84,591.68  84,620.78  86,812.60 437,390.55

Total Expenses 37412161 38745851 405,911.00 390,82342 381,680.42 1,939,994.96

Expense Ratio 36.14 3621 3625 3651 3562 3616

" BIULIITA JO swadd? 30 11005 owaxdng



page 4}

Fire and Allied Lines—State of Virginia

THE HARFORD MUTUAL INSURANCE COMPANY

' 1952 1953 1954 1955 1956 Total
Net Direct Premiums Written ] _, ‘ '
(20% Deviated) 656,353.90 697,853.86 - 612,131.37 652,911.74 627,978.18 3,247,229.05,
Loss Adjustment ) o : ,

Expenses ' 20,162.05  22,832.23 30,550.23  32,763.12  24,961.29 131,268.92
Commission Expense ©84,179.02 - 99,762.30  60,233.95  82,671.12  71,660.82 398,507.21
All Other Expenses 95,437.99  85,927.50 84,591.68 ~ 84,620.78  86,812.60 437,390.55

Total Expenses ’ '-199,779.0'6 208,522.03 175,375.86  200,055.02 183,434.71 96‘7,166.68 

| 30.64

Expense Ratio 30.44

29.88

- 28.65

29.21

29.78

“B A JO [}[BOMUOTIUIO]) “A *0f) 99UBINSU] [BUINIY. PIOFIR]
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page 5 VIRGINIA INSURANCE RATING BUREAU
 Post Office Box 1198 -
Richmond 9, Virginia

CARBON COPY
| December 12, 1957.

Mr. William J. Marquess
Harford Mutual Insurance Company
" Bel Air, Maryland

Dear Mr. Marquess:

This will acknowledge receipt of your letter of December
6, 1957, filing for a continuation of your dev1at10n granted
under Admmlstratlve Order No. 5798.

Before submitting -your request for deviation to our Com-
mittee for study and action, I have a question regardmg
the two exhibits which you sent us and photostatic copies of
which are enclosed. Please notice that both exhibits are
captioned in the exact same manner and yet figures shown on
these exhibits for loss adjustment expense, commission ex-
pense, premiums written, and expense ratios vary to a sub-
stantial degree.

If you will give us additional 1nf0rmat10n with respect to’
these exhibits, we shall be glad to refer your request for
deviation to our Committee and inform you later of their
action.

Yours very truly,

T. L. BONDURANT

Supervisor.
TLB:j

cc: Bureau of Insurance
State Corporation Commission
Richmond, Virginia

page 6 \ THE HARFORD MUTUAL I\TSURANCE _-

COMPANY .
BEL AIR; MARYLAND

" December 18, 1957.
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COPY.

Mr. T. L. Bondurant, Supervisor
Virginia Insurance Rating Bureau
P. O. Box 1198

" Richmond 9, Virginia

Dear Mr. Bondurant:

Thank you for your letter of December 12 concerning our
deviation filing. With respeet to the two exhibits which
accompanied our letter, please note that the first item on
one of them is labeled ‘‘Direct Premiums Written,”’ while the
other is labeled ‘‘Net Direct Premiums Written.”’

The first exhibit contains total direct premiums written in
the State of Virginia and expenses incurred, without regard
to reinsurance. The exhibit labeled ‘‘Net. Dlrect Premlums
Written’’ contains our Virginia business on a net basis after
reinsurance ceded. In other words, premiums have been re-
duced by the amount of reinsurance ceded, loss adjustment
expenses have been reduced by reinsurance recoveries and
commission expense has been reduced by the amount of com-
mission rceived on the reinsurance.

We made filing in this way in order to indicate to you just
what the net effect might be on our final rec01ds after the
deduction of reinsurance.

Sincerely yours,

| WILLIAM H. MARQUESS.
WHM /mch R

CC: Bureau of Insurance
State Corporation Commission
Richmond, Virginia:
page 7t COMMONWEALTH OF VIRGINIA
STATE CORPOI{ATIO\T COMMISSIO\T
AT RICHMO\TD APRIL 23, 1958.
APPLICATIO\T OF
HARFORD MUTUAL INSURANCE COMPANY

For a deviation from the rates for writing fire and allied
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lines approved for use by members of the Virginia Insurance
Rating Bureau. . ' : .

CASE NO. 13878.

ON A FORMER DAY came Virginia Insurance “Rating
Bureau pursuant to the provisions of §38.1-258 of the Code,
and filed at the request of and on the behalf of Harford
Mutual Insurance Company an application for a uniform
20% downward deviation from the rates approved by the
Commission for use by members of the Virginia Insurance
‘Rating Bureau for writing firé and allied lines. =~
- AND IT APPEARING to the Commission that it will be
necessary to hold a hearing with respect to said filing in ac-
‘cordance with the provisions of ¢38.1-258, ' '

_ IT IS ORDERED:

(1) That a proceeding be instituted, assigned Case' No.
- 13878, docketed and set for learing at 10:00 A. M. on May
14 and 15, 1958 in the Courtroom of the State Corporation
Commission, Blanton Building, Richmond, Virginia at which
time and place all parties in interest will be heard with
respect thereto; and R o
(2) That an attested éopy hereof be sent to John J. Wicker,
Jr.,, Mutual Building, Richmond, Virginia, counsel for the
applicant, to Virginia Insurance Rating Bureau, Richmond,
Virginia, to Claude D. Minor, counsel for Virginia Insurance
Rating Bureau, Richmond, Virginia, to the Virginia As-
sociation of Insurance Agents, Richmond, Virginia and to
the Bureau of Insurance. :

A True Copy
Teste: S
. N. W. ATKINSON
' Clerk of the State Corporation
Commission. _
page 8 ¢ COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPLICATION OF | '

HARFORD MUTUAL INSURANCE COMPANY

7

For a deviation from the rates for Wfiting fire and allied
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lines approved for use by members of the Virginia Insurance
Rating Bureau.

CASE NO 13878.

Present H. Lester Hooker (Chalrman), Jesse W. Dillon,
Ralph T: Catterall (Commissioner Dillon presiding).

Appearances: John J. Wicker, Counsel for the Applicant.

Claude D. Minor, Collins Denny, Jr., Counsel for Virginia
Insurance Rating Bureau.

William H. ng, Virginia Assomatlon of Insurance Agents.
_Aldene Flory, Counsel for Virginia Farm Bureaun Mutual
Insurance Company.

Norman S. Elliott, Counsel for the Commission.

Date of Hearing
May 14, 1958.

page 9 } = Commissioner D1Hon Senator Wicker, will you
proceed, sir.
~ Seénator Wicker: If the Commission please this, as the
Commission knows, is a hearing on the application of the
Harford Mutual Insurance Company under Statute Section
258 in connection with deviations.- It is not an application on
“behalf of a Company wishing to change its method of business.
It is not like some apphcatlons that the Commission has had
before it in the past where a Company that has been writing
at manual rates seeks to write at a deviated rate. Rather it is
an application of a Company that seeks merelv the approval
of continuing to write insurance business in Virginia on fire
and allied lines on the same rate deviation basis that has been
approved for many, many years, and under which, as the
evidence will show, the Company has been able to operate
suecessfully year in and year out for many years.
As the Commlss1on knows, in making fire insur-
page 10 ! ance rates in accordance with the Code you take
into special consideration the business of the latest
five year period, that is, for which capa,ble statistics are
available. This Company, we ‘rhmk will well stand any
reasonable test on that basis, but in adchtmn this Company
will ‘'show a record on operating on a dev1ated basis on fire
and allied lines.in Virginia for thirty years, thirty years
consec,uti\7e1§r,. "Fvidence will show that this Company was
formed in 1842, one hundred and sixteen years ago, and
has gone through a period of wars, inflation, depression, hurri-
cane, tornadoes ‘and all things straight throuwh Evidence
" will show that the Company came to V1rg1n1a in 1928 and
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came on a deviation basis of twenty-five per cent below
manual. That it continued for about eight years to write
on that basis until 1936 and in 1936 some objection was raised
to continuance, raised by the Virginia Insurance Rating
Bureau, represented by its then counsel, J. Gordon Bohannon.
A hearing was held in Case 5992 in July 1936,

page 11 } and that was held in connection with the petltlon
for a continuance of the deviation, which had been

filed previously before, in part, and was approved at that
time. After hearing and full consideration, the Commission
entered an Order approving the continuance of the deviation.

Chairman Hooker: At twenty-five per cent?

Senator Wicker: Yes, sir. Twenty-five per cent. The
record, as well as the evidence, will show that by letter of
February 19th, 1947, eleven years later, the Company on
its own initiative, decided that it would be in keeping with
good business and more prudent business management to
- reduce that deviation to twenty per cent.:

So, on its own -motion, not on any objection by anyone,
or request by anyone, in 1947 the Company came in and
asked that its deviation basis be reduced from twenty-five
per cent to .twenty per cent, and that was done by Order
entered, Administrative Order No. 1123 on March 14th, 1947. -

So, to sum up, we show that from 1928 to 1936

page 12 } it operated at a twenty-five per cent deviation basis

without ob;]ectlon and in 1936, there was objection,
but after full hearing, it was approved, and it continued to
operate for eleven years, and on its own motion, it started
operating on a twenty per cent deviation, and for the last
eleven years, it has operated on this twenty per cent basis, -
charging ecighty per cent of whatever the manual rate was,
and now this request comes up on the filing, for approval
of the present deviation.

Now the evidence will show further that this Compan\ 18
rated by Best, which I don’t mean as a pun, but I consider
it the best authority on standing liability and stability of
insurance companies, and this Company, while not being one
of the largest, is given one of the highest ratings, ‘A’ is
excellent, but they are given ‘‘A plus,”” which is the highest
rating, which it has engoyed for many years.

The evidence will show that this Company has built up

from a very small start to where it now has a
page 13 } surplus of two million seven hundred thousand dol-
lars approximately, and that it does business in
quite a large number of states; that it does a large business
in Virginia, all over Virginia. We will put in an exhibit
which will give the names and locations of a hundred and -
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twenty agents for the Company. It does business strietly
on an agency basis, as it has all along, entirely through local
Virginia agents.

The map and testimony will show that it has nearly fifty
thousand policies in forece in Virginia alone, representing
probably approximately about seventy thousand policy hold-
ers, since some policies are issued for more than one person.
Some persons may have more than one policy, but they have
approximately seventy thousand policy holders all- who have
been buying at this 80% rate.

.The ev1dence will show that this Company does not go in,
except in very exceptional cases, for very large risks. -Its
average risk is about seven thousand dollars. It is one of the .

few, but one of the large companies, that freely

page 14 } writes unprotected farm property, and I think the

_evidence will show that the majority of the farm

property is rural farm property and the majority of that

1s out of the fire protection area, and I don’t need to tell the

Commission that that is not easy insurance to get for the
property owner.

The evidence will show that it has a standard policy but its
own underwriting policy is not retaining, or rather they retain
a maximum of fifteen thousand dollars on any one risk, and
their policy is to retain from four thousand to fifteen thou-
sand dollars on any one risk, depending on the type of risk.
and anything beyond that is. Re-insured, mostly with the
Lloyds Organization, and recognized by the Code, and has
been for years, and they will present a considerable different
picture from the Memorandum form sent out by the De-
partment of Insurance, which was on the total insurance,
which did not take into consideration the reduced risk or
exposure which comes about by Re-insurance.

We propose to show that it is a mutual company,

page 15 } and, in considering whether this should be granted,

the Code says the Commission shall consider and

determine from the filing whether the deviation is justified

and if it is found to be justified, it should grant it, and if it

- finds it is not justified or will produce rates that are in-

adequate or unfairly discriminatory, then the Commission

should deny the application. The situation is no different

than it has been for ﬁfteen years so far as the Company is
concerned.

The evidence will show that we have had an additional
vear since this Memorandum was prepared, and we thought
it would be helpful to have some charts prepared which
will be here later which will show graphically for the last
decade, which includes Hurricane Hazel, when the losses were
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terrific, that every year, after paying losses and expenses,
there has been a comfortable margin for surplus, a margin
that comes up to one and a half million dollars. We will show
by evidence that, taking the most recent seven years into
' account, that on an eighty per cent basis, this
page 16 } Company has paid all expenses, which includes a
: very elaborate inspection service, and losses, and
vet had a surplus left over every year without exception in
‘Virginia, that surplus being more than enough money to be
approximately one and a half million dollars— A
Commissioner Catterall: Does the Company pay dividends
to policy holders? -
- Senator Wicker: No, sir. Not on this type of insurance.
It operates in Virginia on a deviation basis. It does operate
quite a number of other types of insurance, automobile and
-other types of Liability and Physical Damage Insurance,
and operates on manual basis, and pays dividends, and on that
‘basis we will show that this Company came in at the request of
another Virginia Company. It is a Maryland Company
from Bel Air, Maryland. It came in at the request of the
Loudoun County Mutual Insurance Company, one of the
smaller Virginia companies, because there was so much need
v that Loudoun County Mutual could not accommo-
page 17 } date it, and they requested them to come in and
they came in. - ,
The exhibits will show that this Company has had in its
thirty years of operation in Virginia, its grand total written
insurance, disregarding Re-insurance, during its entire exist-
ence in Virginia, its fire business has aggregated in total di-
rect premiums nearly thirteen million dollars, and has paid
losses of approximately five and a half million dollars, and
it has charged to Virginia policy holders on these policies
three ‘million three hundred and eighty-seven thousand dol-
lars by its method of deing business and its deviation. The
deviation now amounts to the difference between what this
Company collects” from Virginia policy holders today, and
what it would collect if writing at manual, of approximately
a quarter million dollars.
Chairman Hooker: You mean annually?
Senator Wicker: Yes. It has been indicated
page 18 } that, upon the formula applied to a group of stock
companies who were asking for permission to be-
gin to write at deviation where it had been writing 4# manual
all the time, that applying that formula, it would justify a
deviation of only 10% rather than 209%.
Our position may be summed up this way. That, first of
all, we, being a mutual company, in determining whether a
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deviation should be approved, that the same formula should
not be applied to us as is, naturally, applied to a stock com-
pany, because the formula for a stock company includes 5%
for profit, and while that is a perfectly legitimate and laud-
able feature for a stock company, a stock company that did
not make a dividend to its stockholders, would cease to
do business, but a mutual company, which does not have to
pay a dividend to stockholders, its whole necessity is a way
to take care of expected losses and expenses, and leave some
little margin, not go right up to the edge perhaps,
page 19 } and the evidence will show that our Company can
continue to do on an 80% collection basis—

Commissioner Catterall: What is the reason the Company
prefers to write on the 80% basis rather than wait until the
end of the year and see if they had a profit or not and pay out
dividends of a quarter of a million dollars?

Senator Wicker: I think the witnesses for the Company
can answer that more accurately than I can, but I can state
that that is not unusual with some mutual companies like
this Company, and it is largely because the people, the policy
holders they serve expect, it is what they want and when
they came into Virginia, the business they came in to write
for the Loudoun Mutual Insurance Company was written
at 25% deviation, and there would have been no use of their
coming in to Virginia unless they had served on that basis on
which the Loudoun County wanted them to serve. One farmer
could not see any reason for paying a hundred dollars down
' . with the hopes of getting twenty-five dollars back
page 20 } at the end of the year while the other one would

have twenty-five dollars less to pay at the begin-
ning of his policy year. ‘ '

Commissioner Catterall: That is pychological rather than
economical. . .

Senator Wicker: It is economical to this extent, if vou are
serving the rural class, 67% in rural farm property, if
those people are accustomed to doing a certain way and
then you go up and say we are going to collect more but
will give you back so much at the end of the year it just
doesn’t work.

Commissioner Catterall: It is pychological to them but
economical to the Company.

Chairman Hooker: It is economical to the policy holder.

Senator Wicker: It is economical to him. He hopes to get
it back but he is deprived of the amount in the beginning.

Our second position is that we are not here taking any issue
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 to what the Commission has done with that other

page 21 } matter last Fall when several stock companies came

in and wanted to begin to deviate. We think we

are entitled to different treatment and to show that while it is

justified, that 5% for profit, for a stock company, it should not

be required for a mutual company if that company has de-

monstrated for a reasonable period of years, at least five,
and in this case twenty, that it"is not necessary.

And our next position is that our position should not be
gauged, not solely by what we take in but, as the others say
by thls and that, and all relevant factors, and that the Com-
mission should take a realistic view of our position, and this
other factor is Re-insurance. Our Company is different from
those that applied last Fall. Many companies buy from other
companies, buy more insurance from other companies than
they cede or transfer. Our Company is quite different. Our -
Company for the entire decade has re-insured app10m-
mately 40% to two-thirds of its business right away, and in

addition to its individual limits has taken Re-in-
page 22 } surance. That goes to the catastrophe but that

does not come into this, but on the Re-insurance
picture, which is realistic, the amount we take in from the
customer or policy holder and transfer it to solvent Re-
insurers, we think should be taken into consideration here
because that does give a better picture by at least 6%, of our
expenses and losses, and the reason for that is this: We pay
approximately 25%, the evidence will show, to accredited
agents as commissions to acquire insurance. When we trans-
fer insurance to Lloyds, Lloyds pays us 43% That re-
pays us what we paid out for acquisition and gives us 17%
more for the protection of our remaining policy holders that
- we are insurers on without Re-insurance.

Likewise, when a loss occurs, we don’t have it adjusted
by a Re-insurer; we go out and adjust and settle the loss,
and the Re-i 1nsurer pays us for whatever portion of the loss
. he is covering and also reimburses us for loss adjustment

expenses, its portion of loss adjustment expenses.
page 23 } That, you can see, and the charts will show, that
that makes a better picture and it is more reahst1c

What the Commission is concerned in is not what happens
the moment the policy is signed, but what is the situation of
the company to meet losses and pay taxes and add reason-
ably to reserves and surplus, and contmue legitimately in
business. You can do that only by recognizing the entire pic-
ture and not 1gnor1ncr it.

Our final point is that I believe it is right, and I don’t
have confidence enough in it to recognize that it might he
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wrong, but I believe-it' would not be entirely right to agree
on the other point, but I do believe that the loss adjustment
expens¢ should be considered as part of the expense of
operation. We have a chart prepared that illustrates that.
I think the loss adjustment expense belongs with your losses
because it is directly connected with the losses, and only
when you liave a loss do you have it. When the fire occurs
the Company has to pay something. What does it
pawe 24 | pay? Tt pays so much to the claimant and so
much to the adjuster and investigator, so much to
the appralser and so much to lawyers, if they have to have
lawyers, which, unfortunately, they don’t have to have as
often as T should wish that they did have to have that is I
mean the lawyers.
But all of that is not éssential to our case. In our case,
I believe we will show, and can show that for this thirty year
period, including the latest seven years particularly, we can
show that we have operated successfully on this basis and
should be allowed to continue to do so and that it is justified
by the interest of these fifty thousand policy holders in Vir-
ginia and justified by the interest of the Company itself, and
1ust1ﬁed by the fact that this Company’s principal competl-
tors are the Vlrglnla mutual companies, who are under no
supervision rate-wise at all, and who-are writing at this 20%
deviation and will continue to do so. So that is another
. matter of justification, and being a mutual com-
page 25 . pany, eliminating the proﬁt that should come in and
on that Re-insurance matter, which we believe is
another reason 1t should come in, is because it is recognized
in the Code. For example, in the Code, the definition in the
Insurance Code, it says that: “No spe(nﬁc comvany or com-
panies doing a specific insurance business in Virginia may
assume any risk which is greater than 10% of 1ts poliey
holders’ surplus,’’ which in our case would be two hundred
and seventy thousand dollars. That is kind of an academic
thing as far as we are concerned because we are not bothered
with that. But another thing the Code authorizes the Re-
insurance of the whole or part of any risk and then it says,
““This sectlon .of the Code provides for any portlon of the
risk that is re-insured should be re-insured in a solvent
company,’’ and that is the reason for the 10%, and that is a
recognition of what the situation is, if you take Re-insurance
into account. “That being so, after taking Re-insurance into
account, one of the important things is safetv to the
page 26 } policy holders and the company and on that, we
thlnk the same principle is picked up by the Code.
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I bleheve I have stated all the points upon which we intend
to rely

. Commissioner D1110n Mr Denny, do you have an open-
mg statement?

Mr. Denny: T am olad Mr. Wicker has opened S0 fully
both on the facts and’ “the law, and T believe that is helpful
iln a case such as this and I shall follow the example set by

im.

Before going into spemﬁc matters on which I had pre-
pared myself specifically in this opening statement, I want to
make comment on a few statements made by him in his open-
ing statement. I think it will tend to clarity, and be of as-
sistance to the Commission m séparating the wheat from the
chaff in this record.

Reference was made to the Loudoun County Mutual, and the
necessity of this Company following substantially the plan
used by the Loudoun County Mutual. The Loudoun County

Mutual is an assessment mutual and not subject
page 27 } to rate regulatory laws, and there can be no analogy

between the Looudoun County Mutual and the ap-
plicant in this case because one is subject to regulation and
the other is not subject to regulation. ]

I begin by taking Mr. Wicker’s conclusions. He finds three
reasons why his application should be granted in his sum-
mary. He finds there is no objection to the decision given
by this Commission last Fall, T think last October, upon the
petition of the Insurance Company of North America case.
He says that that is a correct decision but not applicable to
him because he says he is a mutual company, whereas that
company was a stock company. He says it is necessary that a
provision be made for an underwriting profit to stock com-
panies in the establishment of rates, but apparently, that is
not necessary in mutual companies. In other words, Mr.
Wicker draws a hard line of demarcation in this whole matter
of regulation of rates between the stock companies and the

mutual companies. His argument in support of

page 28 | that would be highly pertinent if we moved higher
up the hill, and if the Legislature was in session,

but T have had occasion to draw the Commission’s attention
heretofore to the fact that, while this Commission is vested
with tremendous powers, and in fact vested with more power
than any.other agency known to the Laws of Virginia, there
are nevertheless certain limits laid down for it and there
are certain rules, not of procedure, but substance, that must
he followed and it is not within the power of this Commlssmn
to say whether rates should be made for stock companies, one
rate for stock companies and one rate for mutual companies.
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Even though the Commission may have decided views on the
subject that rates should be made on different bases, never-
theless it is beyond the authority of this Commission to de-
termine the rates of a mutual company on any basis other
than followed for a stock company. .

I call attention only to one thing by way of example. The
Legislature of Virginia has at times provided one law ap-
plicable to the stock companies and one to the mutual com-

panies. Up until 1952, I think it was, counter-sig-
page 29 } nature was required when the policy was issued

by a stock company and not required when issued
by a mutual company, and today the counter-signature law is
different from that and applies to both the stock company
and a mutual company. I dare say that I could cite other
instances in the Code where regulation of one character
governs the mutual companies and regulation of another
character governs the stock companies. Such, Gentlemen, is
not the case in the making of rates and deviations therefrom.
The same law applies to every company, no matter what its
nature, which is subject to the rate regulatory control of this
Commission. The Legislature has not seen fit to make a’
difference in rate regulation and in deviations between the
stock companies, the mutual companies and reciprocals and
whatever you have.

Commissioner Catterall: You are saying the same words
apply to all?

Mr. Denny: Yes.

Commissioner Catterall: But maybe not the word ‘‘in-
adequate’” applies to this Company.

-Mr. Denny: No, sir, hecause the word ‘‘inade-

page 30 } quate’’ does not mean anything other than it ap-
plies to the rate. The word ‘‘inadequate’’ goes to

the rate and you do not. promulgate a rate for stock companies
and for mutual companies and a rate for reciprocal com-
panies. You promulcate a rate for a particular class of
risk, which is applicable to all insurers save under the fact
that vou mav have permitted a deviation to some. In other
words, as said in the Epps’ decision, you are looking at the
business as a whole. You make no effort to assure that every
company is going to make a profit. You set a rate at a figure
which, in your opinion, and shown by the evidence, is reason-
able, and on which a well operated company should make a
profit. You know well that there are going to be some com-
panies that will do much better than the norm and vou also
know that there will be other companies that will do much
worse, and you therefore set a rate at a reasonable figure.
and the company through the Bureau, is permitted to apply
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to you for a deviation from that rate and if that company
meets such conditions you authorize the deviations
page 31 } but, Sir, the deviated rate that you may allow this
Company A, might very well, indeed: T can say
eertamly, be an 1nadequate base as a Whole Otherwise, every
manual rate would be an excess rate or many of them would
be because; in special instances, you have permltted deviations
from them, So I repeat the word ‘‘inadequate’” in the Code
is not used in reference to the company but used for the
business as a whole, and the rate established for the business
as a whole, that rate must not be inadequate.
" Commissioner Catterall: And in the deviation section we
must look at the rate-making section, it says that does it
not? ‘ :
Mr. Denny: It does and we can look further. Let me call
attention to Section 242 of the Insurance Code, the section
related to the making of rates, it is Section 252, I beg your
pardon. ‘‘Rates for the kinds of insurance to Whlch this
chapter apphes shall be made in accordance with the following
provisions.”’. (There is not a thing about the kind of company
that writes the 1nsuranee) ““but shall be made after
page 32} taking into consideration the past and prospective
loss experience within and outside the State, to
eonﬂaoratwn or catastrophe hazards, to a reasonable margin
for underwrltlng profit and- contlnvenmes » -In fixing the
rate that applies to insurance, whether mutual or stock, you
have got to fix it with 1eference, taking into consmleratlon
a reasonable margin for expenses and proﬁt
Commissioner Catterall: That is for two purposes; one is
to insure the policy holder that the Company may not be-
come insolvent, and the other is to encourage stockholders to
invest in stock companies. Might not the ‘“reasonable mar-
gin’’ refer to a different dollar mark in the two companies?
Mr. Denny: It would, sir, if you were authorized to set a
different rate in accordance with the type.of company that was
writing the risk. We had a company here—I don’t know
whether Judge Catterall you were on the Commission or not,
but we had the application of the General In.
page 33 } surance Company of Seattle, a company that wrote
selected risks and had made a fine history doing so,
~and it was_asking to make the deviation on the manner of writ-
ing business permitting it to write at-a lower rate, and it is
true that that Company could have cut its rates and made
money because it did not see fit to write risks in general.
It wanted its rates set on the manner in which it did business
and vou very properly said you could not grant it, and the
fact that this Company does business in the mutual form, does
not relieve it from the statutory regulation. There is not a
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line in the whole chapter on rate regulation indicative of the
fact that you should make a different rate for the mutuals
than ‘for the stock companies. In fact, that was dealt with in
the Epes’ decision affirmatively. Tt said that these rates
applied to all companies so that, in effect, in order to concede
in this argument that different principles and different rules
governing deviations apply where a mutual company is con-
cerned from those where a stock company is concerned, you
have not only got to amend your whole course from
page 34 } the time of the Epes’ decision, but you have to
change your whole attitude towards rate- making.

Commlssmner Catterall: You are contending that the
regulation of 258, which says the- Commission shall give con-
sideration to all statistics and principles of rate-making, you
are saying that it should not be under 252 but has to be the .
same rate, but don’t allow that the different rate may be for
different principles.

Mr. Denny: I contend that the Commlssmn must give due
consideration for underwriting profit and 0011t1ngen01es That
is one of the principles of rate-making.

Commissioner Catterall: But the ‘‘reasonable margm
might be different for one company than for another.

Mr. Denny: Only in event that our rate regulation should
be different for one company than for another company. If
you want to tear to pieces the whole standard of rate-making

. in Virginia and start making one set of rates for
page 35 } one company and another set for another company,
but this statute contemplates the making of rates,
not by the company, but according to the risk. "Then you
take into consideration to fhe extent of the deviation statute,
the deviation asked for, and it makes no difference whether
the company is stock or mutual. If these principles of rate-
making set forth in 252 do not in their entirety apply to
mutual companies, then the Bureau rates promulgated by you
under Manual rates are improper, and you should have one
manual for stock companies and one for mutuals, and one,
perhaps, for reciprocals, and if you do that, you have no basis
for it and it leads us right down the road to chaos.

I repeat, and I shall not go further in this opening state-
ment on that, and I am obliged that you let me go as far as 1
have, that in making rates, this Commission is directed to
make them for the business as a whole and the rates are
to be made in accordance with the character of the risk.

Now there is an escape under certain.conditions.

page 36 } If Company A, because of its situation finds those
rates to be very onerous, it can come in and ask for

rates above the Manual, and if it can meet the conditions,
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whether the company is mutual, stock or reciprocal, -then
it is granted, and if Company B desires to write below the
Manual rate, and can meet the conditions, this -Commission
can authorize it, but whether the company be mutual or stock
1s, under the statutes of Virginia, immaterial, so far as rate-
making is concerned, and you can’t find any provisions in our
Statute to the contrary, and can’t find any decision of this
Commission where the matter has been given consideration to
the contrary.

Now Mr. Wicker says that this method is not to be deter-
mined on the basis of direct premiums written, but it is to be
determined by net premiums written; that is, direct premiums
less any returned premiums for rate balance, and less any Re-
insurance. There are two fallacies in that approach. The
first is this—that you have not the slightest control over the

matter of Re-insurance, the amount of the risk
page 37 } the company may re-insure nor what the company

ceding the insurance may have to pay for the Re-
insurance. The matter of Re-insurance is a private treaty,
a matter of private treaty between the parties and you have
nothing more to do with that than has the NAACP. To say,
therefore, that there should enter into our rate regulation as a
material part of that regulation a factor over which you have
no control, is down right ridiculous.

Commissioner Catterall: We have no control over the
agent’s commission.

Mr. Denny: You have the control in this way—by saving
vou will allow so much for expense, and while you cannot tell
the company that it must pay such and such percentage of
commissions, you have a perfect right to say to them that in-
the fixing of rates we are going to continue such and such a
percentage for expense. .

Commissioner Catterall: The usual method. for deviating
down is agent’s commission. .

Mr. Denny: It could be, I grant you.

Commissioner Catferall:” All the things used to
page 38 } justify downward his expense are not thlllO'S’ that
are regulated by the Commission.

Mr. Denny: In the actual dollar part but those are in-
cluded in what you sav is ‘‘reasonable’’ 42.5% for expenses.

Chairman Hooker: - That expense is established by evidence
of the companie§ before this Commission.

Mr. Denny: Yes. :

Chairman Hooker: And the insurance people came before
us a few years ago and asked us to establish a definite amount
for agent’s commission and Mr T Iu<t1n Moore tried to
get us to do that. S : v s
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Mr. Denny: I don’t recall it. It may have been done at
some special case of insurance.

- Mr. Elliott: As I recall, it was a question of automobile
liability and damage insurance in which they sought to in-
crease the factor allowed in the Commission . formula from
25% for acquisition cost to 30% to take care of what they
contemplated as increase to agents and the Commission told

them that the 259% was sufficient and should be con-
page 39 } tinued.

- Chairman Hooker: And we declined to take any
pos1t1r0n on the agent’s commission.

Mr. Elliott: -The Commission said that they had allowed
so much for expenses in which was included so much for
agent’s commission and that they could pay 25%, 10% or
whatever they wished to pay.

Chairman Hooker: And that was decided from the evi-
dence put in by the companies.

Mr. Elliott: It was based upon the statisties the Commis-
sion passed on in the Epes’ case.

Mr. Denny: I think that it is-a simple premises that T
had the privilege of representing before this Commission the
Rosslyn Gas Company when it was being charged so much
for gas by the Washington Gas Company for gas and the
Commission said that they had nothing to do with it and that
the Rosslyn Companv set that and considered it was a proper
rate.

Chairman Hooker: I think if you look back at that decision

you will find that I wrote the opinion in which T
page 40 | stated that we thought the amount was excessive

but if the stockholders wanted to pay it they could
do so.

Mr. Denny: But you were not bound by that.

Chairman Hooker: It went into the Federal Courts and
they get a Law through to the contrary, and I don’t.know
what the Law would be today but we got Senator Hiram
Johnson to pass a law that protected us and put the other
side out of Court.

Mr. Denny: Let’s take the other point as to Why yvou can’t
deal with what Mr. Wicker calls “‘net premiums.”” The Com-
mission will recall that five years ago in. Case 11123, decided
July 30th, 1953 where the Assoclated Factory Mutuals wanted
a dev1at10n They wanted to”be permitted to request their
assured to pay a deposit that in many instances greatly ex-
ceeded the manual rates, and then at the end of the policy
year they would pay back to that insured 92, 94 or 95%; so
- that the net cost of the insurance was about 10 to 15% of the
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-+ manual rate, and they showed to this Commission
page 41 } that they operated very profitably and made money

on that basis. They did not need to receive in the
final analysis more than 7 to 8% of the manual rate, and they
made a plausible argument but it fell. Why? Because of our
statutes. Our statutes define the rate in Section 219 of the
Insurance Law. ‘‘The term ‘rate’ or ‘rates’ wherever used
in this chapter shall be deemed to mean rate of premium,
policy fee, membership fee, or any other charge made by an
insurer or in connection with a contract or policy of insurance
of the kind to which this chapter applies.”” It says ‘‘made
by the insurer’’ here. The rate, if you please, as defined
by the statute, is a direct premium written and the whole
of our rate regulation is a regulation of the rate as defined
In our statute, and when Mr. Wicker asked you to consider his
desire for rates on a basis otherwise than that, under the Law
of Virginia, he is asking you to go out and make entirely new
rules for rate regulatmn

You gentlemen regulate rates and the Legisla-

~ page 42 } ture of Vlrgmla has told you what the rate is. It

has told you so in Section 219 and when you regu-
late that rate, you have got to regulate it from the point of
view as to what does the rate produce :

T pay no attention to Mr. Wicker’s third point, for I think
his apology for the advancmo of it is a complete answer to it..
In the Epes’ opinion, in our whole history, loss expense has
been a part of expenses and not of losses.

