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NATIONAL HEALTH INSURANCE.

REPORT BY THE GOVERNMENT ACTUARY

ON THE

VALUATIONS OF THE ASSETS AND LIABILITIES

. OF APPROVED SOCIETIES
as at 31st December 19018,

Government Actuary’s Dept.,
London, S.W.1.
31st March 1922.

The Right Hon. Sir Alfred Mond, Bart., M.P.,
Chairman,
< National Health Insurance Joint Committee.
IR, | -
1. Ox the 31st December 1920, I submitted to the Chairman
of the National Health Insurance Joint Committee an Interim
Report giving a statement in regard to the valuations made up
to 24th December 1920. This statement comprised a summary
of the results of the valuations first issued and in presenting it
I indicated that I proposed, when the valuations were completed
to examine the results in detail and to prepare a full statement
showing the working of the system of National Health Insurance
in its actuarial aspects. The valuations having now been finished,*
~ I submit the following report thereon. ’
2. The valuations of the assets and liabilities of approved
societies are made by direction of Section 36 of the National
Insurance Act, 1911. The Section provided that, normally, the
valuations should be made at three-yearly intervals. Asf the
payment of benefits began in January 1913, it was generall
assumed that the first valuations would be made as at 3lsyt
December 1915, and preliminary measures were taken with this
intention. Owing, however, to the outhreak of the war the
valuations had to be postponed. The staffs both of societies and
of the Departments concerned were speedily depleted by the

greater needs which so imperatively presented themselves, and

only with extreme difficulty could the reduced staffs remainin
keep pace with the tasks of current administration. The Act
was subsequently amended and the normal interval between
valuations was extended from three years to five years.

3. Immediately after the Armistice, it was decided by the
National Health Insurance Joint Committee that the arregrs of

* A few cases of branches the valuations of whi

g C ] > -hich wer
too late for inclusion in the statistical tables, or are still &:ggﬂﬁged
are shown in Part XI of Appendix A. &
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work should be taken in hand and a valuation made in the case
of every approved society and branch of a society as at 31st
December 1918. Instructions were at once issued as to the
steps immediately necessary to be talken. These included the
completion and audit of the societies’ accounts up to the valuation
date and the notification to the several Insurance Departments
of all changes in membership, or alterations in the status of
members, from 15th July 1912 to 31st December 1918. As,
owing to shortage of staff, he necessary records had not been
kept up during the war, the work preparatory to valuation, both
of the societies and of the Departments concerned, had to be
compressed into a much shorter period than would have been the
case under normal conditions. The difficulties were the greater
in that staffs could only be re-assembled gradually as demobilisa-
tion progressed, while in the case of the Government Actuary’s
Department a valuation staff, small in number, but carefully
selected, had to be brought together and trained by professional
officers who themselves were only brought back slowly to-duties

- from which the exigencies of the times had long separated them.

4. The information required for the purposes of the valuations
was prepared in the Insurance Departments concerned from
returns compiled by societies and passed by the Government
Auditors. '

The valuations have been made in all cases by professionally
qualified members of the staff of my Department appointed as
¢ valuers ” by the Treasury under Section 36 of the Act of 1911.
Uniformity of procedure and co-ordination on-essential matters
have been secured by the general oversight of the work by myself
and by the officers of the Department immediately responsible
to me. - ' A '

5. The total number of valuations of societies and branches
in the United Kingdom is 10,162, the total membership being
16,250,778. The Act provides that a valuation must be made
in respect of every approved society and every branch of an
approved society, in other words that each self-contained financial
unib shall be submitted to the valuation test of its position. In

' this connection it is necessary to refer to the differences of consti-

tution between the various approved societies. Societies may
be divided in the first place into two classes: (z) centralised
societies and (b) societies having registered branches. A centralised
society normally constitutes a single unit for valuation purposes,
but there may be exceptions to this rule in the case of societies
admitting both men and women, and in the case of societies
operating in more than one part of the United Kingdom and,
for convenience, referred to in this report as international
societies. If the rules of a society provide that the benefits of
both men and -women members are paid out of a common fund
then it follows that the society forms a single unit for valuation
purposes. In certain cases, however, the rules provide that
the funds relating to men and women are to be kept separate
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and in such cases a valuation has to be made in respect of each
of the two funds, the position being analogous to that of a
society having two registered branches. In a similar way an
international society admitting members in all parts of the United
Kingdom would normally be valued as a whole, but if, in the case
of such a society, action had been taken under Section 16 of the
Act of 1913 to secure that its members resident in any particular
part of the United Kingdom should be treated as if they formed a
separate society, a separate valuation in respect of such members
is required. \

With regard to societies with branches, many societies are
decentralised in the sense that they work through the medium

of local agencies, frequently styled branches, but have a -

common fund for the whole society; in such cases the society
is valued as awhole. The cases in which the branches are individ-
ually valued are those in which, under their registered rules,
the branches maintain their own separate funds. By an amend-
ment of the Act of 1911, made in 1918, branches not separately
registered as such may be ¢ recognised ” by the Insurance
Commissioners, thus affording facilities for the adoption of the
branch system by bodies other than registered friendly societies.
At the valuation date, however, no ‘‘ recognised ” branches
existed, all branches included in the valuation being constituents
of one or other of the long established friendly societies, those
of the Manchester Unity of Oddfellows and the Ancient Order of
Foresters preponderating. |

6. The total number of valuations made and the number of
members included in such valuations are shown in the following
table. It should be added that for societies with centralised
" funds the classification is based upon the country in which the
head office of the society is situated. It follows that, in the case
of an international society with a single benefit fund and having
members in more than one part of the United Kingdom, the

numbers attributed to the country to which the society is thus .

assigned include members resident in other countries.

TaBLE L
Number of | . Number of Members at
Valuations 31st December 1918.
Country. (Societies
and
Branches). Men. Women. Total.

England - - - 8,709 8.717,698 | 4,665,456 | 13,383,154
chtla.nd - - - 604 1,075,891 579,037 1,654,928
Ir'eland - - - 280 419,608 195,329 614,937
Wales - - - 569 469,904 127,855 597,759
United Kingdom - 10,162 10,683,101 | 5,567,677 | 16,250,778

! - e v L
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7 The movements of membership which have taken place
during the period up to 31st December 1918 are shown in the
following table. The numbers representing entrants into nsur-
ance at the commencement of the scheme are taken up fo
October 1913, thus including all persons in respect of whom,
under the original system, full benefits were provided irrespective-
of age, with corresponding reserve values. .

TasLe II.
Summary of Changes in the Membership of
Approved Societies.
— Men. ‘Women. Total.
No. of entrants up to October 1913 - - - | 10,283,523 4,788,261 | 15,071,784
Add— Men. Women.
New Entrants and Re-
entrants - - - | 2,519,841 | 3,520,649
Transfers from other So- £66.015 504064
cloties, &e. = = . ’ 3,085,856 | 8,824,713 | 6,910,569
13,369,379 | 8,612,974 21,982,363
Deduct— 1
Deaths - - 744,849 104,987
Transfers to other Societies 305,406 112,6'89
Transfers to Deposit Con-
e e
Cessations for other reasons ,— 2, ;8326, 2,686,278 | 3,045,207 5,791,575
No. of members at 31st December 1818 - "~ .| 10,683,101 | 5,567,677 16,250,778

The numbers shown in the above table as tr nsfers from other
societies, ete., include a large number of deposit contributors and
men who were entitled to benefit out of the Navy and Army
Fund who have become members of approved societies.

. 8. The effect of war conditions is clearly e ident in the above
figures. While the number of insured men is a,ppromma,tely
double the number of insured women, the deaths among the
insured men have been seven times the number of deaths of women.
Again, while the number of men in insurance has increased by
400,000 the number of women has increased by nearly fSO0,000.
A further analysis of the figures in regard to women brings out
the interesting fact that, while the number of spinsters and
widows increased from 4,038,742 at October 1913, to 4:’:,253,943
at 31st December 1918, the number of married women mcrfaased
betwoen these two dates from 749,519 to 1,313,734, It will be
seen from figures given later in this report that this increase
has not been accompanied by any such effect upon the sickness
claims as might be attributed to the heavier risks of married
women. There is reason to think that the married women who



entered into insurance during the war years did not bring the
normal risks of their class.

9. It will be seen from the figures in Table II how:vast an
instrument is National Health Insurance in affording protection
to the industrial population against loss of wages during periods
of incapacity for work. The extent of its operations can be
illustrated further by reference to the accumulated funds of
societies at the valuation date. These amounted to no less a
sum than 119,479,279l. Of this amount, 64,017,994l. is repre-
sented by the outstanding part of the initial book credits of
reserve values which will, in. due course, be converted into cash
by the operation of the sinking fund set up for that purpose;
the balance, amounting to 55,461,2851., is derived from the
. contributions of the insured and their employers. The nature
. of the investments, ete., of societies, representing this balance,
is shown in the following table :-—

Tasie IIL.
Funds of Approved Societies at the Valuation Date.

‘R-eserve Values - - - - - - - - 64,01£’7 994
Commissioners’ Investment Account -- - - e - 16,144,437
* Commissioners’ Current Account - - - - - 21 581’834
Societies’ Investments— Y
Mortgages and Loans - - - - - - - 262,463
War Loan - - - - - - - - - 8 679’755
War Bonds - - - - - - - - 6,009,658
Other Inveatments - - - - - - -1 - 1’692,512
Cash in Hand - - - - - - - - ’747,961
Other Assets - - - - - <« - - | 349665
- Total - - - - - - - - 119,479,279 -

10. The position as to reserve values is as follows. The
aggregate reserve values credited in respect of persons who
became members of approved societies during the first fifteen

months of the Act amounted to 69,500,0001., and to these were’

added similar credits for subsequent entrants amounting to
16,000,0007., making 85,500,000.. in all. This sum was reduced
by 15,900,000.. in respect of the transfer values of persons
_Wh(.) ga-s:iald outi‘; of insurance otherwise than by death during the
period, the net amount of reserv redi i
00,0005 e values credited being thus

- Under the provisions of the Acts, the Commissioners retain
part of the contributions paid by insured persons and their
employers for the provision of interest on, and for the redemption
of, their liabilities in respect of reserve values. During the
period up to December 1918, approved societies received from
this source about 14,200,000I. as interest and the sum of
5,600,000l. was applied towards redemption. The aggregate
amount of reserve values outstanding at the date of the valuation
was accordingly reduced to 64,000,0001. |

LN
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TaE VALUATION BASIS.

11. Under Section 36 of the Act of 1911 every valuation is
to be made on such basis as may be prescribed, and in accordance
with the recommendations of the Actuarial Advisory Com-
mittee appointed. in 1912 a uniform standard of valuation, to be
applied to all societies, has been adopted, and is prescribed by
the National Health Insurance (Valuation) Regulations, 1919.%
Under these Regulations the values of the future benefits and
contributions are ascertained, in effect, on the basis adopted
in the calculation of the reserve values credited to approved
societies under Section 55 of the Act of 1911. The future interest
earnings on the accumulated funds (including reserve values) are
thus assumed to be at the rate of 3 per cent. per annum, and the
future rates of mortality and of claim for sickness, disablement
and maternity benefits are estimated in accordance with certain
tables assumed, for the purposes of the Act, to be representative
of the general average experience of insured persons, separate
tables being employed in the case of men and women respectively.

The basis of these tablesis explained in the First Report of
the Actuarial Advisory Committee, contained -in an Appendix to
the Report for 191213 on the Administration of the National
Insurance Act, Part I [Cd. 6907, p. 552]. For the valuation of
the liability in respect of sickness and disablement benefits the
Manchester Unity of Oddfellows (Whole Society) Experience,
1893-97, was adopted, subject to a loading of -approximately
123 per cent. in the case of men, and somewhat more in the
case of women. By the Act of 1918 the provision made for the
sickness and disablement - claims of women was materially
augmented, thus enabling the loading to the Manchester Unity
tables in this case to be increased, on the general average, to
35 per cent. ' | .
THE VALUATION RESULTS.

12. The tesult of the valuation of each approved society,
with a combined total for each society with branches, is given

* Statutory Rules and Orders 1819, No. 1119, price 1d. Appendix B
attached is the Report of the Actuarial Advisory Committee on which
these Regulations are-founded. The process of valuation is briefly
explained in Appendix C. : '

+ The Manchester Unity experience includes incapacity due to indus-
trial accidents which, subject to unimportant qualifications, is excluded
from benefit under the National Health Insurance scheme. On the other
hand the insured population under the National system includes a greater
proportion of persons of the classes believed to be subject to the heavier
risks of sickness than existed in the Manchester Unity. It was concluded
on actuarial examination of the matter that these two opposing factors
were of practically equal value, and that the Manchester Unity rates
might be adopted as fairly representing the theoretical average of the
liability to be provided for under the National scheme.

