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Supreme Court of Appeals.~f Virginia
. AT RICHMOND.

Record No.. 5002

VIRGINIA:

In the Clerk's Office'Ofthe Supreme Court of Appeals held
at the Supreme Court of AppealE; Building in the City of
Richm'Ondon Tuesday the 3rd day of March, 1959.

HARFORD MUTUAL INSURANCE COMPANY, Appellant,

against

COMMONWEALTH OF VIRGINIA, ET A~.,. Appellees.

From the State Corporation Commission

Upon the petition of. Harford Mutual Insurance Company
an appeal of right is awarded it by one 'Ofthe justices of the
Supreme Court of Appeals on March 3, 1959, from an 'Order
entered by the State. Corporation Commission on the 9th day
of October, 1958, in a certain proceeding then therein depend-
ing entitled: Application of Harford Mutual Insurance C'Om-
pany for ,a deviation from the rates for writing fire and allied
lines approved for use by members of the Virginia Insurance
Rating Bureau;. upon the petitioner, or some one for it, enter-
ing"into bond with sufficient security before the clerk of the
said Corporati,im Commission in the penalty of three hundred
dollars, with C?ildition as the. law directs. .
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VIRGINIA INSURANCE RATING BUREAU
AMERICAN BUILDING

Post OfficeBox 1198 Telephone MIlton 3-7471
RICHMOND 9, VIRGINIA .

Deceniber 31, 1957.

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

Dear Mr. Parker:

Be: Harford Mutual Ii'lsurance Company Request
for Continuation of Deviation Fire and Allied.
Lines

Vi!e herewith 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 correspondence 'is inca1'-

porat'ed.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. .
. 'Vithhighest regards, we. are

Yours very truly,

L. O. FREEMAN, JR.
Manager.

LOF:MM

CC: 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; Maryland

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. 5~98, February 7, 1957, of the
State Corporation Commission approv,ed for the Harford
Mutual Insurance Company. a deviation of 20% from the
rates of your Bureau.
\Ve hereby request that this deviation be approved and

continued for one year. Data in support of this filing is
attached.
Pleas,e be kind enough to file this request with the State

Corporation Commission on our behalf.

'Respectfully submitted,

\VILLIAM H. MARQUESS.

\VHMjmch
Encl.

CC: Bureau of Insurance
State Corporation Commission
Comri1onwealth of Virginia
Richmond 9, Virginl:i; .
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THE HARFORD MUTUAL INSURANCE COMPANY

Fire and Allied Lines-State of Virginia
Total1956

34,648.45 203,911.81
260,219.37 1,298,692.60
86,81~.60 437,390.55

381,680.42 1,939,994.96

35.62 36.16

1955

46,078.55
260,124.09
84,620.78.

390,823.42

36.51

19541953

44;296.30 . 45,364.28
257,234.71 275,955.04
85,927.50 84,591.68

387,458.51 405,911.00

36.27 36.25

1952

33,524.23
245,159.39
95,437.99

374,121,61

36.14

Total Expenses

Expense Ratio

Direct Premiums ,iVritten
(20% .Deviated) 1,035,131,25 1,068,377.181,119,710.40 1,070,448.15 1,071,645.36 5,365,312.34

Loss Adjustment
- Expenses
Commission Expense

..All Other Expenses



THE HARFORD MUTUAL INSURANCE COMPANY
Fire and Allied Liiles-S tate of Virginia
1952 1953 1954 1955 1956 Total

Net Direct Premiums ,TVritten
(20% Deviated) 656,353.90 697,853.86 . 612,131.37 ~52,911.74 627,978.18 3,24;7,229.05
Loss Adjustment
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 .199,779.06 208,522.03", 175,375.86 200,055.02 183,434.71 967,166.68 .

Expense Ratio 30.44 29.88 28.65 30.64 29.21 29:78
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page 5 ~ VIRGINIA INSURANCE RATING BUREAU
Post OfficeBox 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 deviation granted
under Administrativ,e Order No. 5798.
Before suhmitting .your request for deviation to our Com-

mittee for study and action, I have a question regarding
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 ~xhibits for lossadjustrpent ,expense, .commission ex-
pense, premiums written, and expense ratios vary to a sub-
stantial degree.- .
If you will give us additional information 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 r THE HARFORD MUTUAL INSURANCE
COMPANY. .

BEL AIR; MARYLAND

December 18, 1957.
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COPY.

Sincerely yours,

WILLIAM H .. MARQUESS.
WHM/meh

CC: Bureau of Insurance
State Corporation Commission
Richmond, Virginia

page 7 rCOMMONvVEALTH OF VIRGINIA

STATE COHPOHATION COMMISSION":r':- - ,,-. . • . _.
'..

. AT HICHMOND, APHIL 23, 1958.
" ~ • .' • .f •

APPLICATION OF

HAHFORD MUTUAL INSUHANCE COMPANY

For a deviation from the rates for writing fire and allied
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lines approved for use by meil1bers of the Virginia Insurance
Rating Bureau.

CASE NO. i3878.

ON A FORMER DAY came Virginia'InsuraliceRating
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% dO";llward deviation from the rates approved by the
Commission for use by members ,of tpe Virginia Insurance
Rating Bureau for writing fireaIid allied lines. .
AND IT APPEARING to the Commission that it will be

necessary to hold a hearing wHhtespect to said :filing in ac-
'co~dance with the provisions of ~38.1-258,'

,ITISORDERED:

(1) That a proceeding be instit\lte(j, assignedCas'e" No.
13878, docketed and setf6r'li~a.Ting, at 10:00 A. M. on May
14 and 15, 1958 in the Courtrdc>ri).Of the S'tate Corporation
Gomluission, Blanton Building, Richmond, Virginia at which
time a,nd place all parties in interest will be heard with
respect thereto; and .' ," " ,

(2) That an attested copy hereof be sent tb Jolin J. 'Vicker,
.Jr., Mutual Building, Richmond, Virginia, counsel for the
applicant, to Virginia Insurance Rati~g 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:

N. W. ATKINSON
Clerk of the Stale 'Corporation
Commission.

page 8 r COMMONWEALTH OF VIRGINIA
) ..

STATE CORPORATION COMMISSION

APPLICATION OF

HARFORD MUTUAL INSURANCE COMPANY

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

CASE NO. 13878.

Present H. Lester Hooker (Chairman), 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.
WilHam H. King, Virginia Association of InsuranM Agents.

.. Aldene Flory, Counsel for Virginia F'arm B.utean Mutual
Insurance Company.
Norman S. Elliott, Counsel for the Commission.

Date of Hearing
May 14, 1958.

page 9 r Commissioner Dillon: Senator Wicker, will you
.' . ptoceed,sir.

.. Senator Wicker: If the Commission plea.se this, as the
Oommission knows, is a hearing on the application of the
J:(a:rford 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 applications that the Commission has had
before it in the past where a Company that _has'been writing
at manual rates seeks to'write ata deviated rate. Rather it is
an application ofa Company that seeks merelv the approval
of continuing to write insurance business in Virginia on fire
arid 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 op~rate
successfully year in and year out for many years.

As the Commission knows, in making fire insur-
page 10 r ance rates in accordance with the Code, you take

into special consideration the business of the latest
five year period, that is, for which capable statistics are
available. This Company, we think, will well stand any
reflsonable test on that hasis, but in adc1ition, this Company
will 'show a record on operating ona deviated basis on fire
and allied linesjn Virginia for thirty yeats, thirty years
consecutively. . Evidence will show that this Company was
formec1in 1842, one hundred and sixteen years ago, and
has gone through a periodof wars, inflation, depression, hurri-
cane, totnac1oe's and all things straight through. Evidence
..will show that the Company came to Virginia 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 r and that was held in connection with the petition

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 r it operated at a twenty-five per cent deviation basis

without objection, 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 eighty 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 Company is

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 enjoyed 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 r 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 strictly
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 force 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 evidence 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 r 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
is 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 anyone risk, and
their policy is to retain from four thol1sand to fifteen thou-
sand dollars on anyone 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,
,vhich 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,

pag.e 15 r 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-
ad€quate 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

year 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 eyery year, after paying losses and expense.s,
there has been a comfortable margin for surplus, a margm
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 r Company has paid all expenses, which includes a

very elaborate inspection service, and losses, and
yet had a surplus leftover every. year without exception in
Virginia, that surplus being more than enough money to be
approximately one and a half million dollars- .
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 or the
smaller Virginia companies, because there was so much need

that Loudoun County Mutual could not accommo-
page 17 r 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 ag-gregated 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 doing 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 r that, upon the formula applied to a group of stock

companies who were asking- for permission to be-
g-into write at deviation where it had been writing it manual
all the time, that applying that formula, it would justify a
deviation of only 10% rather than 20%. .
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, out a mutual company, which does not have to
pay a dividend to stockholders, its whole necessity is a w'ay
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 payout
dividends of a quarter of a million dollars 7
Senator Wicker: I think the witnesses for the Company

can answer that more accurately than I can, out 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 25ro 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

eeonomical.
Senator Wicker: It is eeonomical to this extent, if you are

serving the rural class, 67% in rural farm property, if
those people are accustomed to doing a eertain 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

eeonomical to the Company.
Chairman Hooker: It is economical to the policy holder.
Senator Wicker: It is economieal 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 thatoth'er
page 21 r matter last Fall when -several stock cOIilpaniescame

. in and wanted to begin to deviate. We think"ve
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 this 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 t.hat applied last Fall. Many companies buy from other
companies, buy more insurance from other companies than
they cede or transfer. Our Company is quite diff,erent. Our
Company for the entire decade has re-insuredapproxi-
mately 40% to two-thirds of its business right away, and in

addition to its individual limits has taken Re-in-
page 22 r surance. That goes to the catastroplieb~t that

does not come into this, but on the Re-insurance
picture, which is realistic, the amount we t~k(:)'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 evidenee 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 17'10
more for the protection of our remaining policy holders that
.we are insurers on without Re-insurance.

Likewise, when a loss occ,nrs, we don't have it adjusted
by aRe-insurer; we go out and adjust and settle the loss,
and the Re-insurer 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 r That, you can see, and the charts will show, that

that makes a better picture and it is more realistic.
What the Commission is coneerned 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 continue le~itimately in
business. You can do that only by recognizing the entire pic-
ture and not ignoring 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 be
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wttmg,huf I believe if would not be entirely right to agree
Oli the other point, but I do believe that the loss adjustment
expense should be considered as part of the expense .of
operation. We have a chart prepared that illustrates that.
I think the loss adjustment expense b~longs with your losses
because it is directly connected with the losses,' and only
when you have a loss do you have it. When the fire occurs

the Company has to pay something. vVhat does it
page 24 r pay ~ It pays so much tp the claimant and so

much to the adjuster and investigator, so much to
the appraiser and so much to lawyers, if they have to have
lawyers, which, unfortunately, they d0:t:L'thave to hav(=las
often as I should wish that they did have to have, that is I
mean the lawyers. .
But all of that is not essential 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 inter,est of the Company itself, and
justified by the fact that this COinpany's ,principal competi-
tors are the Virginia mutual companies, who ar(j 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 matt~r, which we beli(jve is

another reason it 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 specific com-Danyor com-
panies doing a specific insurance business in Virginia may
assume any risk which is greater than 10% of its policy
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 section, of the Code provides for any portion of the
risk that is re-insured should be re-insured in a solvent
company," and that is the reason for the 10%, alld that is a
recognition ofwhat 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 r policy holders and the company and on that, we

think, the same principle is picked up by the Code.
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I believe I have stated all the points upon which we intend
to rely. ..'
Commissioner Dillon;~. Mr. Denny, do you have an open-

ing statement 7 .., ..... '., . ....
Mr. Denny: I am glad Mr. Wicker has opened so fully,

both on the facts and' the. law, and I believe that is helpful
in a case such as this and I .shall follow the exa:rnple set by
him. ' .
Before going into specific 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 in separating 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 r to rate regulatory laws, and there can be no analogy

between the Loudoun 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 conclusion-so 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, I think last October, upon the
petition of the Insurance Company of North America case.
He says that that is a correct decision but not applic.able 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 r,egulation of rates between the stock companies and the

mutual companies. His argument in support of
page 28 r that would be highly pertinent if we moved higher

up the hill, and if the Legislature was in session,
but I 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
be followed and it is not within the power of this Commission
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 r n,ature 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 vou have.
Commis~ioner Catterall: You are saying the same words

apply.to a1l1
Mr. Denny : Yes.
Commissioner Catterall: But mavbe not the word "in-

adequate" applies to this Company."
Mr. Denny : No, sir, because the word" inade-

page 30 r quate" does not mean anything other than it ap-
plies to thEl 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 promullra,te a rate for a particular class of
risk, which is applicable to all insurers save under the fact
that you 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 .lroing 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 00 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 r but, Sir, the deviated rate that you may allow this
Company A, might very "well, indeed- I can say

certainly, be an inadequate 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 permitted deviations
from them. So I repeat the 'Nord "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 which this
chapter applies shall be made in accordance with the following
provisions." (There, is not a thing about the kind of company

that writes the insurance) "but shall be made after
page 32r taking into consideration the past and prospective
, loss experience within and outside the State, to

conflagration or catastrophe hazards, to a reasonable margin
for underwriting profit and contingencies." In fixing the
rate that applies to insurance, whether mutual or stock, you
have got to fix it with reference, taking into consideration
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 wer,e authorized to set a

different rate in accordance with the type of company that was
writing the risk. We had a company here-1 don't know
whether Judge Catterall you were on the Commission or not,

but we had the application of the General 1n-
page 33 r surance Companv of Seattle, a company that wrote

selected risks and had made a fine history doing f'0,
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 mane
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 von very properly said yon could not grant it, and the
.fact that this Companv 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 differ'ent rate for the mutuals
than 'for the stock companies .. In fact, that was dealt with in
the Epes' decision affirmatively. It 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 r the time of the Epes' decision, but you have to

change your whole attitude towards rate-making.
Commissioner 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 Commission must give due

consideration for underwriting profit and contingencies. That
is one of the principles of rate-making.

Commissioner Catterall: But the "reasonable margin"
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
yon ,vant to tear to pieces the whole standard .of rate-making

. . in Virginia and start making one set of rates for
page 35 r 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 tbe 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 ra.te-
making set forth in 252 do not in their entirety apply to
mutual comp{tnies, then the Bureau rates promulgated by you
under Manual rates are improper, and you should. have one
manual for stock companies and one for -rriutuals, 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 I
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 r 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 r,eciprocal,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
is, 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 he 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 r,eturned premiums for rate balance, and less any Re-
insurance. There are two fallacies in that approach. The
fir,st is this-that you have not the slightest control over the

matter of Re~insurance, the amount of the risk
page 37 r 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 reg-ulation 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 saying-

you 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 Catterall: All the thing-s used to
page 38 r justify downward his expense are not things 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 bv evidence

of the companies 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.. Justin Moore tried to
get us to do that.
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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 increag,e to agents and the Commission told

. them that the 25% was sufficient and should be con-
page 39 r tinued. .

, Chairman Hooker: And we declined to take any
position 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 statistics the Commis-

sion passed on in the Epes' case.
Mr. Denny:' I think that it is. a simple premises that I

had the privilege of representing before this Commission the
Rosslyn Gas Company when it was being charged so much
for gas by the ,V'ashington Gas Company for gas and the
Commission said that they had nothing to do with it and that
the Rosslyn Company 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 I
page 40 r stated that we thought the amount was exce.ssive

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 you can't

deal with ."hat Mr. Wicker calls" net premiums. " The Com-
mission will recall that five years a9,'oinCase 11123, decided
July 30th, 1953 "ihere the Associated Factory Mutuals wanted
a deviation. 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 ba.ck to that insured 92, 94 or 95%: so
that the net cost of the lllsurance was about 10 to 15% of the
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manual rate, and they showed to this Commission
page 41 ~ that they operat,ed 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 Lmv. "The term' rate' or 'rates' wher,ever used
in this chapter shall be deemed to mean rate of premium,
policy fee, membership fe'e, 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 pleas-e, 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 ona basis otherwise than that, under the Law
of Virginia, he is asking you to go out and make entirely new
rules for rate regulation.

You gentlemen regulate rates and the Legisla-
page 42 ~ ture of Virginia has told you 1vhat the rate is. It

has told you so in Section 219 and when you r,egu-
late that rate, you have' got to regulate it from the point of
view as to what does the rate produce. . .
l' pay no attention to Mr. 'Vicker's third point, for I think

his apology for the advancing of it is a complete answer to it.
In the Epes' opinion, in OUi:' whole history, loss expense has
been a part of expenses and not of losses.
Now, if I may approach this thing from the point of view

of th~ 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 conseql;ence
has requested this hearing.
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, class rates, rating schedules or rating
plans, rules, by-laws, agreements and regulations r~lating
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 r 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 organic
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 iilsurel~,
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 nle 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 (Section

38.1-258) it is 'provided that every member of the
page 45 r Virginia Insurance Rating Bureau shall adhere to

the filings made on its behalf by the Bureau except
that as to nre and other types of property insurance any
insurer may make written application through the Rating
BurMu 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
deviations may be permitted, and Harford Mutual isa mem-
her, the Insurance Company of North America was a member
and every mutual is a member. Again a direct negation of the
nrst point established by Mr. Wicker.
Senator Wicker: I must have been misunderstood forI

never have taken the position,. nor will I ever will, that. in
the establishment of general rates, that there should be any
difference in the Commission's judgment in regard to stock
r.ompanies, mtitualcompanies or any other. I only mentioned
that, in the Commission's consideration of anvamount. the

Commission might consider that the mutual re-
page 46 r quires no pront, and I don't want to be misundet-

stood, and if Mr. Denny has misunderstood me, I



24 Supreme.Court of Appeals of Virginia

hope nobody else has.
Mr. Denny: My contention is that the same formula, when

applied to stock companies should be applied -tomutual 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 r as indicated, is charged with the responsibility 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 case 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 R.ating
Bureau is here today in opposition to The Harford Mutual
Insurance Company's request for permission to file and use a
2010 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 r 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 I 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 iF;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 ,,'ritings 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.

