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not comprehend. ~!any volumes would not conlain lhe 
literature that has be"n ):"iven to 1he puhlic of a most mis­
l;,ading char;,cter, or e,:pres,ing ,icws wholly at variance 
with the fundamental principles that govern Life Insurance. 
Many socie1;c, have been organized upon plao~ so errone­
ou~, tbat one can hardly help thinking 1he promoters were 
wilfullydccei,•inglhe puhlic. 

fre,1uen1ly thcrc have been placed before lhe public 
schemes of insurance by which the member~ were to 
receive $,,ooo in fi,·e, six or seven year~, for the small pay­
ments amounting to two or three lnrndred dollars. !none 
case, aboul S)OO paid in by !he me~1bers in ann11al p~r­
tions, was to yield the membcr$1,ooo m sevenyc.~rs. :-low, 
it is really ama7.ing that :my body of men would have the 
han.lihoo<l to place such a scheme before the peurle; and 

::~~1;1~~:ltu:,~,r~r~~~i~t;'.•;•t t:;.;~;IJ:i~~~lft t1°i~~~a:hof 
prosperity. The L'nited States h,"·e heen overrun by such 
soc)et!es. No_doubt money has been made t~rough these 
soc1et1cs; but ,t went into the pocke1s 0fthe dishonest and 
unscr.,pulous founders and organizers of them. The law,; 
in the States and Canada arc becoming more and more 
stringent, and it is 10 be hoped that we have heard the end 
of these frauds. By no conceivable means, either of gains 
from interest, and confiscation from lapses, could these 
small contributions be swell~d into a thousand dollars in 
the coursa of six or seven vcaN. 

But, if it is impo»sible, is biller experience has taught 
many, to fulfil tho glowing promises made by the promotns 
of these short term endowments, 011 the rate~ charged the 
members, so will it be equally impossible to meet ma\uring­
endowments at the expectancy of life where the rates col­
)ected are inadequak f'!r lhe purpose. \Vhen the rates are 
,nsufticient, tha only d,ffcrcnce between a short term en­
dowment and a long term ~ndowment, is one of time. In the 
former, the race is a <jLJicker one, and the slop is reached 

::::~~~ ~~~:/:x\~ts ~n~s~";,fi:n~~~~:/"!~~•-ins~~~i~1~1;t 
come. No management, however good, can save a society, 



where the ancmpt is madc of ~,:,lling its insurance and en· 
dowment policies below cost. It would matter not how 
greatthecapitalofabank. ifthedirectorsdecidedtogi.-.:, 
interest on deposits and charge none Oil 11dv.~nces; ruin 
mu~t overlake 1he corporation. The Ciipit .. 1 w0<1ld be all 
used up in the foolish effort: and the ultimate depositors 
would lose, not only their interest, but thei,· prin..,ipal; for, 
aft,:,r all other moneys had been used, deposits would hc 
used to pay inter..,sl upo,,deposi!s m\til nolhing- was left, 
ifthebanki.;ontinuedinexisteni.;eforasufficientlcnb-thof 
time. 

Life insurance cannot be carried on in any ho1phazard 
method any more than <:an hanking. There arn certain 
well known laws that govern the financing of a life office. 
One of these laws is the law of mortality . .\s the result of 
a vaslamount of labor over a large field of observation, 
""d carri1;don by many of theablestaulhorities, a munber 
of mortahtytables have been constructed. These tables 
differ a litllefro,n e;;,.ch other; yet, for working purposes, 
they show a close and substantial agreement; and have 
en:,hled actuaries to form premium rates, a~ the coat of 
giving in~urance to per~ons of different ages. By the tables 
of mortality it iss_een thatatd,fferent ages the death rates 
vary, gradually ,ncreasing with incre.~sing age. The 
pren,i_ummustbo soadjusted,for each age, th"t 1hecon­
tribn11ons of e,·ery member shall be sufficient to meet death 
losses and provide for endowments, if there be any. This 

~~~: ~~:,e:;~•je~l~i ~;;::r;~ ~~::~:~~a.'~.,"!J;'~~;.,it~~Js i~~~t= 
i.;omp1>nyorsociotf, ought to be somewhat below the rates 
fixedinthcmortahtytab!es. This is the henefitofcareful 

:1~~e;~i~~1~rti~~tor'"\::~:, ',~;,~~:::."~ ~;~~s':e;',,,o;~r~:~~ i1~\tf; 
respect as when ,twas younger, as they bear a smaller 
ratio to those already in than was 1he case in the earl) 
years of the company or society. Thu~, when the company 
or society bei.;omes old and large, the benefit from " new 
blood'" is but slight. 

Anotherlawthatmustnotbeo,·er!ookedisthat ofinter­
est. This is a question of great importanc<'. In a com­
pany, with judicious pren1iun1 rates, and estimating upon 
4per cent.,at theoutside,4½ per cent.,on all reserves. 
the affairs may be regarded as ~atisfac_tory, unless some 
unforeseen loss is experienced in the ,nve~tmcnts. Bui 
when the premium rates areinadequate,and theaccumu-
1;;,.ted rcsen·cs a long way below what they ought to be, 
there is a heavy annual loss en interest account. Take for 
exampleasocietywitharcscrveof$1,ooo,o:x>,whereasthe 
reserve ought to be $2,o:x>,000; and, computing at 4 per 
cent., thea.nnua! loss would be $40,000, in additien to the 
annua!lossdnetoinsufficient premiums. It does not need 



much thought to see wh<'re such a state of things i, hound 
lo land the company, or society. Alr<'ady, the shore is 
strewn with the wrecks of organizations in whose methods 
the above error of 100 low a premium rate had found a 
place. Butso-11csocieties m'<ke lhe desperate at.tempt of 
carryiugona larg<'insurancehusin<'ss, without reserve of 
""}·kind; ,ond,conscquently,withoutearningsfromintcrest. 