The loading of 12 per cent. provides a necessary margin for cases

- where the liability is above the average. In cases where such a margin

is not required it supplies a provision for additional benefits following
the valuation.
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in Appendix A. On summarising these results, it is found
that in the case of 9,745 societies and branches, comprising
15,925,179 members, the valuations have disclosed surpluses, the
aggregate amount of the surpluses being 17,273,8871. and the
average surplus 1. 1s.. 84. a member. Deficiencies have been
found on the valuations of 407 societies and branches, having
a membership of 322,350; the total amount of the deficiencies
is 80,9191. or, on average, 5s. & member. Ten cases, with a
total membership of 3,249, in which the assets and liabilities
balance exactly, have, in Tables IV, V and VI, been included, for
convenience of tabulation, among the societies showing surpluses.

13. The following is a summary of the Valuation Balance
Sheets of all societies and branches :— '

Summary of Valuation Balance Sheets.

LiaBILITIES. ASSETS,
_ £ £
To Present Value of By Present Value of
Benefits, and Future Contri-
cost of Adminis- butions - - 253,995,536
tration - - 451,307,197 ,» Present Value of -
,,» Contingencies State Grant. - 103,599,634
Funds - - 6,569,449 | ,, Total Funds - 119,479,279
,» Other Liabilities - 1,154,347 ,» Other Assets - 1,627,587
,» Administration '
Balances, &c¢. - 2,378,075
»» Net Surplus - - 17,192,968
£478,602,036 £478,602,036

14. The capitalised value of the benefits, apart from cost of
administration, which will be payable in the future in respect
of the 16,000,000 insured persons is in round figures 403,500,0001,
This impressive sum represents the value at 31st December 1918
of the normal benefits to be drawn during sickness to age 70
and of the payments to be provided in respect of maternity and
medical benefits during the future lifetime of the then existing
members of approved societies. In addition to the provision for
normal benefits, there were surplus assets amounting to 17,000,0001.
out of which additional benefits are now being provided. Further,
the societies held Contingencies Funds, amounting to over
6,500,0001., as an additional provision against adverse fluctuations
in the future.

15. A statement of the valuation. results with reference
to the several parts of the United Kingdom is contained in
Table IV. In view of the distinctive features which the valuation
results of the  national ” societies exhibit, it has been deemed
advisable, in the preparation of Table IV, to place the Inter-
national Societies with common funds under a separate heading.
Comparison with Table I will show that these societies are, for
the most part, located in England, where also it is probable
that over nine of their ten million members are resident. :
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Statement of Valuation Results with reference to the several parts of the United Kingdom.
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Total for United Kingdom

hich their offices (or, in the case of branches,

ty is given in Appendix A, Part X.

V.

8,433 are assigned to the counties in v
f the valuation results according to coun

~ Nore.—0Of the Iinglish societies and branches,
the district offices) are situated and a summary o
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(b} Women.

() Men.

i i
12 13
i 16. Apart from the international cases, in which the results goa 5 B o o -
1 = TN B N
i are closely correspondent, so far at any rate as surplus is con- 5254 SRS .
cerned, with the combined results for the United Kingdom, it ame -
will be seen that the average amount of surplus differs con- _ PR T @
siderably in the various countries. The English societies show ‘ 3 gu %Ea w83 3 2
results well above the general average; those of the Irish and " . S 5 ° Ag 37 & ®
Welsh societies are definitely below it. There is no doubt that §= A
the figure for Wales reflects the results of the heavy sickness K ui 3= 1,
rates which, in the experience of friendly societies, have always 4 5§ 58 28 2
been associated with certain industries in which a large proportion '?O SE €15 S &
of the insured persons in the Principality are engaged. . .g = xR &
17. The valuation results may also be stated to some extent g | 2 T — -
with teference to the sex of insured persons. As has already 2 z 7 ® -?-IQQUI a -
been explained, some societies and branches admit to membership Ay S §'§
persons of one sex only, while in other cases, althou_gh persons of i 3 E g g sopuAL = -
both sexes are admitted, separate funds are maintained for men § s | 59 — -
and for women respectively and separate valuations have been 2 > & ‘pue[eiy <+
made: in all such cases the valuation results can be shown with : g 4 I —— P -
reference to sex. But in societies and branchés of another type o - s —
men and women are insured through a single fund common | $ 8 ——— 53 3 3
to the whole organisation, and in these cases the valuations ) ~
cannot be classified with regard to sex. In Table V, therefore, : Q 8z § - ' w o .
the valuation results are shown separately in respect of units § g e E.E @y @ <
insuring men only, women only, and men and women in | S 28 =
commion funds. The number of valuations under each of these E oD . B0 o =
classifications is divided with reference to the several parts of S 25 B S gb%.
the United Kingdom, but it has not been deemed appropriate i G E 28 % ;g 3 5
to follow this division through to the membership and valuation g H o2 . < w YRR
results since the number of cases in some of the groups is very S| =2 ' 55
small. i = g s E 33 23 3
(See page 13 for Table V.) : § 3 =t G 2w 3
Ty =
- ' S1a| 3™ 3% |z
Tt will be observed from this table that the average amount = . :hS S =
of surplus is considerably greater in the case of men than in = | 8| % 3 oEM | &7 & =
the case of women. In so far as the benefits of women are 2 3 Ei ) SR = 5
lower than those of men, with correspondingly lower contribu- 'S > & PUsell — x
tions, a smaller average surplus in the case of women would be % 82 | -puspoog 82 3§ i3
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18. The results of the valuations may next be examined
under the classification of approved societies adopted for admini-
strative and statistical purposes by the several Insurance
Departments. This classification is as follows :—

(1) Friendly Societies with branches.

(2) Friendly Societies without branches.
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(in common in-
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SUrance).

Men and Women |3

Men only
Women only -

(3) Industrial Assurance and Collecting iSocieties.
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on the valuation estimates may result. The principal of these,
with the manner in which the deflection from the estimate is

~produced in each case, are shown in the following statement :—

Profit arises from :— Loss arises from :—

HEAVY SICKNESS CLAIMS,
DISABLEMENT

LIGHT SICKNESS CLAIMS,
LIGHT DISABLEMENT CLAIMS, | HEAVY
LIGHT MATERNITY CLAIMS— CLAINMS,
through benefit payments under | HEAVY MATERNITY CLATMS—
any of these heads being less through benefit payments under
than the provision made in the any of these heads exceeding
financial basis of the Acts. the provision made in the
financial basis of the Acts.

LIGHT MORTALITY—
resulting in a smaller reduction
than estimated in the number
of persons surviving to the
older ages, at which the lia-
bility for sickness and disable-
ment benefits is greatest.

HEAVY MORTALITY—
resulting in a greater reduction
than estimated in the number
of persons surviving to the
older ages, at which the lia-
bility for sickness and disable-
ment benefits is greatest.

INTEREST—
when the interest income derived
from the accruing funds exceeds
3 per cent.—the rate assumed in
the contributions and in the
valuation.

CONTRIBUTIONS—
if the average number of contri
butions paid in respect of each
member is less than the
“ expected ”’ number. '

CONTRIBUTIONS—
if the average number of contri-
butions paid in respect of each
member is in excess of the
“ expected ”’ number.

CESSATIONS OF INSURANCE— |.

since the society holds the reserve

appropriate to a life of average

health, but is charged with a

¢ transfer value,” 4.e., a sum

calculated on the assumption

that a person ceasing to be in-

- sured -i1s in a state of health
above the average.

92. The task of tracing the profit or loss attributable to the

- operation of each of the factors entering into the problem is

exacting and, in the nature of the case, incapable of complete
accomplishment at a cost commensurate with practical con-
siderations. Much, however, may be attained by approximate
methods and, by adopting such, the following general statement,
which may be accepted as substantially accurate, has heen
prepared to show the manner in which the net surplus of
17,192,9681. (taking the approved societies as a whole) has been
built up.
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TasrLe VII.
Statement of Profits and Losses on the Basic Estimates.
Prorrr. | Loss.
Source of
Profit or Loss.
Men. Women. Men. ‘Women.
' £ £ £ £
Slpkness - - - | 4,964,000 ] 1,622,000 228,000 57,000
Diszablement - - . .- 13,559,000 209,000 12,000 100,000
Matern.ity - - - | 1,321,000. 413,000 72,000 7,000
Mortality - - - 162,000 13,000 | 1,206,000 619,000
Cessation of insurance - | 1,686,000 | 1,855,000 — —
Marriage - - - S — 666,000 — - 4,000
Widowhood - - - —_ 4,000 —_ 52,000
Contributions - - 586,000 2,912,000
Interest in excess of 3 per . .
cent. - - - - 1,571,000 —
Administration - - 200,000 —
Interest on valuation sur- - ’
plus or deficiency - 1,214,000 6,000
Miscellaneous items - 2,591,000 168,000
Total - - - 22,636,000 5,443,000

23. Deferring to later paragraphs such general observations
as it may be useful to make on .this table, I propose to refer
here to the effect upon the financial position of the societies of
the special conditions which prevailed during, or have resulted
from, the war. I dealt with these in my Interim Report, so
far as they were observable in the valuations to which that
report related, and in regard to the full valuation results
nothing has arisen to make it necessary to vary the conclusions
then arrived at. When I deal in subsequent paragraphs with
the treatment of the valuation surpluses from the point of view
of additional benefits, it- will, however, be necessary to draw
attention to some serious after-consequences of the war which
had not developed by the end of 1918 and failure to observe
which may lead to erroneous conceptions as to the net gain which
approved societies have derived from war conditions. '

The war profits, as they may conveniently be termed, arise
as follows :— .'

(@) The claims for sickness, disablement and rnaternity
benefits have been considerably below the provision made
for the expenditure under these heads in the financial basis
of the Acts. | o

As regards the sickness and maternity benefits, much o
the resulting gain is traceable to the fall in the claims-which

z 17224 B
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set in with the year 1915 and coni_sinped until 1918. No
previous experience of friendly societies affords a parallel
to this phenomenon, which is unmistakably connected
with the war. . . .

It is important to remember 1n this cgnneqtlon that
the super-normal claims of men who were mva-hded from
the Forces were met, up to 31sb December 1918, by

rants from the Exchequer.* The effect of the relatively
heavy liability imposed by the claims of married women
has also been corrected by an annual grant from public
funds. In respect, therefore, of both men and women,
" the societies have been protected from elements of liability
that were outside the scope of the original estimates, and
‘accordingly reap the full advantage of the favourable
experience which has prevailed. _

In the case of disablement benefit the claims have
steadily risen for reasons explained later in this report.
The increase has, however, been below the expectation,
especially in the case of men. .

(b) The interest realised on the qustments of the
accumulated funds has been appreciably in excess of the
valuation rate of 8 per cent. Interest at this rate 1s
credited in respect of reserve values, which at present
constitute about one half of the assets of appro_ved societies,
but the great bulk of the funds accumulated since 1912 has
been invested in Government securities producing, especially
“since the beginning of the war, amuch higher rate. Approved
societies are exempt from income tax on interest, _a,nd there-.
fore obtain the full benefit of the high rates of interest at
which they have been enabled to invest. S -

The element of depreciation had not up to the valuation
date become a serious factor, and the valuation regulations

provided that Stock Exchange securities held by societies

should be taken at their cost prices. So far as the funds 9f
societies consist, under statutory directions, (_)f., credits 1n.
the Commissioners’ Investment Account (comprising approx-
imately 50 per cent. of the total amount accumulated and

available for investment) the question of depreciation may

be presumed, in any case, not to arise, since by appropriate

regulations, prescribing the-rate of interest allowed, pro-

vision may be made for the creation of sufficient reserves
to protect the fund. The rate of interest at pr.esent.a,]_'!owed
in respect of these credits is 4 per cent., leaving a suitable
margin for the purpose here indicated. - |

(c) The receipts from -contributions in many cases have
exceeded the “ expectation.” Contributions are not pay-
able in periods of sickness or unemployment, | and it follows

* These grants continued up to 31st December 1920 and then ceased.

+ This genersl provision is subject to the qualification that 1n cases of
considerable unemployment the benefits are reduced unless certain modified
payments are meade in lieu of contributions.
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that in years when sickness is below the average and employ-
ment abundant the receipts from contributions show a
considerable gain to societies. These conditions prevailed
generally up to 3lst December 1918. The large amount
shown as contribution losses in the table appears to be
explained on other grounds than unemployment. This
‘point is dealt with later.

- (d) “ War mortality,” in the case of men, has added

- considerably to surplus. The liabilities of sociefies have

been reduced by deaths of which there had been no

expectation, while the credits given and the funds accumu-
lated to meet those liabilities remain intact.

24. While, as indicated above, much of the gain derived from
fight sickness and disablement claims is due to the war, some
part of it, in the case of many societies, must be ascribed to the
favourable environment of the members and the nature of their
occupations. So far as men who, normally, would have been
subjeet to low rates of sickness have been withdrawn from civil
life the benefit of these conditions to their societies has been
suspended during the period of their naval or military service,
but otherwise the conditions indicated have operated with their
¢ustomary force. Rural societies, and societies whose members
are confined to certain special classes, e.g., the staffs of banks
and insurance offices, journalists, clerks, teachers and domestic
servants are noticeable in this respect.