Now, if T may approach this thing from the point of view
of the Bureau, and in order not to get myself confused as to
what I am saying, I have reduced most of it to writing,
and while there may be some repetition, I think it would be.
advisable to read it.

This case involves the application of The Harford Mutual
Insurance Company for the right to use a deviation of  20%
downward from the Virginia Insurance Rating Bureau’s
rates for fire and allied lines. The Virginia Insurance Rating

Bureau is here today to support the findings of the
page 43 } Commission’s Bureau of Insurance that the ap-

plicant in this case has not justified such 20%
“downward deviation in fire and allied lines rates, but that the
applicant is entitled to approval of only a 10% downward
deviation, to which finding of the Bureau of Insurance ap-
parently the applicant takes exception and as a consequence
has requested this hearmg

As the Commission is well aware, the statute (Section
38.1-226) charges the Virginia Insurance Rating Bureau with
the making or adopting of rates for insurance of the types to
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which article 2 of chapter 6 of Title 38.1 of the Code relates,
and states that such Bureau shall file with the Commission
manual, minimum, eclass rates, rating schedules or rating
plans, rules, by-laws, agreements and regulations relating
to insurance on or with respect to property in Virginia and
applicable to such risks. And there at that point I interpolate
that that is just another example taken from our-statute that

rates are made for the property as a whole and not
page 44 | the type of risks. The statute also provides that

-every insurer doing business in the State of Vir-
ginia and writing fire insurance and other types of property
insurance, regardless of whether such insurer is stock, mutual,
reciprocal, or inter-insurer, or other type or form of organi-
zation, shall be a member of the Rating Bureau and that the
filing of rates by the Bureau shall be for and .on behalf of
every such member, and if the Commission needs another
example that our statute says that the rates are made on the
character of the risk and not the character of the insurer,
there you have it because it is on this factor that the Bureau
files rates on behalf of all of its members. We can’t file rates
on behalf of this group or that group. The filing of rates
applies to every member, stock, mutual or reciprocal, but
another example to add to what I have said before, is that
regulation for mutuals and not for others, finds not one
scintilla of evidence in our statute.

As the Commission also knows, under the law (Sectlon

38.1-258) it is 'provided that every member of the
page 45 } Virginia Insurance Rating Bureau shall adhere to
the filing's made on its behalf by the Bureau except
that as to fire and other types of property insurance any
insurer may make written application through the Rating
Bureau to the Commission for permission to file and use a
uniform deviation from Bureau rates. And may I add at that
point that every member shall adhere to the filings except as.
dev1a‘r10ns may be permitted, and Harford Mutual is a mem-
ber, the Insurance Company of North America was a member
and every mutual is a member. Again a direct negation of the
first point established by Mr. Wicker.

Senator Wicker: I must have been misunderstood for I
never have taken the position, nor will T ever will, that in
the establishment of general rates, that there should be any
difference in the Commission’s judgment in regard to stock
companies, mutual companies or any other. I only mentioned
that, in the Commission’s consideration of anv -amount. the

Commission might consider that the mutual re-
page 46 _+ quires no profit, “and T don’t want to be misunder-
stood, and if Mr. Denny has misunderstood me, T
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hope nobody else has.
'~ Mr. Denny: My contention is that the same formula, when
applied to stock companies should be applied to mutual com-
panies, and there is no reason to have in the formula for
mutual companies any provision for underwriting profit, I
say that that contention is invalid and unnecessary and is a-
contention that you should have a different form of formula.
If the same formula does not apply, and if there is no need
or requirement of underwriting profit in a rate to be required
by a mutual company, then the regulation is different, accord-
ing to my thinking. Any such application for a deviation must
be accompanied by supporting data on which the application
relies, and in considering the application the Commission shall
give consideration to all available statistics and the principles
of rate making as provided for in Article 4, Chapter 6, Title
38.1 of the Code.
Because the Virginia Insurance Rating Bureau,
page 47 t as indicated, is charged with the respon51b1hty of
filing with the Commission rates to be used by its
members whether stock, mutual or reciprocal, and the Com-
mission will understand when I refer to mutuals, I am not
referring to County Mutuals which are not regulated, with
respect to fire and allied lines of insurance, it is our feeling
that said Bureau has both a moral and legal ohligation to
present to the Commission its reasons in any casc where it
feels that the applicant for a deviation downward from its
rates has failed to justify such application or request. It is
because of that feeling that the Virginia Insurance Rating
Bureau is here today in opposition to The Harford Mutual
. Insurance Company’s request for permission to file and use a
20% downward deviation in Bureau rates with respect to fire
and allied lines insurance in Virginia.

The Virginia Insurance Rating Bureau has made a careful
study of the data filed by the applicant in this case in support
of its application, and we have reached the same conclusion

that was reached by the Commission’s own Bureau
page 48 | of Insurance; that is, on the basis of the statistics

and other data supplied by the applicant, it is en-
titled to a 10% downward—deviation but it is not entitled to
the 20% downward deviation as requested, and at that
point T want to point out this fact that, from the exhibits filed
by this Company it will show that 20 to 25% of its business is
done in the State of Virginia. When we say it is entitled to a
10% data deviation, we make that statement on the basis of its
Virginia experience, and we think in this case, with the volume
of its writings in Virginia that that is perhaps proner, but
if they asked for a- deviation on the basis of their National
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experience, they are not entitled even to that 10%. There
National experience would entitle them to practically no
deviation. It is our belief that the evidence which will be
presented in this hearing will show that the analysis made by
your Bureau of Insurance and the Virginia Insurance Rating
Bureau is correct.
We admit, of course, that the Harford Mutual
page 49 } Insurance Company is a mutual company, that it is
_ a corporation without capital stock, and that it
“carries on its business of writing insurance on the mutual
plan. We need have no evidence on that so far as we are
concerned. So far as rates are concerned, however, it is not
pre-empted under the law since there is no provision in the
laws of Virginia whereby a mutual company is to be treated
differently from a stock company or any other type of insurer
where rates are concerned. As I have developed in my open-
ing remarks, under the law the rates filed by the Virginia In-
surance Rating Bureau and approved by the Comm1ss1on are
for the use of all the members of that Bureau regardless of
whether those members from an organizational standpomt are
stock companies or are mutual companies or are reciprocals
or are any other type of insurer. Since this is so, it is
axiomatic that the applicant in this case occupies a position
no different from that which would be occupied by the In-
surance Company of North America, for example,
page 50 } if that company were the applicant. As this is
true, the application before the Commission must
stand or fall on the applicant’s ability to show that its ex-
penses alone are sufficiently low to justify the deviation re-
quested since on October 4, 1957, the Commission in the Case
of the North America Companies, and after, as vou will recall,
a very protracted hearing, very properly and wisely held that
the basis for anv downward deviation is to rest on the ex-
pense factors alone of the applicant without regard to the
applicant’s past experience or prospective experience with
respect to losses. That decision of the Commission was in
keeping with the reeulatory pattern for the making of fire
insurance rates which has existed in Virginia for approxi-
“mately thirty vears.

We anticipate, as has been indicated by Mr. Wicker, that a
crucial question to be considered by the Commlssmn in this
case is whether or not the Commission, in considering an

~application for a downward deviation, must eive
page 51 } consideration to a reasonable mar~in for under-
writing profit and contingencies which our statute
requires it to consider when it makes or apnroves rates
That statutory provision is set forth in Seetion 38.1-252 which



26 Supreme Court of Appeals of Virginia

is the section that denominates the principles which must be
considered in rate making. Section 38.1-258 of the Code deals
with deviations that may be permitted in the writing of busi-
ness which falls within the jurisdiction of the Virginia In-
surance Rating Bureau and specifies that, in considering a
deviation request, this Commission ‘‘shall give considera-
tion”>—and I emphasize those three words which are taken
directly from the statute—to the principles of rate making
otherwise provided in Article 4, Title 38.1, which article con-
tains Section 38.1-252 wherein the prmmples of rate making
are set forth. '

It is a fundamental contention of the Virginia Insurance
Rating Bureau that no matter what other considerations must
be kept in mind by this Commission in considering an ap-

plication for a deviation, no matter what may be
page 52 } the breadth of its discretion, this Commission has
no discretion whatsoever concerning the require-
ment that it give consideration to.those factors laid down
by the Legislature in Sections 38.1-252 and 38.1-258, and if that
statement be not correct, then this Commission does not have
staked out for it by the Legislature any limits whatsoever as
to what it should do in rate-making. It is our contention that
as a matter of law the Commission in making rates, amid
other things, must give consideration to underwriting profit.
and any rate established without such consideration is illegal -
and is not promulgated in accordance with the statute of the
State of Virginia. We do not mean by this that it is the
function of the Commission to see or to attempt to see that
every insurance company doing business-in the State must
make a profit, but under the law in the establishment or
making of rates, by the Commission it is necessary or rather
it is required, to include in such rate a factor or loading
applicable to a reasonable margin for underwriting
page 53 | profit and contingency, otherwise the rate is not
made or established in accordance with law, as
laid down by the Legislature and governs the Commission.

It is our further contention that, since the Commission by
statute is required in considering a deviation to give effect
to the statutory principles which govern rate making, this
Commission is not vested with discretionary power to deter-
mine whether it will ignore the subject of underwriting profit
n the consideration of a deviation, but it is required by law
to give consideration to the matter of underwriting profit in
every deviation hearing; and, should it approve a proposed
deviation and ignore a proper factor for underwriting profit,
its action would be without justification or authoritv under
the statutes of Virginia. The Commission has said that,
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in faet, I think it has said that more than once and I read

from the unanimous opinion of the Commission in the General

Insurance Company of America case and First National In-

surance Company which was heard and decided by

page 54 } the Commission on May 11th, 1950 in Case No.

» 9604, and I am reading from the opinion of the
Commission: .

- “‘Tt has been the practice of this Commission over a period.
of many years in establishing fire insurance rates in this
State to consider the underwriting profits of the companies
over the most recent five-year period for which statistics
are available. Under this practice any factor which ma-
terially affects either the premium income or the expenses of
the companies necessarily affects their underwriting
profits and results in a'change in rates. This demonstrates
the wisdom .and necessity for the provisoins of Section 38
213, which require the Commission to give  consideration
to all available statistics and the principles of rate making set
forth in Section 38-208 bhefore approving a deviation.  No
statistics to justify this deviation have been filed in this case.
The Commission can see that there will be an

page 55 } immediate reduction in premium income, but, in the
“absence of the information which the applicants

were requested to place in the record, the Commission cannot
tell what effect this reduction will have on the underwriting
profits of the applicants or whether the rates to be charged
will be adequate.’’ ' ‘

Chairman Hooker: They did not have any statistics in.

Mr. Denny: I know that but the Commission could not tell
ahead about that. . _ :

Chairman Hooker: If they don’t put any statistics on,

Mr. Denny: But the Commission said that they had to have
statistics to determine whether the rates are adequate.
Senator Wicker: Wasn’t that a stock company?
Mr. Denny: Yes. S
Mr. Denny: I know if they have no statistics, the case goes
out but let’s see what the Commission says. In analvzing the
: statistics and data filed by the applicant in this case,’
page 56 } the Bureau of Insurance has very properly applied
the formula with respect to the making of fire in-
suranée rates, which formula has been in existence in Virginia-
for approximately thirty years and which was reaffirmed:
without any doubt or question by the Commission in the Case
of the North America Companies decided October 4, 1957.
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That formula, as the Commission is aware, recognizes a
reasonable margin for underwriting profit and contingencies
and embodies a factor of 5% for such a purpose. In applying
the formula with respect to the application now before the
Commission, the Bureau of Insurance found, as we have al-
ready stated, that the applicant can justify a downward
deviation of 10% in Virginia Insurance Rating Bureau rates
heretofore approved by the Commission but cannot justify its
request for a 20% downward deviation from such rates.
That finding we are in accord with fully.

It has. been indicated that The Harford Mutual Insurance

Company has been writing fire and allied lines insurance in
the State of Virginia for several years at deviated
page 57 } rates which were 20% below the rates filed by the
Virginia Insurance Rating Bureau and approved
by the Commission. No doubt the fact that such practice—
the use of 20% downward deviated rates—was permitted by
the Commission through its Bureau of Insurance will be and
has been strongly emphasized by the applicant in this hear-
ing as a reason why its present application should be ap-
proved. We believe it will be shown that such approval
in the past arose from a misinterpretation of the application
of the rate formula and that the reasons for such a mistake
were fully clarified and obviated by the decision of the Com-
mission in the Case of the North America Companies decided
October 4, 1957. It is obvious of course that, while the making
of a mistake may be justified, once the mistake is known to
exist, its continuation cannot be justified. Moreover, we
believe the evidence which we shall produce in this case will
show conclusively that at no time during the period from
1952 through 1956 was applicant entitled to per-
page 58 } mission to use a 20% downward deviation in rates
with respect to its writings in the State of Vir-
ginia.

Under the formula previously referred to with respect to
the making of fire insurance rates, which has been in effect
in Virginia since the Epes opinion (Case No. 3602) handed
down by this Commission in 1929, the percentage allocation
of the premium dollar is as follows: For losses and con-
flagration, 52.5; for expenses, 42.5; and for profit, 5.0. Those
factors, of course, are applicable to the manual rate dollar.
The Commission has never permitted deviations because of
better loss experience than that to be expected. TLoss ex-
perience of the business as a whole is the point to be con-
sidered. To permit a company because of fortunate loss
experience in one, in two, in three, four or five years to
_deviate on the assumption that it might be able to hold its
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losses to such favorable experience in future years would be
to invite disaster. Hence, the factor as to losses is and must
be a constant for the rate and must make provision
page 59 } for anticipated losses. Whether at any particular
» time an individual company has a more favorable
loss experience than anticipated by the rate formula in an
accident that cannot be and never has been considered perti-
nent to the determination of a deviation request.
. T might say right here, in connection with this Company
that its figures will show in 1954 that it had Nationwide
tremendous losses, so that its underwriting profit in 1954
was a loss of one million three hundred thousand dollars as to
losses.

Just as provision for anticipated losses is necessary to
protect the solvency of the companies and to assure pay-
ment of losses to policy holders, so provision for anticipated
profit is necessary if, in effect, the insurance business is to
continue. In the Epes opinion previously referred to the
Commission recognized that it was not enough that the own-
ers of the business might enjoy such profit as might be derived

from the investment of capital, surplus, and un-
page 60 } divided wvrofits, or from speculating with those
- funds. Tt recoonwed that sound regulation of the
insurance business requires that provision be Tade for anti-
cipated underwriting profit for all companies, and, as we
have previously shown that salutary principle hac now
been written into our statute. Under the formula of the
Epes opinion. which formula was restated and reaffirmed by
this Commission in the Case of the North America Companies,
it is provided that five cents out of each manual premium
dollar shall be for the profit factor and no insurer is to be
permitted, when seeking competitive advantage through the
use' of deviated rates, to disregard the need for profit.

Under the formula which originated with the Epes opinion
and which was restated and reaffirmed by the Commission in:
the Case of the North America Companies, 42.5 cents out of
each manual rate dollar is allocated as to the expense factor
for all insurers. In Case No. 12880, which involved a devia-

~ tion request by the Allstate Insurance Companv,

page 61 } the Commission stated that it had a policv as to the
granting of deviations and under such poliev per-

centage downward deviations are permitted only in the
event one thing can be shown; namelv, that the applicant
has, and we quote, ‘‘lower expense ratios than those estab-
lished for all companies.”” That was vour unanimous deci-
sion just about a year ago. We agree fully with that policy.
that to the extent an insurer can show that its expense of
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doing business is less than the ratio allowed in. the formula
as to all insurers its deviation request should be permltted
provided other requirements be met. '

It is a simple mathematical fact that When an insurer is
granted permission to file and use a 209% downward deviation
from established rates, the deviated rate dollar used by that.
insurer consists of only eighty cents as compared with the
established manual rate dollar of one hundred cents. This
means, of course, that a greater per cent of this eighty cents

dollar must be set aside for the payment of losses
page 62 { and to take care of conflagrations and catastrophies
- than the mere. 52.5 per cent as provided in the
established rate formula. Thus, it becomes necessary to
convert the loss and catastrophe factor from that allowed
under the manual rate dollar of one hundred cents to that
which must be allowed under .the deviated rate. dollar of
eighty cents. This conversion is accomplished by dividing
-52.5 by 80 which produces a factor of 65.6. When the factor
of 5.0 for profit and contingencies is added to the converted
factor of 65.6, we have a “combined factor of 70.6. When
70.6 is subtracted from one hundred. cents, it leaves only
29.4 cents, or a ratio of 29.4 per cent of the deviated rate
dollar for expenses. It is necessary that the expense ratio
of an applicant be not in excess of 29.4% to justify a request
for a 209% downward dewatlon from manual or established
rates.

We believe that the ev1denee in this case will show the
Commission without question that the expense ratio of The
Harford Mutual Insurance Company is substantially in excess
of 29.4% and further that such evidence will show that, while

the Applicant is entitled to file and use a 10%
page 63 } downward deviation in rates, it is not entitled to

file and use any greater percentage deviation.
And we believe that on the basis of such evidence the Com-
mission should and will deny the pending application.

Now, I think it certalnly appears to me at the present
moment that this case. is going to develop, not into a factual
contest, but is going to develop into a legal contest. I do
not antlclpate, indeed we know, from the very figures filed
by The Harford Mutual, that if it must make provision for the -
profit factor, and if this Commission is not empowered to
allow it- to deviate by eliminating the profit factor. then I
think, by its own ﬁg'ures, it is not permitted to deviate from
the figures presented by its own filing. Then I think the
Commission has to decide whether it'was correct or not in the
North America Case. If-you can permit a companv to deviate
only on its own expense, and if as the Commission has decided
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evely time it has been presented to it, if you are going to
" adhere to that, which we contend is a requirement
page 64 } of the statute, then under the figures it has filed,
it is not entitled because you take the deviation
will eliminate the 5% profit factor. If we are right on the
Law, and if the Commission was right last Fall, and if the
Commission was right when it decided the All States Case,
and" if the Commission has been right every time it has
decided one of these apphcatlons, tth vou have to so decide
this.
11:40 A. M. Commissioner Dlllon The Commlssmn will
recess for ten nnnutes ‘

11 50 ‘A. M. The Comm1ss1on resumes its session.

Commissioner Dillon: Mr. K1ng, do you have an opening
statement?

- Mr. King: Yes, sir, mine will be extremely brief.” The
Virginia Association of Insurance Agents coincides com-
pletely with what Mr. Denny has had to say, and T would like
to read one thing, which has beén omitted, and I have in my

hands an attested copy of the Commission’s Order
page 65 } in Case No. 13556, the Application of The Insur-

ance Company of North America. This is dated on
the 4th day of October, 1957 and it says this:

“After hearing the arguments of counsel upon said motion
and having considered all of the evidence herein the Com-
mission is of the opinion that said motion should be sustained
and this proceeding dismissed for the following reasons:

‘(1) the formula established by the Commission- for the
regulation of the rates charged for fire insurance by all
compames doing business in this State is as follows:

““Losses - 50.25%

““Conflagration or Catastrophe Allowance ~ 2.25%

‘“‘Fxpenses 42.50%

“¢““Underwriting Profit . 5.00%
Total ' 100.00% "’

Now I say merely this that if the Commission

page 66 } still means what it said on October 4th, T am in-
: formed the evidence will show that this Company is
entitled to 10%. If it does not mean what it said on October
4th T think they have to show what the deviation losses will
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be in October of 1958 that they will be the same in October
of 1958 as they were, and I think that is the simple questmn
.involved.

Commissioner Dillon: Mr. Elliott, do you have any “state-
ment you wish to make? :

Mr. Elliott: Yes. I think that what I say may be of some
help to the Commission for, as I understand this application,
it is for a 20% deviation or nothing. It is not an application
that, if we can’t have 20% let us have 10% and I would like to
have a clarification on that. If it is an application for a 20%
deviation, and if the Company accepts, as Senator Wicker
says it does, the formula of October 4th, 1957, I don’t think
it is necessary for this Commission to get into the question
as to whether a mutual needs a profit or not, because, when-

ever you accept that formula, then this Case on a

page 67 } 20% deviation must fall. The figures filed by the
Company Nationwise show a total premium of
twenty-three million nine hundred and thirty-six thousand
nine hundred and fiftv-seven dollars. Applying this for-
mula and applying 52.5% of the one hundred cent dollar to
this premium deviated dollar of twenty-three million dollars,
you come up with losses, according to the formula, of eight
million two hundred thirty-four thousand three hundw ed and
ghlrteen dollars Country-wide. According to their own evi-
ence and actual expense, not arithmetic expense, and not
provided in the formula, but the actual expenses of nine
million two hundred and eighty-eight thousand one hundred
and twenty-seven dollars. Mind you that there is left in the
premium income after application of the formula to the
losses only eight million dollars to pay actual expenses of
nine million dollars, leaving a deficit before you get to or
think about profit of one million and fifty-three “thousand
dollars. Now you say ‘‘that the Company shows a profit.”
Yes, they show a profit in that same exhibit of one

page 68 } million one hundred and forty-four thousand dol-
lars. Where does that profit come from? That

profit comes from the fact that the actual losses of the Com-
pany are two million one hundred and eighty-eight thousand
dollars above that required to be set aside by the formula;
so that two million one hundred and eighty-eight thousand
dollars, when you deduct the actual overage of expense, leaves
the one million one hundred and forty-four thousand dollars
of which they show as a profit. Where does that come from?
That does not come from any savings in expense but comes
only from the fact that their loss ratio was less than that
provided by the formula so that in accordance with their own
figures, the Company must be allowed to deviate because of’
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losses, and that has never been permitted in my experience
here.

The . othér point, and which is novel here, is that you
should take into considerafion only the premiums- and ex-
penses less Re-insurance. As-to that, I say to the Com- -
mission, if that is the theory on which we are operating,

then we have ‘got to start all over again.  The
page- 69 } premiums and losses upon which the rates are made:’

and to which this ‘basic formula is applied, are the'
premiums’ and -losses -of ‘the companies and not what hap--
pens when you re-insure business with other companies. Natu-
rally, Re-insurance companies are in business to make a profit.
If they don’t make a profit;/that is no concern of this Com-"
mission, and neither do we regulate it, so that if we get off"
under that, we have to re-establish the formula so that you
deviate from-exactly the same basis on which your rate is
constructed. In other words, you can’t have a rate formula
based on one set of losses-and deviate from another set
of losses, which have no- relationship to the rate at all.

Those are the matters that arise to my mind in this case,
and I simply point them out to be considered as this evidence
unfolds. : : ' _

Commissioner Dillon: Are you ready to proceed with your .
evidence? , S

Senator Wicker: Yes. Mr. Elliott asked the question

whether we want 20% or nothing. We think we are
page 70 | entitled to 20%, and that the evidence will show it,

and we are not here looking at this Commission’
and saying ‘‘If for any reasons, after considering the whole
case you don’t think the 20% is justified, but only 19%, we -
want nothing.”” Certainly that woulld be ridiculous for us to
say any such thing. We are trustees for our policy holders.
We don’t want to be placed in such a position. We are
making application for 20% and we hope the Commission
will grant it, but we don’t want to be in the position of saying
that if the Commission says it should be 19% that we will
only take the 20% or nothing, and that is the only thing I
want to make clear on that matter. ‘

I do want to say on the Re-insurance matter that this is not
involving any change in the basic formula for general rate-
making. T have participated in these cases for twenty years
representing the Mutual Rating Bureau, and we have never
asked for anv deviation from general rate-making and that is
what Mr. King read, that is the general formula on basic

: rates, and if you want to re-establish something
page 71 } different, it is another matter but on Re-insurance
' I wish to invite the Commission’s attention, that of
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counsel and all-that this is not.making rates for buying Re-
insurance in your formula of rate-making, but on -the matter
-of rate-making;. reinsurance is recognized as diminishing
or exceeding your exposure, and. Virginia forms on Page A
of your Annual Report the Virginia form and at Page 10
also, you will find the place for Re-insurance and it is formally
recognized, and you use this annual statement, of course, the
Insurance Department does, to determine whether the Com-
pany. is solvent, and on Page 8 where they- get to-losses in
here there are losses paid on direct.business or Re-insurance
assumed, and then a column for Re-insurance recovered and
then they are based on net changes, one plus two minus three
and on Page 10 in the Underwriting Exhibit where your ex-
penses are set forth, there again both in the matter of loss
adjustment and clalm adjustment, and both in the acquisition
- cost, the commission paid agents for Re-insurance,
page T2} is _put down as a separate item in each case to
o - be deducted or added to determine what is claimed
to be ‘‘net service’’ and that: determines the expense of the
Company on annual basis, and since it was stated we would
_have to revamp the whole thing, I disregard anything in re-
gard to the general formula but 51mply say these thmcrs should
be taken into consideration.
- Mr. Weleh, will you please come around and be sworn.

page 73 } WALTER WELCH
" a witness introduced on behalf of Apphcant being
first dulv sworn, testified as follows:

DIRECT EXAMINATION

By Senator chker

Q. You are. Mr. Walter Welch Pres1dent of The Harford
Mutual Insurance Company? _

A. Yes, sir.

Q. That Comipany was formed, T beheve in 18429

A. Correct,- sir.

Q. And entered business in V irginia back in 1928"2

A. Yes.

Q. State-the c1rcumstances, if you know them under which
they came- mto Virginia.

A. T had'been in Virginia twenty-five years Four or five
years prev1ous to my employment, it was entered here and
licensed and'it.was my understanding that we came here more
or less to help the old Loudoun Insurance Company which is
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an assessment company in this State; principally because

“under their charter they were not allowed to buy re-
page 4} insurance, and were more or less limited in writing

insurance, and they prevailed on our Company to
come in and for a number of years the only agents we had
were the Loudoun Company agents. After I came with the
Company I commenced developing an agency plan, and we
have built that plan so that we have twenty to twenty-five
agents and they have a number of solicitors working out of
their office, and we are now represented State-wide through-
out the State of Virginia.

. Q. In what lines do the Companies do business ?

A. We now hold what is known as a- “mulmple charter,”’
but our business is fire and allied lines in this application.

Q. And that is what you are asking for in the eontmuatlon
of this deviation?

\A. We are asking only for the deviation on our fire and al-
lied lines.

Q. Has your Company ever done business on anythmg
but a deviated hasis on fire and allied hnes?

A No, sir.

© Q. Will you state what was the original devia-
paO“e 75 } tion? ,
A. We were set up before the Virginia Insurance
Rating Bureau was organized and we came in and filed our
own rates and we set them up in accordance with the Loudoun
Company’s agents’ rates, and later on the Virginia Insurance
Rating Bureau was established, and all companies outside of
the State were required to clear thr ough that rating organiza-
tion, and we were put on notice that we would have to have our
rates filed and checked there.

Q. And you did that in 19362

A. Yes.

Q. Do you recall the hearing when Mr. Archibald Robelt-
son represented the Company and my good friend, Mr: J.
Gordon Bohannan, represented the Rating Bureau?

A. Yes, T was working as a special agent at that time.

Q. And that was the time when the Company’s right to a
deviation was questioned and was heard and determined by
the State Corporation Commission first? -

] . A. Yes.

page 76 | Q. That was in 19369

A. Yes.
Q. And the 20% dev1at10n was approved then? .
A. Yes
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Q. Now as to the 25% deviation. _

A. The 25% deviation was granted orlgmally, I’'m not sure
that I was connected with the Company when the original.
25% was granted, but the original 25% was granted by the
Bureau and we operated under that 25%.

Q: And in 1936 the 25% deviation was upheld and detel-._
mined by the :Commission and then in 1947 what happened
there? :

A. We had a hearing before the State Corporatlon Com-.‘
mission in 1936 and the deviation of 25% was granted, and the -
next hearing was in 1946, when the Commission heard us again,
and upheld our deviation of 20%. )

Q. And that was at, whose request that it was made from

25 to 20%?

“A. That was at the request of the Company.
page 77+ Q. Why? -

A. Because the rates had been reduced, and we
felt it was not wise to continue at the 25% at that tlme .

Q. And there was no objection by the Bureau? You were
not haled in by the Bureau and the deviation reduced?

A. No, sir, we did it at our own request.

Q. You have been operating now in Virginia for thirty
years? -

A. Yes, sir,. we have been licensed and domcr business
here.

Q. I have here a statement marked ‘‘The Harford Mutual
Insurance Company Virginia Premiums -and Losses 1928—
1957, and this was prepared from the Company’s books
and reflects the total losses and premiums? :

A. Yes; sir.

Senator Wicker: I ask that that be received as Exhibit
No. 1.

Commissioner Dillon: It will be received as Exhibit No. 1.

Senator Wicker: That was received- as Exhibit No. 1.

page 78 } Senator Wicker:
. Q. That begins with the year 1928? . .
A. Yes.
Q. And ends with the year 19577
A. Yes.
Q. And that is on the total basis' and does not reflect Re-
insurance in any way or the other?
A. No, sir, it does not.
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Q. It shows for total fire and allied premiums ertten the
“gross premium is what figure?

"A. Twelve million six hundred and eighty thousand six
hundred and fifty-two dollars and seventeen cents.

Q. And’ on the same busmess ‘the losses amounted to what
total? :

A. Five million four hundred and fifty-seven thousand
seven hundred and twenty-three dollars and fifty-seven cents.

Q That figured a: thirty year loss ratlo average of what?

A, 43.03%.

Q. On your premium savings to Virginia policy holders

that amounted to how much? ,
page 79 }  A. Three million three hundred eighty-two thou-

sand seven hundred sixty-five dollars and eighty-
two cents. '

Q. How do you get at that figure? Is that the difference
between the amount you charge your Virginia policy holders
on your deviated basis and the amount they would have had
to have paid if charged the full 100% manual?

A. Yes. -

Q. And that is three million three hundred and eighty-two
thousand seven hundred sixty-five dollars and eighty-two
cents?

A. Yes.

- Chairman Hooker: That is the amount on the 80% deviated
dollar on the insurance written by your Company rather than
the 100 cents dollar? .

"A. No, the savings would be on the 100 cents’ premium:
These" ﬁgures are the net premiums written.

Senator Wicker:
Q. Without taking mto account Re-Insurance?
. Yes. '
page 80} Q. But you collected twelve million six hundred
eighty thousand six hundred and fifty-two dollars
and seventeen cents from Virginia policy holders for fire
insurance in that. thirty year period?

A. That is correct.

"Q. And that was at your dev1ated rate, part of it in the
years was at 25% and in the later eleven years it was at
.20% .

“A, That is correct. ' ‘

Q. Instead of that being wrltten at 75%, that is 25%
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deviation first. and 20% later. . If you had written that busi-
ness at manual rates, what would have been the additional
amount you would have collected from the V1rg1n1a policy
holders?

- A. Three million three hundred elghty -two thousand seven
hundred sixty-five dollars and eighty-two cents.

Q. In other words, that amount of three million three hun-
dred eighty-two thousand seven hundred  sixty-five. dollars
and eighty-two cents makes that the amount saved to your
policy holders by reason of your ertmg at the dev1at10n‘?

A. That is correet.- R oo .

page 81} Senator Wicker: Does that: ansWer the Com-
mission’s question? : .
Chauman Hooker Yes‘ '

Senator chker .

Q. I hand you now exhibit headed “The Harford Mutual
Insurance Company Licensed Virginia Agencies 5-15-58,’2:and
ask if that corréctly reflects and glves the looatlon of your
“agents in Virginia? -

A. Yes. This is a correct list of. our agents in Vlrwlma

Sena.tor Wicker: I would like to have that received as
Exhibit No. 2.
COH]HIISSIOHGI DlllOl’l ,-That will ~be received as Exhibit

Senator Wicker:

Q. Without going to the trouble to read all the names there,
are there not a total of one hundred and fifteen agents on
that list?

A. Yes, sir. o

Q. And while some of them are an agency and somebody
‘has an agent or a number of 1nd1v1duals w01k1ng for them——

-~ .. A. Solicitors or sub- agents.
pafre 82} . Q. They are located in plaetlcally evely part of
Virginia? ..