Sornesocietiescontendthat arcscrvcis not needed. Its 
headmencoollysaythatareserveisjustthatmuchrnoney 
takenoutofthemembers"pocketsrnorethan "·"srequired 
to meet maturing losses. If anything could he proof of 
profound ignorance of the problems of life insurance. 
surely sud\ contentions afford it. Taking a wide view of 
th': field of societic~ carryirg on fraternal wo,k in Gre11t 
Br,tainand theUnitcdStarns,it islo11nd1hatthedeath rate 
ultimately reaches at least u per thousand. In many 
cases il has been much higher. \\'hen a society is old 
enough to contain n1embers from age of ,8 years lo 99 
years, then the foll swing of mortc,lity will bee"perienced. 
In 1,000,000 membersinAmoricansocieties it has reached 
12.42 per 1,000. IntheAucientO,·derof Foresters,Britain, 
ithasbecome12.14per1,ooo. lnlhcManchcsterUnityof 
Oddfellow~.thed,wth rate has attained 12.63 per 1,000. In 
a large mass of membership for other Brilish friendlv 
societies, it has been upto 12.57p<'r 1,000. Here, then, i~ 
abundant proof as to what the death rate mu,tbecomein 
friendly societies that have existed for many years. This 
death rate meanst.h"t $12 to$13 isrequiredannu,.llyfrorn 
each member to meet death losses. \\'hen to this tlrn 
working expenses and !odg" dues are added, there is a 
yearly cost of at least $,6 to $18. New socie11es in the 
meantime have spnrng"up. The mortality in them is low~r, 
hecausethe members are more recently selected, and, on 
the average, younger. For" time these new societies are 
more attractive, because they are che.~per. The young 
andhealthymcmhersdcserl the old societies for the new 
ones, as rats !eave a sinking ship, !tis then, ifne,·erl!e· 
fore, that the advocates of the no reserve pl.~n of life ,n­
surance find out thn folly of their mcthod; andthepcrsi,t­
ent mmnbers, that they have been contributing their hard 
earning-sforthesupportand comfortofothers,whilethere 
remains nothing for them but hitterdisappointmenl. This 
i•noimaginarypictnre. \\"bat is here described has hap­
pened time after time; and will continue so long as men 
arc foolish enough to conduct insurance business on the 
simple but crude plan of making a post mortem assessment 
10 pay the claim of a deceased member. Thu~, "Lhe­
rese,·ve-in-your-pocket" plan ends in "the-give-away-all­
your-contri\>ulions" pl""· 

Thcr<' i~ another method of carrying on !ifc insurance 
that ismoreplau.siblo, hl1tends,equallywith the above, in 



disaster and ruin. There is a fixed annual premium 
charged. This is divided into twelve, ~ix or four equal 
portions, that arc called in at regular intervals. The 
premium, however, is too low. \Vhile the ,ociety is young, 
and most of its members recently ~elected, there is a small 
savinK in mortality d"irns. A surplus is in tliis way ac­
cumlllate~, and the members think that everything is 
going on ,n a lovely manner. All claims have been paid, 
and there is money in the bank. \Vhat more could be de­
sired? But the rates arc too low. \\"hen the foll swing of 
mortality is reached, no further additions to the surplus can 
be made. Nay, from the surplus, deductions, to pay 
claims, have to be made from time to time to avoid the 
oece,sity of an assessment. In time, like the jar of meat 
in the fable, the top is off, then it is half gone, and finally 
it is all gone. The society is then one advanced in years, 
with a high death ral.e, ,u,d 110 surplus. For every claim 
there ,nnst go forth an assessment. :\"eed it be added th"t 
the end has then comn. 

If a company or a society attempts to juggle with figures, 
the figures, in due time, will juggle with the compaoy or 
society. Take asan example 8~,;;81 persons aged 3.'i years,_ 
and c11rry $,,ooo insurance on each throuKh lo the "Ji:"" ot 
99 ye,.rs, when the last is supposed to die and become a 
claim. Allow -t per cent. on all money~ on hand, and it 
will be found that the premium each must pay so long as 
he lives, is S,9.87. This, of course, is on the assumption 
that every one of the persons eo1llinllc"s a member until he 
dies, This premium will not allow any portion for expenses, 
These must be found in addition to the above rate. Hut a 
certain society has undertal«,n to give insurance, and, in 
addition, pay the claim when the person reaches his ex­
pcc_taucy, which would be 68 years, on a l?remium of S9-36. 
This premium is utterly insufficient for hfe purposes, and 
slill more so for endowment policies. 

\\'e hear a great dalter about lapses, and the vas1 sums 
that a society can make in this way. Let us look into tbis 
contention. In 1he lirst place, a post-mortem assessment 
society mnkes nothing by lapses. \\.hat the members pay 
in, by assessment calls, is paid out in death claims. On 
the other hand, the society loses by lapses. It has been put 
to the test and proven, by no less an authority than G. ]), 
Eldridge, that the lapses occur mainly among those re­
cently taken into the society, an.d still heal1l,)'.· The im­
pared and older memhers remarn on. In tlus way, the 
death rate among the persistent members is actually 
rai~d, as shown in table on the next page. 

According lo this table, it will he seen that the death 
rate among the persistent _memb.Jr~ is increased by one­
sixth on account of the lapsmg of healthy members. Grant 
that the premium rate was sufficient during the early years 
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MORTALIT\' RATF.-YF.ARS o TO !O OF INSl'KA:<ICE, 

Age of 
Entry. 

25 
JO 
.3_:; 
40 
45 
50 

~ 
65 
;o __ ;_,_ 

Total 
Entr:a.nts. 

RA~:,.::sRl_:,_c_~~~• -,-,a-p,-,d-

Members. ,\!embers. 