-VVeadmit, of course, that the Harford Mutual
page 49 r. 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."V{ e need have no evidence on that so far as weare
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 Commission are
for the use of all the members of that Bureau regardless of
whether those members from an organizational standpoint 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
llO different from that which would be occupied by the In-

surance Company of North America, for example,
page 50 r 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 any 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 regulatory pattern for the making of fire
insurance rates which has existed in Virginia for approxi-
. mately thirtv veal's.
,Ve anticipate, as has been indicated by Mr. Wicker, that a

crucial question to be Gonsidered by the Commission in this
case is whether or not the Commission, in considering an

,.application for a downward deviation, must'Q'ive
page 51 rconsideration to J't reasonable marrrin for under-

writing profit and contingencies which our statute
requires it to consider when it makes or apnroves rat!>".
That statutory provision is set forth in Section 38.1-252which
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is the section that denominates the principles which must be
considered in rate making. Section 38.1-258of the Code deals
with deviations that may be permitted in the writing of busi-
ness which falls within the jurisdicti'On '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 a'rticle con-
tains Section 38.1-252wherein the principles 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 r the breadth of its discretion, this Commission has

no discretion whats'Oever concerning the require-
ment that it give consideration to those factors laid down
by the Legislature in Sections 38.1-252and 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 'OfVirginia. \7i1e 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 r 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
in th.e consideration of a deyiation, 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 ig:nore a proper factor for underwriting profit,
its action would be without justification or authoritv nnder
t.he statutes of Virginia. The Commission has said that,



Harford Mutual Insurance Co. v. Commonwealth of Va. 27

in fact, 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 r the Commission on May 11th, 1950 in Case No.

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

, "It 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 before 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 r 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,

no.
Mr. Denny : But the Commission said that they had to have

statistics to determine whether the rates are adequate.
Senator \Vicker: \Vasn't that a stock company~
Mr. Denny: Yes.
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 r the Bureau of Insurance has very properly applied
the formula with respect to the making of fire in-

surance' 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 do'wnward
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 r 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. 'iVe 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 r 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. Loss 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 yean, 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 r 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.
I might say right here, in connection with this Company

that it~ 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 los~es 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 r divided profits, or from speculating with those

funds. It recognized that sound regulation of the
insurance business requires that provision be made for anti-
cipated underwriting profit for all companies, and, as we
have previously shown, that salutary principle has 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 r the Commission stated that it had a policy as to the

granting of deviations and. under such policy per-
centage downward deviations are permitted only in the
event one thing can be shown; namely, that the applicant
has, and we quote, "lower expense ratios than those estab-
lished for all companies." That was your unanimous C1eci-
sion just about a year ago. We agree fully with that .policy.
that to the extent an insurer c.an show that its expense of
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doing business is l~ss than the ratio allowed in<the formula
as to all insurers its deviation request' should be -permitted,
provided other requirements be met.
It is a simple mathematical fact that when an insurer is

granted permission to file and use a 20% 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 r 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 Qne 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 20% downward deviation from manual or established
rates .

. ,iV e believe that the evidence 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 r 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 certainly appears to me at the present

moment that this case is g'oing to develop, not into a factual
contest, but is going to develop into a legal contest. I do
not anticipate, indeed we know, from the very fi~ures 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 fi~ures, it is not permitted to deviate from
the fig-ures presented by its own filing. Then I thiilk 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 ifas the Commission has decided



Harford Mutual Insurance Co. v. Commonwealth of Va. 31

evel'y 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 Commissio,n was right last F'all, 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 applications, then you have to so decide
this.
11 :40 A. M. Commissioner Dillon : The Commission will

recess for ten minutes.

11 :50A. M. The Commission resumes its session.

Commissioner Dillon: Mr. King, 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 I would like
to read one thing, which has been 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 h;Iving considered all of the evidence herein the Com-
mission is of the opinion that said motion should be sustained
and this proceeding ?ismissed for the following reasons:

"(1) the formula established by the Commission for the
regulation of the rateschar,!!'erl for fire insurance by all
companies doing business in this State is as follows:'

"Losses
"Confiag-ration or Catastrophe Allowance
, ,Expenses
. "Underwriting Profit

Total

50.25%
2.25%
42.50%
5.00%

100.00%"

Now I say merely this that if the Commission
page 66 ~.stin means what it said on October 4th, I am,in-

formed the evidence will show that this Companv is
entitled to 10%. If it doe~ not mean what it snid on October
4th I thiIlk they have to show what the deviation losses will
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he in October of 1958 that they. will be the same in October
of 1958 as they were, and I think that is the simple question
. 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 20ro 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 20ro
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 applyin~ 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 hundred and
thirteen dollars Country-wide. According to their own evi-
dence and actual expense, not arithmetic expense, and not
provided in the formula, bnt the actual expenses of nine
million two hundred and eighty-eight thousanc1one 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 niillioll 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. 'iVhere 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, other point, and which is novel here, is that you

should take into consideration 'only the premiums and ex-
penses les's Re-insurance. As" to ,that, I say to the' Com-
mission, if that 1S the theory on which we are operaiing,

then we have got to start all .over again." Th~ ,
page. 69 r premiums andlosses upon which the rates are m~de'.

and to which this basic formula is appliedjare the'
premiums and losses 'of the companies and not whath-ap-"
pens when you re-insur,e business with .other companies. Natu.- ,
rally, Re-insurance companies are in business to make aprofit.
If they don~tmake a pr()fitt'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-esiablishthe formula so that you
deviate froIn'exactlyihe same basis .on whieh your rat€ 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? '
Senator 'Wicker: Yes. Mr. Elliott asked the question

whether we want 20% or nothing. We think we are
page 70 ~ entitled to 200/0, 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 poliey holders.
,V' e don't want to be plaeed 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 ba.sic formula for general rate-
making. I 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 fon;nula on basic

tates, and if you want to re-establish something
page 71 r different, it is another matter but on Re-insurance

I wish tDinvite the Commission's attention, that of
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counsel and all-that this is noLmaking 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 direcLbusiness 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
&djustment and claim adjustment, and both in the acquisition
, cost, the commission paid agents for Re-insurance,

p~ge 72 r is put down as a separate item in each case to
" . be deducted or aifdedto 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 simply say these things should
be taken into consideration .
.Mr. WeJ,<{h,will you please come around and be sworn.

page 73 r ",VALTER WELCH,
a witness introduced on behalf of Applicant, being

first duly sworn, testified as follows:

DIRECT EXAMINATION.

By Senator\Vicker:
Q. You are. Mr. Walter Welch, President of The Harford

Mutual Insurance Company?
A. Yes, sir. .
Q. That Company was formed, I believe, in 1842?
A. Correyt, sir. ,
Q. And 'entered business in Virginia back in 1928?
A. Yes.
Q. State. the circumstances, if you know them, under which

they came. into Virginia. '
A. I had 'been in Virginia twenty-five years. Four or five

years previous to my employment, it was entered here and
licensed anditwas my understanding that we came here more
or less to he~p 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 74 r insurance, and were more or less limited in writing

insurance, and they prevailed on out Company to
come in and for a number of years the only agents we had
were the Loudoun Company agents. After'!' 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 sQlicitors 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 dobl1siness?
A. We now hold what is known as a "multiple charter,"

but our business is fire and allied lines in this application.
Q. And that is what you are asking for in the continuation

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 anything

but a deviated basis on fire and allied lines? .
A. No, sir.
. .Q. 'Vill you state what was the original devia-
page 75 r 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 through that rating organiza-
tion, and we were put on notice that we would have to have our
rates filed and C'heckedthere. .
Q. And you did that in 1936?
A. Yes.
Q. Do you recall the hearing when Mr. Archibald Robert-

son represented the Company and my good friend, Mr. J.
Gordon Bohannan, represented the Rating Bureau 7
A. Yes, I 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.
pag:e 76 rQ. That was in 19367

A. Yes.
Q. And the 20% deviation was approved then 7
A. Yes.
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Q. Now as to the 25% deviation. .
A. The 25% deviation was granted origina.1ly, 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 deter-
mined by the .Commission and then in 1947 what happened
there?
A. We had a hearing before the State Corporation 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 2070... .'
Q. And that was at,.whose request that it was made from

25 to 20%1
A.That was at the request of the Company.

page 77 ~ Q. Why1 - .' ,
. A. Because the rates had been reduced, and we

felt it was not wise to continue at the 25% at that time.
Q. And there was no objection by the Bureau 1 You were

not haled in by the Bureau.and the deviation reduced 1 .
A. No, sir, we did it at our own request.
Q. You have been operating now in Virginia for thirty

years 1
A. Yes, sir" we have been licensed and doing 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 1
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 19281

A. Yes.
Q. And ends with the year .1957-1
A. Yes.
Q. And that is on the total basi$: and does not reflect Re-

insurance in any way or the other 1
A. No, sir, it does not.
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Q. It shows for'totalfire andalliedpremiunis written, 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 sanle~business' the losses amounted to what

total? ' '
A. Five' million ",f()ur hundred and fifty-seven thousand

seven hundred and twenty-three dollars and fifty-seven cents.
,Q. That figured a', thirty year'16ss ratio average of what?

, 'A. 43.03%. ' '
Q. On your premium savings to Virginia policy holders

that amounted to how much?
page' 79 r '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 tIle 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% manul;tl?
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 into account He-Insurance?

A. Yes. '
page 80 r 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 isconect .
. Q. And that was at your deviated 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 written at 75%, that is 25%
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deviation first and 20% later. , If you had written that bilsi:
ness at manual rates, what would have been the additional
amount you would have collected from the Virginia policy
holders ~
A. Three million three hundred eighty-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 sav,edto your
policy holders by reason of your writing at the deviation~
A. That is correct

page 81 r Senator 'Vicker: Does that' answer the Com-
mission's question 1

Chairman Hooker: Yes.

Senator Wicker:'
Q. I hand Sou now exhibit headed "The Harford Mutual

Insurance Company Licensed Virginia Agencies 5-15-58,'Vand
ask if that correctly reflects and gives the location of your
, agents in Virginia ~

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

Senator 'Vicker: I would like to have that received as
Exhibit No.2.
, Commissioner Dillon: "T.hat will ,be received as ExhibitNo.2.' . "

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.
Q. And while, some of them are an' agency and'somebody

has an agent or a number of individuals wOTkingfor them-
,A. Solicitors or sub-agents, -

page 82 r Q. They are located in practically every part of
" Virginia ~ . " "",,
A. We cover practically every part of Virginia:
Q. Here is one, "Clifton Mutual Insurance, Agency." That

is located at ,Abingdon. Does that have any special terri-
tory 1 ._. . ~.,.",
A. None of our agents are restricted to any given territory

, but they usually operate in the territory ,convenient to them.
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Q. Most of ,them confine themselves to their own territory;
city or town? -
A. Yes, but theyareperniitted to write State-wide ..

Senator Wicker: VI!e are offering now 'Exhibit 3 which is
a map of Virginia showing the location of the Company's
agents or agencies by underlining the location in red, and the
number of agents or agencies at each location is shown right
opposite it. Where it does not sho'wthe number at theloca-
tion, there is one agency. For instance, Bristol 2, Temper-

enceville 1and Richmond 20. I would like to have
.page 83 ~.that marked as Exhibit 3.

Commissioner Dillon: It will be received as
Exhibit 3.
Senator Wicker: We introduced that to show that bur

Company is in business every where in Virginia.

Senator Wicker:
Q. Does your Company operate in Virginia on any thing

other than the agency system?
A. No. We do business strictly through local agents.
Q. Has that always ,been the practice 1
A, Yes, sir, it has been our practice ever since we began

operating in the State. . .'
Q. How many states are. you in 7
A. Twenty-six, I believe, we have a license~.j)'endingat 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....'.

Mr. Denny: If you can tell us the correct nm11berof states
we are perfectly willing to let i~ go at that.

page 84 ~ Senator Wicker:
. Q. I thought it would be well to give the names

of the states as well. Suppose you go ahead and state' all you
can recall. . . .
A. ,Ve are licensed in Marvland,
Q~ That is your Home Stat~, is it not7
A. Yes, our Home' ,State,' Pennsylvania, Virginia, North

Carolina, South Carblina,Georgia, Florida, Alahama, Lonisi-
ana, Mississippi, Tennessee, Texas, Oklahoma, Missouri, Ohio,
Michigan, Idaho, Montana, Nebraska, Minnesota, Utah, Ari:.
zona, and the District of Columbia. That is about all I can
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'.recall and we were recently licensed in Kentucky. vYehave a
license pending in Nevada. . .

Q. I believe you mentioned Coloradq..and Arizona.:
A. I did not mention Colorado but Arizona but it is also

licensed in Colorado.
:'1

.Mr. Denny: So far as .we .~re concerned, if any
.are omitted, be may supply tbem for the record.

Senator Wicker: Thankyou,' sir.... "

of them

.>~..

Senator ,Vicker: .'c .

Q. With your,agents scattered ,all over the State,
".page 85 r tell the Commission what type of business your
"., Company serves, how does the deviation work, for
example take the rural farm for instance,~mall property and
industrial properties1 , ; •
A. This Company has always operated to serve the small

writer. We have catered to the small business 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 Baltimore and we carried it in be-
cause we write a large' percentage of unprotected business.

Q. What do you mean by "unprotected business",'1
A. That is business outside of the fire protected area,

outside the fire protected area of fire companies. We 'find,
and I am gueRsing-,but out ()four total spread of business; we
have averv 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 'tgo in for large commercial

, risks. vYedo ,write some of them but restrict 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 busi-
ness we are writing., ,
Q. That spread is quite a factor in holding your losses

down. is it noU;
A.That is quite a large part of it. Wemake 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 commercial lines. Our business is restricted to lines
where you have an average of seven thousand dollars and our
J)llsiriess. is practically the same in Virginia as it is. C.ountry-
wide.
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'.. Q. What about the people who manage your Company, I
:don'tmean their names?
A.We have a Board of. Directors of seven directors. and

.an Executive Committee of four which is a very old committee.
T-peaverage 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 r meets regularly once. a. month and our Executive

Committee meets once a month and it is what is
known as a ' ,Working Board of Directors," and they take
an active interest in the Company. .
..;\.mong'Ourdirectors 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
t.hedirect losses during t.he years, and not a thing else has he
testified to that has any material 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.; tv:
Mr. Denny: It is interesting to know that they have cer-

tain directors and that they meet once a month or twice a
..month, but not relevant to this case.

Senator Wicket: ILwon't take much longer to
page 88 r 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
rf'levant 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 .Tuns an agency in Arling-
ton T
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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
question as to the number of agents given' that that was one

factor that should be brought out so we felt that
page 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 takGn out of the, air. '
Chairman Hooker:' I got the inference from Mr. Denny

that they did not question your case atall'except on the Law,
that he admitted all the facts.
Mr. Denny: If we'can dispense with the stuff 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 ,,'ay
as we conceded in theN orth 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: It 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 if it is
not relevant, you know enough to disregard it.
Mr. Denny : He need not introduce proof of that.

Senator Wicker :,',
Q. Is this a booklet that gives a historical treatise on your

Company and what it has done?
A. Yes, sir.
Q. It says ~',v-elcome to the new home of your mutual

friend "?
A. Yes.
Q. That was gotten out after you had operated for,.;a

hundred veal's? -:,,~"
,A.' No,•this was introduced after we had operated over a

hulldred years ..

,Commissioner Dillon:" Have you any objection to that being
admitted, Mr. Denny? ' .~~.

Mr. Denny: I haven't the' slightest idea what it
page 91 ~ is but during the recess I will try to take.' a 'look

at it. .
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Commissioner Dillon: You will trust us to say that it is
relevant?
Mr. Denny: Yes, without making a speech I will try to see

whether it is relevant. .

Note: Book tentatively marked Exhibit No.4:

Senator 'Vicker:,
Q. What is:the approximate savings to-policy h'olders III

this fire insurance business amount to in a year?
A..Approximately three hundred thousand dollars.
Q. Youhad better take a look at your Memorandlim.
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 premium in Virginia was about one inillion dol-
lars?
A. RIght at. one million dollars-nine hundred and some

thousand dollars.
page 9_2~ ' Q. And 'if you operated at manual you would

have to collect approximately one-fourth of that
million dollars'more; is that correct ?
A. That'is correct. " ,
Q. Did you state to the COIilinission the per cent of your

property coverage l'
A. I did not give the exact percentage, but according to

our figures, as near as we can' gather, it is 61% for residential
property and 6770 represents unprotected rural and farm
property. '

Commissioner Dillon: Part of that 67% includes part of
the 61%1

A. Yes, sir, that is' correct.

Senator Wicker:
Q. What is your maximum policy retention?
A. Under our policy our 'requirement is four thousand

minimum and maximum at fifteen thousand dollars.
Q.Whatdoes that mean?
.A. Depending on the class of business as to what is iil ;the

line, under the regular line, the unprotected is four
page 93 ~ thousand dollars and well protected brick property

i~ fifteen thousand dollars and on that we have He~
insurance. We have' automatic Re-insurance that takes up
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occurrence?
A. Yes.
Q. If a big- fire broke out somewhere and your Company

was faced with a loss on that you have this other basis of
operating presumably on catastrophe by fire?

to ten times om'! net line of anything we write. In other
words, if we were writing a fifty thousand dollar policy on a
mercantile where"'our .liet 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)t each time

or does that follow automatically 1 <,

A. It is put on under our treaty, it is automatically 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-
M~ ' ,
To,give' an example, take a farm at twenty thousand dollars,

,the farm building and batns,etc. That particular risk would
be in accordance with exposure. If the dwelling and barn
were.most 'of the exposure, it would be Re~iiisured with a net
line oueach building..,"" "

Now the same procedure is followed in towns and
'page 94 r cities where Our' business might become, for in-

stance, where we had too much business in one
block, we make every effort to spread it' andRe-insure it so
that the Company would not be subject to.mote than the four
thousand or fifteen thousand dollars net 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'dollars which
is its"maximum liability1
. A. Yes, depending on the, class.