A We cover practically every palt of V1rg1n1a :

Q. Here is one, ‘“Clifton Mutual Insurance. Agency. ” That
is located at Abmgdon Does that have any spemal terri-
tory? .

A. None of our agents are restricted to any glven terntory

A but they usually operate in the terrltory convement to' them.
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Q. Most of them confine themselves to thelr own texmtory,
- city or town?

A. Yes, but they are permltted to erte State w1de )

Senator chker We are offering now Exhibit 3 w hlch is
a map of Virginia showing the location of the Company’s
agents or agencies. by un’d'erlin'ing’ the location in red, and the
number of agents or agencies at each location is shown right
opposite it. Where it does not show the number at the loca-
tion, there is one agency. For instance, Bristol 2, Temper-
enceville 1 and Richmond 20. I would like to have
.page 83 } that marked as Exhibit 3. _
Commissioner Dillon: It' will be- received- as
Exhibit 3.
"~ Senator chker "We 1ntroduced that- to show that our
‘Company is in business every vshere in Vnglma .

Senator VVlcker S '

Q. Does your Company- operate in Vlrolnla on- any thing
other than the agency system? :

A. No. We do business strictly throuﬂh local avents

Q. Has that always been the practice?

A, Yes, s1r, it has been our practice ever elnce we befran
operating in the State. - :

Q. How many states are-you in? R

A. Twenty-six, I believe, we have a hcense pending at the
. present time and we hold a license in twenty-six states.

Q. Can you recall those off hand, if not, I can furnish

that ' e o

Mr. Denny:: If you ean tell us the-correct number of states
we are perfectly willing to let it go at that.

page 84 b Senator Wicker: '

Q. T thought it would be well to give the names
of the states as well. Suppose you go ahead and state all vou
can recall. N

A. We are licensed in Maryland.

Q. That is your Home State, is it not?

A. Yes, -our Home' State. - Pennsylvania, Vlrglma \Torth
Carolina, South Carolina, Georgia, Florida, Alahama, Louisi-
ana, M1s31s51pp1 Tennessee, Texas, Oklahoma MISSOUI‘I Ohio,
Mlchlgan, Idaho;, Montana, Nebraska, M1nnes0ta, Utah Ari-
zona. and the Distriet of Columbia. -That i is about all T can
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y recall and we were recently licensed in Kentucky We have a
license pending in Nevada. '
Q. I believe you mentioned Colorade.and Arlzona
A. T did not mention Colorado but Anzona but it is also
licensed in Colorado. o :

"Mr. Denny: So far as.we. are’ concerned 1f any of them
.are omitted, he may supply them for the record
Senator chker Thank you, sir.. T

Senator chker S

Q. With - your, a(rents scattered all over the State,
.page 85 | tell the Commission what. type of business your
} Company serves, how does the deviation work, for
example take the rural farm for instance, small property and
industrial properties?

A. This Company has always operated to serve the small
writer. We have catered to the small busmess and the ma-
jority of our business is unprotected. - That is because our
Company started as an assessment mutual and.originally
wrote in the County of Harford, Maryland and then we
extended our business into Baltnnore and we carried it in be-
cause we write a large percentage of unprotected business.

Q. What do you mean by “unprotected business’’? :

A. That is business outside of the fire protected area,
outside the fire protected area of fire companies. We “find,
and I am guessing, but out-of our total spread of business; we
have a verv high percentage:of unprotected business and I
think possibly better than 2.5 million dollars of the farm
business in our writings are lines for homes which have been
more or less held down. We don’t-go in for large commercial

risks. We do write some of them but restriet our
page 86 } writings. For many years our rate was much

smaller than the others and, as the result, we have
one of the largest spreads of any company writing the bl]Sl-
ness we are wr1tmg

Q. That spread is quite a factor in holdmg your losses
down, is it not?

A. That is quite a large part of it. We make every effort
~ to not have our business concentrated- and to not subject
our losses to large losses as they would be if they got-into
large commerc1al lines. Our business is restricted fo lines
‘where you have an average .of seven thousand dollars and our
_business is practically the same in Virginia as it is Country-
wide.
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- Q. What about the people who manage your Company, I
;don 't mean their names? »
A. We have a Board of- Dlrectors of seven d1rectors and
-an Executive Committee of four which is a very old committee.
The average age of.our directors on our Board is a hundred
and fifty years, the combined ages.of service on our Board.
As I say, we have seven directors and all of the directors have
been with the Company many years, and our. Board
page 87 | meets regularly once:a-month and -our Executive
Committee meets once a month and it is what is
known as a ““Working Board of Dlrectors,” and they: take
an active interest in the Company. - ‘
Among our directors we have two bank directors.

Mr. Denny: If the Commission please, I don’t want a
precedent started in this case. If we start this precedent, then
every time we have one of these deviations, or one of these
deviation cases -are.concerned, we will go into matters like
this.. ‘In this hearing, so far, this witness has testified to two
‘material facts. He has given us the deviation in the past and
the direct losses during the years, and not a thing else has he
testified to that has any materlal bearing on This case at
all. ..

Commissioner Dillon: The. Commission is, of course, in-
terested in expediting the hearing but we don’t want to keep
_any evidence out,- and don’t want to put in any that is- not
relevant. Wt i

Mr. Denny : It is 1nterest1ng to know that they have cer-
tain directors and that they meet once a mornth or twice a
- month, but not relevant. to this case.

Senator Wicket: 'It:won’t take much longer to

page 88 } put this in but every time I put something in'like
~this, it reminds me of my friend Mr. Gay in cases

when we would be against each other and every time I began
to talk about something that hurt Mr. Gay’s client, he got up
and started talking about the time and that is what has
happened here, I have been talking about things that hurt Mr.
Denny and Mr. Denny referred to the statute stating that we
should give consideration to relevant factors and certainly a
wlevant factor of how long a company has been going and
whether the directors are scattered far and wide and have no
interest in the company is certainly a relevant factor here.

Commissioner Catterall: What is the relevancy of the
-factor that Mary Louise Shivers.runs an agencv in Arling-
ton?
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Senator Wicker: Nothing at all except, in giving the names
we realize that in a case the Commission had there was some
questlon as to the number of agents given that that was one

: - factor that should be brought out so we felt that

paoe 89 } we should give the spread and type of business

that we are giving and what type of: people have

been affected by this deviation and will be affected by the

deviation and by that we want to show that it is just not
somebody taken out of the. air. -

Chairman Hooker:- I got the inference from Mr. Denny
that they did not questlon your case at all: e‘reept on the Law;
that he admitted all the facts.

Mr. Denny: If we'can dispense with- the stu‘f"f that is-going
in, I can concede that it is a well-managed Company and
through the years it has done business in a legitimate way
as we conceded in the North America Company.

Chairman Hooker: I did not mean to get you up to make
a speech but I wanted to see if I quoted you correctly.

- Mr. Denny: It is a question of mixing law and facts.

Commissioner Dillon: I think we would probably save

time if we permitted Senator Wicker to proceed
page 90} and ask him to expedite it as much as possible."
Senator Wicker: Tt certainly will. I am nothing
like as .big a lawyer as Mr. Denny, but my time is very
valuable also and I want to put in what is relevant, but 1f 1t 1s
not relevant, you know enough to disregard ‘it. :
Mr. Denny He need not lntroduce proof of that

Senatm Wicker :- ' ;
Q. Is this a booklet that glves a hlstorlcal treatlse on.your
Company and what it has done?
A. Yes, sir.
Q. It says “Welcome to the new home of your mutual
friend’’? . :
A. Yes. . T -
Q. That was gotten out after you had operatod for a
hundred years? - : i
.-A. No, this was. 1ntroduced after we had operated over a
hundred years." =

Commlssmner Dillon:: Have vou any obJectlon to that beln(r
admltted Mr Denny?
«Mr. Denny: I haven’t the shghtest idea what it
page 91 } is but during the recess I mll try to take a look :
at it. -
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Commissioner Dillon: You Wlll trust us to say that 1t is
relevant? ’

Mr. Denny Yes, Wlthout makmg a speech I W111 try to see
whether it is relevant. - -

Note: Book tentatively marked Exhibit No. 4

Senator Wicker: -

Q. What is-the approximate savmgs to pohcy holders in
this fire insurance business amount te in.a year?. :

A. Approximately three hundred thousand dollars.

Q. You had better take a look at your ‘Memorandum.

A. The savings.amounted to about two hundred and ﬁfty
thousand dollars per year. .

Q. In other words, your premium the last year 1957, your
total direct premlum in Vlrgmla was about one million dol-
lars?

A. Right at one mllhon dollars—nme hundred and some

thousand dollars.
page 92} Q. And 'if you. operated at rnanual -you would
have -to collect approximately one- fourth of that
million dollars more; is that correct? S

A. That is correct g

Q. Did you state to the Comm1ss1on the per cent of your
property coverage? ’

A. T did not give the exact pelcentage but aecordlno to
our figures, as near as we can gather, it is 61% for res1dent1al
property and. 6(% represents unprotected rural and farm

property.

Commissioner Dlllon Part of that 67% includes., part of
the 61%2? - : h

A Yes, s1r that is correct
Senator chker ‘
.Q. What is your maximum pohcv retentlon? :
A. Under our policy our ‘réquirement is four thousand
minimum and maximum at fifteen thousand dollars. R
Q. What does that mean? ‘
A. Depending on the class of busmess as to what is in the
line, under the regular line, the unprotected is four
page 93 } thousand dollars and well protected'brick property
.. it fifteen thousand dollars and on that we have Re-
insurance. We have automatic Re-insurance that tdkes up
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to ten times our net line of anything we write. In other
words, if we were writing a fifty thousand dollar policy on a
mercantile where~our. net line was ten thousand dollars, we
would have Re-insurance for the other forty thousand dollars.

Q. On that Re-insurance do you have to have it each time
or does that follow automatically? -

- A. It is put on under our treaty, it is automatlcallv as-
sumed by our Re-insurer, and any insurance we can keep we
keep:-religiously and that is kept by the Company as its re-
tention and the rest is carried by the Re-insurer automati-

cally. '

To glve an example, take a farm at twenty thousand dollars,
the farm building and batns, ete. That particular risk would
be in accordance with exposure. If the dwelling and’ barn
were.most ‘of the exposure, 1t Would be Re- 1nsured w1th a net
-line on-each building. -+ .

Now the same procedure is followed in towns and

‘page .94 } cities where our ' business might become, for in-

stance, where we had too muchbusiness in one

block, wé make every effort to spread it and Re-insure it ‘so

that the Company would not be subject to-more than the four
thousand or fifteen thousand dollars mnet retained. line.

Q. Do I understand from you that, depending on the class
‘of property, the property where you think is the least risk,
the Company may end up with fifteen thousand dollai's which
is its*maximum hab1hty°l i

A. Yes, depending on the- class.

Q. Depending on the class of risks, it works down to “the
maximum you would retain whether four thousand or fifteen
thousand dollars?

“A.Yes, sir. '

Q. That is on your 1nd1v1dual writings. © How about
catastrophe? A

A. The Company uses the catastrophe cover which is based
on a certain limit of the retained lines of the Company which
is two hundred thousand dollars. There is a catastrophe
cover that is based on the percentage up to 90% of the losses

up to one-and a half million dollars on any one
page 95 } occurrence.
Q. And that is not on any one year but any one
occurrence ? . ‘ o .

A. Yes. ‘

Q. If a big fire’ broke ont somewhere and your Company
was faced with a loss on'that you have this other basis of
operating presumably on catastrophe by fire?
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A. Or wind. .
Q. Or wind, etc?
A. We Would be covered by the catastrophe.

Q. How much could you lose? - .

A. We have to stand two hundred thousand dollars and
then the Company stands all -of- that up to one and a half
million of that. ;

Q. The Re-insurance- Company stands 90% of the losses
above that two hundred thousand dollars? -

A. Yes, up to one and a half mllhon dollars.

Q. They stand that? :

A. Yes. :

Q. Now do you have any inspection, any relatlonshlp be-
tween your expenses and losses.. It has been mentioned here

and will come out later as to your actual losses
page 96 } as allowed by law, I don’t mean by dollars and
cents, but- how about your losses compared to the
average of your expenses, the average period, the average .
considerable period? .

A. Over the past ten years the record of our under WI‘Itan’ :
has been a little better than most companies up to the las‘r
two or three years when we had a series of windstorms, our -
figures have been running 10 to 15%, profit.

Q You mean that, after paying losses you still have 10 to .
15% which you can add to your surplus?

A. Yes, our surplus has increased in.the past ten years two .
million and a half dollars. .

Q. Now in regard to your inspection expense does that .
have any -bearing on your losses? :

A. We believe that, because of this extensive 1nspect10n
service, it is respons1ble for our having this low ratio of .
losses. - )

Q. Is that expensive?

A. Yes. The inspection service is independent of our

Company, but it is a mutually owned operation that
page 97 } is owned by another company, but the actual in-

spection runs up to four-or five dollars on each
risk that is inspected, regardless of the size of the premium
we receive for each risk.

Q. And if you cut that inspection out, that will reduce vour
expenses considerably?

ATt Would have a bearing on reducm;z our risks and at the
same time we feel it would have a bearing on our loss ratio.

Q. From the standpoint of deviation, you can justify your

"y
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expense and justify a bigger deviation since: 1t does mnot
consider losses?

A. Yes, sir.

Q. But you prefer to do 1t the other Way?

A. Yes.

Q. Since this only covers ﬁre and alhed 11nes, what other
kinds of business does your Company do?

A. We do Inland Marine and Automobile Insuranee ths1—
cal Damage, and some casualty lines of automoblle risks. .

Comm1ss1oner~Catterall: Exhlblt 1 JllSt covers ﬁre?

S A. Sir? :
page 98 ! Q. This exhibit does not include any of the others
you mentioned?
A No, it is only ﬁre"l

Senator chker

Q. Let me ask you about why does the Company p1efer to
operate on a dev1at10n basis here in. fire: and allied lines in
Virginia rather than increasing the rates 25%,-saying you
would have to increase them 25% if you went to -manual, s0
as to charge manual rates, and then later on:return 1t in
dividend? . -

- A. In the first place it is much cheaper to operate the Home
Office on the plain deviation; then to, in the experience of a
hundred years; we have never operated any other way than
on the deviation way. The mechanical end. of it is cheaper
that way and our policy holders are used to getting. this in
advance, and to switch over to another plan would no doubt
disturb a lot of our policy holders and we might lose a good
many of them. _

Commissioner Catterall: How many policy holders do you
‘have in Virginia? o :
AL Approx1mately ﬁfty thousand A great rnany
page 99 } of those are written in a different way so I would
say seventy-five. thousand to a hundred thousand.
Q.-But on the average the saving per pohcy 1s five dollars
per year? '
A. It is 20% of What the premium is.
Q. You said it was two hundred and fifty thousand dollars..
so the annual saving on the 20% basis would be five dollars
and two dollars and a half on the 10% basis?
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A. Yes.

Senator Wicker: T -

Q. You operate in some- hnes in some places on the full
dividénd basis? G

A. In some places we do

Q. And on some hnes? o

A. Yes. C

Q. But in Vlrgnna, I want to get 11; clear Why you wr ite on
a deviated basis?

A. We came in on a deviated basis to conf01m vnth the
‘company we were associating ourselves with, and that local
company is still. writing business on a deviated plan,- even

- ' though it is an assessment company and has quite
page 100 } large coverage in this State and they deviate

pretty much the same as our Company and on
pretty much the same level, which is-the deviated rate, so, if
our deviation is reduced 10%, it means that the agent must
go back and collect an additional premium, and the local com-
pany remains the same and it is pretty hard for the agent
to explain-why we have to charge more than the other com-
pany.

Commissioner Catterall: Is the other compa;'r.iy an assess-
ment company ? : T _

A. Yes, but they ignore that, or so they told me, being under
the ‘assessment plan. Under their charter they are an as-
sessment company but their going rate is 20 to 25% of the
manual rate.

Senator Wicker:

Q. They have a pretty old company?

A. Tt is well over a hundred years old. -

Q. The assessment .factor, they don’t exercise it, they
charge 75 to 80% on the hundred dollars and that i is the way
it goes? ) .

A. That is the way they operate.

Q. On the basis of this Re-insurance, how does that operate

in connection with—how soon do you get your
ge 101 ¢ money?
. Al We actually deduct it from the money going
in. We don’t have to wait on the money. Our commission is
taken out and the balance is remitted to the insurer. We pay
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our losses out of the Re-insurer’s money and remit the net
to the Re-insurer. \ -

Q. You make accounting quarterly and you have the Re-
insurer’s money, and you pay it, if you have a loss you pay it
and deduct it from the Re-insurer’s money in your hands? - -

A. Yes. o W

Q. Do you pay them on the earned premium or-Re-insur-
ance basis. I think it is an earned premium. '

A. I am not an accountant: . - .

Q. May be I should ask the secretary that.

A: Yes. . - SR .

Q. You are the president. What is your investment in-. .

A. Our investments. are handled by an independent firm,

Moody and Company of New York, and they are
page 102'} conservatively made and handled by our Execu-

-tive Committee. On the advice of Moody and
Company our average income from investments is-approxi-
mately 3.15%. : v ' o

Q. What does that mean in dollars per year, could -you-
give us any idea or would the Secretary and Treasurer have
to give us a better answer? . :

A. He could better answer it than I could but approxi-
mately two hundred and fifty thousand dollars a ‘year.” =

Q. And that is not reflected in any of the data called for by
the Bureau of Insurance?

A. No, sir. ’

Q. Mr. Denny said something about in 1954 some stupend-
ous.loss he mentioned. S ' -

A. That was the year that Hurricane Hazel struck and in
fact we had thirteen thousand losses as a result of Hurricane
Hazel. These losses were spread over four or five states;
and that particular year we were forced to collect under our

catastrophe cover. I might add we paid in losses
page 103 } over two million dollars which are catastrophe

losses and our Co-insurer and. Catastrophe -In-
surer paid approximately seven million one hundred and fifty
‘thousand dollars of that storm loss. . -

Q. The whole bulk of this loss in 1954 actually was paid
by the Re-insurer? '

A. Yes, that particular year. . : .

Q. Tt was paid to your policy holders but paid by the Re-
mnsurer?

A. Yes.
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Senator Wicker: I believe I have a number of exhibits but
they had better go in through the Secretary and Treasurer.

Q. Among other things as to your service in V1rg1n1a do
you write Hail Insurance on farms?

A. We write Hail Insurance on tobacco farms in Virginia.

Q. Is that generally written? There are a few mutual
compames writing fire insurance in Virginia?

A. It is not considered fire insurance but somethmv differ-
ent.

Senator Wicker: I meant Hail Insurance.

page 104 } - 12:55 P. M. Commissioner Dillon: We will
: recess for lunch until 2:00 0’clock. :

2 :00 P. ’\1 The Commission resumes its session.
CROSS EXAMINATIO\T

By Mr. Denny

Q. Mr. Welch, Mr. chker and you dwelt at great length on
Re-i -insurance, the fact -that your Company re-insures with
other companies. Is it not a fact that it is-universally true in
the insurance business that the companies, whether stock or
mutual, do re-insure part of their nsks with other companies
or groups of companies? ~

A: That is correect.

Q. There is nothing pec‘uliar to a mutudl in the Re-insur-
ance?

A. Nothing except the assessment companies are proh1b1ted
by charter-from re-insuring. '

Q. You dwelt at great length on catastrophe coverage on
Re-insurance, your provisions being that if one oceurrence

involves more than two hundred thousand dollars,
page 105 | then the people with whom you reinsure cover
the loss up to-one and a half million dollars.

That is typical of all compameg, stock, mutual and other com-
panies? :

A I think the ma]orlty of thern' do.

Mr. Denny: I have no further questlons

‘Commissioner Dillon: Any further questlons by any-
one?

Mr. King: I have none.
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Mr. Elliott: I have none. |
Witness stood aside.

page 1061 WILLIAM H. MARQUESS
- a witness introduced on behalf of Apphcant being
first duly sworn, testified as follows: : :

. -DIRECT EXAMINATION. .

By Senator Wicker:

Q. State your name and position with the Harford Mutual
Insurance Company.

A. I am William H. Marquess, Vice-President and Secre-
tary of the Harford Mutual. .

Q. Vice-President and Secretary?

A. That is correct.

Q. Mr. Marquess, on this questmn of Re -Insurance, some
companies take out Re-insurance, that is they take part of
their risks and turn it over to another Company, a Re in-
surer, and that is called “cedmg’”l :

A. Yes.

Q. Some buy and take over I‘lSkS ‘that another company ‘has
~ written and that is called “assumlng”? .

A. That is correct.

Q. With some companies the amount ‘of insurance you as-

sume greatly exceeds the amount they turn over to
page 107 } other companies, so that Re-insurance increases
. : their total exposure; is that correct"l :

A. That is correct.

Q. What is the sitnation with reference to Harford Mutual
along that line, what has it been through the years? .

A. The amount of Re-insurance which we cede to reduce the
exposure far exceeds the amount which we assume.

. Commissioner, Dlllon Is that pecuhar to your mutual com-
pany or true for all mutual companies? '

A. Tt is not pecuhar to our Company, no, sir. I don’t know
that it is true of all. I think our Company is a heavier Re-
insurer than the average.

Q. You don’t know what per cent the average is?

A. No, I never had occasion to figure it out. I have com-

 pared us with other specific companies, one by one, and in
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most cases find we cede more of our. risks than those vmth
which we compared them RS

page 108 } Senator chker :

: Q. What are your amangements on Re in-
. surance? Take the past seven years, we have some éxhibits
on that, 1951 through 1957. I don’t mean the exact dollar
amount, but approximately what proportion of your risks has
been re-insured as to dlrect premlums wrltten to your net
'premmms written? - :

* Mr. Denny: D1d I understand you to say what portlon of~
your rate? :

Senator Wicker: No. The risks; the only portlon you can
see is by looking at the premmms

A. In the last seven ‘years, lookmg spemﬁcally at our Vll‘-
ginia figures, approximately 40% of our fire insurance bus1-
ness has been re-insured. : .

Q. Most of that is with whom? -:. _

A. Most of that is with Lloyds of London.

" Senator Wicker: Is there any question as to whether it is
necessary that we put on evidence that Lloyds of London is a
solvent Company?

- Mr. Minor: It is not a' company : ,
- Senator Wicker: Is there any questmn about it under the
. ‘Virginia law it is Tecognized.

page 109 }  Mr. Denny: I am not raising any questlon as to

the solvency of it, I think it is immaterial. oo

Senator Wicker: I will read Section 38.1-1 in which -the
first sentence in it is “Deﬁmtlons,” and it starts on Page 85
of this volume, and in giving the definitions over on Page 86,
Sub-section 4, it specifically defines ‘‘Company’’ means: and
includes any association aggregate of individulas, business
company, cor poratlon individual, 301nt stock companv Llovds
organization * * *.” .

Mr. Minor: That is the definition. _

Senator. Wicker: That is the Virginia definition and I am
talkmg about the Virginia Insurance Law. -

Senator Wicker: :

Q. What are your arran«rements, in other words, ‘when you
turn over a thousand dollars of premmms that went to Lloyds,
what do you get back?
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A. Our average -return on the commission is: about 43%
coming back to us.

- Q. In addition to the 43%, Lloyds pays to you
page 110} to purchase that business; is that correct?
A. That is correct. ,

Q. When the loss occurs and you have a loss adjustment ex-
pense, is anything paid in addition to that 43% that you can
charge against Lloyds?

A. We charge against Lloyds the portion of the loss re-
insured with them, and at the same time the same proportion
of our adjustment expense. If the loss was 50% re-insured,
we recover 50% of the paid Re-insurance and 50% of the
loss adJustment .

Q. That is in addition to the 43%?1?

A. Yes.

Q. Is that 43% substantially larger than the average com-
mission- you pay to acquire the busmess‘l

A. Yes, very much larger. Our average in Virginia is
shghtlv under 25% and the recovery’is about 43%.

. Q. Plus the other thmgs, the final adjustment in case: of
oss? 4

A. Yes.

Q. Now the actual physical transfer of the

page 111 } Company, say that the first of the month, the be-

ginning of the quarter you'cede, transfer or rein-

sure one hundred thousand dollars in premiums, the L.ord

knows how much it would be in risks, but the risk is repre-

sented by a hundred thousand .dollars of premium, and vou

re-insure that. Now you settle, I think it has been testified,

quarterly? : ' ‘
" A. Yes.

Q. Who has that money between the first of the quarter and
the end of the quarter?

A. We have it. Actually we are not 1equ1red to._settle until
sixty days after the quarter, so we have part of that money
for at least five months.

Q. During which time you have the money. and the 1nvest-.

"ments on 1t"3

“A. That is correct, and in addition to that, at all times
we withhold from the i insurer the amount of unearned prem-
ium that amounts to in excess of one million dollars that we
are holding in our possession that is re-invested. . .

Q. That will be credited to the insurer but'in the meantime

you have invested for your own aceount? |
page 112 % * A. Yes, for our account.
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- Q. In the event you have a loss, you charge it
on your statement, and you don’t have to bill them to get
your check?

A. That is correet. At the end of the quarter the statement
shows the premiums due the Re-insurer minus the commission
due us, minus the losses paid due us and the liability for the
loss adjustment due us, and that is the difference, and if we
owe him we pay that balance and if he owes us he pays that
balance to us.

Q. Now, Mr. Marquess, you have submitted data when you
applied for this continuation of your existing devratron, you
supplied some data at that time?

- A. Yes.

Q. And subsequently you were called upon by the Bureau
of Insurance to fill out a form?

A. Yes.

Q. And you sent that in?

"A. Yes. .

Q. And that form in there was for the years 1952 through
: 19562
page 113 b A. The forms specified the latest five years

and at the time we made the filing those were the
latest five years. That was done in the latter part of 1957.

Q. That was when the data was furnished?

A. Yes.

Q. Since that time has the data become av*ulable for the
vear 19571 ,

‘A. Yes.

Q. And that is submitted in your Annual Statement for the
vear endmg December 81st, 1957 that has been filed? -

A. Yes, sir, that is correct.

Q. Has a memorandum sketch or chart as an exhibit been
prevared reflecting the Virginia experience of Harford Mu-
tual, not only for the latest five years but for 1951, the five
vears available when your application was made, but the
vear before the 1951 and the subsequent year 19572

A. Yes, sir, we have such a chart, 1951 through 1957.

Q And you prepared two, one showing the
page 114 } Virginia experience for those seven years and

one disregarding Re-insurance just as if there
was no Re- 1nsurance°l

A. Yes.

Q. And the other recognizing the Re-insurance?

A. That is correct. ,

Q. They have been prepared, I believe, on the chart round-
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ing. out the figures showmg it to the nearest thousand
dollars?

A, Yes, sir.
Q. If there is any discrepancy there it is a neghg1ble
amount, there may be a figure here-where you have a thou-

sand dollars and the figure mlvht be five hundred and some - ‘
dollars? .

A. Yes.

"Q. And if lower than five hundred dollars you took the_
lower five hundred dollar figure? R .

A. Yes. ‘ '

Q. I believe the year 1951, the extra year you put on be-
fore the five year period that was available and 1957, T believe
that neither one of thoge years were quite as -good as the in-

tervening five, but you included them anyway?

page 115}  A. Yes, sir, I think that is a fair statement..

Senator Wicker: We now offer as Exh1b1t \To 5 th1s chart
showing the Virginia experience 1951 to 1957, of the Harford
Mutual Insurance Companv

Comm1ss1oner Dlllon That w1ll be recelved as Exhibit
No. 5.

Senator Wicker.:

Q. Now the top six columns readmo' across are for the
years one column per year, correct 1951 through 19579

A. The left-hand column :

Q. Seven years reflected horizontally?

A. Yes.

Q. And the seven years. combmed at the bottom‘z

A. Yes.

Q. The premiums you-have.on here is that your total direct
pr em1um°l

A. It is the total direct Virginia fire and alhed lines
prémiums,

Q. Without Re-insurance, w1thout any Re-ix in-
page 116 | surance at all whatever?
A. Yes.

Q. They are shown by slant lines and the losses there
vou have combined the losses and .loss adjustment expenses
and fhat is shown by zes, and taxes and other expenses are
shown by dots, and you have a wide space on the right-hand
side showmg surplus. I just want you to read into the record
what does that exhibit show as to the Company’s results
on Virginia experience in those years. By ‘‘results,”’ T mean
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final results after making an allowance for Iosses” 1ncurred
and expenses incurred and everything. =

A. Tt shows that the Company has increased its surplus
and that the total for the seven years is one million two
hundred and forty-four thousand dollars, and the premmms
shown in here are at the 80% deviated rate.

Q. In other words, when you have total premiums paid for
the seven year total premiums of seven million two hundred
seventy-nine thousand dollars, that was the actual amourt

- charged or collected fromi Virginia policies cover-
page -117 } ing fire and allied lines for that seven year penod’l
A. Yes, sir.

Q. That was, since this was subsequent to 1947 that was
on the 80% deviation manual rate?

A. Yes.: : '

Q. And the others on losses and loss expense are the actual
losses and- actual taxes, etc”l ' :
~A. Yes, sir. :

Q. Just as in th1s case they are the actual premlums col-_
lected?

A. Yes. ’

Q. When you say “losses” for the total of the sevén year
period, you have got down at the bottom left-hand corner
three million ﬁve hundred eighty-eight thousand dollars
That is without Re-insurance?

A. Yes, sir. ’

Q. So that the amount the Company actually sustamed n
losses and loss expense is considerably less than shown on
another exhibit -about to be introduced? '

A Yes, that is correct.

Q. And the surplus is caloulated in proportmn _
page 118 } to the premium on busmess without regard to the
Re-insurance? ’ ‘

A. That is correct. ,

Q. Now I hand you another exhibit that looks somewhat
similar but has at the top ‘‘Harford Mutual Insurance Com-
pany’’—I have marked it Exhibit 6—‘Virginia experience’
1951-1957 (Recognizing Re-insurance).”’ VVe ask that this be
admitted as Exhibit 6.

Commissioner Dillon: It will be recéived as Exhibit No.
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Senator Wicker: : : :

Q. Now, this exhibit uses the same general arrangement as
the previous exhibit, does it.not?

. A.Yes, that is right. ,

‘Q. And in this exhibit we use the slant marks for premiums
in the same place and for the same losses and same loss
. experience, taxes and other expenses and the same markings
for surplus, and this entails indentically the same business?

- A. Yes, sir. . ' L

o Q. It indicates the entire business of the Com-
page 119 | pany on fire and allied lines in Virginia for those

' seven years? '

A. Yes.

Q. But it shows the exact situation or what it was, recog-
nizing that you are re-insured?
A. Yes, sir. , Lo _
Q. Take, for example, in 1951 you show at the top of
Exhibit 5 premiums of nine hundred and sixteen thousand
dollars. In 1951 on Exhibit 6 you show premiums of six
hundred and forty-nine thousand dollars: Is the difference
between those two figures, does that represent'the amount of
those two premiums, the difference representing the trans-
ferring of the risks that were re-insured? L
A. The premiums re-insured. ‘
Q. That you transferred over, and on which you received
the commission already testified to? ; -
A. Yes. ,
Q. The commission you received, T do not believe that is
reflected in your premium figure. It is reflected in the amount
of your expense, reducing the amount of your
page 120 } expense? '
. A. The amount of commission received serves
to reduce commission expense while in the form of the con-
vention annual statement. :

Commissioner Dillon: You paid premiums of six hundred
forty-nine thousand dollars for ceding? :

A: No, sir, that was what was paid back after the ceding
was made. '

Q. And the difference between this.figure and the nine
hundred and sixteen thousand dollars is what you paid?

A. Yes. :

Q. And you get back 43%?

A. 43% of the amount ceded.
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Q. 62.5%?
A. Yes.

Senator chker B

Q. What is the difference between the nine hundred sixteen
thousand dollar premiums on Exhibit 5, disregarding Re-
insurance, and the six hundred forty-nine thousand dollars,
what is the difference?

A. Two hundred and sixty-seven thousand dol-
page 121 } lars.
- Q. That means-that two hundred and sixty-
seven thousand dollars was transferred over?

A. Yes.

Q. And the 43% you received was received on that two
hundred and sixty-seven thousand dollars?

A. Yes.

Q. And, in addition, the losses that were on that portion
you received from that Re-insurance an amount equwalent
to their share of the loss adjustment expense?

A. Yes, the losses and loss adjustment expense was reduced
from four hundred fourteen thousand in 1951 to a net figure
of two hundred and ninety-six thousand dollars and the two
hundred ninety-six thousand dollars is the figure that actually
affects the Company’s Annual Sta’oement

Chairman Hooker: Do you have to pay one-half of that
or pay the whole two hundred ninety-six thousand dollars?