5.2.10 
5.466 
5.839 
6 .. .p9 I 
7 365 
8.84--1 

14.928 
20.8.1_:; 
30.197 
4.'i-OJ.5 
62.94_:; 

of a society"s hi"toryto gather a small surplus by confiscat­
ing the s"vings o, _lapsed members, it will speedily be 
swept away by thi~ ,ocreascd mortality among those that 
remain. Thus it happens Iha! the very thing upon which 
such a society calculates as its gre11t source of strength, 
namely, it~ !_apses: p~oves, in turn, one of the main causes 
of its ex(incl\on. flus statement has been bluffly denied, 
but it cannot be controverted. To deal with the lapse rate 
in an unscientific manner is just as dangerous as_l,as becn 
shown to be the case with the imprnper applica11on of the 
mortality rates. Both lapse and morullity rates, however, 
have been used _in a rather frec and easy, but thoroughly 
un~cicntific fasluon. 

From u of the largest mutua l assessment societ ies in the 
United States reporting- to the bureau of the i\lulual Life 
and Accident l'11derwrilers· Association, for the purpose of 
deciding upon de.~ths and lapse,. we find th<l following to 
be the results of "ctual experience. Altogether 450, ,_:;4 
lives from the ages of ,8 to 6:; were reported. From this 
large experience we gather the results };"in•n in the table 
on pag<l 6 for a period of 16 years. 

There we have the most condusi,·e proof that asa society 
grows old, the mortality on any !(roupofmcmberincrcases. 
The ne,ct addi1.ior, of m,,mbers will follo,v exactlv the same 
course. lfthe society ceases taking in rucmbei-s and has 
not the proper rcserve on hand it must speedi!}'. collapse. 
If, on the other hand, it makes c,ctensivc additions to its 
membership each year, th<': denth rate is held down for a 
time; but a time come~ when the society becomes so lar_i:-e 
that the re11ui,ite new membership is more and more diffi­
cult to obtarn. The members i11. and growing old yearly, 
cannot he counterbalanced by new additions. \Vith a 
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membershipof100,ooo,itisvery<liffi,·ult 1okecpdown tho 

mortality by fro~h additions. The necessity for n proper 
reservci~ mndeclear by1he,,bow,. 

Another ex,1111p1,,, from the ac1ual e,cperience olassess­

mcnt companies and societies reporting to the bureau 
above mentioned, ~hows tbat of 12,14_,; members, at the:.gc 

of 40, who h:,d been carefully selected, the death rate 

'.'mong- the per,i,tcnt members was as follows per r,ooo: 
,nthefirstpolicyye,ir,1.48a;second1ear;4.758;third 

year, 6.741;fourth y,•ar, 6.413:firth year,8.lli4;sixth 

year, 11.392; ,ew,nth year, 8 .. 1o6: eighth yea,, 5.5,3; 
ninth year, 1,.6o,:ten1l,pcar,7.692;eleventhycar,17,5.t3; 

twelfth year, 18.237. 
Again, on 16,977 members, entering at age 40, the death 

rate per 1,000 among the pe~~istent mernber_s_ w.~s as 
follows,fromyearonetoy,.-ar sixtcen ofthepohchls: 1st, 

,.4;2nd.6:3rd,7;4tb,7;5th,8;6th,11;7th,7:8th,6: 
9th,9;1otb,,o:111h,18;12th,11;r3th, 12;1-1th, 16; 

15th,2r; rl.ith, ~(i. These figures show the increase in the 

death rate with the incre,1se in the age of the society in a 
,·cry positive m,~nner. U11less the lapsing n1ernberslea,·,, 

a sufficient ~um behind them for the pri\"ilegcs they enjoyed 
while members, the as.,essmenls are bound to become 

excessi,•ely high opon those who remain on the books of 

tho society. Mr. Eldridge says: "Let the fir,t considera­
tion be to protect the persistent member; when this;~ dom, 

and not until this is done, have "ea right to consider the 

claimsoftheindividualwho forfeits bis contract and with­

draws from membership." In nearlyallsocietiesthevery 
reverse is the ease. 



Asanotherexampleoftheinflllenceofdeathsand!apses, 
the following table has been construded by Mr. Eldridge 
from adual experience. h is based upon the movement 
that tak"s place in 100,000 persons in~ured at the age of 30. 
The table is given in periods of.~ years: - -,----~ 
.\ges :'\"u111bers Deaths L"pses Decrt Re~idue. 

JO 
35 

1.1,o87 
8,.161 
6,.137 
4,&,8 
3,FO 
z,88.; 
2,020 
,,s,8 ,,,11 

66, 
'.1.l 

,7,6,3 
11,rfi7 
9,562 
8,,JO 
7,2o8 
&,758 
6,993 
7,6rxi 
7,5,5 
7.1<.>ll 
S,-H' 
J,000 ,,, 

8, 

82,387 
70,.;oo 
6o,838 
52,7o8 
4.; .. ,00 
-111,7-F 
3 1,i"f() 
i.;,,~o 
,6,6,s 
9.~07 
4,000 
,,oo6 

8, 

Fn"n the above t.tble it is ck:.r that ii c,·ery n,ember 
carri"d $1,000 insurance, the total "mo1111t to begin with, at 
age 30, would lw $100,ooa,o '?· Ont of this ,11nount, $5s,· 
.158,0::io actually becomes da,ms. From those that m:.ke 
parm,•111, i1110 toe society mu,t he rai~cd this larKe sum. 
If, in the "arli,•r ye"rs, a sufficie,it pr,•m(u1n be •~ot chatrged. 
!hen, a~ a m1ttcr of course, a d,str,:s~n,g:ly lu,;-h one will 
ha\'<'10 be ,·h"r!;"edinthe hter )Cars .. \"ow,whatistru,:, 

~~,~~~r :~''.,~:~ ~~'~Jt"'.j'.;:;,/'.1 '~~~,},~~}~1~::~ctl:;1 '~~t 
"new h!ootl" will ha,·eal! it can do to tak,:, c;,rcofitself. 
without h«ndin!( m·er ii~ ~tn,ng-!h and accumulations to fan 
intoafe,:,bl,:,lilcthe"oldblood"'i"tlwsocicty. 