Q. Depending on the class of risks,' it works down to'"the
maximum you would retain whether four thousandbr fifteen
thousand dollars'
A. :Yes, sir.
Q. That is on your' individual writings .. How about

catastrophe?
A. The Company uses the catastrophe cover which is bas,ed

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 anyone
page 95 r occurrence.

Q. And that is not on anyone year blit anyone
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A. Or wind. .
Q. Or wind, etc 1 ' ,
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 million dollars.
Q. They stand that?
A. Yes. '
Q. Now do you have any inspection, any relationship be-

tween your expenses and losses ... It has been mentioned here
and will come out later as to your actual losses

page 96 r as allowed by law, I don't 111'eanby 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 underwriting;

has been a little better than most companies up to the last
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 1
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,1
A. We believe that, because of this extensive inspection

service, it is responsible for our having this low ratio of ,
losses. '
Q. Is that expensive 1
A. Yes. The inspection service is independent .of our

Company, but it is a mutually owned operation that
page 97 r 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 your

expenses considerably 1 .
A. It would have a bearing- on reducing 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
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expense and justify a bigger deviation SInce it does not
consider losses 7
A. Y.es, sir.
Q. But you prefer to do it the other way?
A. Yes. .
Q. Since this only covers fire and allied lines, whiltother

kinds of business does your Company do?
A. We do Inland Marine and Automobile Insurance Phvsi-

cal Damage, and some casualty lines of automobile risks:
. . . ,'"

Commissioner -Catterall: Exhibit 1 just covers fire 7

A. Sir?
page 98 r Q. This exhibit does not include any of the others

you mentioned 1
A. No, it is only fire 1

Senator Wicker:
Q. Let me ask you about why does the Company 'prefer to

operate on a deviation 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, so
as to charg.e manual rates, and then later OR return it in
dividend 7" .
,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 n~ver 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?

. A.. Approximately fifty thousand. A great many
page 99 r 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 policy is :fivedollars

per year? . .
A. It is 20% of. what tl1epremium is. ", .' ,
Q. You said it was two hundred and fifty thous:'md dollars.

so the anntl,al saving on the ,20%. basis would be 'five dollars
aIld two dollars and a half on the 10% basis 1
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A. Yes.

Senator Wicker:
Q. You operate in some-lines ,111 some places on the full

dividend basis?
A. In some places ,"vedo.

'Q. And on some lines? ",<

A. Yes.
Q. But in Virginia, I want to get .it,clear why.you write ,on

a deviated basis?
A. We came in on a deviated basis to conform with 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 r large, coverage in this State and they deviate

pretty much the same as our CoIllpany and on
pretty much the same lev-el,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-
panyremains 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 company 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. It 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 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
page 101 r money! ,

, " A: We actually deduct it from the m.Qneygoing
in. We don't have to wait on the money. Our commission is
taken out and the balance is remitted to the insurer. W.epay
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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 hands1
A. Yes.
Q. Do you pay them on the earned premium or .Re-insur-

ance basis. I think it is an earned premium.
A. lam not an accountant
Q. May be I should ask the secretary that.
A~ Yes.
Q. You are the president~ What is your investment iIi~.

come~. .
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 isapproxi-
mately 3.15%.. .

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 somestupend-

ousloss he mentioned.
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 minion 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. It was paid to your policy holders but paid by the Re-

insurer?
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 Virginia, 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

companies writing fire insurance in Virginia ~
A. It is not considered fire insurance but something differ-

ent.

Senator Wicker: 1 meant Hail Insurance.

page 104 ~ 12 :55 P. M. Commissioner Dillon: We will
recess for lunch until 2:00 o'clock.

2 :00 P. M. The Commission resumes its session.

CROSS EXAMINATION.

By Mr. Denny: .
Q. Mr. ,\TeIch,Mr. Wicker and you dwelt at great length on

Re-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 risks with other companies
or groups of companies 1
A; That is correCt.
Q. There is nothing peculiar toa mutual in the Re-insur-

ance?
A. Nothing except the assessnlent companies are prohibited

by charter-from re-insuring.
Q. You dwelt at great length On catastrophe coverage on

Re-insurance, your provisions being tbat if one occurrence
involves more than two hundred thousand qoHars,

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 companies, stock, mutual and other com-
panies ~ ',' '
A. I think the majority of them' do.

Mr. Denny: I have no further questions.
Commissioner Dillon;' Any further guestions by any-

one? .
Mr. I\ing: I have none.
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Mr. Elliott; I havenQne.

Witness stood aside.

page 106 r WILLIAM H. MARQUESS,
a witness introduced on behalf of Applicant, 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 question 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 "ceding" ~

A. Yes. ',." ' ."
Q. Some buy and take over risks that anotherco;mpany has

written and ,that is called "assuming" ~
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 r other complmies, so that Re-insurance increases

" their ~otal exposure; is that correct ~
A. That is correct.
Q. W1:Jatis the situation 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, Dillon: Js that peculiar to your mutual com-
panyor true for all, mutual companies ~

A. It is not peculiar to our Compapy, 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 t
A. No, I never had occasion to figure it OlJt. 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 with
which we compared them.

page 108 r Senator Wicker:
Q. What are your anangaments on ..Re-in-

surance ~ Take the past seven years, we 'have some exhibits
on that, 1951 through 1957. I donTmean the exact dollar
amount, but approximately what proportion .of your risks has
been re-insured as to direct premiums written to your net
'premiums written' .

',Mr. Denny: Did I understand you to say 'What portion' of
your rate~
Senator 'Vicker: No. The risks; the only portion you can

see is by looking at the premiums.

A. In the last seven years, looking specifically at our Vir-
ginia figures, approximately 40% of our fire insurance busi-
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 question about it under the

Virginia law it is recognized. .
page 109 r Mr. Denny: I am not raising any question as to

the solvency of it, I think it is immaterial -'
Senator Wicker: I will read Section 38.1-1 in which the

first sentence in it is "Definitions," and it starts on Page 85
of this volume, and in giving thedefinitiorts over on Page 86,
Sub-section 4, it specifically defines" Company" means and
includes any association aggregate of individulas, business
company, corporation, individual, joint stock company, Lloyds
organization >t • «<."

Mi. Minor : That is the definition.
Senator, Wicke.r: That is the Virginia definition and I am

talking about the Virginia Insurance Law. ..

Senator Wicker:
Q. What are your arrangements, in other words, when you

turn over a thousand dollars of premiums that went to Lloyds,
what do you get back'
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A. Our average, return on the com:rpission IS about 43ro
corning back to us. ....

Q. In addition to the 43%, Lloydspays to you
page 110' r to purchase that business;.is that correct ~

A. That is correct.
Q. Whenthe loss occurs and you havea 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 50ro re-insured,
we recover 50'% of the paid Re-insurance and 50'% of the
loss adjustment. .

Q. That is ,in addition to the 43% ~
A. Yes.. '
Q. Is that 43% substantially larger than the average com-

mission. you pay to acquire the business ~
.4-. Yes, ve"ry much larger. Our average in Virginia IS

slightly under 25% and the recovery"is about 43%.
Q. Plus the other things, the final adjustment in case of

loss?
A. Yes.

Q. Now the actual physical transfer of the
page 111 r Company, My that the first of the month, thebe •.

ginning of'the quarter you' cede, transfer or reil1-
sure one hundred thousand dollars in premiums, the Lqrd
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 required to settle until

sixty days after the quarter, so we have part of that money
for at least five months. '.'
Q. Durin~ which time you have the money and the invest-

ments on it? . .
,A. That is correct, and in addition to that, at all times

we withhold from the 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 thejnsurer burin the me~iltime

you have invested for your own account 1
page 112 r 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 check1 i . ' .

A. That is correct. 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 lis, 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 deviation, 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 7
A. Yes.
Q. And you sent that in ~
. A. Yes.. .
Q. And that form in there was for the years 1952 through
, ,19561 ....
page 113 r 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 1
A. Yes. . .
Q. Since that time has the data become available for' the

veal' 19571 '
"A. Yes.
Q. And that is submitted in your Annual Statement for the

year ending- December 31st, 1957 that has been :filed1
A. Yes, sir, tbat is correct.
Q. Has a memorandum sketch or chart as an exhibit be.en

preuared reflecting the Virginia experience of Harford Mu-
tual, not only for the latest five years but for 1951, the five
years available wben your application was made, but the
year before the 1951 and the subsequent year 1957?
A. Yes, sir, we have such a chart, 1951 throu,gob1957.

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

one disregarding Re-insurance just as. if there
wa.s hoRe~insuranceJ '.
A. Yes.
Q. And the ,other recognizingtheRe-il1surance.~
A. That is correct.
Q. They have been prepared, I believe, on the chart round-
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ing, ,out . the fig,ures showing it to the nearest thousand
dol1Arsf~ ..
A. Yes, sir.
Q. If there, is any discrepancy there it is a' negligible

amount, there. may be a figure here where you have a thou-
sand dollars and the figure might be five hundred. and some
&&ffi' . .
A. Yes ..
. Q. And if lower' than five hundred dollars you took thE;)
lower five hundred dollar figure'
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, I believe
that neither ~meof tho,se 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 statem('lnt.

Senator Wicker: We now offer as Exhibit NO.5 this chart
showing the Virginia experience 1951 to' 1957, of the Harford
Mutua1 Insurance Company. ." .
Commissioner Dillon: ~rhat will be received as ExhibitNo.5. . . .

Senator Wicker:
Q. Now the top six columns reading across are for the

years one column per year, correct 1951 through 195n
A. The left~hand column.
Q. Seven years reflected horizontally'
A. Yes.
Q. And' the seven years combined at the bottom'
A. Yes. .
Q. The premiums you have on here IS that your total direct

premium,
.'A. It is the total direct' Virginia :fire and. allied ..liI).~s
premiums.

Q. ,iVithout Re~insurance, without any He-in-
page 116 ~ surance at all whatever' ..

A. Yes.
Q. They are shown by slant lines and the losses there

you have combined the losses and loss adjustment expenses
and that is shown by xes, and taxes and other. expenses are
sho\\in by dots, and you have a wide space on the right-hand
side showing 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," I mean
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final l'esults after making an allowance for losses' incurred
and expenses incurred and everything., ' ,
A. It shows that the Company has increased its surplus

and that the total for the seven years is one' millioniwo
hundred and forty-four thousand dollars, and the premiums
shown in here are at the 80% deviated rate. ' "
Q. Tn' other words, when you have total premiums paid"'for

the seven year total premiums of seven million two hundred
sev,enty-nine thousand dollars, that was the actual amount

. charged or' collected from Virginia policies cov~r-
page 117 ring fire and allied lines ':for that seven yearperioa'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 '{
, A. Yes, sir.
Q. Just as in this case they are the actual premiums col-

lected '{
A. Yes.
Q. \Vhen you say "losses" for the total of the ,seven year'

period, you have got down at the bottom left-hand. Gomer
three million five hundr'ed eighty-eight t40usalid dollars.
That is without Re-insurance'{ , '
A. Yes, sir.
Q. SO that the amount the Company actually sustained in

losses and loss expense is considerably less than shown on
another exhibit 'about to be introduced'{ ,
A. Y'es, that is correct.'

Q. And the surplus is calculated in proportion
page 118 r to the premium on business without regard to the

Re-insutance'{ ,
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)." \Ve ask that this be
admitted as Exhibit 6.

Commissioner Dillon: It will be received as Exhibit No.
6. '
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Senator '\Ticker:
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. .. . .
, . Q. It indicates the entire business of the Com-

p~ge 119 r pany on fire and allied lines in Virginia for those
seven years ~

A. Yes.
'Q. But it shows the exact situation oi' what it was; recog-

nizing that you are re-insured ~
A. Yes, sir. . . .
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 fortv-nine thousand dollars; Is the difference
betwe,en those twa figures, does that represent' the amount of
those two premiums, the difference representing the trans-
ferring- of the risks that were re-insured ~ . .
A.The pr.emiums re-insured.
Q. That you transferred over, and on 'which you received

the commission already testified to?
A. Yes.
Q. The commission you received, I do not believe that is

r.eflected in your premium figure. It is reflected in the amount
of your expense, reducing the amount of your

page 120 r 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 diffetenoe between this. figure and the nine
hundred and sixteen thousand dollars is what you paid?
A. Yes.
Q. And you get back 43% 1
A. 43% of the amount ceded.
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Q. 62.5%7
A. Yes.

Senator Wicker:
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 7

A. Two hundred and sixty-seven thousand dol-
pag,e 121 rIal's.

Q. That means that two hundred and sixty-
seven thousand dollars was transferred over7
A. Yes.
Q. And the 43% you received was received on that two

hundred and sixty-seven thousand dollars 7
A.Yes.
Q. And, in addition, the losses that were on that portion

you received from that Re-insurancean amount equivalent
to their share of the loss adjustment expense 7
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
Jllllldred ninety-six thousand dollars is the figure that actually
affects the Company's Annual Stat)ement.

Chairman Hooker: Do you have to pay one-half of that
or pay the whole two hundred ninety-six thousand dollars 7

A. "\iVe paid the entire two hundred and ninety-six thou-
sand dollars left.

page 122 r Q. And the adjustment was hetween two hun-
dred ninety-six thonsand dollars and four hun-

dred and fourteen thousand dollars 7
A. Yes, sir, that was the amount we recovered.
Q. Leaving one hundred and eighte,en thousand surplus?
A. Yes, sir.
Q. And on the commission received it would be a hundred

ano fourteen thousand dollars 7
A. I have not multiplied i~ out.

Senator Wicker: Multiply it out and it will serv,e as an
illustra tion.

A. I think the Judge is a better multiplier than I am.
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Senator Wicker:
Q. The one hundred fourteen thousand eight hundred imd

ten dollars or one hundr,ed and fifteen thousand dollars would
be the 43%1 '
.A; Yes.

:Mr. Denny: 43% of what 1

A. Of the amount ceded for adjustment:

page 123 r Chairman Hooker : Accordirig to that 1 get a
figure of two hundred and sixty-seven thousand

dollars.
Senator 'Wicker: Twohundr'edninety-six fhousand dollai's

in one and a hundred and fourteen thousand in another and
you add the hundred and eighteen thousand to a hundred and,
fifteen thousand and that is two hundred and thirty-three
thousand. that the Company got back.

A; That is' correct.

Commissioner Ho.oker:, III the year 19511

A. Yes, sir.

Senator 'Vicker:
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
approximat,ely one-fourth or 25% 1
A.' Yes.
Q.' That 25% of two hundred 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

page 124 r when it started to re-insure was about two hun-
dred thousand dollars which repres,ented 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 assur'ed that your Compan'y won't be faced with this
big loss at anyone time 1 ,
A. I think the primary benefit of Re-insurance is leveling

the Company from peaks and valleys in 'which they could
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reach a loss from one occurrence and also the reduction in the
net loss adjustment expense.

Q. We have an illustration" here that illustrates that
rather' graphically, have you not?
A. Yes.

Mr. Denny: I had a couple of questions on that 430/0 busi-
ness, would you like ,for' me to ask them now?
Commissioner,Dillon: Hadn't you rather: wait until he gets

through 1
Senator Wicker: 1. think it, would be more

page 125 ~ orderly to do it that way.
Senator ,Vicker.:" We have an exhibit headed

"Harford Mutual Insurance Company Virginia Experience-
1951-19q7 (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 d.rafts-
man who transf.erred that to this paper did a beautiful ar-
tistic job but mispelled the "ivord"disregarding" and also in
the handling of the losses and expenses. May we introduce
that ~
Commissioner Dillon: That .will be received as Exhibit

NO.7. . .
Senator ,Vicker: The top part of it reflects the situation

in graphic form shown by your records in Exhibits 5 and :6,
for example, the top part reflects the situation on Exhibit 57

..
A. That is correct, before Re-insurance.
Q. It sh,owsthat in 1951 the straight line premiums of l1ine

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 thirtv-11ve thousand dollars ~
A. Yes;' sir.
Q. And in 1953 it shows one million and sixty-eight 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 dips down as sharply in 1957 as it had risen in
1952~
A. Yes, sir.
Q. Looking. underneath in the dash and zero marks, they

reflect your losses and expenses, the total, everything that
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shows the vaneys 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, there still remained a comfortable balance on hand of
the premium ~ " "

A. '"Yes, sir. As far as I know, we ,Have never
pa:ge 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. " ,
, • A. Ther,e has never been a year as faras 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-insuran(;e
or without Re-iilsurance ?
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.
Q. That, for example, following the year 1951, Inste~d 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. '

Q. That was the amount of premiums you had
left unceded and unsold?
A. "Retained" 'wesay.
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 exnenses of two hundred
and fifty-five thousand dollars 'which is a total of five hundred
and fifty-five thousand dollars.

Q. The same thin'?' follows through here that in every year
there is a substantial cushion 'orm,argin or difference in
balance, call it what you will, between the total retained
nremium and the total losses and expens'es incurred by the
Company?
A. Yes, sir.