A. We paid the entire two hundred -and ninety-six thou-
sand dollars left. _
page 122 . Q. And the adjustment was between two hun-
dred ninety-six thonsand dollars and four hun—
~ dréd and fourteen thousand dollars?
A. Yes, sir, that was the amount we recovered.
- Q. Leavmo* one hundred and eighteen thousand surplus?
A. Yes, sir.
Q. And on the commission received it would be a hundred
and fourteen thousand dollars?
A. T have not multiplied it out.

Senator Wicker: Multiply it out and it will serve as an
illustration. ,

A. T think the Judge is a better multiplier than T am.
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Senator Wicker:

Q. The one hundred fourteen thousand eight hundred and
ten dollars or one hundred and ﬁfteen thousand dollars Would
be the 43%?

A Yes. -

MI Denny 43% of- what?
A. Of the amount ceded for adjustment:

page 123 }  Chairman Hooker: ‘According to that I get a
figure of two hundred and sixty-seven ‘thousand
dollars.

Senator Wicker: Two hundred ninety-six thousand dollals
in one and a hundred and fourteen thousand in another and
vou add the hundred and eighteen thousand to a hundred and -
fifteen thousand and that is two hundred and th1rty-three
thousand that the Company got back : ;

A. That is correct. ‘
Commissioner Hooker: In the year 1951% - -
A. Yes, sir.

Senator Wicker:

Q. ‘And of that two hundred ‘and sixty-seven thousand dol:
lars which you transferred or re-insured, the Company had
paid or become liable for commissions. to its local. agent - of
approximately one-fourth or 20%

A. Yes.

Q. That 25% of two hundled and sixty-seven | thousand
dollars would be around about sixty-five thousand dollars or a:

little more. So that the net the Company had had
pageé 124 } when it started to re-insure was about two hun-

dred thousand dollars which represented two hun-
dred.and sixty-seven thousand dollars it had at first, it has’
gotten back two hundred and thirty-three thousand.dollars.
Is that somewhat illustrated or the advantage to the Com-
pany of this Re-insurance on which the primary advantage is
to the assured that your Company won’t be faced with this
big loss at any one time?
A, T think the primary benefit of Re-i Insurance is levehnv
the Company from peaks and valleys in which they could
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reach a loss from one -occurrence and also.the 1educt10n in the
net loss adjustment expense. '
Q. We have an illustration. here that 1llustrates that
rather graphlcallv have you not?
A. Yes, - .

Myr. Denny: I had a couple of questions on that 43%. busi-
ness, would you like for me to ask them now?
Commissioner Dillon: Hadn’t you rather wait until he gets
through? .
. Senator Wicker: T. thmk it. \xould be more
page 125 } orderly to do it-that way.
Senator Wicker:. We have an exhibit headed
“Harford Mutual Insurance Company Virginia Experience—
1951-1957 (Figures- in nearest thousands).’’ The top part
of that exhibit reflects in graph form the experience of the
seven years disregarding Re-insurance, and the bottom part
reflects your situation recognizing Re-insurance. The drafts-
man who transferred that to this. paper did a beautiful ar-
tistic job but mispelled the word ¢‘disregarding’’ and also in
the handling of the losses and expenses. May we introduce
that?
Commissioner Dillon: That will be recelved as Fthblt
No. 7.
Senator Wicker: The top part of it reﬂects the s1tuat1on
in graphic form shown by your records in Exhibits 5 and %,
" for ‘example the top part reﬂects_ the situation on Exhibit 59

A. That is corlect before Re-insurance. .
Q. It shows that in 1951 the straight line premiums of nine
hundred. thousand dollars—that line just above the nine hun-
dred thousand dollars and in the next year 1952,
page 126 } it crosses the 1952 line at a little above the one
million dollar mark, which shows as one million
and thirty-five thousand dollars? .
A, Yes, sir. ) o '
Q. And in 1953 it shows one mllhon and sixty- elo*ht thou-
sand dollars and in 1954 it follows right along, and it looks
like the highest peak is one million one hundred and twenty-
thousand dollars, and it dips down into 1950 and comes back
up in 1956 and dlps down as sharply in 1957 as'it had rlsen 1n
19522
A. Yes, s1r
Q. Looking underneath in the dash and zero marks, they
reﬂect your losses and expenses, the total, evelythlng that
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shows the valleys and peaks with- some radical variations?

A. Yes, sir, particularly in 1954. : ’
< Q. Which was the Hurricane Hazel year?

A. Yes.

Q. And even on that it shows that after all losses were
paid, theré still remained a comfortable balance on hand of
the premium? - ' ' o

' A. Yes, sir. As far as I know, we have never
page 127 } had a year when we did not have some surplus left

on our Virginia business.

Q. Let’s get that in fully. I would like to have you state
it again. - o ' _ . '

" A. There has never been a year as far as T know, when we
did not have some surplus left on our Virginia business.

Q. And that is true whether you take it with Re-insurance
or without Re-insurance? : . '

A. Yes, sir,-during my experience with the Company:

Q. Looking at the bottom of the chart, that reflects the’same
business years and same business, but it is different amounts
and vastly different line marks, vastly different as to its
variations ‘or peaks of up and downs? -

A. Yes, sir. _

"Q. Recognizing the Re-insurance?

A. Yes. : : _ o

Q. That, for example, following the year 1951, instead of
showing premiums of nine hundred and fifty thousand dollars
it shows premiums of six hundred and fifty-thousand dollars?

A. Six hundred and forty-nine thousand dollars
page 128 | it was. ' o

Q. That was the amount of premiums you had
left unceded and unsold? -

-A. ““Retained’’ we say.

Q. ‘And the figure below shows the losses and loss expense
a little under five hundred thousand dollars?

A. That is a combination of losses of two hundred and
ninety-six thousand dollars and exvenses of two hundred
and fifty-five thousand dollars which is a total of five hundred
and fifty-five thousand dollars. v

Q. The same thine follows through here that in every year
there is"a substantial cushion or margin or difference in
balance, call it what you will, between the total retained
vremium and the total losses and expenses incurred by the
Company? . e

A. Yes, sir, - - R _ o
: Q. Which remarkable difference ties in with your testimony
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in regard to the other premiums as to the stablhty of Re--
Insurance?
A. The margin of surplus is remarkably con-
page 129 } sistent throughout the entire- seven years In the
section which recognizes our Re-insurance.

Commissioner Catterall:" Why is your paid on the surplus
for 1954 shown on Exhibit 6 a ﬁgure larger than the total
surplus on Exhibit 52 :

A. 1954 shows our surplus as mnety seven thousand dollars
on Exhibit 6 and as sixty-two thousand dollars on Exhibit 5.
Is that what you have reference to9.

Q. Yes. e

A. Simply because we recovered more from the Re-insurer
than we paid him. The Re-insurer lost money.:

Q. That means you re- 1nsured more than one-half of your
premium?

A. No, it does not mean we re-insured over half but it means
our recovery from our Re-insurer that year was greater than
the premium.we pald him. '

‘Senator Wicker:
Q. That was a heavy loss year? . '
A. Yes, sir, that was 1954. That was the Hurrlcane Hazel
year. . If the Re-insurer loses- money we make
page 130 | money.
- Q. Now, Mr Ma1quess, What effect——\\alt just
a mlnute~I notice in some of the states your. Company 1is
doing business on a deviation basis, .and in some states
on a manual dividend basis; is that 11«rht”?
A. Yes, sir, that is right. _
Q. Why the difference? v
. A. Well, the difference depends on a lot of than’S When
we g0 into a new state and enter a new territory, we talk to
some agents there first. We talk to some other companies
already doing business there, and we look up the experience
of ‘a lot of companies doing business there and find out how
they are doing business.and try to establish a raté for losses
which would be ample and not excessive, and ask the In-
surance Department.of that state that the rate be approved,
and, upon obtaining.the approval,. start: doing business,
and in some states there are various reasons why we don’t
deviate and why we pay a dividend.. I can think-of one state
where the Agents Association is opposed to deviations. They
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like dividends. - There are other-states that are’
page 131 } very reluctant to grant deviation authority to com-

panies. It-depends on individual states and the
agents that represent us.. .- -+ .

Senator Wicker: ,

- Q. And the customers in the state? '

-A. Many times it is the customers in the State who are
.more accustomed to a dividend type of operation and they
prefer that, and after all, we want to pass them to the cus-
tomers if we can. . : R ,

. Q.-What is the situation in Virginia as to your doing your
fire insurance business in-Virginia, continuing on that same
basis or to go on the manual basis and pay the dividend?

- A. You mean -which we would prefer? C
. Q. No. What the policy holders would prefer. :

A. We think the record speaks for itself; that our policy
holders like the 20% deviation. We are one of the largest
writers of fire insurance in this State. - T can’t tell the exact
place in which we come, but as to agency companies, we are
first or second in our volume of premiums, and the main

- reason for that is the deviation we have used

page 132 | over the years. . , e o

Q. What effect would it -have on policy holders,

first, if you may take: for example the Insurance Depart-

ment suggested on its analysis, they only had 1952 to 1956,

and since we added the year afterwards, we thought we would

- add the year before, and on their analysis they stated that

approval would be granted on a 10% deviation. What effect
today would that-have on your policy holders? '

A. Assuming we kept all our policy holders, it would cost
them a hundred and twenty-five thousand dollars for the very
same thing they are getting now. s
- Q. What amount does the deviation save them per year?

A. You mean per policy? S -

Q. Yes. - o ‘ :

- A. That is one point that I wanted to clear up. The point
was made that we have fifty thousand policy holders and
that ‘the total saving was two hundred and fifty thousand
dollars. That does not mean that it was five dollars per
vear. We don’t consider the five dollars per year because
: we don’t just sell them for one year, some of them
‘page 133 | are for three years and some are five year policies.
: We.: probably sell thirty thousand a year and the
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savings would be between nine dollars or ten dollars under
our present operation as opposed to manual rates

Q. Nine dollars per year? .

A. No, sir, per policy. - It::may be  a three year pohcy.
or a five year pohcy—whenever the policy is sold.- '

Comm1ss1oner Dlllon - You sold ninety thousand and you
contemplate you are- going to sell th1rty thousand every
year. -

Commissioner Catterall And on each of those poheles
he would save nine _dollars ‘if the policies ran three years.

Senator Wicker: - He would only save three dollars on that
policy but to the poliecy holders in Virginia the difference
between- two hundred and.fifty thousand dollars, that is
nine dollars per policy. . It amounts to the same thlng to the
policy holder in V1r<r1n1a to the ones who get it each year.

Chairman Hooker VVhen you renew that three year pollcy
what happens? ;

page 134 ¢ . A. The premium is the same as it was the first
- time; he makes his saving again.
Q. Nmo dollars again?
A, Yes, sir.

Commissioner Catterall: Nine dollars every- three years.

Chairman Hooker: If he wrote it every year he Would _
save nine dollars every time he wrote it?

:Senator Wicker: Yes. I made reference to it in my open-
ing statement but do you submit your annual report to the
Bureau of Insurance?

A. That is correct.

Q. When you submit your annual report and that annual
report is submitted to every department with which: you do
business, is it not?

- A. Yes. .

Q. And is that not used in determmlng your ‘solvency
whether your busmess is such that your l1cense is to be re-
newed?

A. Yes, sir.

Q. Will you point out, please, how that report recognizes
: . the very thmcr that T have talked about- that we
page 130 t must recognize here, that is, Re-insurance in the

amount of losses and loss adjustments?

A This statement has one page devoted to expenses and
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there is a line for ‘the direct commission expense, and -sub-
tracted from .that is the commission received on the Re-
insurance weighted to arrive at a net Re-insurance figure,
and that is carried into the underwriting and investment in-
come. The same is.true on loss. adjustment expense, the loss
adjustment expense for the minimum, the Re-insurance re-
covery_on account of loss adjustment which gives us a net
loss.-adjustment expenses, and it-is the net loss adjustment
expenses that bring up the surplus or deficit of the Company.

The exact same thing is true on paid losses. The claim itself
in Re-insurance recoveries are reflected on what we. pay-and
the net referred to is the net incurred losses:and that i is. what
goes into the surplus or deficit for the year.. -

Q. Is that an extra copy or do you have to take it back
with you? A :
- A. No, sir, that is an extra copy.

Q. That is an extra copy of the latest one
page 136 } filed, 19579 -
A. Yes.

Senator Wicker: We would like to have this marked as
Exhibit 8 and this one as Exhibit No.:9. I will ask Mr.
Marquess for him to mark out the circle in red.. Now if the
Commission please, here is a statement prepared from your
records, Mr. Marquess, you have a copy of it which we are
offering as Fxhibit 8 which has been "previously marked
“Harf01d Mutual Insurance- Company Virginia: Experience
1951-1957 (Figures' in nearest thousands) Recognizing Re-
insurance’’ -and runs out with the figures as shown on - Ex-
hibit No. 9 and it has five explanatory notes below. Was
that prepared under your direction?

A. Yes.

Senatof Wickerr: We offer that as Exhibit 8.

Q. Now Mr. Marquess, am I correct in assuming that, as to -
the upper part, the typewritten figures, running alon@ here
that they are the same or maybe with a difference of a “dollar

or so reflected in the thousands, that they are the
page 137 } same as shown on Exhibit 62
- A. Yes, that is correct. o

Q ‘And they show that for the seven year period that your
total net premiums, by that I mean total unre-insured, your
total retained was four nulhon five hundred thousand dol-
lars? : :
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A:Yes. '

Q.- And your losses two m11hon and elghty s1x _thousand
dollars‘?

A. Yes.

" @Q: And your loss adjustment expenses one hundred and
sixty-six thousand dollars9 :

-A. Yes.

"~ Q. And your commissions six hundred and seventeen thou-
sand dollars? :

A. Yes.:

Q. And all other expenses six hundred and forty-ﬁve thou-
sand dollars? o

A. Yes. '

Q. And your -surplus nine hundred and ninety-eight thou-
sand dollars?

A. Yes. '’

Q. That differs w1th Exhibit 6 by about two
page 138 } dollar% but we won’t quarrel over the two dollars.
A. Yes.

Q. Now coming to the bottom Ttem 1 indicates that the .
actual retained premiums after Re-insurance was four million
five hundred and twelve thousand dollars. That again is
. caleulated at the deviated rate?

-A. Yes, 80% of manual.

Q. 80% of manual? ‘

A. Yes, and in Item 2 we comment that these same prem-
iums, had they been written at manual rates would have
amounted to five million six hundred. and forty thousand
dollars.

Q. Stop right there, please In other words, if you had
. been writing ‘at manual you would have collected in this short
period of .seven years, you would have collected from Vir-
ginia policy holders five million six hundred and forty thou-
sand dollars on this re-insured basis instead of four million
five hundred and twelve thousand dollars they actually
paid?

- A. That is correct
' Q Now the next item, Item 3.

patre 139} The formula, as I undérstand it, that has

been used in determining whether we should have
a deVlatlon is, that the basic rates indicate that the amount
required in Virginia for losses is 52.5% of manual premium.
Had we been writing at manual premium we would have had
five million six hundred and forty thousand dollars. Now,
52.5% of that figure, the required figure for losses would have
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been two million nineé hundred sixty-one thousand dollars.

Q. This is the amount, under the formula, whether writing
at manual or deviation, that the formula says you should
have for losses?

A. Yes, sir, that is 52.5% of the manual premium.

Q. Now, your next Item No. 4.

A. Our actual premiums, as I’ve said before, were slightly
over four and a half million dollars. Subtracting our actual
expenses, that is, commission, losses, etc. from the actual
premiums received, we have a balance left of three million
and eighty-four thousand dollars as against ‘the requirement

of two million nine hundred and sixty-one thou-
- page 140 } sand dollars for losses. In other words, we con-

tend that we met the formula right.here after
deductions of our actual expenses, we had more than enough
left to pay the losses of 52.5%. That is the theoretical loss.
Actually, our losses were considerably. less than the 52.5%,
less so much so that we had a surplus balance of nearly one
million dollars for the seven year period.

'Q. For instance, a comparison I guess to illustrate that a
little further, the f01 mula of 52.5%' of manual premium rate
would indicate two million nine hundred and sixty-one thou-
~ sand dollars for losses in the seven year period and your

actual experience was two million and eighty-six thousand
dollars, nearly nine hundred thousand dollars less than the
formula would indicate your theoretical losses were, vour
actual losses were that much less.

A. Yes.

Q. And even with the 52.5% provided for on that you have
a hundred and twenty-three thousand dollars left over?

A. Yes, sir.

3:05 P. Commissioner Dillon: The Com-
paoe 141 } mission wﬂl recess for five minutes. .

3:10 P. M. The Commission resumes its session.

Q. Mr. Marquess, one further thing towards justifying
your Company’s application to be allowed to continue on the
same basis that it has been on for the last eleven years, 20%
deviation; has your deviated basis over the thirty years
proven 1nsufﬁ(31ent in any way? . _

A. No, sir, not in any way at all. T think the figures that
have been presented in the various exhibits show fair ly eon- .
‘clusively that the Company has been over the entire thirty
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yvear period able to pay its losses, its expenses, and. have
something left over for addition to surplus. The financial
strength of the Company has greatly increased during the
thirty year period, and particularly during the last eleven
years while operating on the 80% deviation basis. We feel
that that is proof that we are able to write fire insurance at
80% of the rates without injuring the financial status of the

Company any way whatsoever and enables us to
page 142 } provide the policy holder with the insurance at

the most reasonable cost, which was the reason
for founding the Company in 1892.

CROSS EXAMINATION.

By Mr. Denm
Q. Early in the testlmony which you and Mr. Wicker
have given to us—

Senator Wicker: Aided and abetted by the testimony of
Mr. Denny.

Q. —it was testified that Lloyds pays 43% to purchase the
business. I want to be sure that I understand that. I assume
business at manual rates would be one million dollars and
underwriting it at 20% deviation so that you would actually
receive in premiums written eight hundred thousand dollars,
would you not? :

A. Yes, sir.

Q. When you said Lloyds pays 43% to purchase the busi-
ness, do you mean that when you re-insure with Lloyds 57%
of that eight hundred thousand dollars ultunately goes to
Lloyds and you keep 43%1

A. No, sir.
page 143 } Q. Wha‘t do you mean?

_ A. What goes to Lloyds in the end is what is-
left over, if anything, after deducting the _payment of -the
loss admstment expense and the 43% commission.

Q. Let’s see if I can get this straight. Of the eight hun-
dred thousand dollars premiums Written—— :

A. Written or ceded?

Q. Eight hundred thousand dollars Would be one million
dollars written at manual rate or -eight hundred thousand
dollars on your deviated rate, and you ecredit Lloyds with
how much of that eight hundred thousand dollars? ;

A. You can’t say. It depends on each individual risk.
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Your example was that we have eight hundred thousand dol-
lars in written premiums. _ :

Q. Yes, sir. .

A. The business is re-insured, policy by policy. Here’s
a policy on your home say-for forty thousand dollars. We
decide that we will retain ten thousand: dollars of it, then
thirty thousand goes into the Re-insurance, then 75% of

. whatever you paid us goes to the Re-insurer..
page 144 } Q. 75% of what goes to Lloyds?

A. 75% of the premium you pay. You pay us a
premium on forty thousand dollars of insurance. Let’s say
your premium is a hundred dollars and we decide we will
re-insure your policy 75%. Your premium to us is a hundred
. dollars and we re-insure that policy for 75% and the Re-

_insurance premium is seventy-five dollars and we get 43%
of that back in the way of commissions, plus three-fourths of
any loss you sustain.

Commissionér Catterall: Let’s assume that it is only one
policy, that is easier for me to follow.

Mr. Denny: : g ,
~ Q. Let me state it. Here is a policy for forty thousand
dollars and the premium on which is one hundred dollars,
which is your premium after deviation? : :
A. Yes. .
Q. And you decide you want to keep ten thousand dollars
yourself and want to re-insure thirty thousand of that risk?
v A. Yes. -
page 145} Q. You then, in effect, I don’t mean you actually
issue a check, but you- actually pay to Lloyds
75% of the premium, which would be seventy-five dollars and
they pay back to you 43% of the seventy-five dollars?
" A. Yes, sir. _ .

Q. Then, if there is any loss on the policy, you come in on
the loss adjustment expense, but if there would be no loss,
it ends up with your getting out of the premium the original
‘ twenty-five dollars you kept and 43% of the other seventy-
five dollars? . , _ ‘

A. Yes, assuming no losses. _

Q. And Lloyds gets 57% of the seventy-five dollars?

A. Yes. o :

Q. Do you have an automatic Re-insurance treaty with
IJlOYdS?

A. T am not sure what you mean by that. We have a treaty



Harford Mutual Insurance Co. v. Commonwealth of Va. 69
. William H. M arquess .

under which we are obligated to rernsure -any one premlum
over fifteen thousand dollars

Senator Wicker: : '

" Q. You mean any one rlsk? :

page 146 }  A. Yes, sir. Any one risk and on which we may
insure anything over four thousand dollars. It is

called ‘‘an obhgatory treaty ” -

Commissioner Catterall That keeps you from selecting
the risks? .

"A. Yes, sir. We establish in our ofﬁce a gulde to go by.
This building, or any public building insurable we would re-
tain fifteen thousand dollars and re-insure the rest of it.
Each of our underwriters has a guide on his desk asto how
much we would retain out of the various classes of risks and .
that amount depends, not only .on the occupancy of the build-
ing, but also the construction, and whether it is under the
protection of a fire department

Mr. Denny: May I ask the privilege that Mr ManI‘ be
- allowed to ask one:or two questlons? .
Commlssmner Dillon: Certainly::

CROSS EXAMINATION

By Mr. Minor:
. ‘Q. You have an 0perat10nal treaty with Lloyds
page 147 b of London?
A. Yes, sir.

+Q. Do you have any other operational treaty w1th any
other insurer or Re-insurer?

A. We have two ‘‘obligatory treaties’’; one is called ‘‘the
first obligatory: treaty”” and the other ‘‘second treaty.”’
We use the second only when there is a large risk 1nvolved
so as to spread it. -

Q. Who has the second treaty? -

A. The second is with Lloyds..

Q. Who has the first one?

A. Approximately two-thirds with Lloyds and the other
one-third with our own affiliate, the Maryland National In-
surance Company.

Q. And you call that the “ﬁrst obhgatory treaty” ? .

A, Yes.
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Q. And what is the minimum under your ﬁrst obligatory
treaty?

A. The minimum is four thousand dollars.

Q. If you write a risk for fifteen thousand dollars you have
to hold four thousand dollars?

A. Yes.

Q. And what is your maximum?
page 148 | - A. Fifteen thousand dollars. ,
Q. Does your treaty require you to cede any-
thing over fifteen thousand dollars to it?

A. We cede anything over fifteen thousand to one or both
of these.

Q. You have a choice? ,

A. The first surplus treaty has the first preference.

Q. Suppose you had a fireproof building on which you had
three hundred thousand dollars insurance. Would you carry
net fifteen thousand dollars on that risk? B

A. Yes, we would carry net fifteen thousand dollars and
spread the re-insurance half and half between the two treat-
ies.

Q. And in that way Lloyds would get one-half of the excess
of two hundred and eighty thousand dollars through the
second surplus treaty and two-thirds of the half of two hun-
dred and eighty thousand dollars through the first surplus
treaty?

A. Yes, sir.

Q. Getting back to the question Mr. Denny
page 149 | asked you about what you paid Lloyds, what you
say you paid Lloyds applies in both tr eaties?

A. Yes.

Q. Do you have bookkeeping entries as to the amount ceded
and the amount of commissions?

A. Yes. ' v '

Q. In other words, if you cede them two hundred thousand
dollars in premiums, you then can credit them with three
‘hundred thousand dollars on your hooks?

A. Yes.

Q. And automatically charge them with forty-thlee per
cent? : o

A. Yes.

Q. And you have a dlfferenee of 57% of this amount?

A. Yes.

Q. And if there are any losses on that amount of business
‘ceded, you charge them with the amount of money that rep-
resents, plus loss adgustment expenses?
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A. Yes.
Q. How often do you settle that account?
A. Every ninety days.
‘page 150 + Q. In other words, if, at the end of nmety days
- there is a balance due you from Lloyds, you send
them a check?

A. We got a check from them.

Q. If there is a balance due Lloyds you send them a
check? _ _

A. Yes. h o

Q And if anything is due you they send you a. check?

A. Yes, bearing in mind that we always retain in hand
the Unearned Premium Reserve. _ 7 _

Q. Explain that ‘‘Unearned Premium Reserve’ to the-
Commission.

A. Let’s bear in mind the policy is unearned—let’s say with
a hundred dollar premium, it is considered on the one year
policies written in 1958, they are lumped into one pot, and on
the average they were written July 1st. .In other words,
at the end of the year the- average ‘policy has run for-six
months and has six months left to run, so the Unearned
Premium Reserve is fifty dollars. This figure applies to three
: year and five year policies, but the prmclple is
page 151 | the same.

Q. On that basis- you charge LIO\ ds with ﬁfty,
dollars on an Unearned Premium Reserve?

A. Well, sir, that may be technically correct, however, we
don’t ﬁgure the Unearned Premium Reserve on each pohcy
and don’t make the calculation of the Unearned Premium
Reserve except at the end of the three months period.:

Q. But at the end of the three months on the illustration
vou gave, you charged Lloyds vmth fifty dollars?"

A. Yes. '

Q. And you have already charged them with 43%, and then
this fifty dollars, and under that it leaves only 7% for Lloyds
to pay losses with: isn’t that correct?

A. T did not follow all of vour fizures. Say the first vear
if we only wrote one policy Llovds ‘would receive practically
nothing. At the end of the second year they would begin ‘ro
earn some pr emium.

Q. At the beginning of your testimonv vou said vour Com-
" pany is holdmg approx1matelv one million dollars on  un-

earned premiums under these treaties.
page 152} "~ A. It is carried on the statement No. 9 as
~ “Funds held by a company under Re-insurance
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Treaties.”” That is the capitalization on the hablhty side
first and shows up in the assets.

Q. That 43% commission‘that you get under the treaties for
Re-insurance, that is’ credited, is it mot, agamst your com-
missions paid to agents?

A. Yes, sir. ‘

Q. And has the effect of reducing the amount shown in
your net figures as to the cost of commissions to’ agents 1s
that eorrect‘a’ .-

A. Yes.

Commissioner Catterall: You treat 1t as if quyds had been

the agent for 0”ettlnof that business for them‘?

.L

A. Yes, sir, that is a way of looking at it. They have paid
us enough commission to more than re-imburse the agent and
to more than recover the acquisition expense we have, so, in
effect, they have paid acquisition costs and there is enough left
over that we have-some addition to surplus. If we re-

1nsured 100% of our business on the basis we are
pave 153 \ now using, we would still have an addltlou to sur-.
plus ‘every year. - a

Mr Minor: Mr. Marquess, on your charts Exh1b1ts 5 and
6, and I believe it is true on perhaps Exhibit 7, you have

‘included with the losses, have you not the amount of Loss

Adgustment Expense?

A. Yes, sir, that is correct. ’ .

Q. Do you normally in making your filings with the various
departments in the State with which you do business, include
Loss Adjustment Ezpenses as part of the losses? . )

A. Now, Mr. Minor, is it not? o

Q. Yes.

A. What filings are you referring to°?

Q. The annual statement. '

A. The losses are built up separately and Loss Ad]ust-
ment KExpenses are built up separately, and' I’'m not sure,
without looking at it that there is a place where they are
added together. '

Q. Is it a fact from the standpoint of your own book-
keeping, you consider Loss AdJustment Expense as a part of
operations? -

A. In my own mlnd I consider 1t as a part of
page 154 | losses.  In our general ledger we have a column
for Losses and a column for Loss Adjustment
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Expense and following that one Operating Expenses.

Q. While you have included Loss Adjustment Expenses and
Losses in Exhibits 5 and 6 and also 7, the facts are that
Losses and Loss Adjustment Kxpenses, so far as the normal
operation of Loss Adjustment Expenses are concerned, they
are two separate items although tied together theoretically?

A. Yes, sir, I think everybody keeps a separate account
just as you keep a separate account for taxes and a separate
account for printing and stationery and things of that kind.

Q.. And you state that in some states Vou are doing business
on a deviated basis?

A. Yes. . :

Q. And in some states you are on manual rates‘?

A. Yes.

Q. And in those states where you are on manual rates you
pay d1v1dends°l

. Yes, sir, on fire and alhed lines, you are speakmo of?

‘ Q. Yes?
page 155+ A. Yes.
Q. Is there any state where you do not pay
dividends or write on deviated rates?

~A. No, sir, not at all. L

Q. In other words, all of vour busmess is wmtten on
deviated rates or you pay dividends? :

A. Yes, sir, I think 80% is wrltten at dewated rates and
20% on the d1V1dend basis.

Q. Did I understand you in your dlrect testlmony to state
that one principal reason you had such a volume in Virginia
is the fact that you had a license to wr1te at the dev1ated
rate?

A. Yes, sir, I don’t think there is any questlon about
‘that.

Q: So, in effect, your deviated rate has been in effect a
eompetmve measure°2
. A. Yes, sir. :

Mr. Minor: That is all T have.
- 'CROSS EXAMINATION.

By Mr. Denny: .
Q. Take Exhlblt 8, Item 1 reads ‘‘ Above Premiums—$4,-
512,000. were at 80% of manual Rates (20% de-
page 156 } matlon) 77 Are .you familiar with the fact that
in Chapter 6 of Title 38 of our Code, which
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Chapter is entitled ‘‘Regulation of Rates’’ our statute speci-
fies in Section-219 ‘‘Rate or rates defined.”’—‘The term
‘rate’ or ‘rates’ wherever used in this Chapter’’ (that is the
Chapter on Rate Regulation) ‘‘shall be deemed to mean
rate of premium, policy fee, membership fee or-any other
charge made by an insurer for or in connection with a con-
tract or policy of insurance of the kind to which this Chapter
apples.”” 1 ask you whether, bearing in mind the statutory
definition of ‘‘rate’’ whether or not it is accurate to say that
the four million five hundred and twelve thousand dollars is
80% of manual rates is that 80% of tlie contract, 80% of the
charge for the policy of insurance made by the contract of
insurance. 4

Senator Wicker: I object to that as entlrelv a leO'al ques-
tion which should not be asked this witness.

Mr. Denny: I am asking him if 80% of the contr aot of in-
surance whether that is 80% of the contract of insurance
and I will ask it over.

page 157 } Q. Is this four million five hundred and twelve °
thousand dollars eighty per cent of the charfre
made by your Company?
. A. No, sir. That is the charge made by our Company,
and as the thing states, that is 80% of manual rates. In foot-
note 1 it states ‘‘80% of manual rates.” ‘
Q. Is that all vou receive from the policy holder?
A. That is all we have left T will say. -
Q. Is that all you receive from your policyholder? "
A. No, sir. Orlolnally we received more, as brought out
by our exhibits.
Q. So this is not 80% of the rates established by manual?
A. Yes, sir, I say-it is.- Let’s go back to the pohcy on your
house. ' ' :
Q. The Virginia manual sets up a rate of a hundred dollars’
on my house.
©  A. They set a rate of so much per hundred, sir.
Q. They set up a rate of a dollar per hundred
page 158 } and you deviate 20%. Is the figure 20% on that
deviation of twenty per cent?
A. When you take into effect the fact that we re- 1nqure
thirty thousand dollars, the answer is ‘“yes.”’
Q. I am not asking you that. I will state it this way, and
ask you-is the full 80 per cent reflected in your rate?
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A. T have the feeling that you are trying to trap me,
sir.

Q. I am asking you if this is the entire premlum recewed :
from them?

A. We- received more than that and we ceded some’ of
it.

Q. The manual rate is a hundred dollars, and you deviate
20%, so you received 80% of it. Is the whole 80 per cent
reflected in premium here on Exhibit 8, or have you reduced
the eighty per cent rate by what has been paid to your Re-
insurer?

A. T don’t think that is fairly stated. We reduced our ex- .
posure to ten thousand dollars, and this i is 80 per cent on the
amount we have left.

Q. I am not going to allow you to restate my
page 159 } question.

Senator Wicker: I don’t think I should sit idly by and
allow a learned lawyer to badger my witness. He made that
perfectly clear and I think in order to make it clear Mr.
Marquess is entitled to ma.ke any answer he thinks proper. .

Mr. Denny:

Q. Let’s turn to Exhibit 1, and also put Exhlblt 8 in front
of you. :

A. All right, sir.

Q. Your premiums written for fire and allied lines in Vir-
ginia in 1951 were nine hundred and fifteen thousand, seven
hundred seventy-two dollars and thirty cents accordmg to
Exhibit 1?

A. Yes, sir, that is right.

Q. And that was the amount the respectlve policy holders
paid you, was it not?

A. Yes, sir. ‘

. Q. And that is 20% off manual?

. A. You said 20% off manual?