L. Ci. Fo.,~e, one of th,:, able~! of li,·ing acruarie~, has 
~hown that after a society ha~ \"ken e,·ery benefit from th" 
confiscation of the contribu1ioi,s of bp,ed mcmhcrs the 
lowest pren1i11,n limit for the age 40 is a premiu:n of 
$1;.o.1. Tbis i~ f,,r ordinary life polieie~ Thi~ premium 
would not ~land the str;iin of endownwnt~ at expectancy. 
But the society ju~t referr,:,d to offor~ to pay claims when 
th,:,y mature by death and,.,\ endowment atexp,:,ctaney, 
\\hid,, for ag,• .fO, is 6c;ion apremiurn of$,o.56. \\"hen i\lr. 
Fou~e madc his cstimatc of $17.0.1 IH.\ was taking into 
accou_nt the dcalh a,~d lapse ratc~ as d,:,t,:,rmi_ned by tbe 
,:,xpcncnce of Acnencan comp,tnies and soc,eti,:,s. The 
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above premillm of $17.03, paid in ,,,mually and improved at 
4 per cent., i~ only adequate to pay the death daims that 
occur a1i:iong the members that persist in the society after 
the earn,ngs of 11,e lapsed members have been forfoite<l for 
the benefit of those who did not lapse. How then, it may 
fairly be asked, can any society pay death claims and 
endowments at 69 on the small prcmiucn of$10.56? The 
an~wer · , "'It cannot be done.'" 

I estimated some time ago to a large society that the 
very lowost net premium it should charge for onliuary life 

r~1;:;1,:~~:Ir~e::~ ~{1:r:r:~:::?~~(~~£~~~\~I,r;~~!~~ 
heard no end of clatter about lapses. \\'hen one looks into 
the stateme,_,ts of the gains to a society lrom this source, 
the condus1on is forced home that the prnm~ters of 

:i~:~:rv:ii~:r pk~~:;.110:::;~~n~;:s~·.~i~~e !,'.'S!~~~n°; 1::~fnh; 
men m fraternal insurance soc,etics. I am of the opinion 
that they do not un,forstand the effect of lapses and that 
their knowledge upon the_subject is too indefinite to be o_f any 
value whatever . But ''" little learning is a dangerous thrng •• 

\\'hen a society starts out with a pren,iurn of $10.56 for 
age 40 years, and promjses to pay death daim~ out of this 
and an endowment at the expectancy of life, it is undertak­
ing to do the irnpossible. No amount of capital co11ld build 
a railway to the moon. The capita l might be foolishly 
spent in ma terial for the road, bLJ\ no road would be 
built. In like manner when a number of"'"" undc,·take to 
carry on an insurance society, and thejr financial plans are 
unsound, no other ending can result than the absorption of 
all the money~ contributed in the effort to carry on the en­
terprise, until the members become disgusted and leave '.he 
organization to its fate. F0r a few years after the 
admission of a batch of membcrs there is a saving in mor­
tality. The acrnaria! estimate is not reached. Oa the 
sm:'11 premium J?aid, a snnll saving, or surplus, is obtained, 
Th,s, however, ,- consllmed a few years later, and that 
batch of members li;1ve IO fall back upon the sa,·ings of 
members who have hecn taken into the society at a later 
period; or, in other words, they ha,·e to depend upon the 
"new blood."' \\'ere it not fo,· this, they wollld have to put 
their hands into their pockets for special ,,sse~srnent.s. 

This" new blood."" in 1i,ne, "·jl) have to fall back upon 
,;till other "new blood."" In tl,is way the prrn,ess goes on 
until thero is so much "old blood" in the society that it is im­
possible for the org:anizcrs to ~e~urc enough ''new blood "" to 
prevent decay and death. The above premium rateof$10 . .56 
is only a few cents more than the natural premirnn rate for the 
same age- 40 years. B"t every actuary know.s that the 
natural pre,nium rates are on!y s"tlkient for one year, and 
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required to be ad,·ance<l e,.ch year to the extent ind icated 
in the table of natural premiums. As the result, how.:,,·cr, of 
selection, the death rate for a fow year~ afte, admission 
does not come up to the actuarial standard, and, conse­
quently, thcr" is~ slight sa,·ing in this way. This enables 
the society to accumulate a small reserve, or surplus, on 
each rrnw member for a few years ; but this surplus is soon 
consumed ag~in. '!'"':' member _becomes older, and the 

,t of c·,rrpng Ins ··mo,:, 1ncrr·s·1.' fmcoon 
comes when ,di that the member pays it1 is paid out, Then the 
cost of ca.rrying tho risk exceeds the premium pi!id in, and 
some of the surplus ha s to be use~ . Bu~ as 11_,e surplus, 
gathered from t hese small rates, is ,r,suffic,cr,t, ,t will ':ot 
stand the strain. ,\.hat thus happens of t he ind i,·idnal r,sk 
har,pens of a lar;:-e number; and, therefore, the whole 
orgai,ization ,nu~t become insoh'cnl. 

But the questior, ma_v be asked, what influence have 
lapses upon societies? It has already been shown that one 
of the evil effects of lapses is to incr.,ase the death rate 
among persistent memhers h_v one-~ixth, '" most of t he 
discon1.i111i,, nts are healthy and young. Their p lace, how. 