, Q. 'Which remarkable difference ties in with your testimony
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in regard to the other premiums as to the stability of Re-.
insuran0e 1

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 51

A. 1954 shows our surplus as ninety-seven thousand dollars
on Exhibit 6 and as sixty-two thousand dollars on Exhibit. 5.
Is that what you have. reference to 1.
Q. Yes.
A. Simply because. we recovered more from the Re-insurer

than we paid him. The Re-insurer lost money:
Q. That means you re-insured more than one-half of your

premium 1
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 paid him. -

Senator Wicker:
Q. That was a heavy loss year? .. __
A. Yes, sir, that was 1954. That was t1.J.eHurricane H~zel

year. If the Re-insurer loses.- money we make
page 130 ~ money;. _ . _
_ Q. Now, Mr. Marquess,what effect~wait just

a minute~I notice in some of the states yourCompany is
doing business on a deviation basis, _and in some states
ona manual dividend basis; is that right 1
A. Yes, sir, that is right.
Q. Why the difference?
A. ,:V ell, the difference depends 011 a lot of things. When

we go 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
ofa lot of companies doing business there and find out how
they are doing business .and try to establish a rate'" for losses
which would be aIrlple and not e~cessive,. and ask the In-
surance DepartmeriLof 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 thinkof one state
where the Agents Association is opposed to deviations. They
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like dividends .. There flre other-states that are
page 131 r very r€luctant 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 custoiners 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. .
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?
Q. No. What the policy holders would prefer.
A.\V' e think the record speaks for itself; that our policy

holders like the 209"0 deviation. \V'e aTe one of the largest
writers of fire insurance in this State. --T ca.n'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

r'eason for that is the deviation we have used
page 132 rover the years. .. '

Q. What effect would it have on policy holders,
finst, if you may take. for example the Insurance Depart-
'ment suggested on its analysis, they only ha.d 1952 to 1956,
and since 'weadded 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. Whateffect
today would that have on your policy holders?
A. Assuming we kept all our policy holders, it would cost

them a hundr,ed and twenty-five thousand dollars for the very
same thing they are getting now.
. Q. What amount ,does the deviation save them per year?
A. You mean per policy?
Q. Yes.
A. That is one point that I wanted to clear up. Thepoint

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
year . We don't consider the five dollars per year because

we don't just sell them for one year, some of them
page 133 r are for three years and some are five yellr 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 pre'sent operation as opposed to manual rates.
Q. Nine dollars per year 1 .
A. No, sir, p~r policy. It, may be a three year policy

or a five year policy-whenever the policy is sold. . .

Commissioner Dillon: Yon sold ninety thousand and you
contemplate you are going to sell thirty thousand every
yea~ . _
Commissioner Catterall: And on each of those policies

he would save nine dollars -if the policies ran three years.
Senator "Yicker : He would only save three dollars on that

policy but to the policy holders in Virginia the difference
between t\vo hundred and fifty thousand dollars, that is
nine dollars per policy.. It amounts to the same thing to the
policy holder in Virginia, to the ones who get it each year.
Chairman Hooker: When you renew that three year policy

what happens 1

page 134 r . A. The pr'emium is the same as it was the first
_ time; he makes his saving, again ..

Q.. Nine dollars again 1
A. Yes, sir.

Commissioner Catterall: Nine dollars every three years.
Chairman Hooker: If he wrote it ev'eTYyear hew0uld

save nine dollars every time he wrote it 1
;Senator Wicker: Yes. I made reference to it in my open-
ing statement but do you submit your annual report to the
;B.ureau of Insurance 1

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 not1
. A. Yes~.
Q. And is that not used in determining your solvency

whether your business is such that your license is to be rB-
newed1
A. Yes, sir. .
Q. Will you point out, pleas'e, how that report recognizes
. the very thing that I have. talked about that we

page 135r- must recognize here, that is, ~e-insurance in the
~' . amount of losses and loss adjustments 1 .
A. This statement has one pag'e 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 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. No, sir, that is an extra copy.

Q. That is an extra copy of the Jatest' one
page 136 r filed, 1957~

A. Yes.

Senator Wicker: \Ve 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, her~ is a statement prepared from your
records, Mr. Marquess, you have a copy of it which we are
offering as .Exhibit 8 'which has heenpreviously marked
"Harford 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.

Senator Wicket: 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 along here
that they are the same. or maybe with a difference of a dollar

I or so reflected in the thousands, that they are the
page 137 r same as shown on Exhibit 61

.A. Yes, that is correct. '
Q. 'And they show that for the severt year period that your

total net premiums; by that I mean total u'nre.insured.' your
total retained was four million five hundred thousan'd dol-
lars?
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A;, Yes. .'
'Q. ,And your losses two' million and. eighty~six .thousand

dollars 1
A. Yes.

, Q; And your loss adjustment expenses one hundred and
sixty-six thousand dollars?
.A. ,Yes.
Q. And your commissions six hundred andsevente,en thou-

sand dollars 1
A. Yes ..
Q. And all other expenses six hundred and forty-five thou-

sand dollars?
A. Yes.
Q. Aild your surplus nine hundred and ninety-eight thou-

sand dollars 1
A. Yes. '

Q. That differs with Exhibit 6 by about two
page 138} dollars, but we won't quarrel over the two dollars.

A. Yes. "
Q. Now coming to the bottom. Item 1 indicates that the

actual retained premiums after Re-insurance was four million
nve hundred and twelve thousand dollars. That again is
calculated 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 hundr,ed 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
p~d' .
A. That is correct.

Q. Now the next item, Item 3.
page 139 r . A. The formula, as I understand it, that has

, been used in determining whether we should have
a deviation 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 hundr,ed and forty thousand dollars. Now,
52.5% of that figure, the required figure for losses would have
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been two million nine 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. 0

A. Our actual premiuins; 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-
pag.~ 140} sand dollars for losses. In other words, we con-

o tend that we met the formula right, here after
deductions of our actual expenses, we had more than enough
left to pa~Tthe losses of 52.5ro. That is the theoretical loss.
Actually, our losses were considerably less than the 52.5ro,
less so much so that we had a surplus balance of nearly one
million dollars for the seven year peri9d.
'Q.F'or iilstance, a comparison I guess to illustrat.e that a

little further, the formula of 52.5%' of manual premium rate
would indicate two million nine hundred and sixtv-one thou-
sand dollars for losses in the seven' year period. and your
actual experience was two J»illion and eighty-six thousand
dollari3, nearly nine hundred thousand d()llars less than the
formula would indicate your theoretical losses were, your
actual losses were that much less.
A.Yes. 0

Q. And ev,enwith thl:l52.5% provided for on that you have
a hundred and twenty-thr~e thousand dollars left over?
A. Yes, sir.

3 :05 P. M. Commissioner DiHon: The Com-
page 141 r Ipission will recess for five minutes.

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

Q. Mr. Marqu.ess, one further thing towards justifying
your Company's application to be allowed to continue on the
sam'e basis that it has h~en on for the last e~evenyears, 20ro
deviation; has your deviated basis over the thirty years
proven insufficient in any way 1 , . .
A. No, sir, not in any way at all. I think the figures that

have been prese:q.ted in the various exl,1ibitsshow fairly con-
clusively that the Company has ~een over the entire thirty
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year 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 el~ven
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 filiancial status of the

Company any way whatsoever and enables us to
page 142 r 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. Denny:'
Q. Early in the testimony which you and Mr. Wicker

have given to us-

Senator Wicker: Aided and abetted by the testimony of
Mr. Dennv.
Q. -it ,vas 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. ,Vhen you said Lloyds pays 43% to purchase thebusi-

ness, do you mean that when you re-insure with Lloyds 57%
of that eig-ht hundred thousand dollars ultimately goes to
Lloyds and you keep 43% ~

A. No, sir.
page 143 r Q. What do you mean ~

A. Wbat goes to Lloyds in the end is what is'
left over, if anything, after deducting the paymerit of. the
lossadiustment 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 thousan'd dollars would be one million

dollars written at manual rate or€ight hundred thousand
dollars on your deviated rate, and you credit Lloyds vvith
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. Y,es, 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

. whateve.r 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-insur.e that policy for 75% and the Re-

. insurance premium is seventy-five dollars and we get 4370
of that back in the way of commissions, plus three-fourths of
any loss you sustain.

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

Mr. Denny:
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~
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 ,vith 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.
Q. Do you have an automatic Re-insurance treaty with

Lloyds?
A. I am not sure what you mean by that. We have a treaty
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under which we are obligated to reinsure .any one premium
over fifteen thousanddollats.

Senator Wicker.:
Q. You mean anyone risk?

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

called" an obligatory treaty." .

Commissioner Catterall: That keeps you from selecting
the risks?

A. Y,es, sir. We establish in our office a guide 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 as to 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 afire department.

Mr. Denny: May I ask the privilege that Mr. Minor be
allowed to ask one 'or' two questions?
Commissioner Dillon: Certainly;

CROSS EXAMINATION.

By Mr. Minor:
'Q. You have an operational trefl,ty with Lloyds

page 147 ~ of London 1 '.
A. Yes, sir.

'Q. Do you have any other operational treaty with 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 involv,ed,
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 obligatory 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. Fi.fteen 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. vVould you carry
net fifteen thousand dollars on that risk? .
A. Yes, we would carry net fifteen thousand dollars and

~pr,ead the re-insurancehalf 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 r asked you about ,,,hat you paid Lloyds, ,,~hat you

say you paid Lloyds applies in both treaties 1
A. Yes.
Q. Do you have bookkeeping entries as to the amount ceded

and the amount of commissions? . ..
A. Yes.
Q. In other words, if you. oede them two hundred thousand

dollars in premiums, you then can credit them with three
hundred thousand dollars on your books?
A. Yes. .
Q.. And automatically charge them with. forty-three per

cent? ...
A. Yes.
Q, And you have a differenoe of 57% of this .amount?
A. Yes. .. ..
Q. And if there are any losses on that amount ofbusiu(3sS

ceded, you charge them with the amount of money that rep-
resents, plus loss adjustment expenses'
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A. Yes.
Q. How often do you settle that account?

A. Every ninety days. '
page 150 ~ Q. IIi other words, if, at the end of ninety days

there is a balance due you from Lloyds, you send
them a check7 ,- '
A. We got a check from them.
, Q. If there is a balance due Lloyds you send' them a
check1 ' '
A. Yes.
Q. And if anything is due you they send you a. check7
A. Yes, bearing in mind that we always retain in hand

the Unearned Premium Reserve.
Q. Explain that "Unearned PremiuniReserve" 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- avei~ageipolicy has' run for' six
,months and has six months left to run, so the Unearned
Pre'mium Reserve is fifty dollars. This figure applies to three

year and five year policies, but the principle is
page 151 r the same. -

Q. On that basis you charge Lloyds with fifty,
dollars on an Unearned Premium Reserve 7 " ,
A. 'Well, sir, that may be t,echnically correct, however, we

don't figure the Unearned Premium Reserve on each policy
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

you gave, you charged Lloyds with fifty dollars1'
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 loss-eswith: isn't that correct 7 ,
A. I did not follow all of vour ngures. Sav the first veal'

if we oillywrote one policy Lloydswould rec~ive practically
nothing'. At th~ end of the second year they would begin, to
earn some premmm.
Q. At the beginning of your testimonv vou said your Com-

pany is holding approximately one million dollars on un-
earned premiums under these treaties.

page 152 r '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 liability side
first and shows up in the assets. .
Q. That 43% commissioIithat you get under the treaties for

Re~insuran:ce, that is: credited, is it riot, against your com-
missions paid to ag,ents1
A. Yes, sir.
Q. And has the effect of l'educillg the amount shown in

your net figures as to the cost of commissions to agents; is
that correct? .
A. Yes.

Commissioner Catterall: You treat it as if Llo)ids had been
the agent for g,etting that business for therri1

~' :. ~:

A. Yes, sir, that is a way of looking at it. Theyhavepaid
us enough commission to more than re-imburse the agent and
to more than recover the acquisition expense we hav'e, so, in
effect, they have paidacquil'ition costs and there is enough left
over that we have"some addition to surplus. Ifwete-

insured 100% of our "business on the basis we are
page 153 r now using, we would still have an addition to sur-
.,.... . plus every year. .' }, ... '.

Mr. Minor: Mr. Marquess, on your charts Exhibits 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
Adjustment Expense r . .
. A. Yes, sir, that is correct.
Q .. Do you normally in making your filings with the various

departments in th'eState with 'which you do business, include
Loss Adjustment Expenses as part of the losses 1
A. Now, Mr. Minor, is it not? ;,
Q. Yes.
A. What filings are you referring to 1
Q. The annual statement.
A. The losses are .built up s'eparat'ely and Loss Adjust-

ment Expenses 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 1

A. In my own mind; I consider it as a part of
page 154 r losses;" In our' general ledger we have a column

for Loss'es 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 an!l

Losses in Exhibits 5 and 6 and also 7, the facts are that
Losses and Loss Adjustment Expenses, 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 thin]\: everybody keeps a separate account

just as you keep a separate account for taxes and a s,eparate
account for printing and stationery and things of that kind.
Q. And you state that in some states you are doing business

on a deviated basis?'
A. Yes...
Q. And in some states you are on manual rates?
A. Yes.
Q. And in t:p.osestates where you are on mannal rates you

pay dividends?
A. Yes; sir, on fire and allied lines, you are speaking oH

Q. Yes?
page 155 r A. Yes.

, Q. Is there any state where you do not pay
dividends or write on deviated rates?
'A. No, sir, not at all. ,. . . ,
Q. In other words, aU of your business is 'written on

deviated rates or you pay dividends ~
A. Yes, sir, I think 80% is .written at deviated rates and

20% on the dividend basis.
Q. Did I understand you in your direct testimony to state

that one principal reason you had such a volume in Virginia
is the fact that you had a license to write at the deviated
raw?
A. Yes, sir, I don"t think there is any question about

that.
Q; SO, in effect, your deviated rate has been in effect a

competitive measure 1
..A. Yes, sir.

Mr. Minor: That is all I have.

CROSS EXAMINATION.

By Mr. Penny:
Q. Take Exhibit 8, Item 1 reads" AbovePremiums-$4,-

512,000. were at 80% of manual Rates (20% de-
page 15.6r viation).-". 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
tate 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." I ask you whethEir, 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 the Gontract, 80ro of the
charge for the policy of insurance made by the contract of
insurance .

. Senator Wicker: I object to that as entirely a legal ques-
tion which should not be asked this ,,;itness-.
Mr. Denny: I am asking' him if 80% of the contract of in-

surance whether that is 80% of the contract of insurance
and I will ask it over.

page 157 r Q. Is this four million five hundred and twelve
thousand dollars eighty per cent of the charge

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 you receive from the policy holder?
A. That is all we have left I will say.
Q. Is that all you receive from your policyholder? .
A. No, sir. Or.iginally 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 ba~k to the policy 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 r 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 fe-insure

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. I have the feeling that you are trying to trap me,
sir.
Q. I am asking you if this is the entire premium received

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. I don't think that is fairly stated. We reduced our ex- _

posure to ten thousand dollars, and this is 80 per cent on the
amount we have left.

Q. I am not going to allow you to restate my
pag,e 159 r' 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 make any answer he thinks proper.

Mr. Denny:
Q.Let's turn to Exhibit 1, and also put Exhibit 8 in frontof 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 according to
Exhibit 1?
A. Yes, sir, that is right.
Q. And that was the amount the respective policy holders

paid you, was it not?
A. Yes, sir. __
Q. And that is 20% off mailuaH
A. You said 20% off manual1
Q. Yes.
A. Yes.

- -- -' ---Q. On Exhibit 8 you show only six hund'ied
page 160 r forty-nine thousand dollars of premiums that the

Virginia policy holders actually paid to you; is
that correct?
A. Yes, sir. _
Q. Alld for 1952 the Virginia policy holders actually paia

youfortheircontracts of insurance which you actually issued
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to them (holding _simplythe onehundred 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 iI).1953 they paid you one million and sixty-eight

thousand dollars and you deal only with six hundred and
ninety-eight thousand dollars on Exhibit 81
A. Yes.
Q. And you can follow through ,each of the other four yeats

- 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)-inc1uding "Hurricane Hazel" - year (1954)-
proves conclusively that its 20% deviation is fully justified.
P&yment 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
5ro profit ~ _
A. No, sir. In the first place, we don't consider profit or

los~ 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

dollarsT
A. Yes, sir.
Q. It is two hundred twenty-five thousand and six hundred

dollars if I have multiplied correctly, four and a half million
dollars by 5ro.
A. I agree with you.
Q. SO that iIi 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
t",enty-five thousand six hundred dollars a~d this balance of
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one hundred twenty-three lho,usimd dollars j 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 r 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-insurartce
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 r Commission will protect me against' these un-
necessary interruptions.

Commissioner Dillon: 'iVe will protect you.

Mr. Denny:
Q. '''Then you gave consideration to the 5% which the

Commission says should be applied to all companies. had
you 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 7. .

Senator Wicker: . I object to the form of the question be-
cause of the implications put in it and what the Commission
says 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 1952~

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 80n the gross premiums' written as well as the net
premiums, so the Commission could have the comparison be-
fore it~ .
Senat6r "\Vicker: We \vill take it arid remake it as sug-

gested by th~ Commission but you can make the compari-
-son,
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 questiop, please ~
page 166~' Mr. Denny: I understood the Commission ruled

on the fact that. I was permitted to ask that
question.
Senator "\i\7icker : You are assuming that it applies t()

mutual compa'nies.
Commissioner Dillon: Vve' 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.

The' Commission will recess until 10 :00 0'clock tomorrow.

page 167 ~ May 15, 1958..