Q. Yes.

A. Yes. '
©Q. On Exh1b1t 8 you show only six hundred
page 160 ! forty-nine thousand dollars of premiums that the

 Virginia policy holders actually paid to you; is
that correct?

A. Yes, sir.

Q. And for 1952 the VlI'“lnla pohcv holders actually paid
you for thelr contracts of insurance which you actually 1ssued
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_to them (holding simply the one hundred thousand dollars),
one million thirty-five thousand dollars? '
. A. Yes, sir. |

Q. And on Exhibit 8 you show only six hundred and ﬁfty-
seven thousand dollars of those payments made to you? -

" A. Yes, sir. If you want me to admit that there is a
difference between the two you are correct.

Q. And in 1953 they paid you one million and s1xty-e1ght
thousand dollars and you deal only with six hundred and
ninety-eight thousand dollars on Exhibit 87

A. Yes. '

Q And you can follow through each of the other four vears

in exactly the same way? -

page 161+  A. Yes.

Q. Now let’s turn to the last Note on your
Exhibit 8. You say, according to Exhibit 8, ‘“Thus,”’ deal-
ing only with a part of the premiums, you say “Thus, the
actual experience of Harford Mutual for past seven years
(1951-57)—including ‘‘Hurricane Hazel”’  year {1954)—
proves conclusively that its 20% deviation is fully justified.
Payment of all expenses left a balance of $123,000 above the
52.5% of 100% Manual Rates required for losses by SCC.
The actual losses were so much less than the SCC formula
requires that, after paying both losses and expenses, the sur-
plus balance approximated a million dollars.”” You are aware
that in our formula we require 5% for underwriting profits.
Do you make the statement that you are justified in making
the 20% deviation in that ‘you have made any provision for a
5% profit?

A. No, sir. In the first place, we don’t consider proﬁt or
loss in addition to or deductions from surplus.

Q If you had made provision for the 5% for the under-

writing profit, which the Commission has held
page 162 } should be made, you would have then had to make
provision for four million five hundred thousand
dollars? -

A. Yes, sir. _

Q. Tt is two hundred twenty-five thousand and six hundred
dollars if T have multiplied correctly, four and a half million
dollars by 5%.

A. T agree with you. :

Q. So that id order to comply with what the Commission
says must be complied with, you would have fallen short
of what you need by the difference between this two hundred
twenty-five thousand six hundred dollars and this balance of
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one hundred twenty-three 'th’d}lséhd dollars; am I correct?

Senator Wicker: Of course on that question ‘‘we have
fallen short’’ that is one of the nubs of the thing that is be-
fore the Commission. You said that the Commission said-‘‘it
must be included.”” This Commission has never said of this
Company or any other mutual company that 5% must be in-
cluded in calculating the deviation. It has said in a proceed-

. ing to a stock company or stock companies, in
page 163 } which case we were not parties, but you were, but -

- it has never said that in any case of any mutual
company of which we were parties that there must be included
this 5% for profit and in this case you were referring to, it
was dealing with a lot of companies instead of a Re-insurance
company. The Company bought a lot of business in addition
to that which it wrote. ‘

Mr. Denny: I don’t agree with Mr. Wicker. The Com-
mission said in its order of October 4th in Case No. 13556
“‘that the formula established by the Commission for the
regulation of the rates charged for fire insurance by all
companies doing business in this State is as follows.”” That is
the formula adopted in 1929— . -

Senator Wicker: And you have not asked him but have
based your question on a different set of principles.

Mr. Denny: May I ask the Commission that they protect
me from these interruptions?

Commissioner Dillon: You may go ahead and ask the
question of the witness. - :

Mr. Denny: The next time I get up I hope the
page 164 } Commission will protect me against' these un-
necessary interruptions.

Commissioner Dillon: We will protect you.

Mr. Denny: ) s

Q. When you gave consideration to the 5% which the
Commission says should be applied to all companies. had
vou given consideration to that, then even under Exhibit 8,
is it not a fact that you would not have had a surplus of one
hundred and twenty-three thousand, but a deficit of over a
hundred and two thousand six hundred dollars?

Senator Wicker: " I object to the form of the question be-
cause of the implications put in it and what the Commission
savs it should have. If Mr. Denny wants to put in the order
of the Commission as to the 5%, it is all right but when he
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- says it that way it assumes something that is not correct.
Commissioner Catterall: Before we adjourn could I ask
one question. . Would. it be much trouble to bring in a re-
. statement of the rate showing the adjustment for
page 165 } the last five years? . '

~ A. Just leaving out 1951 and 19522

Commissioner Catterall: Yes, just the last five years.

Mr. Minor: If he is going to make that change, would it
not be helpful to the Commission that he prepare another
Exhibit 8 on the gross premiums written as well as the net
premiums, so the Commission could have the comparison be-
fore it? S N

Senator Wicker: We will take it and remake it as sug-
gested by the Commission but you can make the compari-
somn. .

Mr. Minor: We don’t have the gross premiums and they,
could make it at the same time. .

Senator Wicker: We are very glad to do anything we
can do overnight. We could not possibly do that overnight;
that would be a pretty involved calculation and we could not
do that down here. We would be re-calculating and including
the recalculations of the last five years.

Commissioner Dillon: Will you overnight, Mr. Denny, re-

phrase your question, please?
page 166 |  Mr. Denny: I understood the Commission ruled
: on the fact that I was permitted to ask that
question.

Senator Wicker: You are assuming that it applies to
mutual companies. ) . S

Commissioner Dillon: We are not ruling on that ques-
tion. : .

Mr. Denny: Is the objection to my question sustained?
. Commissioner Dillon: Yes, sir, the ‘way it is phrased.

) ,Th‘e‘Qlellission will recess until 10 100 o ‘clock tomdrrow.
page 167 | ' o ~ May 15, 1958.

The Commission resumes the hearing of this Case No.
13878. ’ 0

Commissioner Dillon: Mr. Denny, I helieve the witness
was yours?
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Senator Wicker: May I ask that the exhibit we were asked
to prepare over night, the exhibit that was covering seven
vears that-it be prepared to cover five years, may we put that
in? :

Commlssmner Dillon: We will receive _1t_' as Exhibit 10.

Senator Wicker: ' :
Q. Now, Mr. Marquess, about this Exhibit 10 we have just
put in, thls Exhibit No. 10 prepared since yesterday after-
noon and 1s similar to Kxhibit No. 8 except that it does not in-
clude either 1951 or the year 1952 which E)\hlblt 8 did include;
1s that correct?. :
A. That is correct. The E‘{hlblt 10 includes the ﬁve more
‘recent years.
Q. And it is made up the same way—xt is the Virginia ex-
perience of the Company. I notice it says ‘‘Har-
paO“e 168 } ford County Mutual Insurance Company.”” It is-
probably on Exhibit 8 too, but I would hke to
have the word ‘‘County’’ struck from that.
Commissioner Dillon: How about in Exhibit 82 - :
Senator Wicker: Yes, it should be done that way too.
Commissioner Dillon: ' The Harford Mutual Insurance
Company is correct?
Senator Wicker: Yes, it is now Harford Mutual Insurance
Company.

Senator Wicker:
" Q. Has that been made up on the same p1 inciples as HEx-
hibit 8 was made up on? .
A. Yes, exactly.
Q. This shows on the summary a total of retained prem- .
iums, that is the total premiums thé Company collected or
charged in Virginia on fire and allied lines in’the latest five
years, and w h1ch it did not sell or transfer by Re-insurance;
is that correct?
A. Yes, ‘sir.
Q. And that totals how much?
A. Retained premiums three m1lhon two. hun-
- page 169 } dred thousand dollars. _
Q. And the actual losses were how much?
A. One million four hundred and -eighty- five thousand
dollars.
Q. And they are the losses 1eported on those retamed
premiums ?
A. Yes.
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Commissioner Catterall: And the Losses exclude the Loss
Adjustment Expense? P e

A. Yes, sir.

Senator Wicker: The Loss AdJustment Dxpense aggre-
gated for that five years how much?

-A. One hundred and twenty-elght thousand dollars?

'Q. Your acquisition expenses amounted to how much?

A. Three hundred and ninety-six thousand dollars.

Q. And all other expense of the Company aggregated’ four
hundred ﬁfty two thousand dollars, did it not?

A. Yes, sir. '

Q. That ‘“All Other Expenses’’ 1nc1dentally, does that

include pro-rata share of the joint expenses?
page 170 | A. That is correct. It ircludes all expenses di-
"+ rectly allocable to Virginia such as taxes paid in

the State and then an allocation of such expenses as printing
and stationery and general office overhead allocated to Vir-
ginia.

Q. And operatmg salaues and opelatmcr costs?

A. Yes, sir.

Commissioner Catterall: Is that alloeated on a ]or‘o-Arat'a
sha.re of the premiums?

A. The salaries, generally speaking.
Q. And when you pro-rate on the premiums, is it the gross
premlums or what you have left after Re-insurance?

A. Judge, it is generally pro-rated on the combination of
the two when you speak of ‘‘salaries’ because the Home
Office has work to do in eonnection with the ceding of the in-
surance, so that is taken into consideration in making the
allocation. In other words, it takes an underwriting clerk
a particular time to place Re-insurance on a Virginia policy,
and the allocation is made for that time.

Senator Wicker: What Judge Catterall is get-

page 171 } ting at is, in your pro-rata expenses that it would
retain the same proportion of three million two

hundred thousand dollars of vour general expenses and all
‘other expenses, that those retained premiums would bear to
vour premiums in other lines, your income from other lines
of insurance, and in addition, you allocate or charge in here
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expenses you-incurred chargeable to the Re-i -insurance opera-
tion? .

A. Yes, sir, I think that is pretty fairly stated.

Q. Your total after paying on this five years your Losses
and Loss Adjustment. Expense and commissions and all other
expenses you had left over surplus of how much? :

A. Seven hundred and forty-five thousand dollars added to
surplus. ‘

Q. And in every one of the five years. this exhibit shows
there was a substantial surplus, in every one of the ﬁve
years“l . -

A. That is correct. :

, Q. Now the premiums shown up here of three
page 172 } million two hundred and six thousand dollars they
were at 80% of the manual rates? . ‘

A, Yes, sir.

Q. And if translated to manual 1atos, if you charged in-
stead the full manual rates rather than what you have
charged, that would have been how much?

A. That is shown in Footnote No. 2, the manual rate would
have been four million and eight thousand dollars.

Q. Taking that figure of four million and eight thousand
dollars, if you had been writing at manual and would have
been required to charge 52.5% for losses?

A. Yes.

Q. Which would have amounted to how much?

A. Two million one.hundred and four thousand dollars.

Q. When you take your total of actual expenses, loss ex-
penses, ete?

A. The total of the actual expenses, Loss Ad‘ustment Ex-
penses, other expenses, ete., was nine hundred and sixty-seven

. thousand dollars
page 173 ¢ Q. When you take those from Vour actual prem-
iums, }ou were left with a balance for losses of
how much?

A. Two mllhon two hundred and thirty thousand dollars.

Q. With that amount of two million two hundred and thirty
thousand dollars, compare that please with the amount re-
quired under the formula amount required for losses on the
full premium at 100% premium.

-A. When we take. this two million two hundred and thirty
thousand dollars, we had left after actual expenses and com-
pare it- agamst the 52.5% required by the V1rgmla formula.

Q. That is 52.5% of the manual rate?
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A Yes, we have left over after allowing for ‘the 52 :)%
losses—

Q. Theoretical loss formula losses?

A. Yes, sir, one hundred and twenty S1X thousand dollars

Q. Inc1dentally, while these ﬁ@ures in your computatlon in
: ‘here do mot 1nclude any specific allowance for
page 174 } profit?. :

A. No, sir, these are actual results.

Q. Now, as a matter of fact, what does that hundred - and
twenty-six thousand dollars left amount to percentage-
wise ?

A. The percentage of the premium is a fraction under 4%,
the actual amount is 3:9% of the prermum

- Q. Almost 4% there? .

A. Yes.

Q. Disregarding the amount theoretwally 1equ1red of 52:5%
for losses, translated into actual e‘(penence, you turned over
to your surplus what.amount?

A. Three quarters of-a million dollars

Q.. In that five years? . - .. -

A. Yes. '

Q. As compared to the seven year exhibit, this is slightly
better or slightly worse? = =

- A. Yes, the average addition to surplus for the last five
years has been slightly better than for the last seven years.

. _ - CROSS EX-AMINATION.
By Mr. Denny:
Q. In the third line of your Note 5 on your

page 175 + Exhibit 10 you said ‘‘Payment of all expenses left
a balance of $126,000 above the 52%% of 100%

Manual Rates required. for Losses by SCC.”” Would you
still tell us what the figure would have been if that Note had
been ‘“‘Payment of all expenses left a balance above 52.5%

and profit at 5%, of the 100 per cent Manual rates.required
for losses and profit by SCC.” .

: Commissioner Catterall:  You mean 57% instead of 52.5% ¢
Mr. Denny: Yes. , i o
Senator Wicker: I object to that 5% because it is not
required of a mutual company and is not required by the
State Corporation Commission.
Mr. Denny: I submit Mr. Wicker has laid the way open for
the question by asking the witness about the 52% of Losses
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in the SCC formula, whether 52.5% for Losses applies to
mutuals. He seems to think mutuals are in a different cate-
gory. ' o :

~ Senator Wicker: I asked him only about the
page 176 } Losses. -

Commissioner Dillon: The Commission ruled

yesterday that you were entitled to ask that question and
-we will rule it again.

Mr. Denny:

Q. Will you state what would have been the figure 1f you
‘had made provision for 57.5% of the rates? -

A. You want me to multiply it?

. Q. Yes, sir, I want to know whether you Would have av
deficit or a benefit. _

A. If T follow you correctly, you want mé to multiply

57% by four million eight hundred thousand dollars.

Q. I don’t know. I want you to do what you did in this
exhibit. You said that ‘““payment of all expenses left a.
balance of a hundred and twenty-six thousand dollars above
the 52% % of 100% Manual Rates.”” I want you to tell us
what it would have been if you had used 57.5% rather than
the 52.5%1? _

A. T will multiply 57%% by the theoretical Manual Rate
of four million and eight thousand dollars and I get an answer

~of two million three hundred and four thousand
page 177 ¥ thousand six hundred dollars rounding it off it
. would be three million three hundred and five
thousand dollars, and that represents 571%4% of the Manual
Rate, if I multiplied it correctly. Subtracting that theoretical
two million three hundred and five thousand dollars from the
actual premiums received of three million two hundred and .
six thousand dollars, I get a balance of nine hundred and
one thousand dollars. =

Q. Subtracting two million two hundred and five thousand
dollars?

A. Subtracting two million three hundred and five thou- -
sand dollars. ' 4

Q. I may have misunderstood one figure. Your 57%% of
four million eight thousand was what? .

A. Two million. three hundred and five thousand dollars

Q. And you subtract that from what? '

A. T subtracted it from the actual premiums received of
three million two hundred and six thousand and I got nine
hundred and one thousand dollars.
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' : Q. “Would that be a balance or a deﬁmt after
page 178 } payment of all expenses, leaving a balance of nine

hundred and one thousand dollars after 57%%
of the rates, would there be a balance or a deficit?

A. T think we are going about this a little differently than
we should. - :

Q. You said that payment of all expenses left a balance of a
hundred and twenty-six thousand dollars after 5214% of
100% Manual Rates had been prov1ded for? -

A. Yes. .

Q. Now making prov1smn for 57 %%, tell me what balance
you would have? , .

A. Losses 57%%. - . .

Q. Losses or anything else you vsant to call- 1t I don’t
think you coyld have computed the 57% % and come up with
nine hundred and one thousand dollars and one hundred and
twenty-six thousand dollars.

A. No, sir, this nine hundred and one thousand dollars
if you had that for osses in ther e, you would have the actual
loss of nine hundred and seventy-six thousand .dollars. .

Q. Let me see how you arrived at the balance of a hundr ed
and twenty-six thousand dollars. »

page 179 } Senator Wicker:

Q.- Would it not be a s1mple thing to say that
the dlfferenee between nine hundred.and. one thousand dol-
lars and nine hundred and seventy-six thousand dollars would
be seventy-five thousand dollars?

A. Figured the same way, instead of a balance of a hundh ed
and twenty-six. thousand dollars, your method would pr oduce
a deficit or minus deficit of seventy-five. thousand dollars.

Mr. Denny:

Q. In other words, if you made provision for 57.5% instead
of 52.5% you would have a deficit of seventy-five thousand
dollars instead of a profit of a hundred and twenty six thou-
sand dollars?

A. Yes, sir.

Q. Are the losses shown on your Exhibit 1 losses pald‘? :

A. Yes, sir.

Q. Doesn’t that differ in - some-; dewree Wlth the Losses
lumped together, with the Losses shown on Exhibit 5, which
are, as I understand it, Losses.incurred? (
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page 180 } Senator Wicker: I object to that. When you
talk about Exhlblt 5, that is the one that says
¢Disregarding Re-insurance.’

Mr. Denny: Are you reeltmg an obJectlon to the ques-
tion? -

Senator Wicker: Yes. You are askmg the witness to com-
pare two exhlblts that are prepared on two. entlrely different
" bases.

Mr. Denny: That is a statement for the witness to make.
Commissioner Dillon:- Go ahead and answer.
. Witness: Repeat the questlon, please?

Mr. Denny:

-Q. Don’t the Losses on Exhibit 1 wh1eh are lumped to-
gether with Loss Expense differ from Exhibit 5, which are
Liosses incurred ?

A. Did you mentlon particularly 19519

Q. No.

A. That difference, at-any rate,. Exhibit 5 1ncludes Loss
Adjustment Expenses and Losses combined, and they are

incurred and Losses on Exhibit 1 are on a pald
page 181 } basis. :
Q. In other Words, Exhibit 1 are Losses Paid
and Exhibit 5 are the Losses included with Loss Ad;]ustment
Expenses, which are the Losses incurred? : . .

A. Yes.

Q. Is Exhibit No. 5 and Exhibit 1 also prepared on the
gross basis without taking into consideration any Re-insur-
ance premiums? : . : : .

A. No. 5 and No. 1?

Q. Yes.-

A. Yes, sir. '
~ Q. For the year 1956 on EXhlblt No o, do you have that
before you? .

A. Yes.

Q. You show there premlums of one nnlhon and seventy-
two thousand dollars? - S .

A. Yes, sir.

Q. And you show Losses and Loss Ad]ustment Expenses
of four hundred and ninety-three thousand dollars, taxes and
- other expenses of three hundred and forty-nine .thousand
- dollars, and a surplus of two hundred and twenty two thou-
sand dollars? - A .
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A.-Yes. .

page 182 } Q. If you add the four hundred and ninety-three

thousand dollars and three hundred and forty-
nine thousand dollars and surplus of two hundred and twenty-
two thousand dollars, you get a total of one million and sixty-
four thousand dollars, which is eight thousand dollars less
than your premiums. What became of that eight thousand -
dollars? It is not a part of Losses and Loss Adjustment Ex-
penses and not a part of taxes. '

A. I don’t know.

Q. Will you do the calculation?

A. You are referring to 19562

Q. Yes; surplus two hundred and twenty-two thousand,
taxes and other expenses three hundred and forty-nine thou- -
sand, Losses and Loss Adjustment Expenses four hundred
ninety-three thousand? : _ '

A. Yes, sir. T agree with you. It looks like we have an
eight thousand dollar error somewhere.

Q. Does it have any other errors in it?

A. None that I know of. o

g Q. Now turn, if you please, to your Exhibit No.
page 183 } 8 and your Exhibit No. 10, and specifically, this
: one that you put in this morning, No. 10, and we
will take, by way of example, the year 1953 when you show
premiums of six hundred and ninety-eight thousand dollars.

A. Yes, sir.

Q. As I understand, that figure is the premium arrived at
after using our Manual Rate less 20%, less what you paid
for Re-insurance ? '

A. Yes, sir. : -

Q. In your commissions of a hundred thousand dollars
which you have credited there, you arrived at that figure by’
deducting from the amount paid by you to agents, the 43%
vou received from Lloyds?

A. Yes, sir, that is correct. .

Q. So that that 43% goes to reduce what you show here as’
your commission expense? ' o

A. Tt reduced what we paid to agents to arrive at what we
show here. ' oo ‘ _

Q. So what you. actually paid agents was substantially

' . larger than a hundred thousand dollars and the
page 184 } amount by which it exceeded one hundred thou-
sand dollars was the amount you got from Lloyds?
A. Yes. - o _ '
+ Q. And in like manner your twenty-three thousand dollars
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Loss Adjustment Expenses, with reference to that item, you
actually paid out in Loss Adjustment Expenses an amount
considerably in excess of twenty-three thousand dollars.
‘Then you deduct from the amount actually paid out by you
that amount which Lloyds, in turn, paid to you for Loss Ad-

justment Expenses? o

A. Yes, sir. That is right. :

Q. Hence all of these figures and adjustments of similar
type were made to arrive at your three hundred and seven
thousand dollars of Losses?

A. Yes, sir. . _

Q. And adjustments of similar type were made to arrive
at your eighty-six thousand dollars of All Other Expense?

A. No, sir, they are ‘Actual, and no deductions are made
from them and no Re-insurance is applied against them.

Q. Then it is a fact that on Exhibit 8 and Ex-

page 185 § hibit 10 premiums for all years, and the Losses

' and Loss Adjustment Expense and the dollars for

commission for all years and the totals, are not actual figures

but are figures arrived at after an adjustment of the figures
by the matters which we bave been talking about. :

A. I submit that these are Actual and these are the actnal
results the Company would have if the Company was writing
only fire and allied lines in Virginia and only writing in
Virginia, these would have been the results. I maintain these
are actual results.

Commissioner Catterall: You treated it as if you and
Lloyds were partners, each drawing so much out of the
partnership result. - ' '

A. Judge, I don’t believe I would state it quite that way.
We treated it as though on—No, sir, that isn’t exactly what
I mean. We treated it as though we had sold a part of our
business to Lloyds and they might have a good loss ratio on
what they had and we have ‘a bad one and we might have a
better loss ratio than the Re-insurer had.. It would be

possible. for one to increase the surplus and the
page 186 } other to have a loss. I don’t believe, sir, it would
' be exactly like you say—we are partners—because
if the Re-insurance is ceded them they have the Re-insurance
problem and if he loses money then we are sorry but we don’t
have anything to do ‘with it. It is not our worry. - :



88 Supreme Court of Appeals of Virginia-
William H. Marquess.

Commissioner Catterall: You spread- the income -and
expenses -and then come to the parting of the ways? o

A. Yes, sir, however, the expenses are not spread in the
same propor tlon as the income.

Co‘mmissioner Catterall : I th»ink I undérstand it

A. In other words, sir, we are, 1 believe, our average is
about 40% of the income is Re-insured. That does not mean
a 40% recovery of the Loss. It might run 60% or 20% more.
It does not mean 40% of expenses. We get more than 40%-
of the expenses which we try to bring out on this exhibit.

Chalrman Hooker: On your Exhibit 10 you

page 187 ¢ have ‘‘All Other Expenses’’ four hundred and

_ fifty-two thousand dollars. That is all charge-
“‘able to Harford Mutual Insurance Company?

A. Yes, sir.

Mr. Denny: '
Q. You have stated, sir, as I understand it, that the prem-
- ium figure shown on your Exhibit 10 for the year 1957 of
six hundred and fifteen thousand dollars appears in your
annual statement. Will you show me where that appears in
vour annual statement, that rounded figure of six hundred and
* fifteen thousand dollars“Z
A Mr. Denny, what I was trying to say was that it would
appear in our annual statement if we did not have ans7 other
lines except fire and allied lines. There is no place in that
statement for just fire and allied lines business.. That figure
~of six hundred and fifteen thousand dollars is included on
- Page 6, Column 4, Items 1, 2 and 3 which are fire and ex-
‘rended coverages and other alhed hnes, net premiums written
~ Country-wide. In other words, a 'Country-wide exhibit,
rather than the Virginia exhibit would contain the
" page 188 } total of those three items.
Q. You refer to the tabulation at the top of the
page entltled “Part Two’’ and at the bottom of the page
' entltled“PathA”? ’ } ‘
A. Yes. - '
Q. This - Column 4 is, ‘after Re-insurance assumed. Is
there any Re-insurance assumed in your premiums of six
* hundred and fifteen thousand dollars shown on Exhibit 10?2
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A. No, sir.. It did not take into consideration Re-insuranoe
assumed.

Q. If you had stated your Exhibit 10 on the ba31s that your
annual statement is prepared and- just referred to, your
Exhibit 10 would be different?

-A. No, sir. 1 said if we were not writing any busmess ex-
cept fire and allied lines business in Virginia and were not
writing in any other state, and writing any other lines of

~business than this fire, it would be the Column 4 and that

-would assume that that was more.

Q. And Column 1 calls for Gross Premiums less Return

Premiums on the direct business of the fire ex-

page 189 } tended coverage and other allied lines, and if you
had comparable figures with those for Exhibit

10, then you would have shown the premiums actually re-

ceived by you after application of the manual less 20%?.

- A. Column 1°?

Q. Yes. _ .

A. Yes, that is correct. - May I state that none of these
exhibits take into consideration any Re-insurance assumed
from any other company. It is our direct Virginia experience
taken through our agents on which we are the carrier taking
into consideration the Re-insurance ceded.

Q. You take into consideration the Re-insurance you cede,
but do not take into consideration the Re-insurance you
assume?

A. That is correct because we are applying for a 20%
deviation on our direet business, and when we assume Re-
insurance, we normally assume it at the same rate level at
which it was written bv the primarv 1nsm"ance carrier, that
is the reason Re-insurance assumed is left out.

Q. If, on the exhibits you filed in this case,
page 190 } vou ask that there be given consideration on Re-
: insurance ceded. should you not also-show for Re-
insnrance assumed and let the whole picture come in?.

“A. 1 think not because we are not applying for a deviation
on Re-insurance assumed. '

Q. Would you be entitled to vour deviation 1{’ vou did not
consider Re-insurance?

 Senator Wicker: - That is a question there a.g'ain between
TLaw and Fact. -If he wants to reframe that on the question
of fact so well and good but he is askmcr the w1tness to pass on

- the law and fact.

Mr. Denny: We are here in a Legislative proceedmv in
which the Ordinary Rules of Evidence do not apply. The
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witness has said they are entitled to this 20% deviation for
which they applied and said so on a number of occasions. He
has expressed his opinion on the law. I asked him if he will
be entitled to the deviation he requested if he left-Re-insurance
out of the factor. o L '
Commissioner Dillon: T think he is entitled to
page 191 b answer that question and give his opinion.

A. My answer to that quéstion is that I believe, that over-a
five year period the Company has written premiums net ‘of
three million six hundred thousand dollars and ~gross- of
something more than thaf and on a net basis has increased its
surplus over seven hundred and forty thousand dollars,
operating ‘on a 20% deviation, that those facts ‘right there
speak for themselves, and you ask, if in my opinion we were
entitled to a deviation and T will say I believe we are.

Q. In order to avail yourself of those deviations, would you
not-have to encroach on the 52.5% which you said was set up
by the Commission for Losses, would you not have to deviate

from-that? -

Commissioner Catterall: The witness has-agreed that he
~does not agree with the State Corporation -Commission and
you .asked for his opinion and you have it right there.
Mr. Denny: I think the witness understood that my ques-
tion was predicated on the Ruling of the State
page 192 % Corporation Commission, and whether or not he
could comply with it. With what we all admit is
the Ruling of the Commission if he left Re-insurance out of
the question. I-will reframe my question and I don’t think I
impugned on the Ruling of the Commission awhile ago in
asking my question. o ‘ :

Q. You say that the Commission requires 52.5% of the
100% Manual Rates for Liosses?

A. Let me explain this that I am not aware of the fact that
‘the Commission has stated that 52.5% has to be used by the
Harford Mutual in justifying its deviation.

Q. What do you mean by your langnage in your exhibit?

A. We used 52.5% in the event that the Commission so
decides that the 52.5% should be charged to Harford Mutual.

Q. Then the word ‘‘required’’ should not be couched in the
past but should be in the future? A TR

A. T won’t get into an argument with you on the question
of English or Grammar. : - , -
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Mr. Denny:
Q. In event the Commission should require
page 193 } that 52.5% should be required for all Losses, I
ask you, if you stated your situation without re-
gard to Re-insurance, whether, after payment of expenses,
you would have 52.5% of your manual premiums left?
A. No, sir, we would not have that. :
Q. In other words, on the basis of the 52.5%, if thev per-
mitted you to deviate 20%, you would not have 52.5% of your
manual rates as set up for Losses if Losses should aggregate
that amount.

Senator Wicker: If you modify that question whether-
Re-insurance is taken into effect.

Mr. Denny: All right.

Senator Wicker: All of these questlons are vmthout Re-
insurance.

A. Will you state the questioh’" again?

Mr. Denny: : -

Q. I will state 1t again. If you write Re-insurance out of
the picture and operate on a 20% deviation, would you have
left, after paying expenses, 52.5% of the premiums figured on
the "Manual Rates for Losses?

A. T think T have answered that in the negative.
page 194 ¢ Q. And you would not?
A. No, sir.

Q. Would you tell us the name of the company that takes
one-third of the Harford Mutual Insurance Company’s Re-
insurance?

A. The figure is ‘rhlrtv-ﬁve per cent and the name is the
Maryland National Insurance Company.

Q. Is that a stock company?

A. Yes.

Q. Do you know who owns the stock of the Maryland Na-
tional Insurance Company?

A. T know where a good portion of it is owned.

Q. Where is it owned?

A. A portion of it is owned by the Harford Mutual.

Q. How much?

A. 18%.

Q. Is the balance of it owned or controlled by the peo’ple
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: associated with the Harford Mutual Insurance
- . page 195 } Company?
’ A. If you mean 51% control, no.

Q. What do you mean by ‘‘control’’?

. A. The Harford Mutual does not own or control 50%.

Q. Do you know the amount that the stockholders of the
Harford Mutual own? -

A. I do not.

Q. Do you know ‘approximately?
" A. Mr. Denny, I would guess appr ox1mate1y 35% May 1
ask Mr. Welch that question?

Mr. Welch: I would say 30 to 35%.

Mr. Denny

Q. Who are the other substantial stockholders?

A. The other largest stockholders are Mr. Morris Kaufman
and the Investment Brokerage Firm located in Baltimore,
Alexander Brown and Son, the oldest 1nvestment company
in the State.

Q. What is the amount of the capital stock?

_ A. Five hundred and sixty thousand dollars
page 196 } stock issued.

- Q. What is the surplus?

A. The surplus at the end of 1957 over and
above capital stock was approximately three hundred and
twenty thousand or three hundred and thirty thousand dollars.

Q. Under the laws of what state is that Company incor-
porated"l

A. Under the Laws of Maryland.

Q. Who is its President?

A. Mr. Walter Welch.

Q. The same gentlemen WhO is Pres1dent of Harford
Mutual?

A, Yes.

Q. Are you an official of that Company?

A. Yes, T am secretary and treasurer. :

Q. Is that Company admitted to do business or hcensed to
do business in Virginia?

-.\. No, sir. I'beg your pardon. Did you say ‘‘admitted to
do business’’? :

Q. Yes.

A. Tt is a fact that it is admitted to do busmess
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Q. Is it a fact that the Maryland National
page 197 } does no direct business in Virginia but is created
to handle the business of the Harford Mutual?

A. No, sir, that is not correct. The Maryland National is
domg busmess in three or four states.

Q. Do you know what its gross premiums were W1thout :
looking it up? .

A. The Maryland National has only in the past six months
begun to write any direct business. In those six months I
guess we have written twenty to thirty thousand dollars of
direct business. We are in the process of getting the Com-
pany in the business of writing the business on a direct
basis.

Q. In other words six months ago if I had asked you if it
was writing direct business, the answer would have been in
the neﬂatlve‘l

A. The ﬁrst business we did was in December and if you
asked me in November the answer would have been negative.

Q. May I ask you if the treaty you have with Lloyds of
London 1s simply a private contract between your Company
and that Corporation?

A. Yes, that is correct.
page 198 ¢ Q. Under that agreement or treaty can you and
Lloyds cancel it at any time subject to so many
days, weeks or months notice as may be specified in the agree-
ment?

A. There are two ways in which a Re insurance Treaty
can be cancelled.

Q. I am speaking of this particular Re-insurance Treaty.

A. This particulary Re-insurance Treaty, one is that the
Re-insurer refuses to accept any more business but allows the
business on the books to expire, and the other is that the en-
tire portfolio is cancelled and turned back to the insurer. I
don’t remember the provisions of cancellation of the treaty,
but I am sure that on ninety days notice our treaty may be
cancelled in one or the other of those ways. -

Q. You don’t know how many days?

A. I believe it is ninety days.

Q. It is a fact, is it not, that nelther the State of Maryland
nor the State of Vlrorlma have any supervision over this

treaty you have with Lloyds of London, or over
page 199 } the treaty you have with Maryland National?