CV<lr, is taken by others freshly selected and examined. In 
this way ttrn death rate over the entire membership is 
favorably affected . There is no longer anv need for 
stumbling along in a g-uessing " ' "nner r.,garding this im­
por1.ant f~ature of fmterna l insurance. B_v watch i<lg care­
fully t he movements of the urnmbMs in la rge societies. such 
as the Anci~r, t O r d~r of Foresters, the }lanchester Unity 
Odd-Fellows, and many large American societies a nd 
companies, the lapse rate has hcen determined with l{ reat 
exactness. Indeed, it has been fonnd to be almost as con­
~tant as the death rate. l\leech and Fouse, in America, 
and Keison, in Great Britai", ha,'e gone into the whole 
qncstio" of laps"·' in societi"s very thoroughly. Herc is 
what Mr, Fouse says: "Obsen·"rs have noticed that there 
is pradical!v a~ much reg-ularity in the lapse rate as there 
is in the de,th rate. Al\ obsen·alions m:,de prm·e this, 
Th" report of the Executi,·e C,-mmitree to the Sixteenth 
Annual Convention embodies the obsen',Hions with rnfer­
ence to the dcath and lapse ram according lo age and 
policy years, of .'179,;So lives. ,vith the exception of the 
data furnished by the th irty An,erican offices, embracing 
OH'r 1,000,000 live~, these are, perhaps, the most extensive 
data thut have e,·cr he<'n t>S<'d for the construdion of 
tables. The time is l,,ng and the numher i!l groat enough 
to establish the law o f dccrement . both by de:i.th and lapse; 
·mdf ·' ..sJ"rcctl1,' nourownexpcr"encc,themear 
of mctkinK accurate tests as to our coodition, and enable us 
to determine what i~ necessary 10 perpetuate the existence 
ofoursew,ralassociations. 

The abo,·e is plain language, and comes from one of the 



best living authorities upon thewholefieldoflifeinsurance. 
The death and lap~e rates being known, it is an easy mat­
ter lo cakulate1he rates that ought to be charged for in­
surance. h is in 1his way 1hat ~Ir. Fouse determined the 
net premium forage4oto be$17.0J. at a4 percent. ba~i,. 
If this is the very lowest sum that can be charged for or­
dinary life insurance•t this age. and allowno1hingforex­
penses, possible losses in investments, lowering of the rate 
of interest, extra mort"litydu" to unhealthy seasons, how 
can it be possible to carry on life inst1rance and endow­
mentsatexpcctancyona prcrniumofSrn.-56? Rut we are 
told that assessments can be made, if required. Just so 
with the premium ofS r;.03. It is constructed upon the flex­
ible system. and provides for thep,ossibilitythal it may not 
be sufficient; and that an a,scssnrnnt may occasionally 
have to be n1adc•. This is what should be under~tood as 
the assessment system. Not to make "'sessmenl whenever 

cl·,·m occurs; or to start out ona prem·um raler"d" ."· 
louslytoo low,,.nd, later on in th,•historyof th., as..oc,a­
tion, bol,terupthetotteringstructure by extra calls. ;,.;-,,. 
Thetrueassess111entplanisquite diffcrcnt. lte<H1'istsin 
fixing the ,·ates at ,ucb an amount as will, in all proba­
bi!ity, pro,·e sufficient; and still reserve the,·ig-ht to make 
at times" ,pe<"i<,I extra call to adj,~st the_ re,en·c "" h"nd, 
if,astheresultofacarefu!valuat,on,itisfoundtobein• 
"'flkicnt. llere we have the levc'I pre111ium plan, with the 
safeguard of a call to adjust the fi<1an("ial .,tanding:of the 
order,orsociety. Thisisknowna,theflexib\cpremiumplan. 

On this plan of iris11r,111c<', eonduclcdat the !owe,trates 
cons"stent"•t, s.~" 1~, there can be n< ·render values. 
EverylhinK that lapsing members !cave behind lht,rn i, 
confiscated to the benefit of the pcr,i,ting members . Tak­
·,,.; "t f ,; .. mtcd, as the outcome of mud, exper"en:e. 
such as th.1t collected by ~[e<,ch, Fou,e aud :'l<ei,on. th"t 
there will bca certain !aps.,rate in addition tu the death 
r:,te,theratesarestrucksoastoc"rrvtho,eonly"·horc­
main in th~ society, by forf,•iting the g-.. ins from those who 
lapse. But to carryout this sy,tcm of a~sessment insur­
ance" '""luaLionof the bu,iness should he n"•deat short 
intcrvals,certainlynotfnrtherapartthanfive1·e,11·s. ,\l 
eachoflhesevalualions,iflhere,cr\'COrsurplu,inhand 
is too small, it ~hould at on<'e be adju,tc<l by a special le,·y 
or assessment. But how is this to bed"nc? 

The a11,wer to this question in"olves ~cvera l other princi­
ples in the .,cience of life in~urance. It has been shown 
that byapplyinglhepcinciplesoflifein~urnn<·e,nathematic, 
toasociety,soastocalculateonlap,es,aswell"sdea1hs, 
apremiumcanbeobtainedthatfurnishesin,.,mnceatlo"·­
est ,,.tes consistent with ~"fety. In the s.~cne tnanner, b) 
applyingourknowledgeoflapsesanddeaths,cornmutation 
singlepremium«can be obtained and 1h., annuity value of 



one dollar al any giv"n rate nf interest. Having obta;ned 
th" single pr.,mium rates, and th" annuity rates, the insur­
ance in force in ar,y society can be put to the test of a 
valuation. Errors in the amount of surplus on lH1nd can 
therefore be detected and corrected wbil" still within the 
range Of cure. Having found the commutation single 
premium. the annual premium, and the annuity v,ih,., of ono 
dollar, at a given rate of interest, saty 4 per cent. on the 
d<>crcment method, or on th" de..ath and lapse rates eom­
bin~d, the valuation can readily be made. It is now an 
easy matter to find out the value of the future contributions 
of the member~ of the society. It is also easy to determine 
what 1he present value of the fulure daim~ amount to. 