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

Commissioner Dillon: Mr. Denny, I believe the witness
was yours~'
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SenatorvVicker: May I ask that the exhibit we were asked
to prepare over night, the exhibit that was covering seven
years that it be prepared to cover five years, may we put that. , 'm.
Commissioner Dillon : We will receIve it as Exhibit 10.

Senator Wicker:
Q. Now, Mr. Marquess, about this E,xhibit 10 we have just

put in, this Exhibit No. 10 prepared since yesterday after-
noon and is similar to Exhibit NO.8 except that it does not in-
clude either 1951or the year 1952which Exhibit 8 did include;
is that correct? .
,A. That is correct. The Exhibit 10 includes the five mor,e

'recent years.
Q. And it is made up the same way-it is the Virginia' ex-

periimce of the Company. I notice it says" Har-
pag,e 168 r ford County Mutual Insurance Company." It is'

probably on Exhibit 8' too, but I would like to
have the word "County" struck from that.
Commissioner Dillon: How about in Exhibit8?
Senator Wicker: Yes, it should be done that way too.
Commissioner Dillon: 'The Harford Mutual Insurance

Company is correct? ,
Senator "'Vicker: Yes, it is now Harford Mutual Insurance

Company. '

Senator Wicker:
Q. Has that been made up on the same principles as Ex- ,

hibit 8 was made up on?
A. Yes, exactly.' ,
Q. This shows on 'the SUmmar)!a total of rettliried prem-

iums, that is the total premiums the Company collected or
charged in Virginia on fire and allied lines in' the latest five
years, and which it did not sell-or transfer by Re-insuranee;
is tha tcorrect?
A. Yes, 'sir.
Q. And that totals how much?

, A. Retained premiums three million two hun-
page 169 r dred thousand dollars~

, Q. And the aetual losses were how much?
A. One million four hundred and eighty-five thousand

dollars.
Q. And they are the losses reported on those retained

premiums?
A. Yes.
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Commissioner Catterall: And the Losses exclude' the Loss
Adjustment Expen'se Y

A. Yes, sir.

Senator Wicker: The Loss Adjustment Expense aggre-
gated for that five ye~rs ,how much~

.A. One hundred and. twenty-eight thousand dollars ~
Q. Your acquisition expens,esamounted to how much ~
A. Three hundred and 'ninety-six thousand dollars.
Q. And all other expense of the Cgmpany aggregatedfoui'

hundred fifty two thousand dollars, did it not ~
A. Yes, sir. .
Q. That "All Other Expenses" incidentally, does that

include pro-rata share of the joint expenses.~
page 170~. A. That is correct. It includes aU 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 operating salaries and 'operating costs.~
A. Yes, sir.

Commissioner Catterall: Is that alloeated on a pro-rata
share of the premiums ~

A. The salaries, generally speaking.
Q. And when you pro-rate on the premiums, is it the gross

pr'emiums or what you have left after Re-lIisurance ~
.A. .Judge, it is generally -pro~rated on the combination of
the two when you speak of "salaries" because the Home
Officehas work to do in connection 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 your general expenses and all
other expenses, that those retained premiums would bear to
your 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 chargefl,ble to the Re-insurance opera-
tion 7

A"Yes, sir, I think that is pretty fairly stated.
Q. YOUI'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 T ,
A. Seven hundred and forty-five thousand dollars added to

surplus. '.
Q. And in everyone of the five y.ears this exhibit shawlS

there was a substantial surplus, in everyone of the five
yearsT -
A. That is correct.

.Q. Now the premiums shown up here of thr-ee
page 172 t million two hundred and six thousand dollars they

were at 80% of tile manual rates 1
A. Yes, sir. .
Q. And if translated to manual rates, if you charged in-

stead the full manual rates rath€r than what you have
charged, that would have been how much T
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 hav.e
been required to charge 52.5% for losses T
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, etc 1 .
A. The total of the actual expenses, Loss Ad :ustment Ex-

penses, other expenses, etc., was nine hundred and sixty-seven
thousand dollars.

page i73 t Q~When you take those ftom your actual prem-
iums, you were left with a balance for losses of

how mueh 1 ,.'
A. Two millio;l two hundred and thirtv thousand dollars.
Q. ""Viththat amount of two million two"hundred and thirty

thousand dollars, eompare that- please with the amount re-
quired under the formula amount required for losses on the
full premium at 100% premium.
:A...'When "r,e take. this two million two hundred and thirty

thousand dollars, we had left after actual -expenses and com-
pare it against the .52.5% required by the Virginia form'ula.
Q.That is 52.5% of the manual rate T.
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A. Yes, we have left' over after allowing for the 52.5 %
losses-
Q. Theoretical loss formula losses ~
A. Yes, sir, one hundred and t,,:enty-six thousanddollal's. "

"Q. Incidentally, while these figure's in your computation.in
'here do not inclulie any specific allowance for

page 174 r profit1 " "
A. No, sir, these are actual'r,esults.' , .'

Q. Now, as a matter of fact, ,,,,hat 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 prl:)mium,
Q. Almost 4% there~ " ',',;
A. Yes. . "
Q. Disregarding the amount theoretically required of 52.5%

for loss(js, translated into actual experience, you turned over'
to YO'Qrsurplus ",:,pat.arnounU '
A. Three quarters of a million dollars.
Q.,In that five years ~ t;'

A. Yes. ",
Q. As compal'(ld to th,e,seveli year exhibit, this is slightly

better or slightly worse~, . , ,
A. Yes, the average addition to surplus far the last five

years has been slightly better than for the last seven years.

CROS~ ExAMINATION.

By Mr. Denny:
Q. In the third line of your Note 5 on your

page 175 r 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." Wo,uld you
still tell us 'what the figure would have heen if that Note had
bl:)en"Payrnent of all expenses left a balance above 52.5 %
and profit at 5%, of the 100 per, c~nt Manual rates required
for losses and profit by SCC."

Commissio~er Catt!=lrail:,You mean 57% in:'3hiadof 52.5% 1
Mr. Denny: Yes. " , ,,'
Senator ,Wicker.: I object to that 5%, because it is not

requir.ed of a mutual company and is not r~quired by the
Sj,ate Corporatjon C.ommissiQn. ,
'Mr. Denny: I submit Mr, Wicker has laid the way openfor

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 s'eems to think mutuals are in a different cate-
gory.

. Senator Wicker: I asked him only about the
page 176 r 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 if 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 a
deficit or a benefit.'
A. If I follow you correctly, you want me 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 52Y2%' 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. I 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 F thousand six hundred dollars rounding it off it
would be three million three hundred and .five

thousand dollars, and that represents 57%% ,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 ..
Q. I may have misunderstood one figure. Your 57112% of

four million, eight thousand was what?
A. Two million three hundred and five thousand dollars.
Q. And you subtract that from what? .
A. I 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 tha£ be a balance or a deficit after
page 178 ~ payment of all expenses, leaving a balance of nine

hundred and one thousand dollars after 57% 0/0
of the rates, would there be a balance or a deficit ~
A. I 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 52%0/0 of
1000/0Manual Rates had been provided for 1
A. Yes. "
Q. Now making provision for 571j20/0, tell me what balance

you would have ~ '
A. Losses 57112 0/0 •. ' ,
Q. Losses or anything else you want to call it. I don't

think you cOl}ldhave computed the 571j20/0 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 doll~lrs

if you had that for osses in there, you would have, the actual
loss of nine hundred and seven~y-six thousand ;dollars. .

Q. Let me see liow you arrived 'at the balance .of a hundred
and twenty-six thousand dollars. .

page 179 ~ Senator Wicker:
Q. \iVould it not be a simple thing' to say tha t

the difference between nine hundred, and one thousand dol-
lars and nine hundred and sev~mty-six thousa:nd dollars would
be seventy-five thousand dollars ~
A. Figured the same way, instead of a balance of a hundr<;ld

and twenty-six thousand dollars, your method would produce
a deficit or minus deficit of seventy-five thousand dollars.

Mr. Denny: .
Q. In other words, if you made provision for 57.5ro instead

of 52.50/0 you would have a deficit of seventy-five thousand
dollars inst,ead 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 paid ~
A. Yes, sir. . .
Q. Doesn't that differ in' some degree with the Losses

lumped together, with the Losses shown ,on Exhibit 5, which
ar:e, as I understand it, Lossesjncurred?
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page 180 r Senator 'Wicker: I object to that. When you
talk about Exhibit 5, that is the one that says

"Disregarding Re-insurance."
Mr. Denny: Are you reciting an objection to the ques-

tion?
Senator Wicker : Yes. You are asking the witness to com-

pare two exhibits that are prepared on two. entirely different
. bases. .

Mr. Denny: That is a statem~nt for the witness to make.
Commissioner Dillon:' Go ahead and answer.
Witness: Repeat the question,' please?

Mr. Denny:
..Q. Don't the Losses on Exhibit 1, which are lumped to-
gether with Loss Expense differ from Exhibit 5, which are
Losses incuned? '
A. Did you Iilention particularly 1951?
Q. No.
A. That difference, at any rate, Exhibit 5 includes Loss

Adjustment Expenses and Losses combined, and they are
incurred and Losses on Exhibit 1 are on a paid

page 181 r basis.
Q. In other words, Exhibit 1 are Losses Paid

and Exhibit 5 are the Losses included with Loss Adjustment
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-
allce pr'emiums?
A. NO.5 and No. H
Q. Yes.'
A. Yes, sir.
Q. For the year 1956 on Exhibit No.5, do you have that

before you?
A. Yes.
Q. You show there premiums of one million and seventy-

two thousand dollars?
A. Yes, sir.
Q. And 'you show Losses and Loss Adjustment Expens,es

of four hundred and ninety-three thousarul 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?' ,
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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 iotal of one million and sixty-
four ~housand dollaJ;s, which is eight thousand dollars less
than your premiums. What became of that eight thousand
dollars 7 It is not a part of Losses and Loss Adjustment Ex-
penses and not a part of taxes.
A. I don't know.
Q. 'ViII you do the calculation?
A. You are referring to 1956?
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. I 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.

. 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 20ro, less what you paid
for Re-insurartce? .
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 ag'ents, the 43ro
you r,eceivedfrom Lloyds?
A. Yes, sir, that is correct.
Q. SOthat that 43% goes to reduce what you show here as

your commission expense? .
A. It reduced what we paid to agents to arrive at what we

show'here.
Q. SO what you, actually paid agents was substantially

. larg,er 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 1
A. Yes.

, Q. And in like manner your twent}T~threethousand dollars
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Loss Adjustment Expenses, with refer,ence 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 Expens,es~ -
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 deductiQns 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 r hibit 10 premiums for all years, and the Losses
and Loss Adjustment Expense and th~ dollars for

commission for all years and the totals, are not actual figures
but are figures arriv,ed at after an adjustment of the figures
by the matters which we have been talking about.
A. I submit that these are Actual and these are the actual

results the Company would have if the Company was writing
only fir,e and allied lines in Virginia and only writing in
Virgini;:t, these .wouldhave been the results. I maintain these
are actual results.

Cominissioner Catterall: You treated it as if you and
Lloyds were partners, each drawing so much out of the
partner-ship 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. 'iVe 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 r .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. .
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Commissioner Cattel'all: You spread the income and
expenses and then come to the parting of the ways? .

A. Yes, sir, however, the expenses are not spread III the
same proportion as the income.

Commissioner Catterall: I think I understand it.

A. In other words, sir, we are, I believe, our average is
about 40110 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. vVe get more than 40110.
of the expenses which we try to bring out on this exhibit.

.Chairtnan. Hooker: On your Exhibit 10 you
page 187 r have "All Other Expenses" four hundr,ed and

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

A. Yes, sil'.

Mr. Denny:
. Q. You have stated, sir, as I underiStand 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 tliat appears in
your annual statement, that rounded figure of six hundred and
fifteen thousand dollars?
.~. Mr. Denny, what I was trying to say was that it would

appear in our annual statement if we did not hav,e a.n}!other
lines except fire and allied lines. There is no place in that
statement for just fire and allied lines business. . That figur,e
of six hundred and fifteen thousand dollars is included on
Page 6, Column 4, Items 1, 2 and 3 which are fire and ex-
tended coverages and other allied lines, net premiums written
Country-wide. In other words, a' Country-wide exhibit,

rather than the Virginia exhibit would contain the
page 188 r total of those three items.

Q. You refer to the tabulation at the top of the
page entitled "Part Two" and at the bottom of the page
entitled" Part 2-A"?
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?
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A. No, sir. It did not take into consideration Re-insurance
assumed.
Q.If you had stated your Exhibit 10 on the basis that your

annual statement is prepared and - just referred to, your
Exhibit 10,vould be different1
A. No; sir. I said if we were not writing any business 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 r tended coverage and other allied lines, and if you

had comparable figures with those for Exhibit
10, then you would have shown thQ premiums actually re-
ceived by you after application of the manual less 20%1.
A. Column 1~
Q. Yes.
A. Yes, that is correct.. May I state that none of these

f'xhibits take into consideration any Re-insurance assumed
from any other company. It is our direct Virginia experience
taken through our a~ents 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
assume1
A. That is correct because we are applying for a 20%

deviation on our direct business, and when we assume Re-
insurance, we normally assume it at the same rate level at
which it was written by the primarv insurance rarrier, that
is the reason Re-insurance assnmed is left out.

Q. If, on the exhibits you filed in this case,
page 190 r YOU ask that there be given consideration on Re-

insurance ceded. should you not also show for Re-
insluance assumed and let the whole picture come in 1.

A. I think not because we are not applying for a deviation
on Re.insurance assumed ..
Q. Would you be entitled to your deviation if you did not

consider Re.insurance 1

Senator Wicker: That is a question there again between
Law and Fact .. If he wants to reframe that on the question
of fact so well and good but he is asking the witness to pass on
the law and fact.
Mr. Denny: We are here in a Legislative proceedinQ' 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 en'titled to the.deviation he re"quested if he left Re-insurance
out of the factor. .

Commissioner Dillon: I think he is elititled to
page 191} answer that question and give his opinion:

A.My answer to that question is that I believe, that over"a
:fiveyear period the Company has "written premiums net Of
three million six hundred thousand dollars and" gross". of
something more than that and on a net basis has increased its
surplus over seven hundted and forty thousand dollars,
operating on a 2070 deviation, that those facts" right there
speak for themselves, and you ask, if in my opinion we were
entitled to a deviation and I will say I believe we are. ""
Q. In order to avail yourself of those deviations, would you

not have to encroach on the 52.570 which you said was set IIp
by the Commission for Losses, would you not have to deviate
fromthat~

Commissioner Catterall: The witness has agreed that he
does not agtee 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 r Corporation Commission, and whether or not he

could comply with it. 'Vith "That 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. " . .

Q. You say that the Commission requires 52.5% of the
100% Manual Rates for Losses ~
A. Let me explain this that I am not awaTe 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 language in your exhibit ~
A. We used 52.5% in the event that the Commission so

decides that the 52.5% should be charg-ed to Harford Mutual.
Q. Then thBword "required" should not be couched in the

past but should be in the future ~ ..
A. I won't get into an argument with you on the question

of English or Grammar.
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Mr. Denny: r
Q. In event the Commission should require

page 193 r 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 q2.5ro of your manual premiums left ~
A. No, sir, we would not have that.
Q. In other words, on the basis of the 52.5ro, if they 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 'Vicker: If you modify that question whether.
Re-insurance is taken into effect.
Mr. Denny: All right.
Senator Wicker: All of these questions are without Re-

insurance.
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assaciated with the Harfard Mutual Insurance
. page 195 r Campany ~ .
.. A. If yau mean 51% cantral, na .
. Q. What da yau mean by "coiltral"1
A.The Harfard .Mutual does nat awn 001' cantral 50ro.
Q. Da yau know the amaunt that the stackhalders af the

Harfard Mutual awn1 '
A. I da nat.
Q. Da yau knaw 'approximatelY1
A. Mr. Denny, I wauld guess appraximately 35%. May I

ask Mr. Welch that questian1 .

Mr. 'Welch: I wauld say 30 tOo 35%.

Mr. Denny:
Q. Wha are the ather substantial stackhalders 1
A. The ather largest stackhalders are Mr. Marris Kaufman

and the Investment Brakerage Firm lacated in Baltimare,
Alexander Brawn and San, the aldest investment campany
in the State.
Q. What is the amaunt af the capital stack?

A. Five hundred and sixty thausand dallal'S
page 196 r stack issued.

Q. What is the surplus 1
A. The surplus at the end af 1957 aver and

abave capital stack was, appraximately three hundred and
twenty thausand 001' three hundred and thirty thausand dallal'S.
Q. Under the laws af what state is that Campany incar-

parated1
A. Under the Laws af Maryland.
Q. ,Vha is its President 1 .
A. Mr. Walter Welch.
Q. The same gentlemen who is President af Harford

Mutual 1
. A. Yes.
Q. Are you an afficial af that Campany?
A. Yes, I am secretary and treasur'er.
Q. Is that Company admitted to do business 001' licensed tOo

da business in Virginia 1
, .A. No, sir. Ibeg yaur pardon. Did you say " admitted to
da business" 1
Q. Yes.
.A:. It is ,a fact that it is admitted tOo da business.
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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

doing. business in three or four states.
Q...Do you know what its gross premiums were without

looking it up? . .
A.The Maryland National has only in the past six months

begun to write any dire.ct business. In those six months I
guess we have written twenty to thirty thousand dollars of
direct business. "\\7e 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 negative? .
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 is simply a private contract between your Company
and that Corporation?