25. Another element has contributed materially to the valua-
tion results, namely, the quality of administration. It is impos-
sible, in the nature of the case, to trace specifically the results of
good administration;” where various factors are in operation the
influence of careful management, as one of them, can be inferred
but cannot be measured. Indirectly the importance of this
element can,; however, be established. In a considerable number
of cases the Insurance Commissioners were led, especially before
the war, to -conclude from excessive expenditure on benefits that
administration was defective and to take appropriate action.
The results of their .intervention -are generally apparent in the
subsequent course of the claims, ~and in some- instances are
remarkable. It would appear that, in nearly all -cases wherein
deficiency has been found on the valuation of societies, action
of this kind had become necessary, and there is little doubt that
the deficiencies are due, at least in part, to the heavy expendi-
ture which caused the official intervention. In other cases of
the kind the valuation shows a comparatively small surplus, and
it is evident that some of the societies whose surpluses are
insufficient to permit of additional benefits are of this class.
From these results of lax administration it is a reasonable
inference that careful and efficient management, where it has
been consistently exercised, has contributed its due share to the
surplus disclosed. |

B2



DISPOSABLE SURPLUSES. -

926. Under Section 37 of the Act of 1911 (as amended by the
Act of 1918) a society or branch is empowered to submit a
scheme for utilising in additional benefits a surplus which the
valuer certifies to be disposable. The responsibility is thus
imposed upon the valuer, in the exercise of his professional
judgment, of determining the extent to which Zhy particular
surplus which he finds on valuation may with safety be

distributed.

27. Tn my Interim Report I mentioned, in connection witl
the importance of maintaining an adequate reserve, the uncer-
tainties attaching to the future claims upon approved societies,
to the future course of the death rate and to the value of invest--
ments. With regard to the claims there is some evidence that,
subsequent to the valuation date, the demands upon approved
societies as a whole have continued to be within the valuation
assumptions, but industrial conditions have lately undergone &
catastrophic change and the possibility of serious reactions upon
the health of the insured community cannob be disregarded.
The strain upon societies of a fall in the death rate is due to
the survival to the higher ages, at which the. claims are ab
their heaviest, of a larger proportion of the members than was
provided for in the original estimates. There is good reason to
helieve that, taking one year with another, this influence is
operating upon the liabilities of the approved societies; and
it is important that its full eventual effect should be kept in view.
when the distribution of surplus is contemplated. The position
as to investments, chiefly represented by (overnment securities, 1s
obviously better than it was a year ago, but, on the other hand,
o factor that had then scarcely presented itself has come into
operation and must have imposed serious losses on approved
societies. With acute unemployment prevailing throughout the
year 1921, and still persisting, it is evident that heavy losses of
contributions have been experienced. These have not been fully
offset by the reductions of benefit or other measures becoming
operative in cases of arrears. They have, indeed, been intensified
by the statutory provision which it was found necessary to make
towards the end of 1921 to protect the position of persons who,
through protracted unemployment, would otherwise have fallen

out of insurance. , ' :

1 have referred to these points in some detail because, on the
jesue of the valuation reports, dissatisfaction was expressed by &
sumber of societies with the amounts certified by the valuers as dis-
posatle surplus. It is perhaps no longer necessary to defend the
course taken by the valuers. Without professing to be able
to predict from what directions a strain upon the funds of
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approved societies might come, or to be able to measure its
probable intensity, it was evident to myself and to my pro-
fessional assistants that, apart from the general guestion ‘of the
prudent treatment of surplus which -would arise under normal
conditions the position at the end of 1918 was so uncertain that
in addition to reserving the societies’ Contingencies Funds, as
required by the Act, measures must be adopted which in their
results would carry forward at least the greater part of what

_we estimated to be the fortuitous “ war profits >’ included in the

surpluses.

-98. The Acts give no direction as to the period over which &
scheme of additional benefits shall operate, but the National
Insurance (Joint Committee) Regulations, 1912, provide that in
approving schemes the Joint Committee shall be satisfied as to
their actuarial soundness, and to meet this condition it is necessary
to set such a term to the operation of each scheme providing
money benefits as will enable the liabilities under it to be
measured actuarially. Having regard to the uncertainties
of the situation it appeared to be essential that the operation of
the initial schemes should be confined to a period of five years,
the whole position being then reviewed, in each case, in connection
with the second valuation. It was accordingly recommended
that the limitation of the scheme to five years should be secured

" by the inclusion of a provision to that effect among the conditions

40 be prescribed by every scheme under Section 37 (2) of the
Act of 1911. It followed that in each case the amount certified
as disposable surplus was the sum which, in the opinion of the

valuer, might safely be distributed during the five years for

avhich the scheme was to run.

29. In the calculation of the disposable surpluses the valuers
followed, as far as possible, a uniform procedure under which the
reserves to be carried forward, while dependent largely on the
ages of the members and other factors special to each case, did
not differ widely (save in exceptional cases) from a general
average of about 11s. 64. a member (men) and 8s. (women). In
a comparatively few cases the surplus was smaller than the
reserve so ascertained, and the valuer was unable to-certify
that any part of it was disposable. In the great majority of cases
the balance available for distribution was considerable, the total
of the amounts. certified as disposable being 9,184,0871l., or, on
the average, 55 per cent. of the related surpluses.

30. As above indicated, the disposable surpluses are being
distributed, under suitable schemes, confirmed by the a,ppropria-tz
Department, over a period of five years, which began in the
majority of cases on 4th July 1921.

The distribution of the disposable surpluses so far as attribu-
table to the several parts of the United Kingdom, and subject to
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the point previously explained as to certain international societies
is as follows :—

TasLe VIII.
Number of
: Valuations | Amount of
- 1 {Societies Iig::;}%frsf Disposable
and " | Surplus.
Branches). :
£
England - - - - - - 6,520 3,512,827 | 2,864,334
Scotland - - - - - - 477 1,085,191 698,500
Ireland - - - - - - 197 265,165 186,139
Wales - - - - - - 259 207,353 |. 83,437
international Societies (with common _ ,
funds) - - - - - - 169 . | 8,299,612 | 5,351,677
United Kingdom - = - - - 7,622 114,370,148 | 9,184,087

‘The distribution, as far as praétié‘a,ble, with reference to sex
of insured persons is as follows :— ' '

TasrLe IX.
Number of
Valuations ! Amount of.
— (Societies %E:;%frgf Disposable:
and B * 1 Surplus.
Branches).
_ £
Men only - - - - - - 3,258 4,355,297 | 3,796,649
Women only - - - - - 641 - | 2,622,486 | 1,431,402
Men and Women (in common insur-
ance) - - - . - - - 38,723 7,392,365 |. 3,956,036
Total - - - - -| 7,622 [14,370,148 | 9,184,087

On comparison of Tables VIII and IX with Table I it will be
seen that additional benefits can be granted to 88 per cent. of
the members of approved societies.

31, Certain of the additional benefits which can be selected®
are outside the scope of actuarial calculation,and a scheme under
which any of these are granted must operate through the medium
of a separate fund: established by transfer from the disposable
§urplus. In the case of other additional benefits, for example,
increase of sickness, disablement and maternity benefits, the
creation of a special fund is unnecessary since the payments,
being actuarially measurable, can be charged upon the ordinary
Benefit Fund. In cases where additional benefits of this class were

* The additional benefits to be included in an 1
dditional bene I in any scheme under Section 37
of the Act of 1911 must be selected from the list of additional benefits
cpnta.med in: Part II of the Fourth Schedule to the Act and in such regula-
tions as are made pursuant to Section 15 of the Act of 1920.
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proposed it was necessary,. as explained above, that the Joint Com-
mittee should be satisfied that the scheme was actuarially sound.

39. For the information of each society and branch concerned,
caleulations were made showing what addition to the ordinary
money benefits of the Act could be made if the whole of the
disposable surplus were applied to this purpose and distributed
over the money benefits in the proportion of— |

1s. a week additional sickness benefit,
6d. ) ., disablement benefit,

. | 2s. additional maternity benefit. ,

. 33. The following table shows the number of insured persons
i1 whose case the disposable surplus admitted, if applied wholly
to this purpose, of the payment of each rate of additional sickness
benefit from 1s. to -5s. (in sixpenny stages): with corresponding
~dditional disablement and maternity benefits according to the
above scale. |

Tt will be observed from this table that, in the case of a large
number of insured persons, the disposable surplus permitted of
an additional sickness benefit. of 5s.- & week with corresponding
additions to the other money benefits. A proportion of the
insured persons who -fell within this category were members
of societies of the special types referred to in paragraph 24. In
some of these societies, and in certain ‘other cases, the surpluses
appeared. to be larger than ordinarily would be expected, even
when the abnormal conditions of recent years were allowed for.
Whether in such cases other special conditions of a temporary
character, and ‘involving possible reactions, had contributed to
the surplus was a question which could not be settled on a first
valuation and the valuers, therefore, decided that on this occasion
they could not safely certify the disposable part of any surplus
at a greater sum than the equivalent. .of additional benefits at
the rates of 5s. a week sickness benefit, 2s. 6d.. a week disable-
ment benefit, and 10s. maternity benefit. Compared with the
benefits in force at 31st December 1918, the maximum additions
which the disposable surpluses would provide were thus 50 per
cent, of sickiiess benefit in the case of men and 662 per cent. In
the case of women, 50 per cent. of disablement benefit in both
cases and 331 per cent. of maternibty benefit.

34. In order to avoid misunderstanding as to the correct
interpretation of Table:X, it must be kept in view that the
membership of societies varies ‘widely, the smallest societies
‘having under a hundred members while the largest society
‘extends to nearly two millions. Thus the large gumber .shown
against 2s. 6d. additional sickness benefit may be taken to
indicate that “one - of- the- great centralised societies is in this
“group. e A T S .

- | (See page 24 for Table X.)
. ' DEFICIENCIES. - . B .
. 85. As stated above (para. 12) deficiencies were disclosed in
407 cases, namely, 28 societies and 379 branches. With regard
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to societies, the Contingencies Fund of the individual society
is available towards making good the deficiency under the pro-
visions of Section 3 (2) of the Act of 1918. Infour cases only was
that fund insufficient for the purpose. In one of these the effects
of the remaining deficiency fell to be met, under special arrange-
ments, in part from a fund provided by the employer under
Section 25 of the Act of 1911. Subject to this the four residual
deficiencies required consideration under the provisions of
the Act of 1918 directed to the relief of societies : three of these
deficiencies, it is understood, have been made good, one being
still under examination. In the case of branches a deficiency, if
no question of maladministration arises, is chargeable against the
Contingencies Fund of the society of which the branch is part.
In all cases this fund was found to he ample for the purpose.

TaE EXPERIENCE OF SOCIETIES DURING THE VALUATION
PERIOD. |
36. In the following paragraphs the subjects dealt with
briefly in paragraphs 21 to 25 are examined in greater detail.

Sickness and Disablement Claims.

37. Profits or losses accrue to societies under this head
according as their payments in respect of sickness are less than
or greater than the sums provided on the basis of valuation.
The following table shows how the amounts actually expended
by societies compare with the amounts provided for by the
valuation tables. The latter are described for convenience as the
“ expected ”” payments. This phrase is not to be understood as
conveying more than is here indicated; throughout this report

_ the term “ expected ** payments or oceurrences means the amounts

or numbers which would have been recorded if the experience

~had been in exact agreement with the provisions of the valuation
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Nore.—In the case of certain societies and branches with a total membership of 2,822,445 (1,661,904 men and 1,160,541 women)
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tho disposable surplus was insufficient to provido additional money benefits under the above general plan and had to be applied to

other forms of additional benocfit.

basis.
. | _ Tarsre XI.
Sickness and Disablement Benefit Claims—Comparison of Expected
and Actual Payments. = =
Sickness Benefit. Disablement Benefit.
e ' Percentage ' | Percentage
' of e of
Expected.| Actual. | 4. .01 ¢ l'}xpectedr. Actual. | 4.4091 to
Expected. Expected.
| e | = g .| £
Men - 124,280,984 |19,544,318 80 6,124,349 | 2,578,125 42
Women - | 8,010,757 | 6,446,085 80 1,326,882 | 1,217,217 92
Total - (32,201,741 (25,990,403 80 7,451,231 3,795,342 51
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- 38. In connection with these figures it is necessary to make
the following points clear :— - - -

(i) The figures of actual and expected cost are. neb
figures after deduction of the State grant. |

(ii) In certain cases where the right to sickness benefi
has been relinquished, in whole or in part, in consideration
of a reduction in contributions (e.g., Navy and Army
members, Mercantile Marine, -Section 47), the estimated
amount- of the reduction of contributions so allowed has
been treated as expenditure on sickness benefit. "

. (iii) Amounts paid to societies (a) as grants in respect

of their liabilities to married women (through the
medium of the Women’s Equalisation Fund) and (b) in
“respect of the extra liability arising from the claims of
discharged sailors and soldiers, have been deducted from
the actual cost of benefits.

(iv) The actual cost of sickness and disablement benefits
represents the payments of societies as reduced by the
operation of the Arrears Regulations. In the absence
of the necessary data it is impracticable to ‘make a
corresponding deduction from the expected cost, which
is accordingly based on the assumption that all memhers
were_entitlod to normal benefits. It is helieved that the
appropriate correction ,would not be important, -taking
societies as a whole. - - |

_(v) Where a person has-ceased to. be in insurable
employment, it has been assumed in the calculation of the
expected costs that the society was at risk of payment of
benefit for a period of 12 months after the cessation took
place. The statutory right of the insured person to this
““ free year ” of insurance on lapse was not definitely
granted until the Act of 1918 came into force, the position
being governed previously by Section 79 of the Act of 1911,
in the interpretation of -which a certain discretion was
allowed to societies. In the financial regulations which

.. were -subsequently made -societies were assumed to have
‘been .at risk in all such cases for the full period above
indicated. So far as this was not, in fact, the case, a profit
has accrued to them which is reflected in the figures given.