Tlrn present or futur,, prnmiums, added to the surplus on 
hand, must equal, at least, the present '"'.'-lue ot future 
daims. If the present vah,., of future cla,ms is greater 
than the ,um of the surplus and the present value of future 
p,·emiun,s, then the surplus is not sufficient, and should be 
raisi>d by making a <:all upon the memb<>rs. The real <iues­
tion js not that thc,·e is a large surplus on hand; but the 

• other, and entirely dilforent qnestion, is the surplus on hand 
the proper one to hold? There arc societi"s ;,, existence 
with la•xe mem\wrships, ,ind a large app;ir,ml surph,~. 
This surplus i, large m,ough to give these societies the 
appearance of stability, and yet wholly insufficieut for the 
purpo~es to which it is being ;,pplied. Assesscncnts will 
have to be made thick and fa~t bdo,·c long-, or these 
oc"et"" n11~t go out of ex"stenee, Thert. · ,u ,n"ddle road. 

In the fraterna l ir,surance socicti<>s of Cai,ada and th" 
United States, there arc hundreds of th0<1sands of members, 
c;irryin)(" billions of insurance, and paying in and out mil­
lions of dollars, and yet no valua1ion. Many of th<>~e great 
organizations are drift in~ along, regardless <'If all the ad­
monitjons of scienc" and exp,:rie11n'. Others, again, are 
making an effort to place their business on a sound basis. 
1., some socidies lhe pbn is so radie;tlly wrong that noth­
ing can be done with it hut d is<'ard it altogether for a cor-
1·ect one, if it be not too late now to make the chang<>. In 
an orr!irntry death ,.s,essment socit:ty, "" ,aluation can be 
made ofth" busine~~, as there is no fixed premium 1.0 ser,·e 
as a starting-point for .~ueh, Money is call,ed when required, 
and p;1id out when it c:ornes in, There is no ~urplu, on 
hand, and no fixed pre?'ium to t,:ke stock by ; . b'.1t, like a 
rudderless shjp, the society is drif11ng away. unhl 1\ stnkes 
the rocks, and b.,comcs disorganized and defunct. 

Still another foolish device for the creation of a st1rplus i~ 
being lried in sn111,• quarters. It is that of setting asule a 
certain portion of the post mortem death a~sessmt'nts as a 
reserve fond . But 1his plan will llot keep down the death 
rate; and when this becomes twelve or thirteel\ per thou­
sand, some of the surplus will be used i11 paying claims. I n 



courseoftimethiswil! be all consumed. These societies 
will then have a high death rate, and no surplus. Need I 
-dr,,w thecondusiun? 

The whole <1uestion con,es to 1his: No insurance com­
panyor societycan continucinel<istencewithoutaReserve. 
This statement cannot be controverted. This being the 
case,thepointtodctern,ineis, whatistheproperReserve? 
The ,rnswer to this is twofold . First, there is the Legal 
Resen·e of chartered companies. This Resen·e is con­
structed on the aJsumption that all who beeomeinsured 
,,,;11 continue on until they die, or live their endowment 
period", and .1re p11id \heir cbims. This re-.erve is higher 
thanisactuallyrequiredinpractice,butaffordstheadvan­
tagesof surrender,·alues, paid up insurance, extended in­
suraoce, the power to borrow on a policy, and the distri­
bution of profits. ln other words, "lrhough more is taken 
from the policy-holder than is absolutely necessary, 
after working expense~, the el<tra c0mes back to him 
agcoin. And then thr, J>Olicy-holderisin a company that is 
ah,olutely st.1.ble, under the laws of Cana da as Hwy now 
exist . Secondly,thereis theRr,servethat is founded on the 
assumption that m""Y of those who insure will lapse. 
This has been determined, as has the death rate, and ad­
vantage is tak<m of it in ad,•ance. The Reserve io this 
plan is !es~ than in tile first, and, consequently, the policy­
holder has a smaller premium to pay. But, for this one 
advaulilg"C, he must offset the following disadvantages: 
He is liable 10 "" extra c,~11 a,t any ti,ne; any surplus to 
hi~ credit is forfeited to the benefit of o thers, if he lapses; 
therearenoprofitsonhispolicy;therei,nosurrender 
valL,e; 1here is no paid up insunu,ce: and there is no ex-

~::~;:,,i::~~:i~~e~ to1;' ,7-::~1;, :,~r;[~i~c11:~,e\e,~;L:t:"::~ 
while the Lapse Reserve company or society charges so 
c!ose_to the mari;:-in that el<lra calls m:•r be necessary a l 
any lnne. As one able writer h" s put 1l, "a smatll surplus 
is bettr,r than a deficit.' To give profits begets confi-

de,f~,: :,.~:::a,~r:s :~:~~Ir":~.: ~v:~:~.:':~~ri~\i,e busrness 
of life ir>sura11ce can he n,,onaged. Either can he m<lde 
permanent by carnfol w .. tchingand frequent valuation. At 
these valuations, the Legal Re,erve company gi,·es profits; 
whereas,atthevalualionperiods, the l.,opseorDecrement 
Reserve company may '"•ve tom,.keanextra levyinel<­
ce~softhe reg-ularprcmiurn. 

Fraternity is a grand thing; but why not have the 
fraternity conducted o'! a sound bas;s? It is just a~ easy 
tocarryontheworkot nnassociation on such a fiuancial 
planaswillworkout equitably to all the member,;,asitis 
on one that will 1101 so end. A man joininK a society at 20, 

has an expectancy of 45 years; while one joioing at 40, 



has an expectancy of 29 yea,..;. These should be charged 
such premiurns as make each pay for what he gets. lt is 
radically wrong that a man of 40 should pay the same as 
a man of 20. A graded asqess,nent does not meet the diffi­
culty. The very next year the grade is wrong. There are 
only two wuy~ to make 1;ach pay equally, firstly, to adopt 
the level prem,um rates, either on the Leg-al Reserve or the 
L'lpse or Decrement R<;serve plan.. These rates may he 
divided into twelve portions, and pa,d monthly. It is still 

~a~:;:~ ~;:~:]~;;:•r~~~:e:~:j ch~:~:etr~•~<!P;:e!~ ~;a;f~r,1~: 
the mcmbers\vance ·n ·,,;-,. !3y th"s plan a m 'er "n 

hte'.fi~i';~~~ ~~·Fo~--~,~~~,,1~:r?;~f,,:~~0 ii!~t° 0~ ~~:r funda-
mental errors that exi5t in these organi,.ations. Take a 
member, aged 20 when he joi11s. Grant lhat he rem,.ins a 
member for 40 years. Allow that he paid on "" average 
$10 a year in asses~m.,nts to carry his $1000 of insurnnce, 
which is a low cs1imatt, to make, for, while his first few 
years may be under this, his !altt,r years will be abo,·,, this 
estimate. At 11,e eud of tins forty years, when he is 6o 
ye.,rs of age, the ~ociety ~uspcnds operations, A high. 