Senator Wicker : Now I have no objection to that parti-
cular questmn but I object to the relevancy of all of these
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questions for this reason: .As to what supervision or control
this Commission has over the treaty and how it can be can-
celled, the Insurance Code of Virginia in one place says flatly
that the State shall not have any control over Re-insurance.
That is-Code Section 38.1-378, which says that the provisions
of Article 3, the Rating Section, has no control, and there. is
only one exception when they have any control. The provi-
sions of this Article 3 as to Fire Insurance policy experience
and forms, etc., as to what the contract can be, by approval
of risks and forms, ete. It is Section 221. I am sorry I
- made a mistake; it is Section 38.1- 221 and it says:

““The provisions of this chapter do not apply to:”’ (and
this is Chapter 6), which includes—

Article 1—General Provisions of Insurance;

Article 2 as to the Bureau;

, Article 3 as to the Rate Filings and
page 200 }  Article 4 as to the making of rates;
. Article 5 as to Adv1sory Orgamzatmns and

Article 6 as to Hearings.

* ““The provisions of this chapter do not apply to:

e (1)’ Reinsurance, (;the'r than joint Re-insurance to the ex-
tent stated in Sectlon 38. 1-2247

And by reference to Section 38.1- 224 the exceptlon is not
applicable here because it says:

“Fvery group, assocmtlon or other organ17at10n of in-
surers which engages in joint underwriting as to a kind of
insurance to which this chapter applies shall be subject to
regulation with respect thereto as provided in this chapter.”’

It is not as to regulation of contracts. The contracts are
all private contracts but Section 38.1-26 of the Code, Page 92,
expressly authorizes the Re-insurance and says: :

_ "‘Exception as otherwise provided in this title,”’
(and there is no exception provided in this title),
““any insurance company licensed to transact in-

page 201 } surance in this State may, by policy, treaty or
other agreement, cede to or accept from any in-
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surance company Re-insurance upon the whole or any. part
of any risk, with or without contingent liability or participa-
tion, and, if a mutual company, with or without membersh1p
therein.”” :

The only exoeptlon is that a company is not allowed to re-
insure all, or substantially all of its risk. The company is
not allowed to do that without approval of the State Corpora-
tion Commission.to re-insure all, or substantially -all of its
risks, and Lloyds is included in this Code as a definition of an
insurance company. ‘‘‘Insurance company’ means and in-
cludes any company engaged in the business of making con-
tracts of insurance, and includes any fidelity and surety com-
pany’’ and it states Lloyds in that chapter. _

Now the Code in Section 38.1-32 ‘‘Limitation of risks
generally”’ states “Except as otherwise prov1ded in this
title, no insurance company transacting business in this State

. shall expose itself to any loss on any one risk or

page 202 ! hazard in an amount exceeding ten per centum of

its surplus to policyholders. Any risk or portion

of any risk which shall have been reinsured in a solvent

company -shall be deducted in determmmo the limitation of
risk presecribed in this section.’

.Under that, a company could if it wanted to, obviously,
for a million ‘dollar risk, its surplus to policy holders could .
be two hundred thousand dollars. It could re-insure nine
hundred thousand dollars and have only one hundred thou-
sand dollars.

Now in things of that kind it is rather the measure of
e\posure, and that is the safety of the pnbhc involved of
course, and in view of that, I don’t think it is relevant to go
into the question of the detalls of Re-insurance contracts or
treaties which Mr. Denny indicated by his statement is a
»\pr1vate contract.

It is true that every insurance contlact is a pr1vate con-
tract. There is no-requirement that requires a re-insurance

company not to .diseriminate. A Re-insurance
page 203 } company can pay Harford Mutual 43% for its

business because it believes Harford is a well run
Company with a long service of operation and with a Board
of Directors with the experience and wisdom that this Board
of Directors has and with the wonderful record on deviations
that it bas and they could take a company 1 would organize, .
say Mr. Denny and I, we would make a good combination, and
they could exceed the risks taken in some years, but they
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could say ‘“we could only give you 20% or 25%’’ and a Re-
insurance company can charge what they please. It could
discriminate, whereas, the Harfmd Mutual could not diserimi-
nate, so I don’t think it is relevant.

Mr. Denny: The objection to my question was based on
relevancy, and I will nof be so unkind as to put my finger on
it but the Commission will recall that it was told that when-
ever ‘Mr. Denny was hurt he makes an objection and :says it
is irrelevant so we ‘¢ome back to the questmn and say that
l\]Ir VV1cker is hurt’ and so he says it is irrelevant, it hm ts

im. :

It is a fact that the State of Virginia and the

page 204} State of Maryland have no jurisdiction over it.
 Mr. Wicker says it is irrelevant for me to inquire

into Re-insurance. 1 admit gladly that Re-insurance is: ir-
relevant to this inquiry and every word should be stricken
out in regard to Re-insurance, but every word of his testi-
mony has been built on it, and now he says that we should
not go into that, and yet every w01d he says is based on the
provision of Re-insurance. '

As to the Sectiohs he refers to, I w1ll take them bnefh
Section 32 refers to relationship—

Commissioner Dillon: The Commission feels, Mr. Denny,
that-the argument of the legal question should be reserved for
counsel and not the \Vltness and therefore, T ask you to pro-
ceed on another line of questlomnw '

Mr. Denny: I will limit-my questions to Manland wl]ose
law is not in evidence. .

Q. Is it not a fact that the State of Maryland has no super-
vision or regulation over the treaty that your Company has
with the Harford National?

page 205} Commissioner Catterall: Are you an exper‘f on
3 ’ Maryland law? : :

A No sir, but I would like to answer that from the practi-
cal standpomt and not as a questlon of law.

Commissioner D1llon: You may answer.

A. T state that there is supervision by Maryland over this
particular insurance treaty hecause both companies have
periodic examinations by the State of Maryland and in every
one of those examinations they go over every Re-insurance
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contract with a fine tooth comb, and if they felt that there V;"Eis .

anything out of line or out of ordinary detrimental to either
company I am quite sure it would be called to our attention
and we would correct it. As a matter of fact the treaty
with Lloyds was gone over by a Maryland examiner and no

adverse comments were made either verbally or in writing, .
and the treaty with the Maryland National was made after the =

-association with Lloyds and was patterned after the Lloyds
treaty and I submit that Maryland has made no criticism of it .
whatever. :

page 206 } Mr. Denny

Q. Do you desire the privilege to answer from a ;f"'_,‘;

‘practical point of view whether Virginia has legal supervision
over it?

A. What is that, Sir?

Q. You stated to the Commission, in connection with Marw-
land that you would like the p11v1lege of answering the ques-
tion in regard to Maryland’s ‘supervision from a practical -

pomt of view; do you want to answer it from a practical point

of view in 1egard to Virginia, do you or don’t you?

A. T will answer it this way. There was a representative
from the Virginia Insurance Department participating in the
last examination of the Harford Mutual so this gentleman
from the Virginia Insurance Bureau, which he represented,
had an opportunity to bring out any defects or laws in‘the Re-
insurance contracts and he did not do so. So, apparently,
the contract met with the views of all who looked at it.

Q. From a practical point of view the supervision which
Maryland has prevents Lloyds of London from cancelhng the

contract if it desires?

page 207} A. From a practical point of view.

Q. From a practical point of view?

A. T am not an attorney and won’t argue the law.

Q. If you can’t answer the question say so, but from the
same standpoint you were arguing Maryland’s supervision,
can you tell us whether the Maryland supervision prevents

Lloyds from cancelling the contract if Lloyds so desires?
*A. I have no knowledge on that point.

Q. Do you have with you a copy of your Re -insurance con-
tract?

A. No, sir, T do not.

Q. Will you file those with the record as your Exhibit
112

T
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Senator Wicker: I object to anything being filed here like
that because-it becomes a publi¢ record and open to all com-
petitors without the assignment of any reason to do so, and 1
don’t think this Company should be called upon to file that

. since it has already been stated that the insurance

paoe 208 } representatives have looked at it, both the Mary-
land and Virginia representatwes, and you can’t

reqmre the filing of a record that becomes a‘ public. record.

Commissioner -Dillon: The Commission will take that under
consideration.

Mr. Denny: T also want to say that the contract of Re-
insurance, what occurs to that contract of Re-insurance, is the
whole basis of what-he asks for in-this deviation.

Commissioner Dillon: . The Commission will take that
under consideration and not rule on it at this time. .

Commissioner Catterall: You said-in your opening state-
ment that they were entitled to 10% "so What yvou are saying
deals with the 20% dev1atlon"?

Mr. Denny: Yes, sir, Mr. Elliott’ sald he wanted to know
Whether it was 20% or nothmw and Mr. Wicker says ‘‘Give us
what the application says”’ and if they want to amend the
apphcatlon to a 10% deviation, we have no objection to that.
- We think that ‘ches7 are entitled to that but since
page 209 | the additional 10% is asked on the basis of what

.+ - they say . is ' their experience after taking into
eo‘_ns1delat10n Re-insurance, the whole question of Re-insur-
ance rests on this contract. They ask you to rely on that and
pay no attention to gross premiums and gross-expenses but
to rely on the Re-insurance. Now, what is it? Their Re-
insurance is just as strong as the Re-insurance contract is
strong. Suppose Lloyds cancels the Re-insurance contract
and they are not able to make as much? Some parts of their
case virtually 1s the same as the Factory Mutual when they
stated that they were asking to pay a large dividend. These
people ask you for a dev1a‘r10n not on the basm of the mutnal
company- there, but on the basw of this result because of this
Re-insurance. It goes to the very guts of this case.

11:25 A. M. Commissioner Dillon: The Commission will
recess for ten minutes.

11:35 A. M. The Commission resumes its session.
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page 210 }  Senator Wicker: When we recessed Mr. Denny
had completed his statement that was to be re-
served as a legal argument.

Comm1ss1oner Dillon: We are ready to rule on the ques-
tion technically. We techmcally rule that the present con-
tract of Re-insurance is not germane to this case, and if ‘we
find out later that it is, we will permit you to ré-open it and
cross examine on it.

Senator Wicker: You mean the matter of the Re-insurance
contract but not the result of the deviation there? -

Commissioner Dillon: We are talking about the Re-in-
surance contract. ,

Senator Wicker: We are not concerned with the future.
We are not here representing that they will_in the future in-
sure at 20% deviation or 50% deviation.

Commissioner Dillon: The ruling is that we are not going
to require you to file as an exhibit a copy of the Re-i insurance

contract with Llovds and if we do feel it is neces-
page 211 } sary later on in the case, we will re-open the case
and give you an opportunity to Cross examine.

Senator Wicker: That will be a re-opening by the. Com-
mission on its own motion and it will not be necessary for me
to so move.

Mr. Denny: In order for the record to. be entirely clear,
and I might protect my self I desire"to state my obgectlon to
the ruhng

Commissioner Catterall: You understand under the Con-
stitution of Virginia that you don’t have to ‘make any ob-
jection. You have the appeal whether you except to it or
not. .

Mr. Denny: I bave an appeal as a matter of right but the
Court of Appeals has never held that the exceptlons and
grounds for an ob;]eetlon do not have to bhe stated to the
‘Commlssmn TIf they have so hield, I don’t know the case.
‘Whether the Court will so hold I do not know, but I do have
a right to give the reasons for my objection.

Commlsswner Catterall: T think I can convinee you of that

" if you will come around to my office at lunch time.

page 212} Commissioner Dillon: The. Commlssmn would

like to request that the questions in the future be

confined to questions of fact rather than legal matters, for the
witness is not ecompetent to answer le@al matters

Mr. Denny: I think that request is. aimed at me, and I
will cooperate with that because I am the only one that has
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asked a question of law. I do ask the privilege of having
treated as an exhibit, and I will furnish a copy for the Com-
mission, the Order of the Commission of October 4th, 1957
in the Application of the Insurance Company of North
America and Philadelphia Fire and Marine Insurance Com-
pany in Case No. 13556. I will furnish a copy of that for the
record and ask that a place be reserved for it at this time.

Commissioner Dillon: We will reserve Iixhibit No. 11 for -
it. :

Note: Exhibit No. 11 later filed with the Reporter and put
in the record—

Mr. Denny: I am not quite certain whether under the
Ruling of the Commission I have any further
page 213.} questions. ' '
' Commissioner Dillon: Are you through with
your cross examination of the witness?
Mr. Denny: I am through, but others may want to ask him
questions, but all of this relates to-his cross examination.
Commissioner Dillon: All right. '
Mr. Denny: I think here the Commission has handed down
a formal written opinion in its official reports and that that
automatically can be taken cognizance of both here and in the
Court of Appeals, but if, perchance I am mistaken, I ask that
there be included in this case, a copy of the opinion in Case
3102 handed down by the Commission, known as the ‘“‘Epps’
Decision’’ in the case of Aetna Insurance Company. .
Commissioner Dillon: T don’t believe we are going to ad-
mit an opinion of the Commission as an exhibit in the record.
You may file the Virginia report if you wish.
Mr. Denny: There are two others I wish to offer, but I wish
this record to show that they were offered. One is the opinion
handed down by the Commission on May 11th,
page 214 } 1950 on the Application of General Insurance
Company of America and the First National In-
surance Company for deviation and the next one is the opinion
of the Commission handed down in Case No. 12880 last year
in the matter of Allstate Insurance Company which was heard
in 1956. I understand the same ruling applies.
Commissioner Dillon: The same ruling applies.
Commissioner Dillon: Mr. Flory, do you have any ques-
tions? ' :
Mr. Flory: No.
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Commissioner Dillon: Mr. King, do you have any ques-
tions? : '

Mr. King: Yes, a few.

Commissioner Dillon: You may" proceed.

CROSS EXAMINATION.

* By Mr. King: -

Q. Will you get béfore you your Exhibit 5 and your Exhibit
1, and T am asking these questions to clarify some things that
seemed a little  difficult, possibly because I am incapable of

understandmg, but I want you to clear me up on
page 215 } the point. Just as an example lets look at Exhibit

5 and the year 1954, ‘‘the Hurricane Hazel year,”’
and there you show the premiums as one million ‘one hundred
and twenty thousand dollars. That all has nothing to do
~ with ‘Re-insurance in your Exhibit 5. It shows that you re-
céived premiums of one million one hundred and twenty thou-
sand dollars, and looking at Exhibit 1 the same figure appears:
That is rounding it out to the nearest thousand“l

A. Yes.

Q. Now lets look at the Losses. The Losses pa1d were
roughly five hundred and ten thousand dollars on Exhlblt 1.

A. In 19542

Q. Yes.

A. Yes.-

'Q. Why is it in your Exhibit 5 it shows the Losses were
six hundred and ninety-five thousand dollars?

A. Exhibit 5 is the Losses incurred, which takes into con-

sideration ‘the ‘‘reserve for outstanding unpaid
- page 216 } Losses at the end of the year.”” Exhibit 1 is

strictly Losses paid. You will recall that Hurri-
cane Hazel was on the 15th of October. A great many claims
arising from that occurrence were not settled at the end of the
year, therefore, the loss reserves were considerably higher at
* the end of the year than normally.

Q. Let’s look at Fxhibit 5, the premiums shown are the
same practically as Exhibit 1 but the Losses in Exhibit 5 have
little relationship, assuming they have been incurred, on Ex-
hibit 5 are those shown to be mcurred and those pald shown
by Exhibit 19

A. Yes, sir, that is the same answer, the Losses incurred
which is what we show on Exhibit 5 on the formula for deter-
mining Losses incurred and Losses paid during the period,
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plus Losses outstanding at the end of the period, minus Losses
outstanding at the beginning of the period.

Q. Why is it, starting at the beginning of the year 1953
and ending with the year 1957 that the Losses shown at the
beginning of the period are materially higher than those

shown on Exhibit 1.. Do you ever catch up with
page 217 b yourself?

A. That is another thing on Exhibit 5, the
Losses and Loss Adjustment Expenses are included and Ex-
hibit 1 the Loss Adjustment Expense.is not included.

Q. Look at your Exhibit 10 and -that does recognize Re-
insurance. ‘That third vertical column ‘‘Loss Ad,]ustment Ex-
pense’’ those are the expenses actually 1ncurred by your Com-
pany?

A. On Exhibit 102

Q. Yes.

A. Yes, taking into consideration Re-insurance.

Q. Roughly,. how does that run, the part attributed to Re-
msurance, does that run the same in the attributable to Hal-
ford Mutual?

A. T don’t understand your question.

Q. Take the third.column. 1953 figure, Loss Adjustment Ex-
penses $23,000. 00. Let’s suppose vou -did not recognize Re-
insurance. What would that figure be?

A. T don’t think we have that figure here, Mr. King.

Q. In other words, you have not put in the
page 218 } the record anywhere what your Loss Adjustment
Expenses are for any of ’those five years, 1953
through 19572 :

A. T don’t believe we have as a separate figure.

Q. Can you give us an estimate of what greater percentage
there would be of Loss Adjustment. E\pense if you dld not
recognize Re-insurance? . -

A. T could not make an estimate of it, no, sir.

Cha.ufman Hooker: Does that ,not show on the .Commis-
‘sion’s Report? ‘

A. Yes, sir, if that is admissible.

Qenater Wicker: 1T have in my file what was ﬁled ba(*l\ in_
1956, but it does not have 1957.

Mr. King: Could the witness read 19539

A.‘Loss .Adjuétment Ex_pen'se. Wés $44,000.00 i953 and oﬁ
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Exhibit No. 10 the corresponding figure i is $23,000.00.
Q.- Give us 1954, 1955 and 1956.
A. 1954 the Direct Loss Adjustment Expense was $45 -
000.00; after Re-insurance it is $31,000.00. :
1955 the Direct Loss Adjustment Expense was
page 219 } $46,000.00. After Re-insurance it:was $33,000.00.
1956 the Direct Loss Adjustment Expense was
$35,000.00; after Re-insurance it was $25,000.00.
Q. And vou do not have with you the 1957 figure?
A. No, sir, I don’t believe we have it with us anyWhere.

Senatof Wicker: Just the net.

Mr. King

Q. As I understand it, the Harford Mutual with respect to
Fire and Allied Lines, pays no d1V1dend to its membels? -

A. That is correct.

Q. And operates absolutely on a deviation ba51s°?

A. Yes, sir, and has done so for thirty years.

Commissioner Dillon: Mr. Elliott, do you have any’ ques-
. tions? o :

CROSS EXAMINATION.

By Mr. Elliott: S
Q Mr. Marquess, I show yvou a statement entitled ‘‘Name
of Company—The Harford Mutual Insurance
page 220 } Company—Countrywide Fire and Allied- Lines
.Expenses (Except Auto-Physical Damace and In-
land Marine)—Calendar Years 1952 to 1956’ -and below the
same for V1rg1ma I will ask you if you made up that state-
ment? T '
A. Yes, sir. that was made up- in our - office. - :
Q. And made up under your supervision and dn ectlon?
A. Yes.
Q. And vou submitted -that to the Bureau of Insuranoe in
support of vour deviation?
A. Yes, sir.

Mr. Elliott: T ask that that be received as Exhibit No.
12. ' -

Commissioner Dillon: Tt will he received as-Exhibit No.
12. o :
Witness: Mr. Elliott, may I make a statement in connection

/
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w1th that? The format of that report was given us by the
- Virginia Bureau of Insurance to fill it out. We did not make it
-of our own volition.  We made’our filing and’ they Iephed by
saymg ““Here is a form, fill 1t out ”

page 221 b Q. But you have made out similar statements
" - before, have you not?

- A. No, sir, not just like that one. This is the first yeéar a
statement in that form has been required. : _

Q. At any rate, so far as you know, Exhibit 12 represents an
accurate statement of your Virginia business at the bottom of
this sheet for the vears 1952 to 1956, according to the books
of your Company? '

A. Yes.

“Q. T will ask you to refer to that statement and say for the
purpose of the record for the: period 1952—1956 inclusive,
your Loss Adjustment Expenses in Vlrglma what they were
for that period. '

A. This is based on direct business prior to Re-insurance
and the amount is $203,911.00. ,

- Q. What percentage was that of your -direct premmms
written for that five year perlod? '

A. 3.8 per cent.

Q Wﬂl you state how much were your com-
page 222 | missions during that period on your Vu‘glma
busmess‘l

A. $1,298,692.00. ' :

Q. What percentawe was that of your direct pI‘E‘IIllllIIB
written?

A. 24.2 per cent.

Q. What were your Other Acquisition Expenges for ‘your
- Virginia business for that period?

A. $46,622.00. '

Q. What percentage was that of your dlrect premlums
“written? -

A. .9 per cent.

Q. What were vour general expenses for Virginia for that
five year period?

A. $240,180.00.

Q. What relatlonshlp did that bear to your dlrect premiums

written? '

A. 4.5 per cent.

. 'What weére your ‘taxes, licenses and fees?

A $160,958.00.
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Q. What relat1onsh1p d1d that bear to vour direct Wr1tten
" preminms?

A. Let me say this at this point.” As I recall it, we were in-

" structed by the Virginia Bureau of Insurance to

page 223 % use 3 per cent for taxes, therefore, on all of these

 figures for taxes we have used exactly 3 per cent.

Those are not the actual ﬁgures of the Harford Mutual In-
"~ surance Company. ‘

" Q. What are the actual figures of the Harford Mutual?

A. T don’t know, Mr. Elhott whether we have those here or
not, taxes, hcenses and fees before Re-insurance, I don’t think
we have them. _

Q. What were your taxes, licenses ‘and fees Countrywide;
what percentage of your total premiums were the taxes,
- licenses and fees? -

¢ AL 2.7 per cent. -

Q. So there is a difference of three-ténths of one per cent
- in this figure for Virginia and Country-wide?

A. Yes. The three per cent was preprinted on the form
for taxes right along with various other things. '

" Q. Now, as I understand it, Mr. Marquess, the ‘direct prem-

iums written shown in Exhibit 12 amount to $5,365,311.00.

They are the premiums actually received by the Company
from Virginia policy holders"l

page 224 }  A. Yes, sir. '

: . Q. And that was written at a deviated rate of

20 per cent? : '

A, Yes, sir.

Q. Now, I believe, in order to get at the issue in this case
‘rather sharply as I understand your testimony, from the
figures presented by Exhibit 12, if the Commission applies
52%% per cént permissible loss 1at10 to the one hundred cents
. dollars, then you concede that the figures shown on Exhibit 12
" do not justify a 20% deviation; or am I wrong?

Senator Wicker: If the Commission please, I think that
again brings in something like Mr. Denny’s questions were
trym(r to do Tt is 81mp1y a matter of mathematical calcula-
tion-to say that any figure amounts to such and such. As
to whether they were entitled to it, it is a different matter.

Chairman Hooker: My recollec‘uon is that the witness
answered that to Mr. Denny affirmatively; I recall his answer-

ing it to Mr. Denny affirmatively..
page 225 } Mr. Denny: I undeérstood that on his testlmony
to me that on that basis it was not justified.
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Senator Wicker: I don’t believe you will find that is cor-
‘rect. You will find that this is on a different formula. = -
Mr. Elliott: What do you mean? '

Senator Wicker: Four years. I don’t believe the \\qtnese
said that. He justified the mathematical calculation. T don’t
believe he justified it because that. takes into consideration -
many things. .

Mr. Denny I think Mr. Wicker is wrong, but since we have
a difference of opinion and I think Mr. Wicker’s recollection
is wrong but I think we should have him to answer it.

Commissioner Dillon: ILet him go ahead and answer it.

A. T object to the word ““Justified” as it was used yester--
day. In my own humble opinion the deviation is justified on-

several grounds. If the Commission rules otherwise, then
' that is another matter. Mathematically, I' think
- page 226 | the figures would indicate What they have said.

Mr. Elliott:
Q. Senator Wicker made an ob]ectlon that if we took the
latest five years beginning with 1952 and so I will say that if
you take the latest five years beginning in 1953 would the re-
sult be different, and if you take the latest five years be-
ginning in 1952, as a matter of fact you have not submitted
any 1957 ﬁgures until this case started, have you?
‘A. That is correct. ‘May I state that the time for re-
newal of our deviation was in December. The deviation was
approved until sometime in February 1958 and we were asked
to submit the figures sixty days ahead, which was in Decem-
ber, put in the figures up to that time, and so we have used
1952 through 1956 as being the latest five years.
Q. If you use the latest ﬁgures, 1953 through 1957, rather
than the figures shown on the Exhibit 12, ‘does it not make a
worse picture for your Company under the theory of allowing
52.5 per cent for Losses on the one hundred cent manual
dollar?
AT don’t know that it does. I have not pre-
page 227 } pared Exhibit 12 using 1957 figures. My off-hand
guess would be that it rmfrht present a better

picture.

Q. Let us go into that. - Will you tell us what vour 1957
direct written premiums were?

A. Rounding out the thousands?

Q. Yes, it was $998,000.00, was it not? -

A. Yes. :
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Q. And your expenses were how much approximately, $390,
000.00 expenses actually paid, were they not? May-I ask
where you got that ﬁvure? .

Senator Wicker: Probably from Exhibit 5

A.-T have Exhibit 5 and taxes and other expenses were
$352 000.00.

Commissioner Catterall: That is without the loss adjust-
ment factor. -

Mr. Elliott: Well, in order to get the record straight,
so that there can’t be any question about it, in view of what
" Senator Wicker has said I request that you supply for 1957
the same figures for Virginia shown on Exhibit 12, the same
to be marked as ‘‘Exhibit 12-a.”

page 228 } A. You are asking for Virginia only and not
Country-wide?

Q. T am asking for Virginia only, and since.we are con-
sidering five years, it probably would be better to restate the
lower portion of Exhibit 12 relating to Virginia for the years
1953 through 1957. Will you do that?

A. Yes, sir. It will take me a day or so.

Mr. Elliott: That can be filed later. I am not asking for it
now. - . ‘
Commissioner Dillon: Exhibit 12-A will be reserved for it.

Mr. Elliott:

Q. Since we don’t have 1957 figures here, I necessarily
must deal with the.figures submltted through the year 1956
and T submit that they are the proper ﬁgures because they are
the figures at the time the deviation was applied for. Tt shows
expenses, and these other figures became available between the

time of the filing and the hearing. I can’t prepare
page 229 } a case on what comes in after the filing and we -
cannot prepare any Ratio of Losses on premi'ums
after 1957, which can be vital, so, it is necessary for us to '
proceed on the basis of.the figures submitted today—

Senator Wicker: -Don’t you have copies of the exhibits
that include 1957°? .
Mr. Elliott: Yes, but I can’t break down' anything with
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* those because they have Loss Adjustment figures included
with these Losses, and I can’t deal with those figures on the
basis we deal with them, you can’t unsecramble them.

Mr. Elliott: ' I

Q. Mr. Marquess, you stated that you furnished Exhibit
12 pursuant to the request of the Commission, or the Bureau
of Insurance of the Commission, and I hand you a letter dated
February 21st, 1958 bearing the initials of Mr, Courtenay
Harris, and ask if you received that letter?

A. Yes, sir. ‘

" Mr. Elliott: May this letter be received in evidence as
Exhibit 132 . . ' , .

) Commissioner Dillon: It will be received as
page 230 } Exhibit No. 13. 3

Mr. Elliott: - = -

Q. Following that letter I believe you sent Exhibit No.
12 to the Commission? I

A. T believe that is right. .

Q. And after the Bureau of .Insurance received Exhibit 12
they wrote to you, I believe, in accordance with' the letter of
February 26th, 1958 ; is that not correct?

A. Yes, sir.

" Mr. Elliott: May that letter be received as Exhibit No. 149

Commissioner Dillon: It will be received as Exhibit No.
14. . .

Mr. Elliott: v

Q. Now, to complete your correspondence with the: Bureau
of Insurance, I believe the Bureau of Insurance wrote you on
March 21st, in which they pointed out that the deviation could
not be allowed under the formula as they understood it; is that
correct, sir? '

A. Yes, sir.

page 231} Mr. Elliott: May that letter be received as
: Exhibit No. 15¢? . I
Commissioner Dillon: It may be received.

“Mr. Elliott: ) C '
Q. Did you, after corresponding with the Bureau of In-
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surance, apply the formula therein stated in that correspond-
ence to the figures of the Company? L

A. Mr. Elliott, I don’t know that I went any further than
was pointed out here in the letter of February 26th. I believe
the Bureau of Insurance applied the formula to the figures of
the Company. ‘ _

Q. Now, let’s get back to another matter. I don’t believe
that it was stated in the record when you negotiated this con-
txf?ct of Re-insurance with Lloyds. How long has that been in
effect? ” .

A. T think since 1949. You understand of course that there
are occasions when the various syndicates of Lloyds seek that
an amendment to the old contract be prepared, but we, our-

selves, have been operating under the same con-
page 232 } tract for at least nine years.
Q. That word you used of ‘‘syndicates,’”’ what
does that mean? ‘

A. They are various .groups of underwriters at Lloyds,
vou and I might be one group and Mr. Wicker and Mr. Denny
another group and on a particular Re-insurance contract that
we ‘cover our group might be Group A and subscribers to 6
per cent of the contract and the group who subscribes to 4
per cent and various groups are brought in until the entire
amount of the contract is subscribed for by these groups of
underwriters. That is Lloyds way of doing business. I'm
probably not pitting it very well. :

Q. I take it in this Re-insurance contract that the amount
- you would retain and the amount you would sell is a matter

of megotation? _ .

A. Yes, sir, negotiations take place before the agreement
takes place by both parties.

Q. And they are not the same with your contract as with
some other parties? }

A. That is correct.
“page 233+ Q. The retentions are different and the cessions
are different and you think your co-commission

may be different; is that not correct? '

A. Yes.

Q. How often do you review this Re-insurance contract?

A. We may have occasion to refer to it or look upon it every
few months.

Q. I mean from the standpoint of changes.

A. If, by ““review’’ you mean read all the way through to
the end with the idea of changing anything, I can’t remember
when T have done that. We like the contract and are satisfied
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with it and know basically what it gives and we don’t go
through it hunting for changes. ,

Q. Have the retentions and required cessions remained the
same since this was entered imot? "

A. No, sir. As I recall when the contract was entered into
back in 1949 the schedule of net retentions ranged from $4,-

000.00 to $10,000.00. The cessions would be some-
page 234 | where along that line and somewhere along the
line it was changed so we had the privilege of re-
taining $15,000.00 instead of $10,000.00.
Q. Have the commissions paid to your Company changed
from the time during which this contract was negotiated?

A. For the first two years the commission was 40 per cent
and then, based on the good loss ratio that Lloyds enjoyed
under this contract, the commission was raised to 42 per
cent. That was the first surplus treaty and we mentioned the
second surplus treaty on which the commission has been 45
per cent. This has been in effect since the inception of the
contract. That has never changed. Our average comes to
43 per cent, one at 42V% per cent and the other at 45 per cent,
and it averages out 43 per cent as we have entered it in the
same way. o

Q. Ts the retention the same with your affiliated company as
-with Lloyds? : '

A. Yes, sir, exactly.

Q. This contract of Re-insurance has been a very favor-

able contract for Lloyds? ‘ o
page 235 }  A. Yes, sir, T would say it has been a very good
contract for Lloyds and for us. N

Q. Looking at your Exhibits 5 and 6, I notice that your
Exhibit 6 says that, after recognizing Re-insurance you
increased surplus, which I take is “profit’’ so far as mutuals
are concerned? Over $1,000,000.002 :

A. You are talking about Exhibit 62°

Q. Yes. .

A. Yes, sir. '

Q. Exhibit 5 is a statement for the same period without any
Re-insurance; is that correct? '

A. Yes. o '

Q. So that, if there had been no Re-insurance your profits
for the total of the seven year period would have been $244,000
more than they would have been with the contract. -

A. Mr. Elliott, first of all we don’t consider these ‘“profits.”’
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If you will substitute ‘‘additions to surplus’’ in place of the
- word ‘‘profit’’ I will say yes.

- Q. So that looking at these two exhibits there were only two

years, namely 1954 and 1957 when this Re-insur-
page 236 } ance contract resulted in an increase in surplus to
your Company; is that correct?

A. Yes,sir, based on just these figures here now. Mind you,
1f we had not had this Re-insurance contract, which it seems
to me you are trying to get at, our Company would not have
been able to write, or we would have felt we could not contract
for a lot of risks we wrote. We would have felt we could not -
have written a $30,000.00 or $40,000.00 risk. We would have
been forced to decline those, therefore our premiums would
have been less than they show on Exhibit 5, and I daresay,
they would have been so much less that the addition to surplus
would be less than that shown on Exhibit 6. :

Q. However that might have been, you have shown to the
Commission here your actual operatlon with and without Re-
insurance, and I ask you if it is not a fact that these two
exhibits demonstrate that, without Re-insurance, your sur-
plus in 1951 would have be‘en $36,000.00 than'it Would have
been with the Re-insurance ; 1952 $130,000.00 more; 1953-$153,-

000.00 more; 1954—$35 000.00 less; 1955- $44,000. 00
page 237 } more; 1956- $84 000.00 more; 1957 -$72,000.00 less.
- Tsn’t that what those exhibits say?