~ (vi) The profit arising from sickness experience must
~ also be considered in relation to one of the causes of apparent
- loss of contributions, referred to later as having been found
in certain societies. In so far as members of societies may
. have been improperly retained on the registers after the
termination.of insurance, the expected cost of sickness-has
~ necessarily been overestimated.” T
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(vii) The sickness benefit of women, both expected and
actual, includes a relatively small amount which was
payable under this head in the year 1913, but the
equivalent of which from 1914 onwards was payable as
maternity benefit. | -

The percentages of actual to expected claims shown by
Table X1 are, of course, averages for the whole membership of
approved societies. = The experience of individual societies has
varied widely from these averages. In regard to sickness, it is
found on classifying the experience (exclusive of branches) that
societies containing about 120,000 persons have been subject
to a rate of sickness under 50 per cent. of the valuation standard,
while, on the other hand, societies including about 57,000 persons
have experienced upwards of 120 per cent. of the standard
rates. '

39. Before examining the sickness experience in greater
detail it appears to be advisable to seb out such figures as will
show the course of the claims from year to year throughout the
period 1913-18. This is done in Table XII, which has been
compiled from returns submitted by the societies and includes
the full amounts paid without deduction of the State grants
under their varions heads as mentioned in para. 38. Apart
from-the fact that Table XI shows the net payments of benefit
and Table XII the gross payments, there are small differences
between the two tables due to the fact that the data on which
they have respectively been compiled have been drawn from
different sources. 1t should also be mentioned with regard to
Table XII that certain of the figures given  differ to a small
extent from provisional figures previously - published. This
is due to-adjustments made -after audit -and after scrutiny
of the valuation returns, more particularly with reference to
allowances in Lieu of sickness benefit to men serving with the
Forces. - S | '

In regard to the amount shown as sickness benefit paid to
women in the year 1915, the point ‘mentioned in para. 38 (vii)
above should not be overlooked. Among both men and women
a substantial increase in sickness claims was experienced In
1914 as conipared with 1913. From 1915 onwards a remarkable
decline in the claims for sickness benefit set in, and though,
under the scourge of epidemic, this was checked in 1918,
the claims even of. that year did not reach the average of
1913-14. L | |
~ The figures -for disablement henefit.in the year 1914 .cover
a, period of 53 months. only. The . subsequent  increase in
the cost of this benefit is examined later. This increase is not
necessarily inconsistent with the decline in the cost of sickness
benefit.
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TaBLE X1I.

Expemliture' by Approved Sociefies on Sickness and
Disablement Benefits. :

Men. Women.
Year.
Sickness | Disablement Sickness Disablement
Benefit. Benefit. Benefit. Benefit.
_ £ £ £ £

1913 - - - 4,369,499 — 2,127,274 _—
1914 - - - 4,952,840 143,283 | 2,070,808 44,139
1915~ - - 4,333,554 : 607,167 1,672,752 255,851
19016 - - - 3,954,883 787,348 1,418,182 379,345
1917 - - - 8,782,302 869,606 1,399,767 443,814
1918 - - -1 4,442,604 909,617 1,726,871 494,825

Sickness Benefit (Men).

40. On the general average the actual cost of sickness benefit
to the funds of approved societies has been about 80 per cent.
of that expected on the basis of the valuation table. This
feature is found to have prevailed in each of the groups repre-
senting particular types of societies; it may, indeed, be said
that light sickness has been almost universal. It has been
indicated above (paragraph 11) that the standard table is that
of the Manchester Unity of Oddfellows, 1893-97 (Whole Society),
with a loadinig of 123 per cent. The experience of the years
1913 and 1914 was such as to suggest that if normal conditions
had prevailed throughout the whole period the claims of men
would have been within the provision thus made, and that the
full amount of the margin given by the loading to the Manchester
Unity rates would not have been absorbed. It is not, however,
to be assumed that if this had proved to be the case such
margin is unnecessary. Nor can the fact that, under the Act
of 1918, Contingencies Funds were established be held, in the
present state of knowledge upon the -subject, to remove the
need for the margin in question. If the normal benefits of the
Act are to be maintained as the minimum benefits, a substantially
higher provision must be made than that represented merely by
the average of all societies. Only in this way can the societies
with risks above the average receive due protection;in other cases
the excess in the provision made,. whether directly through the
Benefit Fund or indirectly through the Contingencies Fund, will
emerge as surplus available for additional benefits. The fact
that such cases will exist, and even the prospect that they may
be numerous, is not to be interpreted as an indication that the
provision made for sickness is excessive. It is a necessary
condition of the successful operation of a system of insurance
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based upon a uniform contribution, and administered through
financially independent societies and branches with widely
different sickness experiences, that the average of those
experiences should be substantially lower than that provided
for in the financial basis of the scheme. '

41. The fall in the claims for sickness benefit during the
war years provides an arresting illustration of the extent to
which external conditions affect the cost of sickness insurance.
Various factors which need not be discussed at length in this
report are well known to exert a material influence upon the
claims, and among these the current economic conditions ‘are
often prominent. Employment was abundant during the war
years and wages were high. With such conditions operating
universally and exceeding in marked degree the corresponding
attributes of a state of industrial activity due to any norinal
cause, a decline in sickness claims was almost inevitable. The
actual decline proceeded further, however, than even the
prevailing economic conditions might reasonably be held to
explain; and the fact that concurrently with the decline
improved administrative methods were. being applied in many
quarters, frequently under pressure exercised by the Insurance
Commissioners, does not suffice to bridge the difference. The
beneficial factor which is explained by neither economic con-
ditions nor efficient administration is the universal “will to
work ” which, under the stress of national necessity, dominated
the civilian population during the years in which the fate of
the country hung in the balance. The temperamental element,
which plays so large a part in controlling physical capacity for
work, came fully into operation, and in the right direction.
Moreover, the post-war sickness experience of approved societies
seems to show that this universal effort was not accompanied by
any untoward reactions; on the contrary, the claims have not,
since 1918, reached the pre-war level. That the resolution to
work, based upon the trust reposed in its defenders, which
carried the -civilian community through the long years of war
was beneficial, on the whole, from the point of view of health,
is strongly supported by the experience of the approved societies,
whose membership covers the great majority of the wage-earning
population. - - ‘ |

42. The total profits accruing to approved societies from
the favourable sickness experience of their male members approxi-
mated to 4,750,000. up to the valuation date. This figure is
the more remarkable in that the large proportion of men who
were serving in the Forces, averaging about 30 per cent. of the
total over the whole period of the war, contributed nothing
towards it. As explained above, these men were not entitled
to sickness benefit while serving, but in lieu thereof were allowed
the full value of sickness benefit under normal conditions in the
shape of a reduction in contributions. | |
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43. An attempt has been made to obtain some indication as
to the manner in which the sickness risk has varied according
to locality. To have made a complete investigation in this
respect would have been impossible having regard to the wide
areas covered by the operations of the large centralised societies.
A tabulation has, however, been made of the experience of those
English societies and branches which have been localised according
to county in Part X of Appendix A. Although the members of
any particular society of this class or of a branch are obviously
not all resident in the county, this tabulation may be accepted
as giving a broad picture of the incidence of sickness in county
areas.

The results, as regards men, are given in the following table
in which the counties are grouped according to the relation of
actual sickness cost to that expected. The average amount of
surplus per member in each group, taken necessarily from the
societies (or funds) in which men only were insured, is added.
It will be seen, as indeed would be expected, that there is a
close relation between the sickness cost experienced and the
result of valuation.

44. Tt appeared probable that an examination of these results
with reference to the occupational element might be instructive.
Columns 4 and 5 were therefore added to show the proportions in
which, at the Census of 1911, (@) Agriculture, and (b) certain
industrial groups with which heavy sickness rates have always
been associated in friendly society experience, were respectively
represented in the enumerated population of each group of
counties. The industrial groups taken under (b) were. Mines,
Quarries, Railways, Building, Iron and Steel, Chemicals, Brick,
Farthenware and Glass. It should be explained that the records
of -approved societies do not enable a classification of their
members to be made with regard to occupation, and that the
Census figures were used on the assumption that the societies
located in each county group, when taken together, would
represent an industrial distribution corresponding fairly with that
of the group as a whole. : -

43; Sickness benefit is not normally payable under the Acts
in cases of injury or disease for which compensation is received
under the Workmen’s Compensation Aects. ~The figures in
columns (2) and (5) of Table XT1il taken together are therefore
significant as illustrating the fact ‘that sickness experiences differ
with ~6ccupation ‘independently of differences in - the risks of
industrial accident. This is a point on which at times there
has been much misconception. Sickness’ benefit is payable
when~ the insured person is * incapable of work” and in

practice this means, as regards temporary sickness, ““ incapable -

of following his usual occupation,” obviously the risk against
which it is necessary for the workman to insure. In regard
to specific types of physical disorder, the personal occupation
of the insured person and the kind of labour it involves are
certainly points of importance in determining whether ke is or
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TasrLE XIII.

Sickness Bxperience of Men (England) classified acéo%ding o
Counties, with relative Valuation Results.

Percentage I\;e:rsﬁlgghus E&;cﬁ;;t:dg ?&I%fn ) I:'?I?lrpci%g‘téadg eM%fn
of A‘ctual | in County (in County groups) (in County groups)
County. to Expected § - groups. engaged in engaged in heavy
Qo§b 9‘)_3_ (Men’s tunds Agrieulture labour occupations
Sickness. only.) Cas shqown by as shown by
ensus of 1911, Census of 1911.
B (1) (2) (3) (4) (5)
£ .
London - - - 73 1-65 0-6 : 21
Surrey - - - 70 1
Sussex - - - 71
Kent - - - 72 :
Lincolnshire and 73 > 1-91 20 23
Rutland.
Cambridgeshire and 74
Hunts. )
Hampshire - - 76 A
Norfolk - - - 76
Dorset - - - 77
Westmorland - - 77
Yorkshire, E. Riding 77
Yorkshire, N. Riding 77
. Berkshire - - 78 L 157 14 28
Suffolk - - - 78 .
ssex - - - 79
Gloucestershire - 79
Middlesex - - 79
Oxfordshire - - 79
Warwickshire - -1 79
Buckinghamshire -| 80  |)
Bedfordshire - - 81
Devonshire - - 81
Hertfordshire - - 81 L. 1-42 [ 18 _ 27
Somersetshire - - 82 '
Wiltshire - - - 83
Cheshire - - - 84
Lancashire - - 85 9
Shropshire - - 85
Cornwall - - - 86
Worcestershire - 87 } 1-29 8 : 33
Leicestershire - - 88 : - .
Herefordshire - - 89
Northamptonshire - 89
Cumberland - - 90 3
Nottinghamshire - 90 g :
Staffordshire - - 91 L 1-22 . 6 ' 48
Yorkshire, W. Riding | ~ 93 J :
Derbyshire - - 97 1-04 8 56
Northumberland and 109 Nil. 4 64
Durham. - :
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is not “incapable of work.” If this fact be given due weight
this table will not be interpreted, wrongly, to indicate that the
persons engaged in the occupations comprised under (b) as above
indicated are, by reason of their employment, or otherwise,
necessarily subject to more sickness than the general average.
They may be so subject, and doubtless are in some cases, but it
is also probable that they claim more frequently because
incapacity for work has to be measured by standards different,
from those appropriate to the less exacting occupations. This
feature of sickness insurance presents one of the difficulties of
administration which place real responsibility on both the
certifying doctor and the approved society official.

The figures showing the extent to which the employed male

population of the several county groups is engaged in agriculture

are of interest, and indications of the association of a favourable
sickness experience with this industry are observable. The
table, as a whole, while less significant in this connection than in
regard to the industrial groups in which the heavier risks are
found, presents some arresting contrasts, and suggests lines of
enquiry that might be of considerable social value when the
experience of a normal period becomes available for examination.

(Women.)

46. The net expenditure on sickness benefit in the case of
women is shown by Table XI to have heen 80 per cent. of the
expectation. This is the same relative figure as the table shows
for men, but it must not be assumed, therefore, that-allowing for
differences of age distribution the actual experiences of sickness
among men and women have been the same. In the first place
the expenditure of societies in respect of both men and women,
as brought into Table XI, is reduced by the amounts of the
special grants referred to in para. 38 (iii) and this diminishes the
expenditure to a relatively much greater extent in the case of
women than it does in the case of men. The payments into the
benefit funds of societies from the Women’s Equalisation Fund
up to 31st December 1918, were no less, in total, than 1,375,9981.
and it is after deduction of this sum that the figure of 6,446,085!.
shown by the table is reached. In the case of men the sum
deducted from the expenditure as representing the payments to

‘societies under the recoupment grants for men- discharged from

the Forces was 500,5841., and the expenditure, after reduction by
this sum, was 19,544,318, Without deduction of the special
grants, therefore, the cost of sickness benefit in the case of
women would bear a much greater proportion than that of men
to the expectation of the standard table. |

In the second place it is necessary to realise that the standards |

for men and women are not the same, the sickness provided for
being materially greater in the case of women than in the case
of men. On reference to para. 11 it will be seen that the basis.
for men is 112§ per cent. of the Manchester Unity sickness rates,
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but that for women the basis is on the average 135 per cent. of
the same rates. When, therefore, it is shown, as in Table X1,
that the cost for both men and women has been 80 per cent. of
the standard, it must be remembered that the women’s standard
vepresents a rate of sickness which on the average is about
20 per cent. higher than that for which the men’s table provides.