A. Yes, that is correct
page 198 r 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,a.nd 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 thQse ways ....
Q. You don't know how many days 7
A. I believe it is ninety days.
Q. It is a fact, is it not, that neither the State ofMafyland

nor the State of. Virginia have any sup.ervision over. this
treaty you have with Lloyds of London, or over

page 199 r the treaty you have with Maryland National?
. \

Senator Wicker: Now I have no objection to that parti-
cular question 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 Insuranc!3 Code of Virginia in one pla,ce says flatly
that the State shall not have any control over He-insurance.
That is Code Section 38~1-378,",hich 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 pr'ovi-
sions of this Article 3 as to Fire Insurance po~icy experience
and, forms, etc., as to what the contract can be, ,by approval
of risks and forms, etc. It is Section 221. 1 am sorry I
made a mistake; it.is Section 38.1-221a;nd it says:

"~he 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 r Article 4 as to the making of rates;

Article "5 as to Advisory Organizations and
Article 6 as to Hearings.

"The provisions of this chapter do not apply to:

, "(1)' Reinsurance, ~ther than joint Re-insurance to the ex-
tent stated in Section 38.1-224"

And by reference to Section 38.1-224, the exception is not
applicable here because it says:

"Every group, association or other organization 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 contract~ are
all private contracts but Section 38.1-26of the Code, Page 92,
expressly authorizes the Re-insurance. and says:

"Exception as 'Otherwiseprovided in this title,"

(and there is no exception provided in this title),

"any insurance company licensed to transact in-
page 201 r surance in this State may, by policy, treaty or

other agreement, cede to or accept from any in-



Harford Mlltual Insurance Co. v. Commonwealth of Va. 9'5

William H. Marquess.

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 membership
therein. "

The only exception '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 Commissibn.to re-insureall, or substantially all of its
risks, and Lloyds is includetl 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 f' Except as' otherwise provided in this
title, no insurance ,company transacting business in this State

shall expose itself to any loss, on anyone risk or
page 202 ~ hazard in an amount exceeding ten per centum of

its surplus to policyholders. Any risk or portion
of a,:ri.yrisk which shall have been reinsured in a solvent
company. shall be deducted in determining the limitation of
risk prescribed 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-insurenine
hundred thousand dollars and have only one hundred thou-
sand dollars. ' ,
Now in things of that kind it is rather the measure of

exposure, and that is the safety of the public involved of
cOllrse~and in view of that, I don't think it is relevant to go
into the question of the details of Re-insurance contracts or
treaties which Mr. Denny indicated by his statement is a
,private contract.'
It is true that every insurance contract is a private con-

tract. There is no. requirement that requires are-insurance
conwanynot to discriminate. ARe-insurance

page 203 ~ company can pay Harford Mutual 43% for its
business because it believes Harford is a well run

Company with a long s'ervice 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 alld they could take a company I would organize,
say Mr. Denny and I. we would make a good combination,"and
they couJd exceed the risks taken iri 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
dif1criminate. whel'eas, the Harford Mutual could not discrimi-
nate, so I don't think it is relevant.
Mr. Denny: The objection to my question was based on

relevancy, and I will not 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 irreleva.nt so we come back to the question and say that
Mr. ~Vicker is hurt. and so he says it is irrelevant, .it hurts
him.. :, .

It is a fact that the State 'of Virginia and .the
page 204 ~ State of Maryland have no jurisdiction over it.

Mr. ~Vicker.says it is irrelevant for me ,to inquire
into Re-insurance. I 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 "vord of hi~ testi-
mony has been built on it, and now he says that we should
not go into that, and yet every word he says is based on the
provision of Re-irisurance.
As to the- Sections he refers to, I will take them briefly.

Section 32 refers to ielationship-
Commissioner Dillon: The Commission feels, Mr. Denny,

that:the argument of the legal question should be reserved for
counsel and riot the witness, and therefore, I ask you to pro-
ceed 011 another line of questioning.
Mr. Denny: I will limit my questions to Maryland; W]lOSC

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 expert on
Maryland law ~

A.N 0, sir, but I would like to answer that from the practi-
cal standpoint and not asa question of law.

Commissioner Dillon: You may answer,

A. I state that there is supervision by Maryland over this
partieular insurance treaty hecause both companies have
periodic ex-aminations by the State of Maryland and in every
one of those examinations they go over ev~ry Re-~nsurance
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contract with a fine tooth comb, and if th~y felt that there w,as
anything out of line or out of ordinary. detrimental to eitqer
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"mflde either verbally or in writing,
and the treaty with the Maryiand National was m~de 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 r Mr. Denny:. . . ..: i,
Q. Do you deSIre the pnvIlege to answer from [J.; .

'practical point of view.whether Virginia has legal supervision "
over itr "
A. What il';that, Sid, "
Q. You stated to the Commission, in connection with Mary-

land that you would like the privilege of answering the ques-
tion in regard to Maryland 'ssupervision from a practical ..
point of view; do you want to answer it from a practical point
of view in regard to Virginia, do you or don't you ~
A. I 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 Insur~nce Bureau, which he represented,
had an opportunity to bring out any defects or flaws 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

Marylp.nd has prevents Lloyds of London from cancelling the
contract if it desires 1

page .207 r A. From a practical point of vie~v.
Q. From a practical point of view~

A. I 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 COll-

tracU '
A. No. sir, I do not.
Q. "Vill you file those with the record as your Exhibit

111
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Senatar Wicker: I abject to. anything being filed here like
that because it becames a public recard and apen to. all cam-
petitars withaut the assignment af any rea san to. do. sa, and I
dan't'think this Company shauld be called upan to. file that

-since it has already been stated that the insurance
pag'e 208 ( representatives have laaked at it, bath the Mary-
, ',' - "- land and Virginia representatives, and yau can't

require the filing af a recard that -becames a public recard.
CammissianerDillan: The Cammissian will take tha t under

cansidera tian.
Mr. Denny: I also. want to. say that the cantract af Re-

insurance, what accurs to. that cantract af Re-insurance, is the
whale basis af what- he asks 'far in this deviatian.
Cammissianer Dillan: The Commissianwill take that

undercansider'atian and nat rule an it at this time. "
Cammissianer Catterall: Yau said ,in yaur apening state-

ment that they were entitled to. 10% so.what yau are saying
deals witb the 20% deviatian?
"Mr. Denny : Yes, sir, Mr. Elliatt 'said he wanted to. knaw
whether it was 2070 0.1' nathing- and Mr. Wicket says" Give us
what the applicatian says" and if they want to. amend tbe
applicatian to. a 10% deviatian, we have no. abjectian to. that.

,- ,V"etbink that they are entitled to. that but sinc£'
page 209 r the additianal 10% is asked an the basis af what

they say, is 'their expexience after taking into.
canside'ratian Re-insurance, the wbale questian af Re-insur-
alice rests an this cantract. They ask yau to. rely an that and
pay no. attentian to. grass premiums and grass expenses but
to. rely an tbe Re-insurance. Naw, 'what is it? Their Re-
insurance is just as strang as the Re-insurance cantract is
strang. Suppase Llayds cancels the Re-insurance cantract
and they are nat able to. make as much? Same parts 0.£ their
case virtually is the same as the Factary Mutual when they
stated that they were asking to. pay a large dividend. These
peaple ask yau far a deviatian, nat an the basis af the mutual
campany-there, but an the basis o.f this result because af this
Re-insurance. It gaes to. the very guts af this case.

11:25 A. M. Cammissianer Dillan: The 'Cammissian will
recess far ten minutes.

11:35 A. M. The Cammissian resumes its sessian.
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page 210 r SeilatorWicker: When we recessed Mr. Denny
had completed his statement that was to be re-

served as a legal argument.
Commissioner Dillon : We are ready to rule'oIi the ques-

tion technically. We technically 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 re-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: Weare talking about the Re-in-

surance contract.
Senator Wicker : We are not concerned with the future.

,Weare not her'e representing that they wilLin the future in-
sure at 20% deviation or 50% deviation. '
Commissioner Dillon : The ruling is that \ve,are not going

to require you to file as an exhibit a copy of the Re-insurance
. contract with Lloyds, and if we do feel it is neces-

page 211 r sary later on in the case, we will re-open the case
and give you an opportunity to cross examine.

Senator Wicker: That wiIi be a re~opening by the Com-
mission onitsown motion and it will.not be necessary for me
to so move. "
Mr. Dendy: In order for the recmd to be entirely clear,

and I might protect myself, I desire"to state IllY objection to
the ruling. ' ..,., ,
CommissionerCattet'a.ll: You understand under the Con-

stitution of Virginia that you don't have to"makeany ob-
jection. You have the appeal whether you except to it or
not.
, Mr. Denny: I have an appeal as a matter of right but the
Court of Appeals has ,never held that the exceptions and
grounds for an objection do not have to be stated to the
Commission. If they have s6 held, I don't know the ease.
"Whether the Court will so hold I do not knoW,but I ,do have
a right to g-ive the reasons for my objection.. . ..
Commissioner Catterall: I think I can.cOl1vinceyou of that

. if you will come around to niyoffice at iunch time.
page 212 r Commissioner Dillon: . The"COnin1issionwould

like to request that the (luestions iIi the future b(~
confined to questions of fact rather than legal matters, for the
witness is not competent to answer legal 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



100 Supreme Co.urt of Appealscof Virginia'

William ,H. Marquess.

asked a question of law. I do ask' the privilege of having
treat-ed 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: ",Vewill reserve Exhibit 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 1
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 hand-ed down by the Commission, known as the "Epps
Decision" in the case of Aetna Insurance Company.
Commissioner Dillon: I 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 youwish.
Mr. Denny: There are two others I wish to offer, but I)Vish

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 veal'
in the matter of Allstate Insurance Company which was heard
in 1956. I understand the same ruling applies.
Commissioner Dillon: The same ruling applies.
Commi~sioner Dillon: Mr. Flory, do you have any ques-

tions 1
Mr. Flory: No.
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Commissioner Dillon: Mr. King, do you have any ques-
tions 1
Mr. King: Yes, a few.
Commissioner Dillon : You may' proceed.

CROSS EXAMINATION.

" By Mr. King: .
Q. Will you get before you your Exhibit 5 and y.our Exhibit

1, and I am asking these questions to C,llarifysome things that
seemed a little difficult, possibly because I am incapable of

understanding, but I want you to clear me up on
page 215 r 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
withRe~insurance in your Exhibit 5. It shows that you re-
ceived 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 ~
A. Yes. ' " "
Q. Now lets look at the Losses. The Losses paid were

roughly five hundred ~nd ten thousand dollars on Exhibit 1.
A. In 195H ,', ,",
Q. Yes. .
A. Yes.'
Q. Why is it in your Exhibit 5 it shows the Losses were

six hundred and ninety-ftve thousand dollars 1
A. Exhibit 5 is the Losses incurred, which takes into con-

siderationthe "reserve for outstanding unpaid
page 216 r Losses at the end of the year." Exhibit 1 is

strictly Losses paid. You will recall thatHurri.
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 Exhibit 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 incurred, and those paid shown
bv Exhibit 1? .,
..A. Yes, sir, that is the same answer, the Losses incurred
which is what we show on Exhibit 5 on the formula for d'i!ter-
mining Losses incurred and Losses paid during the period,
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pluitl.Lassesaut$tanding at the end .of the periad, minus Lasses
.outstanding at the beginning .of the periad. .
Q. Why is it, starting at the beginning .of the year 1953

and ending with the year 1957 that the Lasses shawn at the
beginning .of the periad are materially higher than thase

shawn an Exllibit L Da yau ever catch up with
page 217 ~ yaurselH .

. A. That is anather thing an Exhibit 5, the
Lasses and Lass Adjustment Expenses are included and Ex-
hibit 1 the Lass Adjustment Expenseis nat included.

Q. Laak at. your Exhibit 10 and that d,a~s recagnize Re-
insurance.That third vertical calumn "Lass Adjustment Ex-
pense" those are the expenses actually incurred by yaur Cam~
pany' .
A. On Exhibit 10'
Q. Yes.
A. Yes, taking into cansideratian Re-insurance .

. Q.' Raughly,hawaaes that run, the part attributed ta Re-
insurance, daes that run the same in the attributable taHar-
fard Mutual'
A. I dan't understand yaur questian.
Q. Take the third.calumn1953 figure, Lass Adjustment Ex-

penses $23,000.00. Let's suppase yaudid nat. recagnize Re-
insuranc,e. What would that figure bel
A. I dan't think we have that figure here, Mr. King.

Q. In ather wards, yau have nat put. in the
page 218 ~ the record anywhere what yaur Lass Adjustment

Expenses are far any .of thase five years; 1953
thraugh 1957,1. ~
A. I dan't belieye we have as a separate figure.
Q. Can yau give ps an estimate .of what greater percentage

there wauld be .of :Loss Adjustment. Expense ifyau did nat
recagnize Re-insur:ance'
A. I cauld nat make an estimate .of it, na, sir.

Chairman HaakeI': Does that ,nat shaw on the Commis-
'sion's Repart'

A. Yes, sir, if that is admissible.

Senator :Wicker: I have in my file what was filed back in
1956;but it does nat have .1957.
Mr. King: Cauld the witness read 1953'

. . ,"

A. Lass Adjustment Expense. was $44,000.00 1953 and an
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Exhibit No. 10 the corresponding figure 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 Expe~se was

page 219 r $46,000.00. After He-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 you do not have with you the 1957 figure 1
A. No, sir, I don't believe we hl:j,veit with us anywhere.

Senator Wicker : Just the net.

Mr. King: .
Q. As I understand it, the 1Iarford Mutual with respect to

Fire and Allied Lines, pays no dividend to its members 1
. A. That is .correct .
. Q. And operates absolutely on a deviation basis 1
A. Yes, sir, and has done so for thirty years.

Commissioner Dillon: Mr. Elliott, do you have any ques-
tions 1

CROSS EXAMINATION.

By Mr. Elliott:
Q. Mr. Marquess, I show you a statement entitled "Name

of Company-The. Harford Mutual Insurance
page 220 r Company-Countrywide Fire and Allied Lines

.Expenses (Except Auto Physical Dl;lmag-eand In-
land Marine )-Galendar Years 1952 to 1956" and below the
same for Virginia. I will ask you if you madenp that state-
ment? .
A. Yes. sir .. that was made up in our . office.
Q. And made up under your supervision and directioJl?
A. Yes.
Q. And. vou submitted that to the Bureau of Insurance 111

support of your deviation?
A. Yes, sir.

Mr. Elliott: I ask that that be received as Exhibit No.
12.
Commissioner Dillon : It will be. received as ..Exhibj t No.

12. .
Witness: Mr. Elliott, may I make a statement in connection

/
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with that? The forniat of that report was given us by the
~ Virginia Bureau of Tnsurance'to fill it out. We did not make it
of our own volition. We made; our filing and they replied by
saying" Here is a for:w, fill itout."

pag~! 221 ~ Q. But you have made out similar statements
before, have you not ~" ," ,

, A. No, sir, not just like that one. This is the first )'ear 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 years 1952 to 1956, according to the books
of your Company~
A. Yes.
'Q. I 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 Virginia, 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 period?
A. 3.8 per cent. . '

Q. Will you state how much were your com-
page 222 ~ missions during that period on your Virginia

business 1
. A. $1,298,692.00.
Q. What percentage was that of your direct premiums

written 1
A.24.2 per. cent. ,
Q.What were your Other Acquisition Expenses for your.

"Virginia business for that 'period ~
A. $46,622.00.
Q. "\"~7hatpercentage was that of your direct premiums

'written ~ '.
A.. 9 per cent.
Q. ",Vhatwere your general expenses for Virginia for that

five year period ~
A. $240.180.00.
Q. What relationship did that bear to your direct premiums

written ~
A. 4.5 per cent.
Q.'What were your 'taxes, licenses and fees r
A. $160,958.00.
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Q. What relationship did that bear to your direct writteh
premiums? ..
A. Let me say this at this point. As I recall it, we were in-

, strueted by. the Virginia Bureau of Insurance to
page 223 ruse 3 per c~;:htfor 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. Wlra:tare the actual figures of the Harford Mutual?
A. I don't know, Mr. Elliott, whether we have those here or

not,: taxes, licenses 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?
A. 2:7' p~h' cent.
Q. SO there is a difference Of thre~-tei1ths of one percent

in this figure for Virginia and 'Country-wide? ,
A. Yes. The three per cent was preprinted on the form

,for 'taxes' right along .vith 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?
page 224 r A. Yes, sir.

Q. And that was wriHen 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
fig-ures presented by Exhibit 12, if the Commission applies
52% per cent permissible loss ratio to the one hundred cents
dollars, then you concede that the figures shown on Exhibit 12
do nofjustify 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
trying to do. It is simply 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 recollection is that the, witness

answered that to Mr. Denny affirmatively; I recall his answer-
ing it to Mr. Denny affirmatively.

page 225 r Mr. Denny: I understood that on his testimony
to me that on that basis it was not justified.





Harford Mutual Insurance Co.v. Commonwealth of Va. 107

William H. Marquess ..

Q. And your expe.nseswere how much approximately, $390,
000.00 expenses actually paid, were they not? May ..I ask
where you got that figure?

Senator Wicker: Probably from Exhibit 5.

A. I 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.'Vicker has said I request that you supply for 1957
the same figures for Virginia shown on Exhibit 12, the same
to he marked as "Exhibit 12-a."

page 228 r A. You are asking for Virginia only and not
Country-wide?

Q. I am asking for Virgi:nia 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
1953through 1957. Will you do that?
A. Yes, sir. It will take me a day or so.

