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SCHEDULE-RATINGITS RATIONALE AND
ADVANTAGES,

One of the benefits resulting from the establish-
ment of insurance institutes and clubs has been, and
while they remain in operation will continue to be,
the publication of papers on the vaiious phases of
insurance business which were prepared by officials
Possessed of expert knowledge,

The problem of the umderwriter is, how to fix
upon such rates for fire insurance as are proportion-
ate to the risk. By “proportionate” is meant such
a charge as will provide a fund adequate (1) to meet
the claims for losses, both ordinary and exceptional,
such as those caused by a conflagration ; (2), to pro-
vide an income sufficient to pay all current
expenses; (3), to secure a sufficiency over and
above loss claims and expenses to yvield a fair return
upon the capital invested in the business,

It is s0 obvious as to be axiomatic, that the haz-
ards of the fire business vary so widely as to reader
a common rate based on the above conditions as
unjust and illogical as it would be for a dry-goods
merchant to charge a common price per vard for his
goods regardless of their several qualities,

On the other hand there is a grave, practical diffi-
culty in the way of varying the rate in every case
strictly according to the estimated risk. The in-
finite varieties of risks render some generalization of
them, some system of grouping risks into classes a
necessity to the underwriter,

We are favoured by Mr. Charles F. Simonson,
Superintendent of Surveys, Chicago, with a copy of
his paper on “The Advantages of Schedule Rating,”
read before the Fire Insurance Club, Chicago, on
22nd December, 1903.

Mr. Simonson points out how inconsistent have
been the rates for some classes of risks for which
“no good reason could be given when the class and
situation were identical, the result being that, the
rates could not be justified or Jdefended.” The de-
maml for readjustment became imperative, on which
he remarks :

This led us to frame schedules not only to mvet
this demand, but to discriminate where discrimina-
ton was necessary.  To furnish  a guide to the in-
spector aml a reasonable defence  for every action
and decision, and the results have been immediate
and encouraging beyond our fonaest hopes. In
onler to do this, a practical knowledge of the haz-
ards of cach separate class was necessary.  Uniform
deficiency charges were used wherever possible, ar-
ranged according to the hazard.  Fach charge was
studied n its relation to every other charge, to th
degree of hazard involved and the effect to be pro-
duced by the schedule as a whole, This was accom-
plished by first obtaining a basis rate from an
application of from 50 to 100 or more risks of cach
class in the field.  Our guide was the combined ex-
perience tables of the companies, which gave us not
only a knowledge of prevailing rates, but of the
increase necessary  on unprofitable  classes to pro-
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In regard to the results of this work, the author
says they are:

“A schedule built amd arranged according 1, the
hazard and needs of each separate busincss—g
schedule which creates uniformity in charges and
credits for deficiencies and improvements that myst
meet the long-felt want for a discriminating tarif
which shall be uniformly applied to each class ac.
cording to its hazard, construction and fire proteg.
tion—a schedule which has never heretofore heeg
formulated.”

A number of illustrations are given in order to
show in what way the variations in rates were
adapted to the variations in risks.

The charges for deficiencies .should mark the
difference between a standard risk and one that iy
removed as far as possible from that standard. By
rating all parts of a nlant under the one schedule,
the nncertainty which formerly existed as to which
tariff to applv to auxiliary buildings is removed, and
schedule anplication is mada uniform throughont the
field.  Again, by having a different rate on each bnild.
iner or division, with » separate occupancy or decree
of hazard. we seenre “specific” rating and encourace
the nse of specific forms, which shou'd always be
need, pnlesg co-insnrance js euaranteed.”

The followine extract is piven from the letter of a
leadine mannfacturer, to show the benefit of the sys-
tem of schedule-rating:

The use of the schednles as we wnderstand them
by our experience is simply this: “If you have im-
nrovements in vour plant for nrotection against Inss
hy fire. the schedules make snecific allowances for
them: if vou have not these improvements, but will
make them, vou will be oiven nroper credit: if vour
factorv is noorly eauipped and the assured “will” not
make the improvements required by the schedules,
they will be compelled to pay the rate set apart for
noorly-eanipped plants, or  do without insurance in
the first-class companies.”

Testimony is given from agents and inspectors
which show that, in their judgment, the schedule
system  “will produce better conditions, reduce
los<es, imnrove business.”

The following passages in the paper before ns are
commended to the consideration of all policyholders:

“To those who ‘will not’ uvnderstand all rates are
arbitrary, but to the discernine public there is no-
nothine arbitrary about a tariff that gives the as-
sured the opvortunity to make his own rae according
to the situation. We, the fire insurance companies,
do not desire high rates, but reduced losses through
improved business. It is well known that the lowest
rated class produces the most profit, showine that,
with reduced loss ratio rates naturally seek .!hf
lower levels caused by competition of those seeking
the most profitable classes. Hich rates cannot
maintain on a class that is profitable for any length
of time, and the new tariffs do awav with antagon-
ism heretofore existing, and bring the assured and
vnderwriter together in - a combined endeavour to
reduce the hazanl and to limit the loss.”
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