A full appreciation of these facts is essential to the realisation
of the beneficial effects of the changes made by the Act of 1918.
If the original scheme of 1911 had not been amended the
sickness benefit expenditure of the years 1913-18, so far as
women are concerned, would have been about 115 per cent. of
that provided for, notwithstanding the remarkable decline in
the claims which set in with the year 1915. In the circumstances
this figure is now, of course, of historical interest only.

47. On examination of the working of individual societies it
is found that the sickness experience in societies admitting women
members only was much more favourable than that of women
in the “ mixed ” societies. This may be attributed to two
reasons : firstly that the societies admitting only women include
societies providing for special classes, such as teachers, women
clerks and domestic servants, with a low rate of sickness, and
secondly that, as indicated in paragraph 20, certain prominent
societies insuring men and women together in common funds
have evidently drawn a considerable proportion of their members
of both sexes from classes subject to more than the normal risks_

48. Sickness insurance among women did not exist to any
material extent before the system of National Health Insurance was
instituted, and the incidence of the sickness risks of women, with
regard to such factors as occupation, environment, marital status,
&c., remains to be investigated. It is hoped that in due course
it may be possible to take this matter up, but, apart from the
difficulties attendant on the prosecution of new statistical
enquiries in the present financial circumstances of the country, it
is evident that substantial progress in this direction cannot be
made until reliable data can be gathered. The experience of
the war years is so obviously abnormal that even if it were
analysed on a comprehensive plan the results would be subject
to qualifications from which it may be presumed that future
experience will be iree.

Disablement Benefit.

49. On reference to Table XII it will be seen that the claims
for disablement benefit have been continuously increasing since
July 1914, when this benefit first became payable. Such an
increase is in accordance with the assumptions adopted in the

. financial basis of the scheme. The persons who were brought

into insurance at the outset were those who were in employment
at the time when the Act came into operation. In these circum-
stances there could be no cases of incapacity due to protracted

xz 17224 . C
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sickness at .the beginning; the liability in respect of such cases,
including those of permanent invalidity, would develop gradually
over a period of about 10 years following the commencement of
insurance. No disquieting inference is, therefore, to be drawn
solely from the fact that since 1914 the claims for disablement
benefit have been steadily increasing. | | S

For reasons which were explained in the Second Annual Report
of the National Health Insurance Joint Committee (Cd. 7496—
1914) the provision made in the reserve values for the growing
claims in respect of disablement benefit in the early years of the:
Act was somewhat greater than the sum theoretically estimated
to be necessary for this purpose. As will be seen in the following
paragraphs, in which the position in regard to the disablement
claims of men and of women respectively is examined, the extra
provision thus made had not, up to the valuation date, beem
absorbed. : .

(Men.) ]

50. The proportion of actual to expected cost in the period
under examination was 42 per cent. It is clear from this figure
that the cost of disablement benefit has been very low and that
the special provision made for a more rapid increase of cost
than that theoretically expected has not in fact been necessary.
The total saving on the estimated expenditure is over 3,500,0001.
Such part of this sum as represents the special provision referred
to is obviously not in the nature of a profit available for present
distribution. It was provided to meet a contingency, at the
cost of an increase to the charges for the redemption of reserve
values extending over the next 30 years,-and if it could now be
assumed that no such provision in respect of disablement benefit
need be retained it might be fitting to withdraw it, and to reduce
the reserve values accordingly. Practically, however, the present
uncertainties preclude consideration of this course; the sum so
provided constitutes a valuable reserve, the need for which may

still arise, and it has accordingly been decided to carry it

forward as part of the surplus of each society (or branch) whick
is not available for present distribution.

(Women.)

51. In contrast with the experience of men, the cost of dis-
ablement benefit in the case of women has not been materially
less than the amount provided on the reserve value basis. The
actual cost over all societies has been 92 per cent. of the
expected, and the net saving to societies has bheen little more
than 100,000l The results of the valuation in respect of women’s
insurances have, however, made it possible to take the same

course in regard to disposable surplus as has been adopted in the

case of men, i.e., to carry forward an amount corresponding with
the special addition made to reserve values for the purpose
referred to in para. 49 above.
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The -course -of. expenditure on' disablement benefit in- the case
of women suggests that the operation of this benefit will have
to:be closely watched. Even when- the claims of women -for
sickness benefit were reduced to an abnormally low figure by
reason of war conditions of employment -and wages,-the corre-
sponding cost of disablement benefit rose rapidly towards the
expectation. There -are indications that, unless great care is
exercised in supervision, the claims of women for-disablement
benefit will eventually create a difficult problem for some of the
societies. - S S

3 Maternity Benefis.

52. The figures as to actual and expecféd cost are giveh in
the following table. The figures are ““ net,”.i.e., the State grant
is deducted :— | :

TaBLE- X1V, | ‘
Maternity Benefit Claims—Comparison of -Expected and Actual
Payments. .
- : Expected Actual Percentage of
_— . Benefit Benefit |  Actual to

Payments. { Payments. Expected.

, £ £
Alen’s Insurances - -1 6,297,389 5,047,822 80
Women’s ,, - - 1,121,334 714,826 64

Total - - -] 7,418,723 | 5,762,648 78

The figures in respect of women relate to the period since
January 1914, since, under the provisions of the Act of 1911,
sickness ‘benefit was originally paid ‘in certain cases in lieu of
maternity benefit. An alteration was made in this respect by
the Act of 1913. S

The figures of expected cost are based upon a table of
birth rates closely related to the experience of England and Wales
during the year 1910. This was, of course, a valid standard on
which to base the estimates for the years 1913-18, and the
differences between the actual cost- and the expected cost
thus estimated reflect the results of the reduced birth rate during
the war. The total saving on the estimates is about 1,250,000!.
for men’s insurances and 400,0001. for those of women. Looking
at the relative weight of these figures, as indicated by the last
column of Table XTIV, it will be seen that the average payments of
maternity benefit to employed women have been materially
below the average for thé wives of insured men. The claims of
employed women come predominantly from employed married
women, and the difference between the two sets of figures appears
ta suggest that the birth rate is considerably lower among wives
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who are industrially employed than it is among wives who are not
so occupied. The difference in the birth rate of the two classes
would seem to be even greater than the figures indicate, for a
large proportion, probably, indeed, a large majority, of the
industrially employed women are married to insured men and on
confinement draw maternity benefit in respect of their husbands’
insurances, the first line of the table, therefore, relating to the
claims of both employed and unemployed wives, and not to the
latter only. On the other hand, the apparently low birth rate
among insured married women is subject to some modification on
the ground that, for reasons explained in para. 60 below, the
numbers of employed married women in the valuation returns
are believed to include some widows. Further, the number of
insured married women was increased very largely during the war.
It is probable that the husbands of an exceptionally large pro-
portion of employed young married women were on military
service, and if such were the case the birth rate among this class
would be affected by war conditions to a greater extent than was
the case with the whole body of womén entitled, under the Act,
to maternity benefit. Caution must thus be used in drawing
deductions from the relation of the two sets of figures. Health
Insurance statistics are certainly capable of throwing light on the
important social question of the. relative birth rates among

“industrially employed and home-keeping wives, but the special

conditions of the war years seem to suggest that no very positive
inference can be drawn from the figures so far available.

The Rate of Mortality.

53. The tate of mortality among members of approved
societies has, of course, been greatly affected by deaths attributable
to the war. In order that this feature can be examined, the
results in the case of men have been tabulated to show the
mortality at ages under 40 and over 40 respectively. These
figures, together with those relating to women, are given in the

following table :—

TaBrLE XV.
Comparison of Expected and Actual Mortality.
(Exclusive of Ages over 70.)

3D ted Actual | Percentage of
ngc © £ number of recorded
n%m t%f 0 Deaths Actual to
eatns. (asrecorded).| Expected.
Men—
Under age 40 - - 212,246 419,363 198
Age 40 and over - - 450,967 . 308,626 68
Women - - - - 180,477 103,276 57
Total - - - 843,690 831,265 99
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54. In the valuation basis certain assumptions are made as
to the death rates which will prevail in approved societies as
their members pass from age to age in the future. In so far as
these assumptions are realised, no profit or loss accrues to a society
in respect of mortality. If, however, the death rate exceeds the
expectation, a society realises a profit under this head, since it no
longer requires the reserves which it holds to meet the advancing
liability for sickness and disablement benefit for such number of
the members as have died in excess of the number expected.
In the contrary event a society sustains a loss, it being assumed,
of course, in either case, that notwithstanding the deviation from
the general average in the society’s mortality experience the
surviving members will be subject in future to the general average
rate of sickness. It has sometimes heen thought that, because
there is no death benefit under the system of National Health
Insurance, the question of profit and loss from mortality does
not enter into the financial arrangements of approved societies.
Such, however, is far from being the case, as will be seen from
Table VII, where the profits in respect of mortality are shown to
he 175,0001. and the losses 1,825,0001.

It may be thought in view of the figures given in Table XV,
which show that in total the deaths among men have materially

‘exceeded the number expected, that the loss under this head

shown in Table VII is inconsistent with the explanation just
given as to the effect of the element of mortality. It will,
however, be seen that, while the number of deaths among men
at ages under 40 has been about 207,000 in excess of the expecta-
tion, the number at ages 40 and over has been below the expecta-
tion by about 142,000. As between young men and men of
the advanced ages at which the majority of deaths at ages over
40 are found the reserves held by societies differ very widely. It
is estimated that in respect of the younger group a net gain of
about 560,000l. has accrued in release of reserves by heavy
mortality, while on the contrary the low mortality among men
of ages over 40 has imposed upon societies an additional strain of
about 1,600,000. It will thus be seen that the distribution of
deaths with regard to age is a material factor in determining
whether, in total, a profit or a loss has resulted from mortality.

The extent to which the figures given in Table VII may be
affected by other considerations is dealt with in the following
paragraphs.

55. As indicated above, the actual deaths among men under
age 40 have exceeded the number expected according to the
standard table by over 200,000. In view of the low rate of
mortality among the civilian population exhibited by the other
comparative figures of the table, it is not unreasonable to presume
that the recorded deaths include some 300,000 attributable to

the war. It is probably, however, a fair estimate of the position

to say that fully 500,000 members of approved societies lost
their lives in the war, and it must, therefore, be assumed that on
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‘the valuation date the records of approved societies :included as
_existing members a large number of men who had:died in the

war, but whose deaths had not been entered up in their societies’
registers. The exact position in this respect is difficult to deter-

mine, since many-men on joining the Forces failed to communicate
the fact to their societies and,'in due course, were written off the

-membership registers, in -some cases, as having left insurable

employment. -
56. Turning now to the other figures in Table XYV, it would

-appear that the mortality among civilian members of approved

societies was to a marked extent below the expectation. The fact
that the insurable population did not include persons who through
invalidity had ceased to be employed before the Act came into
operation would lead naturally to the anticipation that such an
experience would have prevailed in the early years of the scheme.
Tt is, however, very doubtful whether the population death rates

_of the years 1908-10 (on theé experience of which the mortality

table employed for National Health Insurance purposes was
constructed) and-the approved societies’ civilian experience of
1913-18 were, for this reason, so different as to justify the belief

, that the mortality rate among insured persons was only 68 per
“cent. of the standard, as suggested by the experience of men over

40, or to support:the still more difficult proposition, suggested.by
the figures relating to women, that the ratio was no higher than

‘57 per cent. The conclusion to which these figures lead is that,
“apart from the actual prevalence of a light death rate, an appear-

ance of low mortality has resulted from the failure of certain

societies to obtain a full record of the deaths among their members.