Mr. Elliott: That can be filed later. I ani 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 submitted through the year 1956
and I submit that they are the proper figures because they are
the figures at the time the deviation was applied for. It shows
expenses, aild these other figures became available between the

time of the filing and the hearing. I can't prepare
page 229 r a case on what comes in after the filing 'and we'

cannot prepare any Ratio of Losses on premiums
after 1957, which can be vital, so, it is necessary for us to
pr'oceed on the basis of. the figures submitted today-

Senator 'Vicker: .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 Adjustm~nt figures included
with these Losses, and I can't deal with those figures on the
basis we deal with them, you can't unscramble them.

Mr. Elliott:
Q. Mr. Marquess, you stated that you furnished Exhibit

1,2pursuant 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 13?

CommissiOlier Dillon: It will be received as
page 230 r Exhibit No. 13.

Mr. Elliott:
Q. Following that letter I believe .you sent Exhibit No.

12 to the Commission?
A. I 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. 14?
Commissioner Dillon: It will be received as Exhibit No.

14.

Mr. Elliott:
Q. N0"7, 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.

pa.ge 231 ~ Mr. Elliott: Mav that letter be received as
Exhibit No. 151 .,

Commissioner Dillon: It may be received.

Mr. Elliott:
Q. Did you, after ~orresponding with the. Bureau of In-



Harford Mutual Insurance Co. v. Qommonwealth 'OfVa. 109

William H. Marquess.

suranee, apply the formula therein stated in that correspond-
ence t'Othe figures of the Company 1 .,
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-
tract 'OfRe-insurance with Lloyds. How long has that been in
effect' •
A. I 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 r tract for at least nine years.

Q. That word you used of "syndicates," what
does that mean 1 .
A. They are various. groups of underwriters at Lloyds,

you 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 {lent 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 putting 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 neqotation?
A. 'Yas, 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 1 ,
A. That is' correct .

. page 233 r Q. The retentions are different and the cessions
are different and you think your co-commission

may be different; is that not correcU
A. Yes.
Q. How often do you review this Re-insurance contract 1
A. ",Vemay have occasion to ref.er to it or look upon it every

few months.
Q. I mean from the standpoint of chang-es.
A. If, by "review" Y'OUmean read all the way through to

the end with the idea of chang-ing.anything, I can't remember
when I have done that. ",Velike the contract and are satisfied
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with it and kno,"vbasically 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 ",'as entered inot?
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 ;llong that line and somewhere aJong 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

fro'm the time during which this contract was negotiated?
A. For the first two years the commissi'0n was 40 per cent

and then, based on the good loss ratio that Lloyds enjoyed
under this contract, the commission was raised to 42112 per
cent. That was the first surplus treaty and we mentioned the
second surplus treaty 'Onwhich 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, on:eat 421j2 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. '.
Q. Is the retention the same with your affiliated compmlYas

.with Lloyds ~
A. Y.es, sir, exactly.
Q. This contract of Re-insurance has beep. a very fa.vor-

able contract for Lloyds ~
page 235 ~ A. Yes, sir, I would say it has been a very good

contract for Lloyds and for us. .
Q. Looking at your Exhibits 5 and 6, I notice that your

Exhibit 6 says that, after l;ecognizing Re-insurance you
increased surplus, which I take is "profit" so far as mutuals
are concerned ~ Over $1,000,000.00 ~

A. You are talking about Exhibit 6~
Q. Yes.
A. Yes, sir.
Q. Exhibit 5 is a statement for the same period without any

Re-insurance; is that correct ~
A. Yes.
Q. S'0 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 9£all we don't consider these" profits."
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If you will substitute "additions to surplus" in place of the
"lord" profit" I will say yes.
Q. SOthat looking at these two exhibits there were only two

years, namely 1954 and 1957 when this Re-insur-
page 236 r 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,

if we had not had this Re-insurance contract, which it seems
to me you ar,e trying to get at, our Company would not have
been able .towrite, 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 $3'0,'0'0'0.'0'0 or $4'0,'0'0'0.'0'0 risk. We would have
been forced to decline tho~e, 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 hav,e shown to the

Commission here your actual ope~ation 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 been $36,'000.00 than'it would have
been with the Re-insurance; 1952 $13'0,'0'0'0.'0'0 more; 1953-$153,-

'0'0'0.'00 more; 1954-$35,'0'00.0'0 less; 1955-$44,'0'0'0.'00
page 237 r more; 1956-$84,'0'0'0.'0'0 more; 1957-$72,'000.'0'0 less.

Isn'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-insl1rance. ,V"e could not contemplate it.

Chairman Hooker: If it had not been for Re-insurance
Hurricane Hazel would have put you out of business ~

A. It would not have put us out of business but it would
have hurt us. We would have had $2,'0'0'0,'0'0'0.00 in losses if
we had not had Re-insurance and it 'would have hurt us a
great deal.

Mr. Elliott: ,
Q. I ask you if Exhibit 12 isn't a statement of what took

place without Re-insurance~ .
A. It is a statement of what took place and then eliminating

Re-insurance. I can't say it- is a statement of what took
place had there been no Re-insurance.
Q. Hbw much were your losses in Virginia ill 1954, the year
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of HazeU According to Exhibit12 it was $649,OOO.OO;jsn't
that right 1,.. .

page 238 ~ A. Losses in Virginia, according to Exhibit '12 Y
. 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 1
A. Yes, sir.
Q. When you look at )'our Exhibit 6, which is yo~r Vir-

ginia experience recognizin$ Re-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 approximatelY1
A. The Losses here include Loss Adjustment Expenses, so

I can say the Losses and Loss Adjustment Ratio combined
is close to 50 per cent. The calculation is $4,511,000.00divided
i,nto $2,253,000.00.' .
Q. Referring to Exhibit 12, your loss ratio for the five

year period 1952 to 1956, shown on your exhibit is 45.1 per
cent for Virginia; is that right? . .

page 239 ~ A. Yes, that 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 Expellse in Virginia is shown

as 3.8.
Q. SOyou would add it together?
A. Yes, and that would give us 48.9 per cent.
Q. SO the Loss Ratio with, or without ~~e-insurance one on

seven years and one on five years, "vas approximately the
same1
A. Yes, sir.
Q. SO that the effect of their insurance agreement, as I

understand it; is to take these commissions which the Re-
insuring company pays you, and to apply those commissions
as against expenses and they operate to r€duce the expense
side of the dollar, that is the effect of it in this case Y .
A. Yes, sir.

,. Commissioner Dillon: Any other questions 7
page 240'~ Mr. Denny: I have som€ as the result of Mr.

Elliott's questions. .
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Mr. Denny:
Q. This filing was made to us by letter dated Decem bel' 6th,

19561, " .
A. Yes, that sounds right.'
Q. And attached to that were two exhibits of the Harford

Fire and Allied Lines 1
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
bel' 6th, 1957, togethel' with Exhibits referred to be received
in this case. I believe they have to be so indicated.
Commissioner Dillon: They will be received as Exhibit

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 1 '
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, I ask you whether your original filing
does not show your direct premiums written, 1952 to J956
exactly as shown for Yirginia in Exhibit 121 "
A. Yes.
Q. And I will ask you whether the exhibits attnehed to your

filing, which are a part of your filing, do not show for the
five years in question the exact figures for Loss Adjustment
Expenses that are shown in the Virginia portion of Exhibit
121
A. Yes.
Q. And the exadfigures for comymSSlOnSthat are shown

for the Virginia portion of Exhibit 12?
A. Yes.
Q. Now your original filing lumped together "All Other

Expenses, " Does that mean "Other Acquisition Expenses,"
"General Expenses," "Taxes," "Licenses," and "Fees' ','7
A. Yes, sir, that is ri,ght. The form filed with the letter of"

,December 6th was of our own design. It is simple
page 242 ~ and we had not been given any particular form

to nse 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 Exhibit 12 Virginia, you, show
"Other Acquisition Expenses of $12,228.'0'0; "Gen,eral Ex-
penses" of $54,226.'0'0;"Taxes, Licenses and Fees' 'of $31,-
'054.'0'0;is that correct?
A. Yes.
,Q. Assuming my addition to be correct, I have added those'

three figures and the total is $97,5'08.'00. However" in .the
exhibit attached to your filing, you show expenses of $95,-
0'0'0.'0'0, a difference of $2,'0'0'0.'0'0. How do you account for
ili~? ,
A. I have aJready testified that o:U:Exhibit 12 the Bureau

of Insurance instructed us tq 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,'07'0.'0'0,
then the Taxes, Licenses and Fees paid by you, actually
paid by you, were $2,'07'0.'0'0 less than the $34,'074.0'0 sho:wnon
Exhibit 121,

.. ,.A. Yes. '.' . " ,.
'page 243J Q. Now, in the exhibit prepared by you, and in-

cluded in your filing you sho'\",the ratio between
the direct premium written. and. the total expense; did you
not? .
A. Yes, sir~ 'Ve are talking about Exhibit 16?
Q. No, I am talking about the exhibit filed with your filing

'of December 6th, 1957. , .
A: 'Vhere are :we,on direct premiums written or net prem-

iums?
Q. Direct premiums written you show the Expense Ratio

there? .,.
A~-Yes.' ,

-. Q. And the Expense Ratio 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 average for the five years of 36.16
per cent? .
A. Yes.
Q. That ran very constant during those five years, did it

not?
A. Yes, sir.

Mr. Denny: That is all.
. Commissioner Dillon: All right, Senator'

page ,244 r Wicker. .
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RE-DIRECT EXAMINATION.

By Senator Wicker: ' .
Q.When you were questioned by these last questions' 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 -written. -'

Mr. Denny: I object to the word" theoretical. "-rtis on
the basis of his own exhibit.

Senator Wicker:
Q. I will reframe my question. The 'expeilsesare all based

on taking Re-insurance and the other disregarding, Re~insur-
ance as if it did not exist~
A. Yes, sir.
Q. You understand that the last questions were taking into

account Re-insurance as if it did not exist~
A. Yes, sir. . .
Q. First of all, would your Company-you have a policy of

not retaining any risk any greater than a given
page 245 r 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. I think it is a fair statement to make that we would have

had to hold the line at $15,000.00if we had no Re-insurance,
and hold it at $4,000,00on 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 r sir, those were based on what 1 call, and what was

'. objected to, "theotretical premiums," based on
premiums 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 cenU
A. I 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 OfficeExpense,

you, yours-elf, and stenographers and the like, that would not
have been reduced much, but your premium 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 sustain your objection.

Senator 'Wicker:
Q. You said you might insure Mr. Denny's resi-

page 247 r dence for $50,000.00.That is a right good example.
. A. I think the figure-was $40,000.00and that is

higher than our average risk, but Mr. Denny is an able and
prosperous attorney.

Mr. Denny: I hope the Commission will take judicial
knowledge of that fact.
Senator 'Vicker: It is a well known fact.

Senator Wicker :
Q. Without Re-insurance, would you' insure a regular risk

of $40,000.00?

Mr. Denny: I make the same objection.
Commissioner Dillon: The witness testified that it was hard

to say what he would have done, so I think the point is well
taken.
Senator Wicker: 'Vhen he said that that was in regard to

one thing. He did state that the vqlume of experience would
have been less, be forty per cent less, and to illustrate why 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 t.heir risks.
page 248 r Commissioner Dillon:. He testified. as to that.



Harford Mutual Insurance Co. v. Commonwealth of Va. 117

Willian:t H. Marquess.

Senator Wicker:
Q. You were asked about the Loss Ratio. Mr. Elliott asked

you about that in your Exhibit 61
A. Yes.
Q. Referring to Exhibit 6, when questioned 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 1
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 $4,511,000.0'01
A. Yes, sir.
Q. And if you add one-fourth to that premium what would

you get1 -
A. $5,635,000.00.
Q. By reference to Exhibit 8, you see on Exhibit 8 that

$166,000.00 where the Loss Adjustment Expense shows for
those seven years 1 -

A. Yes.
page 249 r 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 $2,0'86,-
000.001
A. Yes, sir.

, Q. Will you please state for the record what percenta~e the
Loss Ratio shown there is of your actual Losses of $2,0'86,-
0'00.00', what percentage of that is that in regard to the manual
value of $5,639,000.001
A. I g-et thirty-seven per cent.
Q. Thirty-seven per cent 1
A. Yes. ,
Q. Exhibit 7, breaking it down and Exhibit'6 broken do,vn,

and the figures separated. Losses and Loss Adjustment Ex-
penses separated as in Exhibit 8, your "Loss Ratio," so
called, inste'ad of being approximately fifty per cent is thirty-
seven per cent 1
A. Yes.

1 :00 P. M. - Commissioner Dillon: The Commission will
recess until 2 :00 0 '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 examining you be

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-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,oh Exhibit
6, your actual experience, which includes Re-insurance, that
in the s~ven years 1951 to 1957 you added surplus, after pay-
.ing all expenses and all losses and loss expenses, everything
you had left, was about $1,000,000.00 out of Net Premiums of
$2,253,000.00, taking into consideration Re-insurance 1
A. Yes.

Q. Whereas on Exhibit 5" disregardiilg Re-
page 251 r insurance, it indicated a surplus of one and a

quarter million dollars 1
A. Yes, sir.
Q. And you were asked on that basis if it did 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 aet.ually had left over, what
proportion was that of the 'actual premiums you retained 1
A.That is Exhibit 61
Q. Yes.
A. The balance remaining for surplus is slig-htly more than

twenty-two pereent of the Net Premiums written.
Q. Di"Sreg-arding Re-insurance, of the total amount, if you

had been able to write all that insurance, it would indicate
that you would have a surplus of one and a quarter million
dollars. What proportion would that be of that total premium
volume if you had that premium volume ~
A. That would be slightly less than seventeen per cent as

compared to the slig-htly more than twenty-two
page 252 r per cent on the actual basis.

Q. SO on the actual basis on which you did Re-
insurance, the safety cushion was proportionately or sub-
stantially greated ,
A. Yes, sir .. I think that is a fair statement.
Q. You said, I believe, that you started out with $4,000.00

and $10,000.00 but in the last few years your risk limits, as
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determined by kept premium, has been $4,000.00to $15,000;00V
A. Yes. "
Q. How do you determine that, what makes the difference

between the $4,000.00 retained of the risks that you write
and th€$15,000.00 that you retain ~
A. On a high class risk like a brick or stone protected.

building, a dwelling or officebuilding, that has fire protection,
we would retain $15,000.00,and on the frame building it would
be such, the retained figures are in betw,een the $4,000.00 and
the $15,000.00. .

Mr. Denny: I submit that this is repetition.
Senator ,Vicker: I am bringing out a different point.

page 253 ( Senator ,Vicker:
Q. What do you lose, if a risk is offered to tIle

Company, for example, a $20,000.00risk, on which your Board
of Directors has fixed a $10;000.00risk limit, if you had no Re-
insurance~ If you lost that insurance, you would lose' the
$10,000.00that would go to Re-insurance, and would you lose
the other $10,000.00 also ~
A. Yes, if a policyholder only wl1nts $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 fot $10,000.00
and for another company f,or $10,000.00,and we lose a certain
portion in good will on the part of the agents in doing -that.
Q. Some point was raised here earlier in. the proceeding

that we had not asked about, and that ,'Taswhether your Re~
insurance was automatic, as I gather it, "whichI think it is
relevant for the Commission to kno""T. F'irst, is your Re-in-
surance proportionate, that is to say, if your Re-insurance
. nets you roughly on the whole about forty per

page 254 ( cent of your total, the grl1nd total of- premium
volume originally written, does -that mean your

Re-insurance is fortv per cent approximately of every risk ~
A. No, sir, it might be ninety per cent on one risk.

Commissioner Catterall : ,Vasn't your testimony on yes-
terday correct in regard to this ~

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 premium involved is
different~
A. The loss adjustments 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 r 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 solvenH

Mr. Denny: He has testified to that a number of times .
. Senator Wicker; I did not ask him if those two Be-insurers
v,iere solvent but if his own Company was solvent.

Senator 'Vicker:
. 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 r 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
you 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 you
receiv,ed from your Re-insurers for commissions, what the
effect would be. I ask you what the effect would be, if you
paid your 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 without Re-insurance ~ .
A. I am not sure I follow you. Try me again.

Q. "Would the same thing be true if you had
page 257 r undertaken to do business without Re-insurance,

would the same thing take place, would your
prem~um 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.

All 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 officeswould be carred on
as tbey are now, and it is impossible to say how much business,
W8 would lose if 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 expression. It mig-ht be
the same if they were to lose the Re-insurance, and I thnik I
am entitled to ask his opinion as to whether they would have

. written a premium volume reasonably as large as
page 258 r tbe premium volume they have written with the

He-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

tban the categorical declaration of ignorance of this point.
\Vitness: May I defend myself ~ I am confident, if we had

no Re-insurance, we would lose' forty per cent of our business,
because 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 cent. I don't think it would be
a hundred per cent, but I think it would be more than forty
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per cent. vVhether you consider that "substantial" or not,
I don't know and I would not like to name a figure.
Senator Wicker: As I 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 I would like to offer as Exhibit

No. 17. .
Commissioner Dillon : That will be received as Exhibit

No. 17.
Senator 'Vicker : 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 'Vicker: 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. It
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 anything in the folder.
Senator '~Ticker: I will offer it as it is.
Commissioner Dillon: 'Ve will take judicial notice of it

but can't permit you to offer in evidence our own records.
Senator 'Vicker: Judge Catterall asked about why \ve

gave the names of all the agents and this file shows that I
offered the number before which was. fifty when .Judge.
Fletcher, Judge Hooker and Judge Ozlin were on the Bench,
and they requested that the names be filed and they were
filed, and there was a complete' objection to the deviation,
showing that it was nota pro forma objection, but was offered
very vigorously but not in as good lang'uage, perhaps, as Mr.
Denny has presented here, and it will also 'show that there
were numerous exhibits on which the decision hing'ed, one
of which was similar to our ExhibitS and Exhibits 6, Sand
10.
Mr. Denny: Before we coine to your next exhibit,. 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.
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.
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.

