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ABOUT CONTINGENT COMMISSIONS.

That commissions to agents constitute one of the
troublesome and unsettled questions in conducting
the fire insurance business, everybody familiar with
the business knows. Companies periodically ex-
amine the question in the light of changing ex-
perience, come to conclusions, and then abandon
them, and start out in quest of new conclusions, and
boards of underwriters every little while wrestle
with the question, settling and unsettling it with the
moon’s changes, only to find that the last settlement
is eminently unsatisfactory to both the agents and
the companies. How to adjust rates 1o meet the
various hazards is a scarcely more troublesome
matter than how to fix and maintain a scale of com-
missions that shall give satisfaction to all parties
concerned. The agent is in the business to make
money, so are the companies, and in Canada and the
United States, where if the agents do not own they
certainly mainly control  the business, concessions
have to be made pretty freely. Numerous sugges-
tions have from time to time been made by managers
and by agents for some satisfactory basis of fixing
commissions which has the elements of permanence,
but up to date no plan upon which all parties will
agree has been presented. ‘

SystiEM 0F CONTINGENT COMMISSIONS,

Among the plans advocated, perhaps  the most
important, and possibly the most correct in theory,
is what is known as a system of contingent com
missions. At first sight it certainly would seem that
both the equities of the situation and the lessening of
the loss ratio may be approximately secured by making
the agent’s compensation largely dependent upon the
profits arising from the business which he is sup-
posed to control. Unquestionably the interests of
the company and its ficld representative are mutual,
or should be: but how shall that mutuality be best
recognized and be made to bear practical results of
the kind desired? Of course the underwriting pro-
fits of the company depend upon the difference be-
tween what it receives and what it pays out or
becomes liable to pay out. It follows that, with a
given fixed rate of premium, the less the losses it is
called upon to  pay, other things being equal, the
greater the margin of profit. It is the theory of the
advocates of contingent commissions-—and the theory
is a plausible one—that if a fixed commission rate
of, say, half the ordinary present rate were adopted,
with a percentage of profit additional, graded
according  to  the  margin of  profit  realized,
there would at once be furnished the  strong
motive of self-interest  for the agent to apply
the methods of “selection, inspection and  pro-
tection” to all the risks he may place. Well know-
ing that his income largely depends upon the extent
of the loss occurring in his agency, he will naturally
look well to the moral and physical hazard, and have

a constantly watchful care that conditions unfavor
able to fire origin and favorable to fire extinguish-
ment exist. He knows that if the company makes
money on his business he will be correspondently
benefited, and there is no incentive like self-interest.

ANx Examperi or 118 WORKING.

In order to see the working of this theory, let us
suppose the adoption of the following basis and
assume that the loss ratio will be as stated: Let
there be a fixed commission of 714 per cent. on all
ordinary business, with a flat 10 p.c. where the loss
ratio is not below 68 p.c.; 20 pc. for a loss ratio
not exceeding 35 p.c.; 25 P where the ratio is not
above 50 p.c. nor below 40 pe. and 30 pe. for a ratio
of 40 p.c. and below. We use these figures simply 1o
illustrate the working of the plan and not as neces
sarily expressing the best form of gradation. Now,
suppose a company to have ten agents who are com
|-:Lr:ni\'cl_\‘ careless risk-takers, and fifty who, l'ulll'\
alive to contingent profit, are cautious in the taking
and watehful in the care of their risks, and that cach
of the sixty agents collects §20,000 annually in pre
miums,  The ten have a loss ratio of 70 p.c., which,
on the $200,000 of premiums, medts S140,000 Of
Joss. The 73 pe. commission amounts to $15,000
The general expense of manage nent ontside of com
missions, may be set down say, at 18 p.c., or K30,000.
The combined losses and expenses w ill therefore be
S1091,000, Or within $9.000 of the total premium
The fifty agents report $1,000.000 in  preminms
Suppose  the loss ratio to be 45 pe., and we havt
8430000, The general - expense, aside from com
missions, at say 18 p.e. of the premiums, is S180,000
On this class of business the agents would be on
titled to 23 p.c., or $230,000, making the combined
losses, expenses and commissions $880,000, leaving
a trade profit to the company of $120000. This is
cqual to 12 pe. of the premiums, while the com
pensation to each agent is $3.000. On the class of
business done by the ten agents first named the com
panies realize a sum cqual to 4'z pe of the pre
miums as profits, and cach agent, though collecting
€20,000 in premimms, only gets $9o0. In the onc
case the agent being a loss-saver makes money hoth
for himself and for the company, and in the other
case makes next to nothing for cither.

A greater loss ratio than 70 p.c.or lower ratio
than 43 p.c. would, of course, give results still more
striking by contrast.  On the supposiion of inter
mediate loss ratios compared with a high ratio and
7V pe commission, the resulting ditference would
be less marked but still illustrate the same principle
So much for the theory as we can imagine 1t applied
‘There are, however, some practical difheultics in the
way of a general application of the plan, including
the large cities, which seem to he not easy o remove.
The subject is one, notwithstanding, wlich will bear
candid consideration.