The variations.in-this respect between the different classes of

_societies are significant ; there:are definite indications that some. of

the large centralised organisations have been less successful than
societies of other types in overcoming whatever difficulty: may
have arisen. So far as concerns men who were serving with. the

: Forces, the matter is complicated from causes not entirely. within

_the..control:. of the societies and means must be found.to assist

“them in correcting it. In regard to civilians, the need for proper

arrangements was long ago seen and the consequences of its
neglect were frequently and fully explained. It is a matter for

‘regret that this.question has persisted to become the subject oi
-comment in connection with-the valuation results. - |

57. The point of substance in regard to this matter is not

“that the surpluses-.of - certain societies ‘are understated, for the
‘time being, by reason of a proportion of the members who have

died being classed as still living=—though this point in itself is

_serious enough since it may- easily lead to erroneous conclusions

as to. the sickness experience and other factors bearing on the

-valuation result~but-that; failing the tracing of all its deaths by

any‘socie.ty, “a. certain number of members who have died have
been, or in-due course will:be, struck off-the register as having

.ceased to be in insurable employment during life, their * transfer
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vilues ” being accordingly withdrawn from the society. under
the Act of 1918 and paid to the credit of the central Reserve
Suspense Fund. No such payment falls to be made upon a
death, since the probability of death is a factor taken into
account in the financial basis of the Act. Wherever, therefore,
a death is treated, in the absence of knowledge of the fact, as
a lapse from- insurance; the society concerned sustains a loss of
‘somewhat serious amount. - Defective administrative machinery,
leading to such a result, is obviously a matter for the careful
attention of societies. :

Cessations of Insurance. -

53 It will ‘be observed from Table VII that the profits
attributed to this source amount to 1,686,0001. in the case of men
and 1,855,000l in the case of women. Approximately 50 per
cent. of this item originates in the fact that, on the withdrawal
of a person from insurable employment and the consequent
cessation of his membership, his society retains a portion of
the reserve held against hi§ insurance. The money so retained
Dy a society represents the excess of the general average reserve
(for the age concerned) over the reserve appropriate to-a member
-who is presumed to be in a state of health above the average; in
other words, it is the difference, at the age in question; between
-the valiation reserve and the ‘ transfer value.” - S

" If cessations of insurance leave a society with a membership
whose standard of health is -lower than it might otherwise have
‘been, the retention of this balance cannot be regarded as affording
i, profit-to the society. It-rather -provides a fund out of which
the society will: be recouped for the loss of members in superior
health, ‘part of whose contributions, had they remained, would
have assisted . it o support-its invalid cases. It is nevertheless
.open to argument that, in fact, this item contains a substantial
.element- of profit so far, at any rate, as men are concerned.
The rates of sickness of-the Manchester Unity Tables (which
were employed for the purposes of the Act) represent the expe-
rience of a body from which lapses were constantly taking place, to
some extent, perhaps, in circumstances similar- to those of cessa-
tion from National Health Insurance, and from this point of view
it may be suggested that the financial basis of the Act makes
some provision for augmentation of the average rate of sickness
at successive ages due to the withdrawal of lives in 2 state of
health -above the common average. While, in the existing state
of knowledge upon the subject, it is impossible to form a positive
opinion upon the point, it is proper that in dealing with the
distribution of surplus the element of doubt should be recognised.
An appropriate part of this item, based upon the conditions of
‘the particular case, has, therefore, been inciuded in each
amount of surplus carried forward. ,, _

The other 50 per cent. of this item arises on the point
-explained in para. 38 (v). As there indicated, it has been
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assumed in the regulations governing the debits against-
societies in respect of the period up to 1st July 1918 that:
persons who ceased to be insured within the period had beem:
entitled to a free year of insurance, and that the society had
been at risk accordingly. There is reason to think that, as
regards the great majority of persons who went out of insurance..
this was not, in fact, the case, and that the regulations accordingljdr
conferred some profit upon societies by way of undercharge iw
the transfer values debited to them. So far as this profit is.
related to sickness benefit it is comprised in the figures shown.
under that head; the residue is included in the item now under
discussion. This profit, it should be added, is not recurrent-
and, in view of its magnitude, that fact has been taken into

;aonsidera-tion in determining the amounts of surplus to be carried.
orward.

Marriages.

59. A net profit of 662,000l. is shown under this head. The
fjnancial provisions of the Act in regard to the maﬁiage of
insured women have been substantially changed since 1912, and
it is impossible to trace out the exact conditions to which this:
profit is attributable. It is observed, however, that while the
statistics published by the Registrar-General show that during
the years of the war the total number of marriages in the commu-
nity was above the normal average, the experience of approved
societies exhibits a contrary feature. Theoretically the profit.
shown is due to this fact, but it is certain that in great numbers:
of cases marriages have not been notified to societies, and that
many women on leaving insurable employment on marriage have
failed, in consequence, to obtain thé special benefits to whick
they were entitled ; it is probable that this is the source whence
much of the profit in question has really come. It is to be:
expected that under the new procedure set up by the Act of 1918
this feature will be avoided, or at any rate greatly lessened, and.
that the marriage factor will cease to produce such departures

from .the finanecial estimates as seem hitherto to have been
experienced.

Deaths of Husbands of Insured Women.

60. The actuarial basis of the scheme of insurance takes into
consideration the fact that when a woman becomes a widow the
society’s liability may be sensibly diminished, according to her
age, 1(;1 re}s)pect of maternity benefit. The reduction is, of course,.
Z(l))lcljs;t ?ge {fﬁ.a,t the younger ages, but practically disappears at
~ As a result of the war the number of widows was largely
increased at the younger ages, and the effect of this should have
been. reflected in the valuation results. The fact that, instead of
a gain, a net loss of 48,0001. is shown under this head in,Table VII
can oply mean that there is a widespread failure on the part of
societies to register the deaths of husbhands of insured married
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women. This does not, of course, add to the liabilities of societies,
though it leads to an over-estimate being placed upon them at
the - valuation, and to a subsequent appearance of profit when
the cost of maternity benefit falls below the expectation for the
supposed number of married women on the books.

Tt is not in the interest of the members of a society that from
this or any cause its liabilities should be over-valued and its
surplus minimised; while in the event of a deficiency appearing
as the result of inattention to this factor the consequences
might be decidedly serious. It is essential, therefore, that
societies should realise the importance of accurate records in
this connection. It should not, moreover, be overlooked that if
a widow who appears in the register as a married woman ceases
to be insured the society may be debited with a larger transfer
value than would otherwise be the case.

Receipts of Contributions:

61. The finance of the scheme presumes that contributions
will not be paid in periods of unemployment and sickness, and
the financial position of approved societies is, therefore, affected
in some degree, so far as contributions are concerned, by industrial
conditions and by divergencies of sickness experience from the
general standard. It wasfoundin connection with the valuations
that in the majority of societies substantial contribution profits
had been realised in the period 1913-18, the total of these, as
shown in Table VII, being 586,000. These profits are evidently
due to the exceptional conditions which prevailed during the war;
unemployment was inconsiderable. and low ratées of sickness
were experienced, both factors leading to the receipt of contri-
butions in excess of the expectation.

62. On the other hand, it will be observed from Table VIL
that contribution losses amounting to 2,912,0001. were apparently
experienced by certain societies. Analysis of this item reveals
the fact that the greater part of it is attributable to a few large
societies, chiefly of the centralised types.

It is impossible, without examination of administrative
details, to form a conclusion as to the causes of this apparent
shortage in contribution income, but it is worthy of note that
in the course of the valuations a substantial loss in contributions
was generally found to be associated with a high rate of
cessation from membership. It is possible that certain societies
have been lax in clearing their registers and that, in respect of
both deaths and cessations, insured persons have been kept on the
books for considerable periods after the termination of member-
ship. Reasons have already been given for the belief that in
respect of men who were killed in the war the registers have
been imperfectly corrected, thus leading to the inclusion among
the persons existing on the valuation date of a large number of
men who had previously died. It is probable that to some
extent a similar position existed in regard to other cases in
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which insurance® had ceased. "If so, the number of members
included in the valuation of certain societies may be appreciably
-greater than the number actually existing. The effect for the
time being is, of course, against the societies concerned, in that
the valuation results appear to be less favourable than otherwise
‘would have been the case. - The fact that the difference is ““ on
‘the safe side * is doubtless satisfactory-so far as it goes, but:it
1is evident that the whole matter requires the careful attention
~of those concerned. ' SRR R

- It should also be pointed out that investigation has shown
that in cerfain societies in which the contribution income was
deficient the cards received were stamped well up to the average
but the number of cards surrendered was seriously below its
proper figure. This, again, is largely a matter of efficiency of
management. Some cases were, of course, found in which the
stamps on the cards were materially below the average. This
feature was more common in Ireland than elsewhere.

Inierest.

63. As already explained, the valuations of approved societies
are made upon the basis of interest at-the rate of 8 per cent. per
annum. ' Any interest earned by the investments in excess of
this rate therefore produces a profit. ' o
A large proportion of the assets of approved societies consists
‘of the unredeemed portion of the. original reserve values, and on
this item the statutory rate of interest is 3 per cent.; in this
connection no interest profit can arise. As, however, reserve
values are redeemed and further funds are huilt up out of savings
from contributions, societies are credited with moneys for invest-

‘ment. ~ On these moneys substantially higher rates than 3 per -

cent. have been realised, largely, of course, as the result of war

~conditions affecting the value of money. | N
~ The investments of sociéties’ funds are of two kinds. Oile
half of the amount available in each case'is transferred to the
Commissioners’ Investment Account, to be held in Government
securities under the control of the National Debt Commissioners ;
“thie other half is at the disposal of the societies for investmerit

by them or under their directions. o
As regards sums standing to the credit of societies in the
Commissioners’ Investment ‘Account, or held by the Departments
on’ current account, the rate of interest was 31 per cent. up “to
31st December 1917 and 4 per cent. after that date, the balaznice
of interest earned in respect of these  accounts being retained
as a reserve against depreciation as explained in para. 23 above.
~ The investments made by the societies themselves, or at

“their direction, chiefly in Government securities, also carry high -

‘tates of interest; in these cases the wholé of the interest has
‘been carried to revenwe. The large item of 1,571,0007. shown as
“interest profit in Table VII should not be passed over without
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reference ‘to the fact, previously mentioned, that no part of the
interest earnings of approved societies is subject to income tax.
. Adniinistmtion Bapenditure.. S
64. The item of 200,000!. shown under this head in Table VIL
is not the total of the:unexpended balances of:the sums:appro-

‘priated to administration” (which . appears: under 'a ‘separate

heading in the Summary of the Valuation Balance Sheets), but is
the assessed amount of the differénce between the sums appro-

-priated and those provided for in the financial basis of  the Act.

This difference is chiefly attributable -to the fact that certain
societies have found it unnecessary to: appropriate for the cost
of administration the -full amount allowed by the regulations.
Special circumstances in some cases have enabled societies to
add materially to their surpluses from this cause. Some part of
the item seems, however, to be connected with the causes to
which (see para. 62 above) apparent or actual loss of contribu-
tions is attributed in certain cases. So far as societies may
have failed to gather in the whole of their contribution cards,
the appropriation to the Administration Account was doubtless
less than the valuation basis provided, the practice under the
old regulations having been to base this appropriation on th.e
cards surrendered. The amount under-drawn in such cases is
included in the figure of 200,000l., but it is nevertheless not to
be assumed that it constitutes a real profit to the Benefit
Funds. Wherever such an item has arisen it provides no more,

‘in faet, than a small set-off against the sum lost by the Benefit
‘Fund in respect of “the cortributions for which, tl.lrough_ the
‘non-collection of the cards; the society failed to obtain credit. -

Interest on Surplus or Defictency. E
65. The net profit from this source, as shown by Table V1L,

‘is 1,208,000l The item illustrates the importance of the part

that interest plays in the financial arrangements of approved

- ‘societies. It represents the interest earned-(at 3 per cent.) by the
‘growing surplus during the period up to 31st December 1918.

1f the surpluses of societies had accrued uniformly throughout
the six years 1913-18 the amount would have been even larger.
The figures given in Table XII as to the course of the claims
for sickness and disablement benefits suggest that no large amount
of surplus resulted from the operations of the years 1913-14,

.and that the: surplus which earned the substantial interest

explained in this paragraph accrued for the most part in the

years 1915-17.

Miscellaneous Profits and Losses. o
66. This item:of Table VII; amounting on the one side of
the account to 2,591,0001. and on the other side tp IGS,QOOZ.,- is
composed, for.the most part, of small ‘items,. including the
residual balances of surplus the tracing of which in detail would
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have involved prolonged investigation without any counter-
vailing advantage. Two substantial items entering into this
group should, however, be mentioned, in view of the fact that

they will not recur in future valuations. With regard to the

first of these, it will be recalled that all persons who entered
into insurance between 15th July 1912 and 13th October 1913
were entitled, under the original scheme, to full benefits irrespective
of age. A common table of reserve values was necessarily
applied to all such cases. The liability of societies was, however,
slightly affected by the particular dates at which persons became
insured, since medical benefit was provided from 15th January
1913, and some persons had therefore to contribute for six months
before becoming eligible for this benefit while others were entitled
to it immediately on admission. In the interest of societies
cautious estimates were made, in the calculation of reserve values,
as to the average amount of relief which would accrue under this
head in respect of entrants in the first fifteen months of the Act.
In the event, and owing to the immediate acceptance of the

Act in regard to the vast majority of persons who became

insurable, societies benefited to the extent of about a shilling a
member in excess of the estimates, or, in all, by about 650,0001.
The second of the two exceptional items of profit relates to
women only. When the contribution payable to the Benefit
Fund, in the case of women, was increased by the Act of 1918
the adjustment was carried back to the commencement of the
Act, although the excess of liability for which the increase was
made did not accrue so far as concerned sickness benefit until
January 1913, and so far as concerned disablement benefit until
July 1914, not even then reaching its maximum for this latter
benefit. The total gain to the Benefit Funds of societies from
this source is, approximately, 300,000l

Although, as explained above, these two items of profit,
accounting between them for nearly 1,000,000l., are not re-
current, it has not been considered necessary to give special
consideration to them in deciding to what extent surplus should be
carried forward, since in normal cases the part of the surplus
of an individual society or branch attributable to either of these
factors is relatively small.