death rate, and frequent assessments, bro.,ght it lo"" end. 
?\ow, allow only 4 per cent. on 1he money he has p.~id in 
during these ye"r~, at $ro a year, and it will be found that 
he h"s contributed to the defunct concern $~.2j, All 
this he docs for the satisfaction of belonging to a fraternity, 
and seeing his money going tu assist others, whom he 
never saw, and;., whom he has no oth"r interest than that 
they are n,embers o~ th" same society. But this memb"r 
is not contribut ing his money on this understanding. Had 
he been informed when he joined that after paying in for forty 

i:::s~cf:1~ ~~~~~bu~~,~~;~:• ~:~:?i!ta~~d 1~•:1.•~t~\~,~·;7,1 
man of sixty, out in the cold, he certainly would not ha,·e 

t0~;:e~ve1~•~/~~1;']~;';~~~~,~~l~1'.'~~d';;: ~:~i;":e~,~::::~~:~~:: 
he finds his premiums arc very high on account of his ag.,. 

an7;J:~ ~~ ;~j.,:~:: ~:~e~.,~~c p~~::tr:~e~{,"'',~~~~;,e~u~:~: 
ofte11 do not know any better, and, takmg the stat<'ments 
oft he leading spirits in the order, look upon their insurance 
as perfectly good. ~fr. Neison, the dislinguished British 
actuary, condemoed such soci.eties in the strongest lan­
guage. While it must be adnutted that the good frattJrni­
ties have done in many ways is immense, it must be also 
admitted on the other hand, that very much injustice has 
been done through their agency, as shown by the example 
just given, which _is ouly one of many that have happened, 
and that must still happen under the present method of 
managing these societies, 



Read what Mr. Geoq;-e D. Eldridge, a "ery able au­
thority on assessment insurance, has recently written: 
"That the ten years next to come will prove with them 
(thesocieties)a crucial period, can hardly bcg,.insaid; al­
ready it is evid_cnt Iha\ the m'.'ster mind~ in ~everalorgani­
zations recogn,ze that illy "dJl1sted method'< ofa,,es~menh 
are cumbering the order,; with members who arc not pay­
ing for the protection they are re<Ceiving, but whose pres­
cnceismakingmoredifficult the maintenance intactofthc 

;~:~~fb7,'~";~~;; '.W;i!rt1;~c ,r:~~~~~1;;,,i,•;c;.~~·t~ife ':~:~~~;;:} 
many years standing. Fraternity and brotherhood are 
pro\'ingth<.'rn,elvcsnnableto,tay th.,action ofthe law of 
mortality, although they arc prm·ing them,elv<'s powerful 
forces to with_st~nd t_hc teodency toward~ disintegration, 
which, under snnilar c,rcumstanccs, would make ha,·oc with 
a busine~s organization. As the bond of security which 
money constitu1esmay be~tr:,inedtotluipointofbreak;1ge, 
which is insolvency, it is not impos~ibt., that the bond of 
fr.1ternity and brotherhood ""'Y prove to have its limit of 
resistance.beyond which would lie disintegration.'" After 
referring to the low rate of mortality in relatioo toin,ur­
ance, he urges that societies adopt proper methods, and he 
states: "\Vhen this is done the bond ot fraternity or 
brotherhood,insle3doflosini:: its power, will be increased 
manyfold,and thefu111reoftheorders can be n,adeasas­
sured as their work is beneficent.'" 

In these opinions, Mr. Eldridge is undoubtedly correct. 
lfthefinaocial system is wrong, the bonds ofbrotherhood 
c"nnot ultimately hold the members together; and a point 
is reached" beyond which li<'s disintegration." It i, 
cquallJ·truethata correct method isjustaseasyto man­
ageasaninw,rrectone. The nrgurnent,th"ttheadoption 
ofcorrect,·atcswouldapparentlyincreasethepaymentsof 
members, h"snoplace in the discussio11. Insun111cecan­
notbesolcbdowcostwithout the result following of the 

=~~~i!~:;~ ~~'ii~etl~a";!e:ft;:~:I:1~t~l:~:!.:1i;E~ 
condemnstbcunwarrantedassertionsthath",·ebeenmade 
by some advocates of the as,es,ment ~yst<'m, thatinsur­
ancecanbefornishcdat thelow prices theyclaim. 