'Vicker and the Commission agrees, I now withdraw my ob-
jection.
Senator 'Vicker: I did not offer it as evidence. I now

offer this and this was brought up from the Clerk's officeand
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
Comity Mutual InsuranceCompan~v, 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 "Ticker: 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.
Sena'tor 'Vicker: 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. W'e
have nothing to hide. .
Mr. Dennv: I never understood that when vou rest vour

case you 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 11f'

could show me where the Supreme Court had held
it was not necessary and he gav,e me at the luncheon recess
the citation with which I was familiar that before the Com-
mission it was not necessary to note an objection. 'Vhether
.that is the same as a ruling that you did not have to state
the reasons for your obj.ection, I am not willing to run that
risk.. I ask, therefore, to be allowed to state my Grounds
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of Objection to" the ruling of the Commission III 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 r ship to Re-insurance, and after taking all Re-
... insurance into consideration. The bases of the
Re-insuraIlce 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-inslirance, 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.

I am obliged to you for giving me the opportunity to state
my Grounds of Objection.

Senator Wicker: I think I should have a right
page 265 r to state into the record that we have not founded

our case on Re-irisurance; 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 continuation of Re-
insurance in the future. That mayor nl[],ynot 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, vvesay that the contents of the contract are not only
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: 1.care to make no remarks about thaLThis

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 r 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 poiilt
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 he familiar with everyone of your written opinions
but I have tried to familiarize myself with all that related to
the Virginia Insurance Rating Bureau and I have found no

written opinion relating to a deviation where it
page 267 r is indicated that results after Re-insurance have

the slightest importance. I know of no Admi-
nistrative Order where deviations were allowed on the basis
of results ~fter taking He-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 thi~ 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, I will state four facts. Mr. Denny says that
page 268 r 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.
Mi. 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.
Senator Wkker: I will invite the Commission's attention

and invite Mr. Denny's attention to this, Case 5992 of this
very Company when its precede~sor 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 r case.

Commissioner Dillon : We are going to take
that motion under advisement.
Mr. Denny : We do have some evidence.
Commissioner Dillon: '\Ve will take your motion under

advisement and you can proceed -to put on your evidence.

Witness stood aside.

page 270 r 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"1
A. Did you ask me if I verified it 1
Q. Did you verify it, or are you familiar with those figures 1
A. Yes, sir, I am. .

Mr. Denny:. I should like to file that as Exhibit
page 271 } No. 19.

Commissioner Dillon: Exhibit No. 19 will be
received.

Mr. Denny:
Q. Now, Mr. Cover, the top line shows the Direct Premiums

'Vritten 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
dire'ct premiums written in the years 1952, 1953, 1954,' 1955
and 1956 on Exhibit 19 are the same as shown on Exhibit
121
A. Yes, sir.
Q. I will ask you whether the Bureau of Insurance, in de-

termining that a company be entitled to a twenty per cent
deviation 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, sir1
A. Yes, sir.
Q. The second line then shows the amount under the for-

mula .which should be allocated for losses where
page 272 r the business is written on a twenty per cent de-.

viation; is that correcU
A. That is correct, sir.
Q. The third line is simply. a subtraction and shows the

amount then left for Expense; is that correct7
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 shown on Exhibit 12, namely Loss Adjustment Ex-
penses, Acquisition expenses, other expenses, taxes, licenses
and fees: are they not 1
A. Thev are.
Q. The' next line then shows the Deficit from the operation
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of Virginia busines's, 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, ] 952,

1953, 1954, 1955 and 1956, even witbout 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 st.ate-

ment on Countrywide basis? .
A. Yes, sir, I have.

Mr. Denny: I would like to offer this 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. 12?
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 paid on your Exhibit 20

are the total of the five expense items shown on Exhibit
NO.12? . .'
A. That is correct.
Q. Leaving in every year,' as I look at Exhibit 29, 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 'I
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; I have.

Mr. Denny: I would'like to offer 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 Written 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 Permissible losses of 58.3 per cent of

the premiums, in otber words, the 52.5 per cent of the
hundred cents dollar, were the same amount 'as the 58.3
per cent of the ninety cent dollar ~
A. Of the ninetv cent dollar.
Q. SO that under our formula if Direct Premiums are

- $5,365,311, you must make available for losses $3,127,976;
is that correct ~
A. That is correct.
Q. That leaves available for' expenses $2,237,335; does it

noU
A. It does.

Q. Now the actual expenses in Virginia, $1,-
page 276 ~ 950.363, are the expenses as shown on Exhibit 12,

.which was furnished by the Company to you; is
that correct? "
A. That is correct.
Q. That would leave a profit of $286,972,or a percentage of

profit of 5.3 per cent; is that correcU
A. That is correct.
Q. Novvhave' you computed, or have you here complited,
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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 fifteen per cent deviation: there would be

available for profit 1.85 per cent?
A. Yes, sir.
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 r on a Countrywide basis?

A. Yes, sir.

Mr. Denny: I should like to offer that as Exhibit No. 22.
Commissioner Dillon: It will be received as Exhibit No.

22.

Mr. Denny:
Q. Now, Mr. Cover, on a Cotmtrywide basis on a ten per

cent devia.tion, the percentage of profit would be 2.9 per cent
of premiums?
A. Yes, sir, on a ten per cent deviation.
Q. On a fifteen 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 "'Vicker: Yes, sir.

page 278 }. CROSS EXAMINATION.

Bv Senator ",Vicker:
"Q. On these calculations and these exhibits you have just

put 'in and testified to, it is true that in each, one of them you
have shown in one place or another a consideration of five per
cent for profit?
A. That is correct.
Q. It is also true that the fi~ures on which Exhibit" 19,

20, 21 and 22 are hased are on the basis of the gross business
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in this line in Virginia mJ:dCountrywide written by Harford
Mutual, completely ignoring re-insurance, sale or transfer
of any risk~
A. Yes, sir, that is my understanding.
Q. And likewise those exhibits do not take into account any

Of the monies received by Ha'rford 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 r tions, Mr. King.
. Mr. King: I have no questions.
Commissioner Dillon: Mr. Elloitt?
Mr. Elliott: I have no questions.
Mr. Denny: I 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.

,V"itness stood aside.

Commissioner Dillon: 3 P. M. The Commission .willrecess
for five minutes.

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

Mr. Denny: The Virginia Insurance Rating 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 r COURTENAY W. HARRIS,
a witness introduced on behalf or the Common-

'\Tealth,being first duly sworn, testified as follows:

DIRECT EXAMINATION.

B};Mr. Elliott:
Q. State your name please.
A. Courtenay W. Harris.
Q. And in what capacity are 'you employed by. the Com-

~ission ~
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A. I am Deputy Commissioner of Insurance.
Q. In what section or office of the CDmmission?
A. I am Chief of the Rate Regulatory Section of the

Casualty 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 r 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 supervision and direction?
A. It 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-
plicants in Virginia or Countrywide after considering re-
insurance?

A. I have not in recent years. ,Ve may have in past years
when we had no formula. ' '

Chairman Hooker: Has the question ever been presented
to you?

A. I don't know. I can't recall.

Chairman Hooker: It has never been presented to the
Commission.

Mr. Elliott:
Q.ln passing upon the deviation applied for in this case

in the letters which are'Exhibits 12, 14 a'nd' 15, 'written to
the Company either by you or Mr. Cover, under

page 282 r your direction or supervision, did you give con-
sideration only to the figures shown in Exhibit

No.12~ ' .
A. That is correct.
Q. And is tbat the normal and usual ma"ner in which these

deviations are bandIed?
A. That is correct.
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CROSS EXAMINATION.

By Senator Wicker:
Q. How long have you been in charge of deviatiOlls, 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. I 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 it not ~
A. No. ,Ve 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. ,Ve parti-
cularly wanted to get the commission separated.
Q. Mr. Marquess was correct in stating that the form \vas

made out by you and they only supplied the figures ~
A. That is correct.
Q. He also stated that he thought that the taxes ,vere

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. I 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. I 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 correct.
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Q. And that it was based solely on expense experience 1
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 p'er 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 1
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 1
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 America, that formula pro-
viding 52.5 per cent for losses and conflagration 7

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 Commission on a case never before it.

Senator "~Ticker: I want to ask him what he
page 286 ( ""vouMdo.

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 your
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. I am 'asking
you where the expenses are well within the formula 'Sent out
in your letter, wi,thin and below, even including thenve 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 anyeompanyapplies 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 r anything to arise like that, but it would certainly

he 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 theoi'y 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 r 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 your conception ~
A. ,;Vill 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
may suffer heavy losses thereb~T,should not be reg-arded any
differently from a company with a low retention limita,nd 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 r A. Not necessarily.
Q. It is done mostly by judging losses?

A.' And th~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. ..
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 v"ith very
low retention of risks, and with adequate Re-insurance, do you
consider those companies would be on a par ~

MI'. Denny:
Q. I 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 r deviation; is that correct ~

A. That is correct.

Mr. 'Wicket:
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 continiwd underwriting losses. On the matter
of Re-insurmlce, that ca.n affect expense both 'ways. 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 cOI)lmission,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 kno\v 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 America, they take
on about twenty per cent more risks than their direct writ-
ing~

A. I checked them this morning. Thev had
page 291r 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 .

. Bv 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. J know of one company, yes, sir, as a matter of fact,

I used to work for them.
Q. ,Vhat ,company was that?
A. The Merchants and Businessmen's Insurance Company

of Harrisonburg, Virg!nia.

V,Titnessstood aside.

Commissioner Dillon: Is that all ~ .
J\fr. Elliott: I have no further evidence.
Commissioner Dillon: The Commission will take this case

under advisement.
Senator ,i\Ticker: Does the Commission wish to hear argu-

ment~
Commissioner Dillon: Not unless you all want

page 292 r to argue it.
Mr. DEmny: I. think the case was very fully

argued in the opening statements.
Commissioner Dillon: ,Ve don't care to have arguments.

The case is taken under advisement.

page 293 r COMMONvVEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RICHMOND, 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 tbe Virginia Insurance
Ra ting Bureau.

'CASE NO. 13878.

THIS PROCEEDING was hear-d by the Commission on
May 14, 1958 and taken under advis'ement. The applicant
was represented by John J. W~c~e[r, Jr., its counsel, the
Virginia Insurance Rating Bureau by Collins Denny, Jr.
and Claude D. Minor, its counsel, ike Virginia Association
of Insurance Agents by ,iVilliam H. King, its counsel, the
Virginia Farm Bureau Mutual Insurance Company by Alden
j1-'lory,and the Commission by its counsel.

NO,i\T 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 bv the
applicant has not been justified under the provisio~s 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 hRrein. .

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- dismissed, with leave, however, to
the applicant to file such deviation as it may be 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 hereof 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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Teste:

N. W. ATKINSON
Clerk of the State Corporation
Commission.

page 295 r lY.{EMORANDUM:
Harford Mutual seeks permission to deviate 200/0 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 r Since the directors are elected by the stockholders

or the policyholders, the decision to payor not to
pay dividends is made by persons chosen by and representing
the stockholders or policyholders.
In making the manual rates the first thing to consider is

the permissible loss ratio, whirh 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 gooodfortune
or because of caution in the selection of risks. For pm'noses
of making rates, however, the loss ratio for aU 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 r 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 companies 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
tban 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. It 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' r the failure of a hank (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
baEiedon 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. \¥ e 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 r ness it is safer to wait and see whether there are

any profits before giving the policyholders the
benefit of expected profits.

page 300 r HOOKER, Chairma1i 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 Insul-ance 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 ""vas
requested by the Company because other rates had been re-
duced. Except for this general rate reduction the 25%
devia.tion of the Company would have been continued. This
Compa.nyhas 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. I 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
year, since 1928 to 1958made by this Company. This evidence
establishes such a sound financial record that one cannot avoid
being impressed with its efficientmanagement 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 r only. This is contrary to the long well-established

. administrative policy of the Commission. It is
not in accord with what this Con'!mission 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 efficientmanner 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. Exhibit No.1, hereto attached and referred to,
conclusively establishes that fact. There are approximately
70,000policyholders 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 Company 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 r EXHIBIT NO. 1.

THE HARFORD MUTUAL INSURANCE COMPANY
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VIRGINIA PREMIUMS AND LOSSES

1928~1957

1928
1929
1930
1931
1932
1933
1934
1935 '
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
'1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957

PREMIUMS
WRITTEN

2,973.81
13,452.82
22,400.28
25,386.31
26,185.13
29,523.45
42,782.82
66,369.28
, 96,380.52
114,414.72
113,418.53
129,519.60
147,625.53
169,949.52
210,372.69
224,587.56
277,337.83
354,647.32
483,905.72
615,358.11
674,414.33
748,926.34
811,758.47
915,772.30

1,035,131.25
1,068,377.18
1,119,710.40
1,070,448.15
1,071,645.36
997,876.84

LOSSES
PAID

NONE
10,999.12
10,389.06
7,007.11
26,446.65
5,128.20-
7,313.83
12,412.72
36,530.61
57,519.37
42,133.24
82,655.71
59,730.14
69,916.77
101,449.28
100,857.38
108,300.70
133,022.96
214,862.23
182,313.72
269,043.65
334,288.81
283,150.07
384,571.78
378,834.39
483,747.42
509,757.50
585,836.95
492,425.79
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
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STATE CORPORATION COMMISSION

AT RICHMOND, DECEMBER 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 Virginia 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
forwa.rded 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 V~rginia experience, 1951-1957, recognizing

remsurance.
7 Graphs. Virginia experience, 1951-1957, disre-

garding and recognizing reinsurance.
8 Vi.rginia Experience, 1951-1957, recognizing

reInsurance.
9 Annual Statement, The Harford Mutual Iils.

Co., 1957.
10 V~rginia experience, 1953-1957, recognizing

remsurance.
11 Order of the State Corporation Commission

dated Oct. 4, 1957, in Case No. 13556.
12 Countrywide fire and allied 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.

Teste:

N. W. ATKINSON
Clerk of the State Corpotation
Commission.
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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.
It is further certified to the Supreme Court of Appeals of

Virginia that the foregoing transcript or the record in this
proceeding, with the original exhibits, contains all of the facts
upon which the action appealed fr()m was based, together
with all of the evidence introduced before or considered by
this Commission.
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Witness the sigmtture of H. Lester Hooker, Chairrp.an of
the State Corporation Commissio:p.,under its seal and at-
tested by its Clerk this 19th day of December, 1958, at Rich-
mond, Virginia.

H. LESTER HOOKER
Chairman.

Attest:

Seal
N. W". ATKINSON
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 Insuran~ 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, Ric~mond 19, Virginia, William H. King, Mutual
Building, Richmond 19, Virginia, Alden K 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 th~ Rules of Supreme Court of
Appeals of Virginia. .
Subscribed at Richmond, Virgjnia, December 19, 19~8.

N. W".ATKINSON
Clerk.

• • • •
A Copy-Teste:

H. G. TURNER, Clerk.



INDEX TO RECORD

Page
Appeal of Right A"iarded 1
-Record -.' : ' , . . . . . .. 2'
Application.', - - ''.. .. 2
Order-April 23, 1958 ...•............ f. • • •• . ••• • • . ••• 7
Proceedings 9
VVitnesses: ,

,7\f alterW elch 34
VVilliam H. Marquess - ,50
John T. Cover 126
Courtebay VV. Harris ' 131

Order-OctobeT 9, 1958 .........• '. ; . " 137
Opinion -.139
Order-December 18, 1958 144
Certificates ................•......................... 145

, '






	00000001
	00000002
	00000003
	00000004
	00000005
	00000006
	00000007
	00000008
	00000009
	00000010
	00000011
	00000012
	00000013
	00000014
	00000015
	00000016
	00000017
	00000018
	00000019
	00000020
	00000021
	00000022
	00000023
	00000024
	00000025
	00000026
	00000027
	00000028
	00000029
	00000030
	00000031
	00000032
	00000033
	00000034
	00000035
	00000036
	00000037
	00000038
	00000039
	00000040
	00000041
	00000042
	00000043
	00000044
	00000045
	00000046
	00000047
	00000048
	00000049
	00000050
	00000051
	00000052
	00000053
	00000054
	00000055
	00000056
	00000057
	00000058
	00000059
	00000060
	00000061
	00000062
	00000063
	00000064
	00000065
	00000066
	00000067
	00000068
	00000069
	00000070
	00000071
	00000072
	00000073
	00000074
	00000075
	00000076
	00000077
	00000078
	00000079
	00000080
	00000081
	00000082
	00000083
	00000084
	00000085
	00000086
	00000087
	00000088
	00000089
	00000090
	00000091
	00000092
	00000093
	00000094
	00000095
	00000096
	00000097
	00000098
	00000099
	00000100
	00000101
	00000102
	00000103
	00000104
	00000105
	00000106
	00000107
	00000108
	00000109
	00000110
	00000111
	00000112
	00000113
	00000114
	00000115
	00000116
	00000117
	00000118
	00000119
	00000120
	00000121
	00000122
	00000123
	00000124
	00000125
	00000126
	00000127
	00000128
	00000129
	00000130
	00000131
	00000132
	00000133
	00000134
	00000135
	00000136
	00000137
	00000138
	00000139
	00000140
	00000141
	00000142
	00000143
	00000144
	00000145
	00000146
	00000147
	00000148
	2015-02-09 (14).pdf
	00000001
	00000002
	00000003
	00000004

	2015-02-09 (14).pdf
	00000001
	00000002
	00000003
	00000004