CoNcLUsION.

67. In the foregoing pages I have endeavoured not only to
summarise the results of the valuations but also to trace, and as
far as possible to measure, the effect of the causes which have
combined to produce those results. The circumstances of the
time have enforced upon me strict economy both of tabulation
and of exposition, but it will, I trust, be found that every point
of importance has been dealt with. While I have found it

necessary to refer to certain defects of record which have been -

disclosed on the valuation returns, or pointed to by the valuation
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results, it should not be understood that I regard these as other
than faults of detail for which growing experience in administra-
tion and complete appreciation of the issues involved will
provide a remedy. Taking the results as a whole, no student
of social conditions can fail to be impressed by the financial
strength of the system of National Health Insurance and by the

- capacity of the system to minister to some of the most urgent

needs of the industrial population. The maintenance of these
attributes must rest chiefly with the approved societies.
The system which Parliament has provided is soundly based,
but in order that it should hold permanently the position
in the life of the community for which it was designed it is
essential that it should be soundly administered by those to
whose hands it has been entrusted. In their own sphere the
approved societies occupy a predominant place, and a corre-
spondingly heavy responsibility lies upon them.

68. In concluding shis report it is fitting that I should
acknowledge the great assistance received from the officials of
the Departments charged with the oversight of National Health
Insurance and with its central accounting operations in the
several parts of the United Kingdom. To this assistance is due,
in no small measure, the fact that, despite the conditions
described in paras. 2 and 3, the valuers were able to complete
the heavy task laid upon them at such dates as enabled the
great majority of the approved societies to formulate schemes
under which additional benefits began to be payable to their
members as from July last.

' I am, Sir,
Your obedient Servant,

ALFRED W. WATSON.
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XI.—RESULTS OF VALUATIONS OF OERTAIN BRANOHES WHICH HAVE BEEN COMPLETED SINCE THE COMPILATION

OTF THE STATISTIOS AND THE PREPARATION OF THE REPORT.

150
)]
— -
‘s 3 © o
= 10
@ rd R oD o
QB 8 & 8 =
g E,}j - ™
S)
= -
= B
2| g
> g @ | I | |
o 5,
= -
=] .
[r]
2 o
= 19 e 19 r— <X
= 2 ] S <k <
£ I O S ~
=z e S £~
& o0 o =i NO o H DN
10 I~ S A
5 o B8 B =% 85 °F
e — ot ~H ~H <H
g —
=
B
o5 o & © D D oD
: ] > &
S S 2 &8 28} B °F
= — ~H o ~H
i
B~ t 1 1 ' '
[0
-
[72]
2
v-a 1 ¥ ] -
o
ﬁ -
% | [ ] L} bl
2
[
w o
S ] ] ' ] [/ 20 |
(=] Uj . +2
o = - £
"3 % [ ] ;{ ] 1 ,..'f:“_. ]
- pf e - nm E
o O ﬂ_,' -t . e
w , H g, w, 2 .
- ! ~ .
° - 2 A £~ s
© © Q 4y - re]
-+ o 4] o=
8 s UOJ 1 ' FGS ' 8 :
> s 58 - 3
T 3 B3 & & A
O o woa Og O 2
o ©O© Lo o 3 ©
8 08 o = &
-gm]r-; o5 g g o B =
S M 5@ A SR oA
g o8 4= 3~ -
o= = = i =
24" A o @ (e}
D i~ o == ol
1= 9 = @ 3
k 2 5 i 2
Hd -
Wi Py
5 o5 g e 19 & o
=t o= (] 1D =) & -H
%«Z 8 — — i &N ]
< R

2 Branches with about 1,600 members.
2 Branches with about 8,000 members.

I1.0.0.F. (Manchester Unity)

Returns are still outstanding in the following cases :
I.0. Rechabites -
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APPENDIX B.

REPORT OF THE ACTUARIAL ADVISORY COMMITTEE ON.
THE BASIS OF VALUATION. -

To tae RicET HoON. C. F. G. MASTERMAN,
Chairman, National Health Insurance Joint Committee.

SIR,

1. In compliance with the desire of the Joint Committee we have
considered the question of the basis to be adopted for the periodical
valuations of the liabilities and assets of approved societies.

Valuation of Liabilities.

2. After full deliberation we recommend that a uniform standard of
valuation of liabilities be applied to all societies alike, namely, the stan-
dard, based upon general average conditions, which was adopted in the
caleulation of the reserve values, as described in detail in our first and
second Reports. The reasons which have led us thus to advise the use
of a single standard of measurement for the liabilities of all societies,
without regard to any special conditions affecting particular cases, result
from & close consideration of the financial provisions of the Act taken
as a whole. Our recommendation is not intended to indicate our opinion
as to the principles upon which the valuation of societies providing sickness
benefit should, as a general rule, be conducted, but applies only to ap-
proved societies and only to the business of those Societies under the
Acts. These reasons are developed in the following paragraphs (3 to 10).

3. The contributions, which by the Act of 1911 are fixed at uniform
rates, were calculated to be of a value equivalent, on a general average
basis, to that of the benefits at the age of 16 last birthday; and the Act
provides that reserve values shall be credited to societies in order to meet
the obvious losses which otherwise would have resulted from the accept-
ance of persons who entered into insurance at ages over 16. It is clear
from Section 55 that the reserve values have no other purpose than that
of remedying the consequences of inequality of age. In connection with
our work upon reserve values we, therefore, felt precluded from considering
any scheme by which each society might have been supplied with credits
corresponding with the probable liabilities which it had undertaken, so
far as these depended upon the deviations from the general average risk,
resulting from the occupations, environment, etc. of the particular persons
or particular classes of persons whom it had accepted as members.

4. Tf in these circumstances the basis of valuation were such as to
recognise, in the case of each society, the probable effect upon its liabilities
of any conditions special to itself, the first valuation, in many cases,
would bring out a large surplus, while in other cases deficiencies of serious
extent would be disclosed. The surplus or deficiency so revealed would
be due in a small degree only to the difference, up to the valuation date,
between the actual experience of the society and the general average
expectation according to the reserve value basis. The major part of it
would represent the capitalised value of the difference between the esti-
mated future expenditure of the society on benefrts, as affected by its
particular conditions, and the provision made for such expenditure by
the contributions and the reserve values calculated upon the general:
average basis.

5. Were the provisions of the Act relating to deficiencies such as to
enable a society to adopt a scheme enforcing upon the members a per-
manent reduction of benefits or increase of contributions, & basis of valuation
which would give effect to the probable future experience of each society
might still have been considered, notwithstanding that this-would produce
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such & variation of results, between the extremes of large surplus and large

deficiency, as we have described above. Such & basis is proper in the case -

of the private funds of friendly societies, and of societies working indepen-
dently of the scheme of National Insurance, where the discretion of the
society in dealing with a deficiency or surplus is wholly unfettered by
anything save its own rules—which, in general, it has complete power
to amend as it may find that circumstances require. But in dealing with
approved societies we are compelled to attach weight to the provisions
of Section 38 of the Act which, as we are advised by the Legal Adviser
to the Joint Committee, require, without discrimination, that every society
and (subject to certain pooling provisions) every branch of a society
which is in deficiency, shall adopt a scheme ** for making good the deficiency
“ within a period of three years from the date at which the valuation
¢ was made.” The application of this provision to a deficiency brought
out on the assumption, for example, that a considerably higher rate of
sickness than that provided for in the reserve value basis would
be permanently experienced, might, in many cases, entirely suspend
sickness benefit for the three years following the valuation date, and in
some cases might also require a temporary increase in the contributions.

6. It is not so clear that a disturbance of corresponding magnitude
would of necessity result in the case of surpluses, since the Act does not
appear to direct that any surplus which is appropriated- to additional
benefits must be exhausted in the period assigned to the redemption of
deficiences. It is evident, however, that in the case of branches profound
disturbance of the original conditions would result from the payment to
the central body, under Section 37, of one-third of the relatively large
surpluses arising from valuation upon the basis under discussion.*

7. Further, regard must be paid to the provisions of the Act relating
to transfers of persons from one society to another or from one branch to
another. Section 31 provides for the transfer in such a case of a sum
“ representing the liability ” of the transferor society in respect of the
member concerned “ calculated in accordance with tables to be prepared
by the Insurance Commissioners.”> The obvious intention of the words
quoted is that there shall be a common standard of transfer values, but
it is evident that if transfer values for individuals were calculated on one
basis, while the obligations of a society in respect of its members, taken
collectively, were liable to be caleulated on another basis, the whole
financial machinery of transfers would be reduced to confusion.

8. These considerations lead us to the conclusion that it would not be
consistent with the financial scheme of the Act to institute a system under
which each society would be valued in accordance with its own particular
conditions. We therefore recommend that the general average basis
used in calculating the reserve values at the outset be prescribed, also,
as the uniform basis for the valuation of all societies.

9. The result of this recommendation will be a system under which
the first valuation of each society will show the financial effect of any
peculiarities in the experience of that society between the commencement
of the Act and the valuation date, and in which each valuation after the
first will show the like effect in respect of the period since the previous
valuation date. The amount of any surplus will be the measure of the
net profit made by the society since it began to transact business under
the Aect, or since the previous valuation, as the case may be; while the
amount of any deficiency will represent the net loss made by the society
during the same period. In mneither case will estimated future profits
or losses, as compared with the general standard, be anticipated and
brought into the valuation. It should be clearly understood, therefore,
that under this method of valuation the rectification of a deficiency shown
upon one valuation will not dispose finally of the question so far as that

*Sec. 37 was amended by the Act of 1918, and these remarks, therefore,
no longer apply.
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society is concerned. On the contrary, it may be expected that in cases
where the result of the first valuation, whether that be a surplus or a defi-
ciency, is due to particular causes that are permanently operative, future
valuations will tend to show like results, surplus following surplus or
deficiency following deficiency, as the case may be; and that consequently
where, in such a case, a scheme has been adopted to deal with the surplus
or deficiency arising on the first valuation, the occasion for a similar
scheme, having the same purpose, will arise at each succeeding valuation.

10. The foregoing observations so far as they relate to the action required
by Section 38 to be taken in cases of deficiency refer, of necessity, to the
Act as it stands at present. We have observed that in recent Parliamentary
debates concerning the working of the Act stress has been laid upon the
effect of segregation of particular classes of risk in particular societies
and that some measure of equalisation has been foreshadowed. If such
a measure were directed to the avoidance or the diminution of a reduction
of benefits resulting from a declared deficiency, no modification of our
conclusions as to the appropriate basis of valuation would be called for;
the result of the valuation would not he affected, but its consequences to
the members, under the operation of Section 38, would be modified,
probably to a considerable extent in some cases. We assume it to be
possible, however, that there are alternative methods of treating the
problem of segregation, and we, therefore, deem it necessary to emphasise
the fact that our recommendations depend upon the existing provisions
of the Act and that the whole question should be reviewed in connection
with any change made therein.

11. *In connection with the valuation of the liabilities of a society it
is necessary to refer to one point of detail. We have found a special
difficulty in providing for the assessment of the value of the contingent
charge connected with the future re-entry into insurance of members of
societies who before the valuation date had ceased to be insured persons
by reason of leaving insurable employment. We understand that in
these cases the outstanding part, at the date of exit from insurance, of
any reserve value originally credited to the society will have been cancelled
under the authority of regulations made under (D) of the First Schedule
to the National Insurance Act, 1913, and that, under the same regulations,
appropriate new reserve values will be credited when any such persons
again become employed. We have advised as to the reserve values
which may be deemed appropriate in these cases of re-entry, and our
recommendation involves the necessity for reserving in the valuation a
sufficient proportion of the accumulations oub of the contributions of all
the persons who have left insurance, to provide for a defined part of the
liabilities arising in respect of those who return. We have no means of
estimating the probable proportion of re-entrants into insurance, and there-
fore of the aggregate provision which any society ought to make for this
contingency. We recommend for the present, therefore, that the whole
accumulations out of past contributions, as existing in each case at the
date of the member’s exit from insurance, shall be reserved in the valuation,
but without further accumulation by interest for the period elapsed
between the several dates of exit and the valuation date. The effect will
Be to release to societies the interest earned by the accumulations in respect
of dormant insurances and to that extent to secure to them, year by year,
a profit which, as it appears to us, the Act contemplates will be available
as a margin of safety against the numerous contingencies to which any
scheme of sickness insurance is necessarily subject. At a later date, -
when further experience of the working of the Act has been gained, this
particular recommendation should be reconsidered with the view of periodi-
cally releasing, for the benefit of the societies concerned, such amount,
if any, as it may then appear will not be likely to be required to meet
future liabilities in respect of re-entrants.