A. No, sir. You said that if we had not shown the Re-
" insurance. We would not have undertaken it if we had not
had Re-insurance. We could not contemplate it.

» Chairman Hooker: If -it had not been for Re-insurance
Hurricane Hazel would have put you out of business?

A. Tt would not have put us out of business but it would
have hurt us. We would have had $2,000,000.00 in losses if
we had not had Re-insurance and it would have hurt us a
great deal.

Mr. Elhott

Q. T ask you if Exhlblt 12 1sn’t a statement of “hat took
place without Re-insurance?

A. Tt is a statement of what took place and then eliminating
Re-insurance. 1 can’t say it is a statement of what took
place had there been no Re-insurance.

Q. How much were your losses in Virginia in 1954, the year
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of Hazel? Accordlng to Exhibit 12 it was $649,000.00; 1sn
’ that right?
page 238 } A. Losses in V1r01n1a, accordmg to Exhibit: 12?
Q. Yes. , .

A. Yes $649 000.00.

Q. And in that year you had a premium income in Virginia
of $1,120,000; isn’t that correct? .

A. Yes, s1r

Q. When you look at. yom Exhlblt 6, which is your Vir-
ginia experience recognizing Re-i -insurance, will you please tell
us what the loss ratio was after giving effect to Re-insurance,
what was the loss ratio shown for the seven year period.on
that exhibit?

A. Do you want me to divide it out?

Q. Can you' give it to me approximately?

A. The Losses here include Loss Adjustment Expenses, so
I can say the Losses and Loss Adjustment Ratio combined
1s close to 50 per cent. The calculatlon 18 ‘1;4 511,000.00 lelded
into $2,253,000.00.

Q. Referrmﬂ to Exhibit 12, your loss ratlo for the five
year period 1952 to 1956, shown on your exhibit is 45.1 per
cent for Vlrvlma is that right? -
page 239 }  A. Yes, that i is the pure Loss ratio and does not

include the Loss Adjustment Expenses which the
* other one does.

Q. I understand that. I don’t have the figures to break
this one down. Could you give us a comparable exhibit to
number 127¢ ,

A. Yes, sir. Loss Adjustment Expense in Virginia is shown
as 3.8.

Q. So you would add it together?

A. Yes, and that would give us 48.9 per cent.

Q. So the Loss Ratio with, or without Re-insurance one on
seven years and one on five years, was approximately the
same?

A. Yes, sir.

Q. So that the effect of their insurance agreement, as I
understand it, is to take these commissions wlnch the Re-
insuring company pays you, and to apply those commissions
as against expenses and they operate to reduce the expense
side of the dollar, that is the effect of it in this case?

A. Yes, sir.

- Commissioner Dillon: Any other questions?
" page 240't Mr. Denny: I have some as the result of Mr.
Elliott’s questions. -
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Mr. Denny:

Q. This filing was made to us by letter dated December 6th
19562 .

A. Yes, that sounds rlght

Q. And attached to that were two exhibits of the Harford
Fire and Allied Lines?

A. Yes.

Q. And the first one was 10 per cent and the next one
20 per cent deviation?

A. Yes.

Mr. Denny: May I ask that the original filing of December
ber 6th, 195( together with Exhibits referred to be received
in this case. 1 beheve they have to be so indicated.

Commissioner Dillon: They will be received as E}\hlblt
16.

Mr. Denny:
Q. I believe you answered Mr. Elliott when he asked you
if you did not always follow the data shown at the bottom of
this Exhibit 12, that you had never before filed data such as
~ that kind? o , '
page 241} A. I don’t know what my specific words were.
: I said we had never filled out this form before.

Q. Referring to your original filing and the bottom portion
of your Exhibit 12, T ask you whether your original filing
does not show your direet premiums written, 1952 to 1906 :
exactly as shown for Virginia in Exhibit 127

A. Yes.

Q. And I will ask you whether the exhibits attached to vour
filing, which are a part of your filing, do not show for the
five years in question the exact figures for Loss Adjustment
FExpenses that are shown in the Virginia portion of E\hlblt
127

A. Yes.

Q. And the exact figures for commissions that -are shown
for the Virginia portion of Exhibit 12?

A. Yes. -

Q. Now your original filing lumped together “All Other
Expenses,”” Does that mean “QOther Acqu1s1t1on Expenses,”’
‘“General Expenses,”” ‘‘Taxes,” “‘Licenses,”” and ‘‘Fees’’?

A. Yes, sir, that is right. The form filed with the letter of.

December 6th was of our own design. It is simple
page 242 L and we had not been given any particular form
to use in the past by the Bureau of Insurance, so
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we used that one. It is similar to one we used in Maryland
and we used those. . .

Q. Take the year 1952 on Exh1b1t 12 Virginia, you. show
‘“Other Acquisition Expenses of $12,228.00; ‘‘General Ex-
penses’’ of $54,226.00; ‘‘Taxes, Licenses and Pees” of $31,-
054.00; is that correct? S RN

A. Yes ,

Q. Assuming my addition to be correct, T have added those
three figures and the total is $97,508. 00 However, in the
exhibit attached to your filing, you show expenses of $95,-
000.00, a difference of $2,000.00. How do you account for
that?

A.. T have already testified that on —-Exh1b1t 12 the Bureau
of Insuranee instructed. us to use 3 per cent for Taxes, Li-
censes and Fees. So-the 3 per cent is not actual. -

Q. If the difference in the figures I mentioned is $2,070.00,
then the Taxes, Licenses and Fees paid by you, actually
paid by you, were $2,070.00 less than the $34,074.00 shown on
»PXhlbIt 122, - - L
‘ AL Yes
_pavge _243 ¥ Q. Now, in the e‘{hlblt prepared by you, and in-

cluded in your filing you show the ratio between
. the direct premium - Wr1tten and the total expense; d1d you
not? -

A. Yes, sir. We are talkmg about Exhibit 16”?

Q. No, I am talking about the exhibit filed with your filing
of December 6th, 1957.

A Where are we, on direct premiums written or net prem-
iums?

Q. Direet premiums written you show the Expense Ratm
there? , :

Al Yes.

Q. And the Expense Ratlo for 1952 was 36.14 per cent;
1953 it was 36.27 per cent; 1954 it was 36.25 per cent; 1956
it was 35.62 per cent or an averafre for the five years of 36.16
per cent? )

- A. Yes.

Q. That ran very constant durmOF those five' years, did it
not?

A. Yes, sir.

- Mr. Denny: That is all. o
Commissioner Dillon: All right, Senator -
pao'e 244 v Wicker. I
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RE-DIRECT EXAMINATION,

By Senator Wicker: : ' ' _
Q. When you were questioned by these last questlons from
‘Mr. Denny, they were all dealing with that part of some
exhibit that showed the theoretical situation as to what you
would have paid.if you had written yourself all the insurance

you had ertten Tt .

- Mr. Denny I obJect to the word “theoretlcal . Itls on
the basis of his own ekhlblt -

Senator Wicker: _

Q. I will reframe my questlon The expenses are all based
on taking Re-insurance and the other dlsreoardlng Re-ingur-
ance as if it did not exist? -

A. Yes, sir.

Q. You understand that the last questions were taking into
account. Re-insurance as’ 1f it did not exist?

A. Yes, sir.

Q. First of all, would your: Company—ﬂrou have a pohcy of

' not retalnmg any risk any greater than a given
page 245 b amount? :
A. If we had had no Re-insurance?
:Q. No. Just your rentention.

A. Our retention, the top amount was $15,000.00.

Q. Does that mean the top amount your Company would
insure without Re-insurance—that that is the top amount?

A. T think it is a fair statement to make that:-we would have
had to hold the line at $15,000.00 if we had no Re-insurance,
and hold it at $4,000.00 on frame buildings if we had had no
Re-insurance.

Q. The records.show that you had Re-insurance for forty
per cent of the total of your direct writings?

A, Yes.

Q. Another way of saying that is that forty per cent of the

-business you wrote would not have been written if you did not
get Re:insurance?

A. Yes, sir, I believe that would follow. :

" Q. So the ﬁgures you had to submit on the form prepared
by the Virginia Bureau of Insurance, and the way they asked

that on Exhibit 12, in preparing your application,
page 246 } sir, those were based on what T call, and what was
obJected to, ‘‘theotretical premmms,” based on
prenn.ums you would not have taken the forty per cent of them
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had it not been for your ability to re-insure all of that forty .
per cent?

A. T think that is right. We don’t know what might happen
if we had not had Re-insurance. If we had not had this Re-
insurance, maybe we would not have felt that we could pay as
high a commission to the agent as we do with Re-insurance.
It is hard to say what we would have paid.

Q. But, without Re-insurance, your General Office Expense,
you, yourself and stenographers and the like, that would not
have been reduced much, but your premlum income would have
been reduced?

A. Yes. -

Mr. Denny: I object to that; that is virtually cross exami-
nation of his own witness.
Commissioner Dillon: We will sustam your objection.

Senator Wicker:
Q. You said you might insure Mr. Denny’s resi-
page 247 } dence for $50,000.00. That is a right good example.
‘ A. T think the figure was $40,000.00 and that is
higher than our average risk, but Mr. Denny is an able and
prosperous attorney.

Mr. Denny: I hope the Comm1ss1on will take. Judmlal,
knowledge of that fact.
Senator Wicker: It is a well. known fact.

Senator Wicker: -
Q. Without Re-insurance, vsould 30u insure a regular risk.

of $40,000.00?

Mr. Denny: I make the same objection.

Commissioner Dillon: The witness testified that it was hard
toksay what he would have done, so I think the point is well
taken * ,

Senator chker ‘When he said that that was in regard to
one thing. He did state that the volume of experience would
have been less, be forty per cent less, and to illustrate whyv it
would be less was the indication that forty per cent of what
they did -write was beyond the amount that the Board of Di-

rectors had set for their risks.
page 248 }  Commissioner Dillon: He testlﬁed as to that.
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Senator Wicker:

Q. You were asked about the Loss Ratio. Mr. Elhott asked
“you about that in your Exhibit 6%

A. Yes.

Q. Referring to Exh1b1t 6, when questloned by Mr. Elliott,
using the figures on Exhibit No. 6 for the seven year total
you will agree that the amount of Losses shown on that exhibit

" would be approximately ﬁfty per cent of the amount of the
premium?

A. Losses, plus Loss Adjustment Expense.

Q. If you projected your premium there, which is figured
at eighty per cent of the manual rate, you would add one-
fourth to that $4,511,000.00%2
- A. Yes, sir.

" Q. And if you add one-fourth to that premium what would
you get? ‘

A. $5,635,000.00.

Q. By reference to Exhibit 8, vyou see on Exhibit 8 that
$166, 000 00 where the Loss Ad;]ustment Expense shows for
those seven years? ,

A. Yes.
page 249 % Q. And also if they are deducted from the com-
bined total of $2,253,000.00 of Losses and Loss
Adjustment Expense, you get a Net Total Loss of $2,086,-
000.00? :

A. Yes, sir.

- Q. Will you please state for the record what percentage the
Loss Ratio shown there is of vour actual Losses of $2,086,-
000.00, what percentage of that is that in regard to the manual
value of $5,639,000.007

A. T get thirty-seven per cent.

Q. Thirty-seven per cent?

A. Yes.

Q. Exhibit 7, breaking it down and Exhibit*6 broken down,
and the ﬁwures separated Losses and Loss Adjustment Ex-
penses %e’parated as in Fxhibit 8, your ‘“‘Loss Ratio,”’” so
called, instead of being approxnnatel’y fifty per. cent is thlrty-
seven per cent?

A. Yes.

1:00 P. M. Commissioner Dlllon The Commission will
recess until 2:00 o’clock.

" page 250 }  2:00 P. M. The Commission’ resumes its session.
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Senator Wicker: '

Q. -Mr. Marquess, when Mr. Elliott was examlmng you he
referred to your Exhibit 5 and Exhibit 6. Exhibit 5 was on
the basis of disregarding Re-insurance, that is, the Gross
Premiums written; as though you had written them all with-
out Re-insurance, and retained them all without-Re-insurance
and it had-gone through without any relation to Re-i insurance.
Exhibit 6, however, reflects what actually occurred, that is,
your retained premiums, the Loss you had to bear that
others do not bear for you. He pointed out that, on Exhibit
6, your actual experience, which includes Re-insurance, that
in the seven years 1951 to 1957 you added surplus, after pay-
‘ing all expenses and all losses and loss expenses, everything
vou had left, was about $1,000,000.00 out of Net Premiums of
$2,253,000. 00 taking into- consw’leratmn Re- msurance“?

A. Yes

Q. Whereas on Exhibit 5, disregarding Re-
. page 251 } insurance, it indicated a surplus of one and a

quarter million dollars? :

A. Yes, sir.

Q. And you were asked on that basis if it chd not look
as if the Company would have been better off if you had not
had Re-insurance. You answered that as to what the other
things were. I want to know, if, during the period, what was.
the direct factor of what you actuallv had left over, what
proportion was that of the actual premiums you retained? :

A: That is Exhibit 67

Q. Yes. :

A. The balance remaining for surplus 18 shwhtly more than
twenty-two per cent of the Net Premiums written. .-

Q. Disregarding Re-insurance, of the total amount, if vou
had been able to urlte all that insurance, it would indicate
that you would have a surplus of one and a quarter million
dollars. What proportion w ould that be of that total premlum
volume if you had that premium volume?

A. That would be slightly less than seventeen per cent as

compared to the slightly more than twenty two
page 252 } per cent on the actual basis.

Q. So on the actual basis on which 1 vou did Re-
insurance, the safety cushion was proportlonatelv or sub-
stantially greater?

A. Yes, sir.. T think that is a fair statement.

Q. You sald I believe, that you started out with $4,000.00
and $10,000.00 but in the last few years vour risk limits, as
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deic:rxglrmed by kept premium, has been $4,000 00 to $15 000:00?

. Yes. ' -

- Q. How do you determine that, what makes the dlfference
between the $4,000.00 retained of the rlsks that you write
and the $15,000.00 that you retain? -

A. On-a high class risk like a brick or stone protected'

" building, a dwelling or office building, that has fire protection,
- we would retain $15,000.00, and on the frame building it would
be “such, the 1eta1ned ﬁgures are in between the $4, OOO 00 and
the $15 000 OO }

Mr. Denny I submlt that this 1s 1epet1t10n
Senator W1cke1 Iam b1 mgmg out a different pomt

page 253 } Senator chker :

: Q. What do you lose, if a risk is offered to the
Company, for example, a $20,000.00 risk, on which your Board
of Directors has fixed a $10,000.00 risk limit, if you had no Re-
insurance? If you lost that insurance, you would lose the
$10,000.00 that would go to Re-insurance, and would you lose
the other $10,000.00 also? ‘

A. Yes, if a policyholder only wants $20,000.00 of insur-
ance, he would like to have it in one policy, and if ‘the agent
wants to write it for $20,000.00, and neither the agent nor the
policyholder wants to write it in our Company for $10,000.00
and for another company for $10,000.00, and we lose a certain
portion in good will on the part of the agents in doing-that.

Q. Some pomt was raiseéd here earlier in the proceeding
that we had not asked about, and that was whether your Re-
insurance was automatic, as I gather it, which I think it is
relevant for the Commission to know. First, is your Re-in-
surance proportionate, that is to say, if your Re-insurance

nets you roughly on the whole about forty per

page 2544 cent of your total, the grand total of- premium

vo]ume originally written, does-that - mean vour

Re-insurance is fortv per cent appronmatelv of every risk?
A. No, sir, it might be ninety per cent on one risk.

Comrmssioner Catterall: Wasn’t your testlmony on yes-
terday correct in regard to thls?

A. Yes. ‘

Senator Wicker: I did not recall it was covered.
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Senator Wicker: . '

Q. You were examined by Mr. King and he gave the
figures of Total Loss Adjustment Expense to fill in on the-
nets; to the amount of Loss Adjustment Expense, is that the
‘same, or even in the same percentage or proportion per -
$1,000.00 of Losses or is the Loss Adjustment Expense some-
times greater in one case than in another case, even though the
amount of premium or dollar risk of premmm involved is
different?

A. The loss adgustments will vary from loss to loss, both
upon the amount of premium and the amount of loss. You-
may spend a considerable amount investigating a loss and find

you have no liabliity, so there is no loss, but there
page 255 } is a Loss Adjustment Expense, but if you found
that the building burned to the ground, you are
not going to spend any money investigating that. You are
going to pay your losses.
" Q. Are your two Re-insurers, the Lloyd Organization and
the Maryland National, are each of them solvent"?

Mr. Denny: He has testified to that a number of times.
- "Senator Wicker: I did not ask him if those two Re-insurers
“were solvent but if his own Company was solvent.

Senator Wicker: '

. Q. Isn’t it generally attested to by the fact that they are

" licensed in these states; that they are solvent?

A, The solvency of "the Maryland National is attested
to by the fact that it holds licenses in several states including
this one and the Lloyds Organization is considered a solvent
corporation throughout the industry.

Senator Wicker:
Q In your Exhibit 8 which shows the Loss Exhibit Expense
separately, Commissions separately and All Other
page 256 } Expenses separately, and at the bottom of that
exhibit for those years, the seven years 1951 to
1957, there is the total statement of those expenses. Now
vou were asked, if there was five per cent added, or something
else added, what the effect would be, and you were also asked
by someone else if you did not get a credit for the amount vou
received from your Re-insurers for commissions, what the
effect would be. T ask you what the effect would he, if you
paid vour agents no commission at all?
A. The effect would be a saving of twenty-five per cent out
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of Acquisition Costs, making . it very simple to meet the
formula with a plenty of margin.
Q. But if you paid your agents nothing at all, you would do
no business at all; that is true?
A. Yes.
- Q. Is the same thing true, to a proportionate extent, if you
had done business Wlthout Re-insurance?
A1 am not sure I follow you. Try me again.
Q. Would the same thing be true if you had
page 257 } undertaken to do business without Re-insurance,
would the same thing take place, would your
premium volume be reduced? .

Mr. Elliott: I object to that. He said he did not know
. if he had not had Re-insurance what it would be. -

AJST think at that time we were talking about premium
volume, Mr. Elliott. I was. I don’t know how far it would go
down, and if the operations of the offices would be carred on
as they are now, and it is 1mp0531ble to say how much business
we would lose it we had no Re-insurance.

Senator Wicker:
Q. You do say you would have substantial losses?

Mr. Denny: The witness said it would be impossible to
to say. )

Senator Wicker: I think everybody wants to be fair. I
don’t think we want to leap on one expressmn It might be
the same if they were to lose the Re-insurance, and I thnik I
am entitled to ask his opmlon as to whether they would have
- * written a premium volume reasonably as large as
page 258 } the premlum volume they have written with the

Re-insurance.

Commissioner Dillon: He just said that it would affect
the volume but did not know how much.

Mr. Denny: I can imagine no more conclusive statement
than the categorical declaration of ignorance of this point.

Witness: May I defend myself? I am confident, if we had
no Re-insurance, we would lose forty per cent of our business,
hecause we re-insure that much. How much more than forty
per cent I don’t know. It would be somewhere between forty
per cent and a hundred per ecent. T don’t think it would be
a hundred per cent, but I thlnk it would be more than forty
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per cent: Whether you consider that ‘‘substantial’’ or not,
I don’t know and I would not like to name a figure. ,
Senator Wicker: As T have said, the .Commission had a
hearing in 1932 and handed down their opinion in an order
in July 1936 approving this Company writing at a deviation
at twenty-five per cent. I have a certified copy of
page 259 } the order which 1 would like to offer as Exhibit
No. 17.
Commissioner Dlllon That will be received as Exhibit
No. 17. ' E
Senator ‘Wicker: I invite attention of the Commission
and of counsel to the fact that the order does not specifically
mention a figure but refers to the petition and exhibits in the
case and I have the file in that case which is Ended File of
Case No. 3811 and the bottom part is 5992 which will show in .
there several pertinent things.
Mr. Denny: Are you offering the file in evidence?
Senator Wicker: Being the Commission’s record, I don’t
know that it needs to be offered in evidence. I want to bring
it to the attention of the Commission because on the face of
the order it does not say the amount of the percentage. Tt
might be five per cent or two per cent but it refers to the
expense and says it is justified and should be had. In the
folder I call attention of the Commission to the
page 260 } fact—
Mr. Denny: I object to amything in the folder.
Senator Wicker: I will offer it as it is.
Commissioner Dillon: We will take judicial notice of it
but can’t permit you to offer in evidence our own records.
Senator Wicker: Judge Catterall asked about why we
gave the names of all the agents and this file shows that T
_ offered the number before which was fifty when Judge.
Fletcher, Judge Hooker and Judge Ozlin were on the Bench
and t.hev requested that the names be filed and they were
filed, and there was a complete objection to the deviation,
showing that it was not-a pro forma objection but was offered
very vigorously but not in as good language, perhaps, as Mr.
Denny has presented here, and it will also show that there
were numerous exhibits on which the decision hinged, one
of which was s1m11ar to our Exhibit 8 and Exhibits 6, 8 and

10.
Mr. Denny: Before we come to your next exhlblt I wish
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to move that Mr. Wicker’s alleged summary as to
page 261 } what may be in Ended Jacket No. 3811 of the

original case No. 5992 may be stricken from the
record. R

Senator Wicker: The Commission may take judicial notice
of its own records. I do not wish to offer this in this record
as a summary of the Commission’s decision. A

Commissioner Dillon: He has not testified to those facts.

Senator Wicker: Our friend, Mr. Denny, puts in the ob-
jection but I have not testified to the facts.

Mr. Denny: Now that it has been pointed out by Mr.
Wicker and the Commission agrees, I now withdraw my ob-
- jection.

Senator Wicker: I did not offer it as evidence. 1 now
offer this and this was brought up from the Clerk’s office and
purports to be a copy of Administrative Order No. 1133 which
is the approved modification from twenty-five per cent to
twenty per cent in deviation heretofore granted the Harford .
County Mutual Insurance Company, which is the same Com- -

pany now before the Commission whose corporate
page 262 ! is now Harford Mutual Insurance Company.

_ Commissioner Dillon: That will be received as
Exhibit 18. ‘ :

Mr. Dennv: Does the applicant rest its case?

Senator Wicker: Yes, sir, temporarily at least.

Mr. Denny: If you have something more to put on before
we proceed, I would like to hear it now.

Senator Wicker: I know of no further evidence at this
juncture. If any necessity comes up for our putting on anv-
thing further I suppose you will want me to put it on. We
have nothing to hide.

Mr. Dennv I never understood that when vou rest your
case vou will be allowed to put on further evidence.

Commissioner Dillon: Let’s proceed now and see what
comes up later.

Mr. Denny: I ask to place in the record the Grounds of

my objection to evidence and in order to make the
page 263 } record clear. Judge Catterall said he thought he

could show me where the Supreme Court had held
it was not necessary and he gave me at the luncheon recess
the citation with which I was familiar that before the Com-
mlssmn it was not necessary to note an objection. Whether
.that is the same as a ruling that you did not have to state
the reasons for your objection, I am not willing to run that
risk. T ask, therefore, to be allowed to state my Grounds



124 Supreme Court of Appeals of Virginia
William H. Marquess.

of Objection to the ruling of the Commission in order to
complete the record. _

- "Senator Wicker:  Would a concession on my part be
satisfactory?

Mr. Denny: I do not understand that you concede anything
involved in the Court of Appeals. I do not want to run the
chance of anything that was violative of Rules of the Court
of Appeals.

Senator Wicker:  All right.

Mr. Denny: My grounds are these:

"The Commission has allowed the applicant to file a number
of exhibits on the grounds solely of their relation-
- page 264 } ship to Re-insurance, and after taking all Re-
insurance into consideration. The bases of the
Re-insurarice of this applicant are these two contracts. With-
out those two contracts the applicant has no Re-insurance.
Those contracts are not such contracts that, under the Law
of Virginia would come under the supervision and regulation
of this Commission. I think it became very apparent from
testimony of this witness that they are not subject to the
Insurance Department of Maryland.
Since the basis on.the position of the applicant for this
deviation includes taking into consideration Re-insurance,
we are entitled to have in this record the basis of its right to
have Re-insurance, namely, the contract and the basis of the
Re-insurance cannot be known unless we have that contract
and know the privileges of cancellation on that contract.
T am obliged to you for giving me the opportunity to state
my Grounds of Objection.

Senator Wicker: I think I should have a richt
page 265 } to state into the record that we have not founded
our case on Re-insurance; we have founded our
case on the actual five years or more involved here in the
State and including and recognizing Re-insurance, and have
not founded our case in any way on contmua’aon of Re-

* insurance in the future. That may or may not continue.
- If the granting of our case was dependent upon our Re-
insurance in the future, then the question of whether we had a
valid contract might then come in as to the past, but as to the
future when we have testified to the actual result here in Vir-
ginia and show that that is the basis of our case. Conse-
quently, we say that the contents of theé contract are not onlv
irrelevant because it is a private contract, the contents of
which should not be divulged to other parties because of.the
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private nature and we feel that our past speaks for itself. -

Mr. Denny: I care to make no remarks about that. -This
is the first time I have ever heard a statement of that kind,
but I would like to make a motion. My motion is this: I

move that there be stricken from this testimony
page 266 } all testimony or exhibits that relate to results

after taking the insurance in consideration. My
motion is based on two grounds, first, the Commission has
ruled that the Re-insurance contract is not admissible and if
the contract be inadmissible, results brought about by this
contract are not admissible. '

Secondly, under the statutes and the rulings of this Com-
mission, you have always viewed a deviation from the point.
of view of gross premiums written, gross expenses, and
never, so far as I can find, in your whole existence allowed a
" deviation on results after Re-insurance, after taking Re-
insurance into consideration.

I qualify that last statement by the fact that I am not
familiar with every one of your Administrative Orders, I
may not be familiar with every one of your written opinions
but I have tried to familiarize myself with all that related to
the Virginia Insurance Rating Bureau and T have found no

written opinion relating to a deviation where it
page 267 } is indicated that results after Re-insurance have

the slightest importance. 1 know of no Admi-
nistrative Order where deviations were allowed on-the basis
of results after taking Re-insurance into consideration.

‘My motion, therefore, is on the double ground—

(1) That you have admitted this evidence and decline to
admit the Grounds on which this Re-insurance is based,
namely, the contracts.

" (2) On the uniform ruling of this Commission from its
very beginning, as stated in this letter of February 26, 1956
from the Bureau of Insurance, you allowed deviations only
on the basis of the Loss Expense.

Senator Wicker: Does the Commission care to hear from
me as to that? I am prepared to go ahead very thoroughly
on that point. ‘ ‘ .

Commissioner Dillon: We. will take that motion under
advisement. :

Senator Wicker: So that you will have a few words on our
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side, T will state four facts. Mr. Denny says that
“page 268 } he knows of no ruling in all the years where you

have granted. the deviation on the basis of Re-in-
surance, and I can challenge him on the other side of granting
a deviation or refusing a deviation and saying that it is not
recognized.

Mr. Denny: My answer is this. I know of no case, indeed
this is the only case I know of in the whole history of Virginia,
where it has been stated that Re-insurance is of any import-
ance in a deviation. o

Senator Wicker: I will invite the Commission’s attention
and invite Mr. Denny’s attention to this. Case 5992 of this
very Company when its precedessor counsel for the Virginia
Insurance Rating Bureau strongly objected to the granting
of the deviation, and when it was granted, it was granted on
the basis of the exhibits, and you will find exhibits of the type
very closely paralleling the ones we have introduced in this
case, that is reflecting the Re-insurance. So that if Mr.
Denny wants to find a record granting a deviation with Re-

insurance considered he has only to look at this
page 269 } case. i
Commissioner Dillon: We are going to take
that motion under advisement.
Mr. Denny: We do have some evidence.

Commissioner Dillon: We will take your motion under

advisement and you can proceed-to put on your evidence.

Witness stood aside.

page 270 } JOHN T. COVER,

a witness introduced on behalf of Virginia In-
surance Rating Bureau, being first duly sworn, testified as
follows: :

DIRECT EXAMINATION.

By Mr. Denny: :

Q. State your name, age and occupation. :

A. My name is John T. Cover, age forty-four years. I am
Rate Analyst for the Bureau of Insurance. '

Q. Of the State Corporation Commission?

A. Yes. .

Q. How long . have you occupied that position?

A. Since December 15th, 1957. '

Q. Mr. Cover, did you verify certain figures that I handed
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you in the form of an exhibit, and under the title of ‘‘ Applica-
tion of Virginia Rating Formula to Business Written by
The Harford Mutual Insurance Company in State of Virginia
for Years 1952-1956""?,

A. Did you ask me if I verified. it? ‘

Q. Did you verify it, or are you familiar with those ﬁgures“2

A. Yes, sir, I am.

' Mr. Denny I should like to file that as Exhibit
page 271 4 No. 19.
Commissioner Dillon: Exhibit No. 19 will be
received. '

Mr. Denny:

Q. Now, Mr. Cover, the top line shows the Direct Premiums
Written in the years 1952, 1953, 1954, 1955 and 1956. I wish
to hand you a copy of Exhibit 12, which has been filed in this
case, and which is the exhibit The Harford Mutual Insur-
ance Company sent to the Commission. I will ask you if the
" direct premiums written in the years 1952, 1953, 1954, 1955
and 1956 on Exhibit 19 are the same as shown on IExhibit
129 -

A. Yes, sir.

Q. I will ask vou whethe] the Bureau of Insurance, in de-
termining that a company be entitled to a twenty per cent
d‘eviation from Manual rates, has considered that it must make
available for losses 65.6 per cent of the deviated premium,
which would be the same as 52.5 per cent of the one hundred
cent premium; is that correct, sir?

A. Yes, sir.

Q. The second line then shows the amount under the for-

mula which should be allocated for losses where
page 272 } the business is written on a twenty per cent de-
viation; is that correct?

A. That is correct, sir.

Q. The third line is simply a subtraction and shows the
amount then left for Expense; is that correct?

A. That is correct. .

Q. And the fourth line Expenses Actually Paid, $376,191
in the year 1952, are, I believe, the sum total of the expense
items showh on Exhibit 12, namely Loss Adjustment Ex-
penses, Acquisition ‘expenses, other expenses, taxes, licenses
and fees: are they not? ,

A. They are.

Q. The next line then shows the Deficit from the operatlon
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of Virginia business, after making provision for losses which
will be incurred as the result of those actual expenses; does
it not? -

A. That is right.

Q. The next line shows an allowance of five per cent of the
premiums ?

A. That is right.

Q. And the next line “Formula Total Deficit’’ shows the
total deficit that would be experienced in each of these years

. in the five year period on writings on a twenty per
page 273 } cent deviation basis, and making provision, ac-
cording to the formula, for losses, and making

provision for five per cent profit?

A. Yes, sir.

Q. And is the correct amount in each of the years, 1952,
1953, 1954, 1955 and 1956, even. without any five per cent for
proﬁt is there a deficit in the required for losses, even with-
out any five per cent?

A. That is correct. ,

Q. Have you had available to you for study a similar s’tate-
ment on Countrywide basis? Lo

A. Yes, sir, I have. '

Mr. Denny: I would like to offerAthis as Exhibit No. 20.
Commissioner Dillon: It will be received as Exhibit No.
20. » '

Mr. Denny: '
Q. Looking' at the exhibit the Direct Premiums Written .
Countrywide are taken from the Direct Premuims Country-
wide, as shown on Exhibit No. 127 .
A. Yes.
Q. And you have made the same adJustment because of the
twentv per cent deviation? =
page 274 } A, Yes, that is correct.
Q. And you show the amount left for expenses?
A. Yes.

Q. And the expenses actually pa1d on your T\hlblt 20
‘are the total of the ﬁve expense 1tems shown on Exhihit
No. 127 _ : i

A. That is correct. '

Q. Leaving in every year, as 1 look at Exhibit 20, a deficit
outside of any consideration for profit? .

A. Yes.
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Q. And, of course, a very large deficit after the five per

cent consideration for. profit is made; is that correct?

A. That is correct.

Q. Thank you, sir. Have you had available to you an
exhibit entitled ‘‘Calculations Showing Results of Writings -
for years 1952-1956 of The Harford Mutual Insurance Com-
pany under the Virginia Formula for Varying Per cent De-
viations’’?

A. 1 have.

Mr. Denny: I would like to offér that as Exhibit. No.
© 21,

Commissioner Dillon: It will be received:-as Exhibit No.
21. :

page 275 } Mr. Denny:

Q. Turning to your Exhibit No. 21, Mr. Cover,
as first shown here, what would be the situation using a ten
per cent deviation—you show Direct Premiums VVrit.ten in
Virginia of $5,365,311—that is the exact figure of those Direct
- Premiums Written in Virginia, shown by Exhibit 12, which
was furnished you by the Company‘?