\\'hy should societies ,hrink from" ,·aluation of their in­
surance? lfthcyareina sound financial position,would 
not the kno,dedge of lhi• be a great satisfaction to the 
members? lfthey "re not in a sound financial condi­
tion, can this fact be discovered and made known too 
soon? The words of the Rev. C. J. lfadl,:,y, who t0-0k so 
much interest in the Ancient O,·dcr of Fore,terS in Great 
Rritain, are of special ,·aluc. In addr,,~sing his fellow­
membcr~, h stated that "it shonld be dis1in,:,tly under-



"tood that in remedyinl{ Jeficiencic,, ddays am <.loubly 
dangerous, and ,.fter it i~ once known, th':' ,;olvcnc,y ,s less 
than 2~s. in the£, e,·e,-y payment made ,n full reduces the 
chance, oft he remaincler of the members.·· 

Thc re~carches of Meech, Fouse, ;\"eison, and Eldrid):"e, 
have rendered it possible for ,o<·ieties to value their insur 
.:.nee, making a fair allowance for the profiis 10 be derived 
from lapses or sece~sions. For the leaders in societies 1u 
carry on their work, and n<'glect this plai'.' ?uty, can 

~~;,~r hft ~~!~;,tete :s sf,~J1~h}11fei~S:fo~;~'.';t,:'~~~~l ~;ftf.1~ 
large ca1:ital, large deposits, large disco,mts, failed I~ take 
stock of,ts affairs, and, consequently the directo,s d,d not 
know h JW it., financial matters stood. The univ.,rsal 
dema,nds of the members of insurance societies would be. 
"Give us a sound system ; we will pay the mies necessary 
to produce solvency." The first ):"reat consideration that 
ought to govern the action of every m<'mber should be that 
he is 11ot paying into a concern that in the very nature of 
things must go down as the n,ernbersgraduaHy grow older, 
and ever inne,~sing death and sickness rates have ahsorbcd 
all the contributions of the persistent members, " leavin):" 

no{~~ht~~'.~ i~~~:fir ~~; ,~;:cr,r~f~~s:~i~~sd~ne by friendly 
societies, when the method of cloing it was not wise nor equit­
able. It. seem'<, on the surface, a benevolent act to pay the 
family of a deceased member $1,000, to help them along in 
the time of bereavement. But to do this, 100 members must 
contribute each $rn, or 1,000 members$,. lfthese C<'ntri ­
buting members arc sure that when their turn comes to ):"O 

their families will receive similar benefits, then all is right; 
but if there is no certai;1ty of this; indeed, if there is every 

~~:1:~n;: a it:'.,l<:t h:;~yi~0;· n~~~:~~~: r:~;r?e"~:e~~,i~~~h~f~ 
turn to be treated as theyare1reati11go1hers. They are living 
in a hope th"t f;,nnot be realized. One very large fraternal 
society, a short time ago, officially,innounced that the aver­
age age of its n1e'.nhers was about five ye,irs Kre'ller than 
the average at which they had been ,idmi1ted. Could there 
be any stronger proof !h11n this, that, without a proper re­
serve 011 hand," n<lw blood"' wil! not save such an institution? 

In conclusion, I would state that all companies or organ 
izations doing insurance may h<l classified as follows, after 
Eldridge: 

, . The Limit<;d Premium, or Legal Reserve Compani<;s, 
2. The Fle"ible Premium, or Assessment Companies, 

collecting fi"ed periodical payments, with the reserved 
rights of additional n,sessm,,nts. 

3, Po,t-mortcm Assessment compan;es, embracing, 
(a) Frnternal orders, 
(b) Business organizations. 



It has heen already shown that, if the business manag<J­
ment is careful, the first class is on apermanent1ys1able 
basis. It has also hecn shown that if the rates collt:ded 
are sufficient, and 1he s'.anding of each company is sub­
jected to frequent ,·alual!ons, the secor,d class, with good 
management may '.'lso be rendered stable, and kept, from 
valuation 1.0 ,·aluat,c,n, in a sol,·ent condition. F<>rther, it 
has be"" shown that so far as class three is concerned 
every principle o~life i11surance is ,·io!atecl, and sooner or 
later, such orgarnzations must come to destruction :'"d 
pass out of existence, after the expend,t.,reof much l!me 
and money in the effort to perpetuate a h,1ge bl,rnder. 
These huge blun<lers ,u·e the out~ome of e,_npirics working 
,,,ith tahles and rates the meaning of winch they do not 
understand. As an il\ustrntion of this, a leading society man 
aske<l me a short time ago : '' \\'hy did the 'old line' com­
panies charge a man aged 2:>years about$16 for a life policy, 
when 1he<le:1th rate at that age was about i per 1housand? ' , 
This is a fine example of how thc,c tables arc m;s.-,pplied 

Mr. Fouse has distinctly sL;,ted that though the death 
rate mr.y he helow that expeckd, the regular premium 
should be collected. as the law of averages is bound to 
prevail. ~Ir. Eldridge has declared 1hat he knows of no 
reason for sapposing that assessment societies can furnish 
life insumnce, as such, ch<;apcr Ll~:tn reisnlar companies. 
In other words, the l:,w ot mortahty mu,t be met in Lhe 
society as in the cnrnpa11y. Both these gentlemen arc 
actuar· ·;, and conneckcl w'th ver} larger · ·> ,1 com­
panies, But they see, both from experience and slttdy, that 
lifo insurance must cost a certai11 amount, and they are too 
fearless and honest_Lo hold out any false hopes. 

There is actual h,story,howe,·er, to fall back upon. The 
leading asse,.-;ment companies of the United States ha,·e 
been for years reporting to a central bureau their actual 
,leath rate. Theresuh is that usocimicshada deathraLe 
iii the si~1eenth year of30 per ,,oco. lf any, or all, of these 
societies had no reserves on hand, and issued 30 assess­
ments in one year, it would soon he seen whether the 
nrntual or fraternal bond could hold Lhem togdher or not. 
It is utter folly lo expect always a low death rate because 
it happens to be so in the early years. 

Now for the renwdy. Let societies making use of the 
post mort~in assessment system aba11<lon it, and adept a 
snit:tble table of rates and ample pro, ision for fr~quent 
valuations. In the case of other secietics, issninga certain 
number of regular assessinents yearly, 1hc advice of com­
petent experts should be taken at once to determine 
whether the amennts collected are sufficient; and, if net, 
to h"vcthem adjusted,,rnd then keep them right by the 
safeguard of taking stock in the form of a valnatien. With­
out tl,is, all else is guesswork. 
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