*The Act of 1918 altered the position of personsre-entering insurance, and this
paragraph consequently is no longer applicable.
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12. We have given some consideration to the possible consequences
of the present war upon the financial position of approved societies,
particularly in regard to the valuations now approaching.- It would
appear probable that the first effect of the war will be to create apparent
profifs through the release of reserves held by the societies in respect of
those of their members who may be killed or may die of wounds or disease
contracted on active service. On the other hand, this experien¢e may,
and probably will, be followed by an enhanced rate of sickness among the
men who return to civil life, a proportion of whom will be liable to suffer
in health as the result of the hardships of active service; and a considerable
amount of unemployment may be expected, leading to an enhanced
proportion of arrears (within the limit of three weeks per annum) not
counterbalanced by any reduction or suspension of benefit. The profits
resulting from the war mortality, as indicated above, may be expected
to be absorbed by these later losses, and it is accordingly a question for
consideration whether any such profits disclosed in connection with the
first valuation should not be retained as a special reserve, in which .case
an addition to the regulations would be necessary. We are not in a
position to gauge either the extent or the relative importance of the finan-
cial question here involved, but the soundness of the principle of a special
reserve, in the circumstances described, is evident. _

13. It should be kept in view, in connection with this subject, that-

another effect of the war will doubtless be to increase, for a considerable
period, the rate of interest obtainable on investments; and that the profits
derived from this source should assist in meeting any additional cost of
sickness and disablement benefits resulting from the war.

14. In concluding this section of our Report we may say that, so far

as regards the valuation of the liabilities of societies, our discussions were.

far advanced during the lifetime, and under the Presidency of our late
Chairman, Sir George F. Hardy, K.C.B., and we feel justified in stating,
as a matter of record and for the satisfaction of the Joint Committee,
that he was in complete accord with the recommendations we have made.
as to the principles on which the valuations should be based. -

Valuation of Aassets.

15. In dealing with the provisions relating to the valuation of the
assets, we have considered separately each class of security in which the

funds of a society may be invested. Under the Act the Commissioners

are required to open an Investment Account and to retain in that account
three-sevenths (or-in the case of women one-half) of the funds available
for investment in respect of each society, the other four-sevenths (or in
the case of women one-half) of such funds being paid over to the society
for investment or, at the request of the society, retained in the Investment
Account of the Commissioners, or invested by them on behalf of the
society. Sums paid to an approved society for investment are to be
placed in trustee securities, in securities issued by local authorities and
charged on rates, or in any other securities for the time being approved
by the Insurance Commissioners. We note that the Investments Advisory
Committee have recommended to the Commissioners that the wide range
of trustee securities affords sufficient scope for the investment of societies’
funds and that except in certain matters of detail no enlargement of the
list of authorised investments such as the Aet would allow is advised.
We have accordingly considered only such investments as may be made
in respect of the General Investment Account and investments to be
made by societies in trustee securities or in securities issued by local
authorities. ) .

16. The first item is the credit of a society in the Investment Account
of the National Health Insurance Commissioners. The Actprovides that

the moneys standing to the credit of this account are to be invested by
the National Debt Commissioners under regulations made by the Treasury,
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and are to carry interest at a prescribed rate, the regulations on this point
being made by the National Health Insurance Joint Committee. The
intended joint effect of these several regulations is apparently to.make
appropriate provision, out of interest income, for possible losses of principal
while securing to the societies,.on their current credits, a suitable rate of
interest having regard to the actuarial basis of the scheme. The pre-
seribed rate is now 3} per cent., and between thisrate and that obtainable
at the present time from securities in which the National Debt Commis-
sioners are empowered to invest, there is such a difference as will enable
the Commissioners to make a substantial beginning in the accumulation
of ‘an investment reserve. Having in view this fact, and the whole cir-
cumstances in which, under the statute, the investment of part of the
accumulated funds of societies is controlled by the State, it appears to us
that, so far as valuation is concerned, the possibility of losses to the
societies by depreciation in respect of this part. of the funds may be
disregarded.

17. In regard to the investments to be made by societies, we have
considered separately the case of mortgages and Stock Exchange securities.
Our recommendations as to the former (as embodied in the draft regula-
tions) do not call for lengthy comment; it is only necessary to draw
attention to the provision requiring the valuer to satisfy himself that
a mortgage which has been held for a considerable period remains
well secured, and empowering him to call for such information as will
enable him to form a proper judgment and to take such action as may
appear necessary. _

18. The position as to Stock Exchange securities is more complicated,
inasmuch as the value of investments of this class is constantly changing,
and the price at which a security was purchased cannot properly be
regarded as affording any precise index to the sum. at which it may be
realised. It was our intention to recommend regulations for valuing securi-
ties of this nature, and we had made considerable progress in the considera-
tion of the question when war broke out, and the value of all investments
declined to & heavy and, what is more serious from the point of view of
valuation, indefinite extent. It is obvious that the financial situation -
must continue to be uncertain for a long period, and some years may elapse
before it -will be possible, without unreasonably inflicting hardship, to
value investments in accordance with principles which pre-suppose the
existence of comparatively stable economic conditions.

19. Having regard to what has just been said, we find ourselves unable
at the present time to make any definite recommendations of a permanent
character, and we have accordingly concentrated our attention upon the
course to be taken in connection with the first valuation (presuming that
this will be made as at 31st December 1915). Subject to no serious change
of circumstances oceurring in the meantime, we think that on this particular
occasion the necessities of the case would be fairly met by valuing the
Stock Exchange securities held by societies at their cost prices less any
acerued interest included therein, leaving for the consideration of the Joint
Committee at a future time—when more clearly defined and stable economic
conditions shall have become re-established—the method of dealing with
any depreciation that may have occurred, and the general question of
prescribing regulations of a permanent character as to the valuation of
securities of this class.

90. If the Stock Exchange securities held by societies constituted a
large parbt of their credits, or had been purchased at relatively remote
dates, we should hesitate, even in the present circumstances, to make the
recommendation contained in the preceding paragraph as to the course
to be followed at the first valuation, involving as it does the absence of
any provision for depreciation. But in view of the fact that, up to the
present date (as we are informed), the amounts issued to societies for
investment, or invested by the Commissioners in securities selected by
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£ the societies, barely exceed one-and-a-quarter million pounds, a sum

-53 'ﬁ?hlch is not Jikely to reach two per cent. of all the crelt?lits of societies APPENDIX C.

£ gmcluding reserve values) at the first general valuation, any depreciation

fj in these securities which may have been sustained at that valuation date MEMORANDUM ON THE PROCESS OF VALUATION.

e must be relatively unimportant. This conclusion applies even more

g,i strongly to any investments which may be made during the present year. .

a 21. While thus advising the adoption of the cost prices for the main For the information of those who are not familiar with the process of

El purpose of the first valuat%on, we tﬁink that where tllale valuation shows valuation it has been thought advisable to indicate briefly what is the
] nature of this process particularly in regard to the undertakings of

a surplus the valuer should make a reserve for any depreciation that may
have occurred when giving the certificate as to the disposable amount of
surplus which the Act appears to require him to furnish, and that in so
doing he should keep clearly in view the distinction between the object
of this reserve, and that of the reserve which a due regard for future
contingencies would, in any circumstances, prompt him to make.

22. Finally, with regard to this subject we have approved of the
insertion in the regulations of a provision which will enable effect to be
given to any special conditions which may present themselves in regard future benefit payments on the one hand and of future contribution
to particular securities, or to any arrangements which have been made receipts on the other. It involves, in the first place, an estimate of the
by particular societies for dealing with depreciation of investments and number of members of each present age who will survive to each future
cognate questions, and which commend themselves to the valuer as year until, with the lapse of time, the last survivor is dead, or has passed

reasonable and proper, having regard to the circumstances which he out of insurance from any other cause required to be recognised in the
finds. calculations. In the second place, when the number of persons surviving

in insurance to each succeeding year has been estimated, it is necessary

ORI
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' approved societies.

The explanation given relates to the principles adopted and does not
necessarily indicate the stages through which the work actually passes.
In practice laborious calculations are obviated by the use of prepared
tables, the results arrived at being the same as if the processes described
helow had been followed in detail.

Valuation, as applied to insurance institutions, is a measurement of -
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23‘. Draft regulations, giving effect to our conclusions, have been
submitted to us. We have closely examined these regulations and approve
them subject to the reservations contained in paragraphs 12 and 19.

94. Tn submitting this, the last of the series of reports in which are
embodied the results of our labours, we desire to place upon record our
appreciation of the services which have been rendered to the Committee
by our Secretary, Mr. G. S. W. Epps, F.LA. In addition to holding
many meetings during the three years over which our work has extended,
we have found it necessary to exchange numerous letters and memoranda
dealing with technical points, and in these circumstances a considerable

task has been imposed upon our Secretary. It is, therefore, specially
due to Mr. Epps that we should record our warm appreciation of the zeal
and ability which he has unfailingly displayed, and from which we have
derived great assistance in the performance of the duties laid upon us.

We are, Sir,
Your obedient Servants,

GORDON DOUGLAS.
DUNCAN C. FRASER.

to caleulate the amount of the claims these persons will make in the year
and the amount of the contributions they will pay. In calculating the
benefits to be drawn, note must be taken of the ages to0 which the insured
will have attained, for, except in the case of medical benefit, age is an
important factor in this connection. Resort must be had, for example, to
tables of * sickness rates ” to measure the charge for sickness and disable-
ment benefits. Such tables show that the average amount of sickness
increases steadily from about age 21 to age 70. At the one end of the
scale it represents harely a week a year (in the case of men) while at the
other extreme it represents about 15 weeks. As ages advance the average
amount of claims for sickness and disablement benefit thus grows
regularly, although the number of persons surviving to claim these benefits
is as regularly diminishing. The same methods of calculation apply in
regard to maternity benefit. The estimate of contributions receivable
in future years is also subject to the age factor since contributions are
not payable during incapacity for work.

It is not, however, sufficient to estimate the total of claims that
will be drawn or of contributions that will be paid in each succeeding

future year. What is required is the value of these amounts in present

G. J. LIDSTONE. . . . . -
this is obtained by discounting at compound interest. On

ALFRED W. WATSON. money; , - : ‘
G. S. W. Epps, } summarising the figures so produced the actuary obtains the ‘‘ present
Secretary. value ” of all the sums that will be paid in benefits and the ‘ present
value ** of all the sums that will be received in contributions.

28th January 1915.
Having obtained these values he is now in & position to prepare his

valuation balance sheet, and this he doss by inserting on the one side the
present value of the benefits to be drawn (including cost of administration),
constituting the liabilities, and on the other side (i) the present value of
the contributions to be paid in future, (ii) the present value of the State
rants taken as & proportion of the benefits and (iii) the amount of the
Benefit Fund on the valuation date. The sum of these three latter
items constitutes the assets.  If these are greater than the liabilities
there is a surplus; if, on the other hand, the liabilities are the greater,
there is a deficiency.
Tt should be noted that the valuation is directed to an estimate of the
: assets and liahilities of the Benefit Fund only. The financial arrangements
i of approved societies provide that a fixed sum per member shall be appro-
' priated each year towards the cost of administration and carried to a
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separate Administration Account. Any deficiency in this account, if not
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13 otherwise made good, has to be met by a special levy. This provision 1s
Bi to ensure that the Benefit Fund shall only be required to provide a given
5 sum in respect of the costs of administration. C e

3

It may be thought that amounts such as the balance of the Contin-
gencies Fund or of the Administration Account should be treated in the
valuation as assets of the Benefit Fund. This course, however, would not
'be in order. ~ It is true that the Contingencies Fund balance is transferable
to the Benefit Fund immediately after the valuation date but, if the
valuation shows a surplus, such balance cannot on that occasion be

treated as additional surplus available for distribution. As regards the
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it balance of the Administration Account, special steps have to be taken if
s it is desired to transfer back to the Benefit Fund any sums appropriated
£ for purposes of administration. Such a transfer is at the option of the l -
£:3 society and the balance does not become. part of the Benefit Fund until b
%j_’;% the society makes a decision to that effect. , '
r'g Tt follows that the contribution to be valued is that part thereof which
£ falls to be credited to the Benefit Fund, <.e., the full contribution, less
¥ the amounts appropriated respectively to the Contingencies Fund, the
il Central Fund and the Sinking Fund for the redemption of reserve values.
53 'Although the balance of the Contingencies Fund cannot -be treated
gd as an asset in. the valuation it is nevertheless true that it forms an
additional source of strength to a society and, as such, is a factor of
importance in estimating its financial position. -In order, therefore, to
bring the full resources of each. society under mnotice, the Valuation

Balance Sheets include the total funds as assets, such part thereof
as is represented by the Contingencies Fund and administration
balances being shown on the other side as liabilities. It should be
added that on both sides of the Valuation Balance Sheet there frequently
appear small adjusting items consisting of ‘““late credits and debits,”
i.e., sums which had not been brought to account at the date when the
books of the societies were made up but which affect the funds as existing
on the valuation date and the inclusion of which is necessary, therefore,
to a correct statement of the position. - '

Tt will be seen that the process of valuation relates to the future and
not to the past. This is a general truth, whatever the type of insurance
organisation whose contracts are being valued. Past experience is
relevant only in that it provides an index to what the future may be
expected to produce; records of such experience indeed supply the basis
for the tables of mortality, sickness, &e., used in actuarial valuations.
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