A. That is correct.

Q. Now, the Virginia Permlssﬂale losses of 58.3 per cent of
the premiums, in other words, the 52.5 peér cent of the
hundred cents dollar, were the same amount ‘as the 58.3
per cent of the ninety cent dollar?

A. Of the ninety cent dollar.

Q. So that under our formula if Direct Plemlums are
$o 365,311, you must make available for losses $3,127, 916
1s that correct?

A. That is correct. ;

Q. That leaves available for expenses $2, 23( 33.) does 'it
not?

A. Tt does.

Q. Now the actual expenses in Virginia, $1,-
page 276 } 950.363, are the expenses as shown on Exhibit 12,

which was furmshed by the Company to you; is
that correet?

A. That is correct. -

Q. That would leave a pr oﬁt of $286 972, or a percentaae of
profit of 5.3 per cent; is that correct?

A. That is correct.

Q \Tow have you computed or have you here computed
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on the same basis what would be the result on a fifteen per
cent deviation and a twenty per cent deviation?

A. Yes, sir. "It is figured below the ten per cent deviation.

Q. And on the fitteen per cent deviation there would be
available for profit 1.85 per cent?

A. Yes, sir. ' v

Q. And on the twenty per cent deviation, the one for which
this Applicant is asking, there is nothing for profit, but a two
per cent loss; is that correct?

A. Yes, sir.

Q. Have you also a similar exhibit prepared
page 277 | on a Countrywide basis? '
. Yes, sir.

Mr. Denny: 1 should like to offer that as Exhibit No. 22.
Commissioner Dillon: It will be received as Exhibit No.

Mr. Denny: _

Q. Now, Mr. Cover, on a Countrywide basis on a ten per
cent dev1at10n, the percentaﬂe of profit would be 2.9 per cent
of premiums?

A. Yes, sir, on a ten per cent deviation.

Q. On a fitteen per cent deviation, there would be no profit
but a loss of six tenths of one per cent of premiums?

A. That is correct.

Q. And on a twenty per cent deviation on Countrywide .
basis the loss would be 4.4 per cent of premiums?

A. That is correct.

Mr. Denny: Thank you, Mr. Cover.
- Commissioner Dillon: Any cross examination, Senator
Wicker?

Senator Wicker: Yes, sir.

page 278 } CROSS EXAMINATION.

By Senator Wicker:

Q. On these calculations and these exhibits you have just
put in and testified to, it is true that in each one of them vou
have shown in one place or another a consnderatlon of five per
cent for profit? . '

A. That is correct.

Q. Tt is also true that the figures on which Exhibits 19,
20, 21 and 22 are hased are on the basis of the gross business
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in this line in Vlrgmla and Countrywide written by Harford
Mutual, completely ignoring re- 1nsurance, sale or transfer
of any rlsk?

A. Yes, sir, that is my understanding.

Q. And likewise those exhibits do not take into account any
of the monies received by Harford Mutual through re-insur-
ance either for Losses or Loss Adjustment Expense, or Com-
mission, that is correct, of course?

A, Yes, sir.

Commissioner Dillon: Do you have any ques-
page 279 } tions, Mr. King.
Mr. King: I have no questions.

Commissioner Dillon: Mr. Elloitt?

Mr. Elliott: T have no questions.

Mr. Denny: T think we have come to the usual hour that the
Commission recesses. Whether I will put on any further
evidence is to be determined by something I want to find out,
so if the Commission will recess now, I will be able to tell when
we return.

Commissioner Dillon: Mr. Cover, you may stand aside.

‘Witness stood aside.

Commissioner Dillon: 3 P. M. The Commission will recess
for five minutes.

3:10 P. M. The Commission resumes its session.

Mr. Denny: The Virginia Insurance Ratlng Bureau rests.

Mr. Elliott: I would like to put Mr. Harris on the stand for
one or two questions.

Commissioner Dillon: Come around Mr. Harris.

page 280 } ' COURTENAY W. HARRIS,
a witness introduced on behalf of the Common-
wealth, being first duly sworn, testified as follows:

DIRECT EXAMINATION..

- By Mr. Elliott:
" Q. State your name please.

A. COurtenav W. Harris. ‘

Q. And in what capacity are -you employed by the Com-
mission?
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A. I am Deputy Commissioner of Insurance.

Q. In what section or office of the Commission?

A. I am Chief of the Rate Regulatory Section of the
Casualtv and Surety, property casualty and surety. :

- Q. Does that include Fire and Allied Lines?

A. Yes, sir.

Q. Have you been handling the rates for these lines for
some years?

A. Since 1937.

Q. Is it part of your duty to receive and review figures

submitted by companies writing fire and allied
page 281 } lines where such companies seek a deviation from
the fire insurance rates established by the Com-

mission from time to time? :

A. Yes, it is.

Q. And was the application for the deviation in this case
handled under your superwsmn and direction? '

A. Tt was.

Q. I wish you would state to the Commission whether in
. your consideration of the applications for deviation, you have
ever taken into consideration the underwriting results of ap-
: pheants in Virginia or Countrywide after considering re-
insurance?

A. T have not in recent years. We may have in past vears
when we had no formula. .

Chairman Hooker: Has the question ever been presented
to you? '

-~ A. Idon’t know. I can’t recall,

Chaifman Hooker: It has never been presented to the
Commission. ‘ o

- Mr. Elliott:

Q. In passing upon the deviation applied for in this case
in the letters which dre Exhibits 12, 14 and 15, written to
the Company either by you or Mr. Cover under
page 282 } your direction or supervision, did you give con-
sideration only to the ﬁaures shown in Exhibit
No. 12¢ o
A. That is correct.
Q. And is that the normal and usual manner in which these
deviations are handled?-
A. That is correct.
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CROSS EXAMINATION.

By Senator Wicker:

Q. How long have you been in charge of deviations, Mr.
Harris?

A. Since 1937.

Q. So'you came one year after the contested case referred
~ to here?

A. I came in October 1937.

Q. That was over a year after the hearing in that matter
on the deviation?

A. T was not here at that time.

Q. Mr. Marquess testified that this Exhibit 12 that they
sent in came, I believe, from the Bureau attached to a letter
with the request to fill it out, but that the format, including all

the heads and headings, particularly the word
page 283 } ““Profits’’ was set out on the form. That is cor-
rect, is 1t not?

A. No. We tried to avoid using a. fixed form as long as we
could, but we found that companies were lumping certain
things together that should be separated, and I finally came
to the conclusion that they should be separated. We parti-
cularly wanted to get the commission separated.

Q. Mr. Marquess was correct in stating that the form was
made out by you and they only supplied the figures?

A. That is correct.

Q. He also stated that he thought that the taxes were
already in there at the three per cent?

A. Yes, sir. That was the figure in the North America
opinion, and the rate of premium tax, or property tax, is two
and three quarters per cent, and the assessment of two tenths
of one per cent for the Bureau of Insurance, to which is added
the charge for license; so we felt three per cent is very good
to have the figure fixed at that.

Q I just Wanted to verify why it was put in.

A. T put it in after the North America case.
page 284 } - Q. The main thing it was put in by the Bureau
: ’ and sent to the Harford Mutual Insurance Com-
pany?

A. T put it in and sent it out.

Q. In considering whether the Company was entitled to a
deviation, and if so how much, I believe one of your letters
stated that no consideration had been given in the past, and
none would be given in the future, to losses?

A. That is correet :
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Q. And that it was based solely on expense experience?

A. Yes, sir.

Q. What about the situation of a company applying for a
deviation where its expense conformed fully to the so called
formula, amplified; in other words, the expenses were way
below the expense allowance set forth in this letter sent out,
even if you added five per cent for profit, it was way below,
but they had tremendously heavy losses, so that on their total
business year in and year out in the preceding five years,
their losses and expenses exceeded their total premium;

what would you do?
page 285 }  A. It would give the Company an underwriting
loss?

Q. Yes. When I talk about losses I am talking about under-
writing losses.

A. That has happened.

Q. It is happening today?

A. I could not say offhand. I know one large automobile
writer whose losses ran eighty to eighty-five per cent, which
for a five year period ran a five per cent loss, but they rectified
that, but I think that is one reason for holding deviations to
Expense.

Q. My question is what you would do in an application
for a deviation of a company that met this formula fully, the
formula they are referring to, the formula applied in the
stock company case of the North Ameriea, that formula pro-
viding 52.5 per cent for losses and conflagration?

Mr. Denny: I submit the proper question is ‘‘Have you had
an instance or application for deviation’’ and not what would
be the ruling of the Commiission on a case never before it.

Senator Wicker: I want to ask him what he
page 286 } would do.
Commissioner Dillon: Restate your question.

Senator Wicker:

Q. Mr. Harris, you state that you have passed on these
- deviation applications for a number of years, and that vour
decision was based on, as stated in the letters introduced by
Mr. Elliott or Mr. Denny that were sent out to the Company,
that no -consideration would be given to losses. T am asking
vou where the expenses are well within the formula sent out
in your letter, within and below, even including the five per
cent ‘‘profit,” so called, but it came to your attention that the
losses were so great that when they were compared with
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expenses, they were greater than the premium, would you
consider or not consider losses? _

A. The granting of a deviation is not a statutory matter.
It lies within the discretion of the Commission to deny a
deviation whether the expenses are below or above the for- -
mula. If any eompany applies for a deviation and it looks like
the company is operating in the red, the matter would be

taken up with the Commission. I have not had
page 287 } anything to arise like that, but it would certainly
be taken up.

Q. The Commission is not hidebound to what you have
testified to along that line?

Mr. Denny: I object to that. Are we testifying as to the
thoughts of the Commission?

Commissioner Dillon: Your objection is.sustained.

Mr. Denny: My objection is sustained?

Commissioner Dillon: Yes.

Senator Wicker: .

Q. What has been the practice? Has it been the practice
to consider anything but expenses, do they consider other
relevant factors mentioned in the statute?

A. My theory of granting deviations is this: that a devia-
tion is a departure from something that exists. The Com-
mission has established a method of computing rates that is on
losses incurred and expenses incurred and commissions and
other expenses incurred, including taxes and profit, and my
feeling is that the deviation should be on the same basis.

Q. Your conception is that an insurer that

page 288 } has no Re-insurance and has its risks all con-

centrated in one place and may suffer heavy

losses thereby, should not be regarded any differently from

a company with a low retention limit and no concentration

and with adequate Re-insurance, that both of them should be
treated the same way under vour conception?

A. Will you read the question please, Mrs. Wootton?

Note: Question read as follows:

Q. Your conception is that an insurer that has no Re-
insurance and has its risks all concentrated in one place and
mayv suffer heavy losses thereby, should not be regarded any
differently from a company with a low retention limit and no
concentration and with adequate Re-insurance, that both of
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them ‘should be treated the same way under your concep-
tion? ‘

A. The company without Re-insurance may be on a sounder
basis than the company that has Re-insurance, depending on
the underwriting policy of the individual company. :
- Q. How do you determine underwriting policy? Isn’t

' that judged a good deal by losses?
page 289 t © A. Not necessarily.

‘ Q. It is done mostly by judging losses?

A."And the underwriting policy of the company.

Q. And you can’t, in judging whether a company is good
or bad, you just can’t regard just the losses?

A. No. C

Q. But, assuming the underwriting was the same, of equal
quality and they had equal value of insurance, each company
having equal volume of insurance, and one company has its.
risks concentrated with no Re-insurance whatsoever and a
high individual risk, and the other company has its risks
spread far and wide with no concentration and with very
Iow retention of risks, and with adequate Re-insurance, do you
consider those companies would be on a par?

Mr. Denny: ‘

Q. T thought I understood you to say that, so far as you
could recall we had never had an instance where a company
had a very high loss ratio but a low expense ratio, the final

results being underwriting loss had applied for a
page 290 } deviation; is that correct?
A. That is correct.

Mr. Wicker: ’
- Q. How about Harford Mutual, they have applied here year
in and year out ever since they have been in Virginia?

A’ As I understood, Mr. Denny was asking about the com-
pany having continiied underwriting losses. On the matter
of Re-insurance, that can affect expense both wavs. Your
Company is exceptional in that it only cedes Re-insurance.
There are companies that have almost as much Re-insurance
as their direct business and in that case instead of being a
credit to their commission, it runs it up, and if your Company
had as much business as it has ceded, it would be a different
matter, so if you get into the question of Re-insurance, I
don’t know where we would go in that matter.

" Q. And as in the matter of the case mentioned by Mr.
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Denny, the Insurance Company of North Amerlca, they take
on about twenty per cent more risks than their direct writ-
ing?
A. T checked them this morning. They had
page 291 } direct commissions of $28,000,000. 00. They paid
' for Re-insurance they bought $18 000,000. 00. You
receive for Re-insurance that you ceded $4,000, 000. 00, so you
have exactly the opposite of that Company.

" By Mr. Elliott:

Q Along that line, are there also instances where the opera-
tion from Re-insurance completely washes out all commissions
and practically all expense? -

A. T know of one company, yes, sir, as a matter of fact,
T used to work for them.

Q. What.company was that?

A. The Merchants and Businessmen’ s Insurance Company
of TIarn%onburg, Vlrtrmla

‘Witness stood aside.

Commissioner Dillon: Is that all?
Mr. Elliott: I have no further evidence.
Commissioner Dillon: The Commission will take this case
under advisement.
Senator Wicker: Does the Commlsswn wish to hear argu-
ment?
Comrm%%lonel Dlllon Not unless you all want
page 292 } to argue it.
Mr Denm’ I think the case was very fully
areuned in the opening statements.
Commissioner Dillon: We don’t care to have arguments.

The case is taken under advisement.
page 293 }_COMMON‘VEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
. AT RICHMO\TD OCTOBER 9, 1958.
APPLICATION OF
HARFORD MUTUAL INSURANCE COMPANY

For a deviation from the rates for writing fire and allied lines
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approved for use by members of the Virginia Insurance
Rating Bureau.

CASE NO. 13878.

THIS PROCEEDING was heard by the Commission on
May 14, 1958 and taken under advisement. The applicant
was represented by John J. Wicker, Jr., its counsel, the
Virginia Insurance Rating Bureau by Collins- Denny, Jr.
and Claude D. Minor, its counsel, the Virginia Association
of Insurance Agents by William H. King, its counsel, the
Virginia Farm Bureau Mutual Insurance Company by Alden
Flory, and the Commission by its counsel.

NOW ON THIS DAY a majority of the Commission, Chair-
-man Hooker dissenting, for reasons stated in a memorandum "
attached to this order and made a part hereof is of the opinion
that the application herein for the deviation applied for should
be dismissed for the reason that the deviation filed by the
applicant has not been justified under the provisions of
§38.1-258 of the Code. Chairman Hooker for reasons stated
in a separate memorandum filed herewith and made a part
hereof would approve the deviation for the reason that it has

. been justified by the evidence herein.

IT IS, THEREFORE, ORDERED:

(1) That the application of Harford Mutual Insurance
Company for the deviation applied for in this proceeding
. from the rates for writing fire and allied lines approved for

use by members of the Virginia Insurance Rating Bureau be
denied and this proceeding dismlssed with leave, however, to
the applicant to file such deviation as it may he advised as to
be justified by it;

(2) There appearing nothing further to be done
page 294 | herein this proceeding be dismissed and dropped
from the docket and the file placed in the file

for ended causes; and

(3) That an attested copy hercof together with the two
memorandums referred to herein be sent to one of each of
counsel for the parties herein and to the Bureau of In-

surance.

A True Copy.
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N. W. ATKINSON
Clerk of the State Corporation
Commission.

page 295 } MEMORANDUM:

Harford Mutual seeks permission to deviate 20% from the
manual rates.

In the making of insurance rates, uniform rates for all
companies are based on the statistics applicable to all com-
panies as a group. In this respect the making of insurance
rates differs from the making of the rates of electric, gas,
water and telephone companies and resembles the making
of rates for railroad and trucking companies.

When a uniform rate schedule is thus constructed for a
group of business enterprises, the more efficiently managed
members of the group will naturally make more money than
the marginal members. In fact, when rates are so made it is
possible that some members of the group will be forced out
of business because rates that are ample for most members
of the group will be inadequate to support the least efficient
members.

The insurance rates so fixed are published in a manual and
are therefore called the manual rates. The manual rates ap-
ply equally to stock and mutual companies. There is not one
manual rate for stock companies and a lower manual rate for
mutual companies on the theory that mutual companies do
not need to make profits. If a stock company makes a profit,
the profit belongs to the stockholders (except so far as it is
paid to participating policyholders), and if a mutual com-
pany makes a profit, the profit belongs to the policyholders.
The directors decide whether to pay over all or part of the

profits to the stockholders or to the policyholders.
page 296 | Since the directors are elected by the stockholders

or the policyholders, the decision to pay or not to
pay dividends is made by persons chosen by and representing
the ‘stockholders or policyholders.

In makine the manual rates the first thing to consider is
the permissible loss ratio, which is computed on the basis of
all available statistics. ‘The loss ratio is used to make a
prediction for the future based on the experience of the past.
In actual practice, of course, some companies experience a
lower loss ratio than others, either because of good fortune
or because of caution in the selection of risks. For purnoses
of making rates, however, the loss ratio for all companies is
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treated as the expected loss ratio of each company. The
fact that a particular applicant for a deviation has had a
better than average loss ratio has never been allowed as a
ground for-permitting a deviation.

The basis for allowing a deviation is that the applicant has
lower expenses than the average company. There are various
ways of reducing expenses. The applicant says that it has in
fact reduced its expenses by making reinsurance agreements.
The Commission has no jurisdiction over reinsurance agree-
ments. A company may reinsure some of its risks with other
companies and itself act as a reinsurer for other companies.
The fact that risks are reinsured does not influence in any way
the making of manual rates. In passing on deviations from
manual rates the statute requires us to consider the principles
of rate making applicable to the fixing of manual rates. A

- company may make or lose money as a result of

page 297 | entering into reinsurance contracts. These profits

and losses should not enter into the rate making

formula. Rate making deals with the premiums collected by

the ¢ompanies from the public, and not with transactions

entered into by a company apart from its relations with the

public. For example, the income from investments and the

profits or losses from the purchase and sale of securities do
not enter into the rate making formula.

In the rate making formula there is an allowance of five
per cent of the manual rate for profit and contingencies.
Mutual companies say they do not need or want a profit.
Stock companies that have had an unusually favorable loss
ratio and realize that they cannot claim a deviation based on
their loss ratio assert that they desire to deviate out of the
five per cent for profit and contingencies.

That five per cent item in the formula is to provide not
only for profit but also for contingencies. Rates are made
for the future and are based on past experience. The
predictions for the future may turn out to be erroneous.
It has happened in some lines of insurance, and may happen in
any line of insurance, that future losses were so much greater
than past losses that many insurance companies have lost
millions of dollars. That contingency is a recognized risk of
the business and has to be provided for in the formula. The
statutory requirement for fixing rates is that they must not °
be too high or too low. Tt is extremely important that they
be high enough to keep the companies solvent. The failure of

. ' an insurance company hurts the public as much as
page 298 | the failure of a bank (especially when it is re-

membered that bank deposits are insured by the
F. D. I. C.). " Even if a company wants to forego profits
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it cannot avoid the need for providing for contingencies.
Manual rates are the same for stock and non-stock companies.
The statute providing for the allowance of deviations applies
equally to both. The same principles of rate making apply to
both. It is true that in the past some companies have been
allowed to deviate out of profits as well as out of expenses.
However, in Case No. 13556—Application of Insurance Com-
pany of North America—the full Commission considered this
matter and unanimously concluded that deviations could only
be approved when justified by lower expenses. In that case
the Commission denied approval of a deviation which was
based on a proposal to deviate out of profits. We have re-
examined the reasons which led to the decision in that case,
and we are convinced they were and are sound. We conclude
that stock and mutual companies should be treated alike.
There is no basis for the applicant’s argument that the Com-
mission, by so deciding, deprives the policyholders of large
sums of money. If the applicant’s board of directors, elected
by and representing the policyholders, thinks they ought to
have the money, all it has to do is declare a dividend. The
decision in this case is merely, that, in order to make certain
that insurance companies are able to meet their policy obliga-
tions, the premium rates must be so fixed as probably to
yield a five per cent margin for contingencies, or, as it is
called in the statute, profit and contingencies. The question
involved is merely whether the company should distribute the
profits after it has earned them or before it has earned them.

In view of the uncertainties of the insurance busi-
page 299 } ness it is safer to wait and see whether there are

any profits before giving the policyholders the
benefit of expected profits.

page 300 } HOOKER, Chairman Dissents:

I am unable to concur in the decision of the majority in this
case, for the reason that the evidence shows that this Company
wrote insurance at 25% less than manual rates from 1928 to
1936. In 1936 after a formal hearing that was contested by
the Virginia Insurance Rating Bureau (Case No. 5992), the
Commission found the deviation justified and approved its
continuation. In 1947 following a general rate reduction the
Commission approved a deviation of 20%. This reduction was
requested by the Company because other rates had been re-
duced. Except for this general rate reduction the 25%
deviation of the Company would have been continued. This
Company has been authorized by the Commission since 1947, a
period of 11 years, to deviate 20% below manual rates. The
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evidence, in my opinion, plainly shows that the present 20%
deviation should be continued. T attach a copy of Exhibit No.
1 to substantiate this statement. An examination of this Ex-
hibit points out so clearly the financial progress, year by
vear, since 1928 to 1958 made by this Company. This evidence
establishes such a sound financial record that one cannot avoid
being impressed with its efficient management and sound busi-
ness judgment in the administration of the responsibilities
imposed by law on this Company. In order for the majority
to reach their conclusion to deny the requested deviation,
they had to exclude from consideration the profits of the
Company, and for the first time include expenses
page 301 | only. This is contrary to the long well-established
' administrative policy of the Commission. It is
not in accord with what this Commission has heretofore
permitted, in passing on deviations for mutual companies,
and such a change is adverse to the best interest of the public.
Case No. 13556 referred to in the memorandum of the ma-
Jority involved a stock company and not a mutual company.
Stock companies pay dividends; mutual companies are non
profit.

Another item that was not given consideration by the
majority is the savings the Company has made by making
reinsurance agreements. I do not agree with this theory.
It is the obligation of the management of the Company to
operate it in the most efficient manner possible. It is not only
an obligation of the Company’s officers and directors, but
also their duty to effectuate every possible economy con-
sistent with good business practices. That this Company
has been well managed and economically operated has not
been attacked, and in my opinion, could not successfully be
attacked. IKxhibit No. 1, hereto attached and referred to,
conclusively establishes that fact. There are approximately
70,000 policyholders of this Company who are entitled to have
their policies written at 20% below manual rates.

The law provides that the Commission should approve a
deviation if it is justified. I believe the deviation applied
for is justified and that any other rate would be excessive and
unlawful. The Virginia policyholders of this Companv will be
paying excessive rates as a result of the majority’s action and
this is contrary to the law and against the best public interest.

page 302 } EXHIBIT NO. 1.
THE HARFORD MUTUAL INSURANCE COMPANY
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VIRGINIA PREMIUMS AND LOSSES

1928-1957

"PREMIUMS LOSSES

- WRITTEN PAID
1928 2,973.81 NONE
1929 13,452.82 10,999.12
1930 - 22,400.28 -10,389.06
1931 25,386.31 7,007.11
1932 26,185.13 - 26,446.65
1933 29,523.45 5,128.20
1934 42,782.82 7,313.83
1935 " 66,369.28 12,412.72
1936 . 96,380.52 36,530.61
1937 114,414.72 57,519.37
1938 113,418.53 42133.24
1939 129,519.60 82,655.71
1940 147,625.53 - 59,730.14
1941 169,949.52 L 69,916.77
1942 -210,372.69 101,449.28
1943 224,587.56 100,857.38
1944 277,337.83 108,300.70
1945 354,647.32 133,022.96
1946 483,905.72 214,862.23
1947 615,358.11 182,313.72
1948 674,414.33 269,043.65
1949 748,926.34 334,288.81
1950 811,758.47 + 283,150.07
1951 915,772.30 384,571.78
1952 1,035,131.25 378,834.39
1953 1,068,377.18 - 483,747.42
1954 1,119,710.40 509,757.50
1955 1,070,448.15 585,836.95
1956 1,071,645.36 492,425.79
1957 997,876.84 467,078.41 -

12,680,652.17 5,457,723.57
30 Year Loss Ratio ' 43.03%

Premiums Savings to Virginia Policyholders  $3,382,765.82
page 303 } COMMONWEALTH OF VIRGINIA
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STATE CORPORATION COMMISSION
AT RICHMOND, DECEMBER v.18, 1958.
APPLICATION OF
HARFORD MUTUAL INSURANCE COMPANY

For a deviation from ‘the rates for writing fire and allied
lines approved for use by members of the Vlrglma Insurance
Rating Bureau.

CASE NO. 13878.

‘Harford Mutual Insurance Company having filed due no-
tice of appeal in this case,

IT IS ORDERED that the original exhibits filed with the
evidence, numbered and described as follows, be certified and
forwarded to the Clerk of the Supreme Court of Appeals of
Virginia, to be returned by him to this Commission with the
mandate of that Court:

Exhibit No. - DESCRIPTION

1 Virginia premiums and losses.

2 Virginia agencies.

3 Map. Virginia agencies. '

4 Brief history of Harford Mutual.

5 Virginia: experience, 1951-1957, disregarding
reinsurance.

6 Virginia experience, 1951-1957, recognizing

- reinsurance.

7 Graphs. Virginia experience, 1951- 1951 disre-
garding and recognizing reinsurance. .

8 Vlrrrlma Experience, 1951-1957, recognizing
reinsurance.

9 Annual Statement, The Harford Mutual Ins.
Co., 1957. _

10 VLrgmla experience, 1933 1957, recognizing
reinsurance.

11 Order of the State Corporation Commission
-dated Oct. 4, 1957, in Case No. 13556.

12 Counfrvxude ﬁre and alhed lines  expenses,
1952-1956.

12A Virginia fire and allied lines expenses, 1953-

1957.
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13 Letter, February 21, 1958.

14 © Letter, February 26, 1958.

15 Letter, March 21, 1958,

16 Letter, December 6, 1957,  and incidental let-

- ters.
page 304 }
17 Order of the State Corporation Commission,
~ dated July 29, 1936, in Case No. 5992.

18 Administrative Order No. 1133 of the State
‘Corporation Commission, dated Mar’ch 14,
1947. ‘

19 Application of Virginia rating formula to busi-

' ness written in Virginia, 1952-1956. '

20 Application of Virginia rating formula to
business written countrywide, 1952-1956.

21 Results of writings in Virginia for years 1952-
1956 for varying percentage deviations.

22 Results of writings Countrywide for years

1952-1956 for varying percentage deviations.
A True Copy. ‘
' Teste:

N. W. ATKINSON o
Clerk of the State Corporation
Commission.

page 305 ' COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
CERTIFICATE.

Pursuant to an order entered herein on December 18, 1958,
the original exhibits listed therein are hereby certified to the
Supreme Court of Appeals of Virginia, to be returned by the
Clerk thereof to this Commission with the mandate of that
Court. ‘ o

Tt is further certified to the Supreme Court of Appeals of
Virginia that the foregoing transcript of the record in this
proceeding, with the original exhibits, contains all of the facts
upon which the action appealed from was based, together
- with all of the evidence introduced before or considered by
this Commission.



146 Supreme Court of Appeals of Virginia

 Witness the signature of H. Lester Hooker, Chairman of
the State Corporation Commission, under its seal and at-
tested by its Clerk this 19th day of December, 1958, at Rich-
mond, Virginia. - - -

H. LESTER HOOKER

Chairman.
Attest:
 N. W. ATKINSON

Seal Clerk.
| CERTIFICATE.

I, N. W. Atkinson, Clerk of the State Corporation Com-
mission, certify that within sixty days after the final order
“in this case Harford Mutual Insurance Company, by John J.
Wicker, Jr., Counsel, Mutual Building, Richmond 19, Virginia,
filed with me a notice of appeal therein which had been de-
livered to Collins Denny, Jr., and Claude Minor, Travelers
Building, Richmond 19, Virginia, William H. King, Mutual
Building, Richmond 19, Virginia, Alden E. Flory, 212 West
Grace Street, Richmond, Virginia, opposing counsel, to Coun- -
sel for the State Corporation Commission, and to the At-
torney General of Virginia, pursuant to the provisions of
Section ‘13 of Rule 5:1 of the Rules of Supreme Court of
Appeals of Virginia. : ‘

Subscribed at Richmond, Virginia, December 19, 1958.

N. W. ATKINSON
Clerk.

‘. . * . .

s

A Copy—Teste:
o H. 6. TURNER, Clerk.
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RULE 5:12—BRIEFS

. §1. Form and Contents of Appellant’s Brief. The opening brief of appellant shall con-
tain:

(a) A subject index and table of citations with cases alphabetically arranged. The
citation of Virginia cases shall be to the official Virginia Reports and, in addition, may refer
to other reports containing such cases,

(b) A brief statement of the material proceedings in the lower court, the errors assigned
and the questicns involved in the appeal.

(¢) A clear and concise statement of the facts, with references to the pages of the
printed record when there is any possibility that the other side may question the statement.
When the facts are in dispute the brief shall so state.

(d) With respect to each assignment of error relied on, the principles of law, the argu-
ment and the authorities shall be stated in one place and not scattered through the brief.

éc) The signature of at least one attorney practicing in this Court, and his address.

2. Form and Contents of Appellec’s Brief. The brief for the appellee shall contain:

(a) A subject index and table of citations with cases alphabetically arranged. Citations
of Virginia cases must refer to the Virginia Reports and, in addition, may refer to other
reports containing such cases,

(b) A statement of the case and of the points involved, if the appellec disagrees with
the statement of appellant.

(c) A statement of the facts which are necessary to correct or amplify the statement in
appellant’s brief in so far as it is deemed erroneous or inadequate, with appropriate ref-
erences to the pages of the record.

(d) Argument in support of the position of appellee.

e The brief shall be signed by at least one attorney practicing in this Court, giving his
address.

§3. Reply Brief. The reply brief (if any) of the appellant shall contain all the authori-
ties relied on by him not referred to in his opening brief. In other respects it shall conform
to the requirements for appellee’s brief.

§4. Time of Filing. As soon as the estimated cost of printing the record is paid by the
appellant, the clerk shall forthwith proceed to have printed a sufficient number of copies of
record or the designated parts. Upon receipt of the printed copies or of the substituted
copies allowed in licu of printed copies under Rule 5:2, the clerk shall forthwith mark the
filing date on each copy and transmit three copies of the printed record to cach counsel of
record, or notify each counsel of record of the filing date of the substituted copies,

(a) If the petition for appeal is adopted as the opening brief, the brief of the appellee
shall be filed in the clerk’s office within thirty-five days after the date the printed copies of
the record, or the substituted copies allowed under Rule 5:2, are filed in the clerk’s office.
If the petition for appeal is not so adopted, the opening brief of the appellant shall be filed
in the clerk’s office within thirty-five days after the date printed copies of the record, or the
substituted copies allowed under Rule 5:2, are filed in the clerk’s office, and the brief of the
appellee shall be filed in the clerk’s office within thirty-five days after the opening brief of the
appellant is filed in the clerk’s office.

(b) Within fourteen days after the brief of the appellee is filed in the clerk’s office, the
appellant may file a reply brief in the clerk’s office. The case will be called at a session of the
Court commencing after the expiration of the fourteen days unless counsel agree that it be
called at a session of the Court commencing at an earlier time; provided, however, that a
criminal case may be called at the next session if the Commonwealth’s brief is filed at least
fourteen days prior to the calling of the case, in which event the reply brief for the appel-
lant shall be filed not later than the day before the case is called. This paragraph does not
extend the time allowed by paragraph (a) above for the filing of the appellant’s brief.

(c) With the consent of the Chief Justice or the Court, counsel for opposing parties
may file with the clerk a written stipulation changing the time for filing briefs in any case;
gerovidcd, however, that all briefs must be filed not later than the day before such case is to

heard.

§5. Number of Copies. Twenty-five copies of each brief shall be filed with the clerk of
the Court, and at least three copies mailed or delivered to opposing counsel on or before the
day on which the brief is filed.

§6. Size and Type. Briefs shall be nine inches in length and six inches in width, so as
to conform in dimensions to the printed record. and shall be printed in type not less in size,
as to height and width, than the type in which the record is printed. The record number of
the case and the names and addresses of counsel submitting the brief shall be printed on the
front cover.

§7. Effect of Noncompliance. If neither party has filed a brief in compliance with the
requirements of this rule, the Court will not hear oral argument. If one party has but the
other has not filed such a brief, the party in default will not be heard orally.
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