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THE FOUNDATION OF RATLES.

Classification of Fire Hazards Dealt with,

by Mr. A,
C. Fairweather,

at Insurance Institute of Toromto.
In his paper dealing with the subject of Classi

fication of Fire Hazards, Mr. A C Fairweather

treats of a subject in which THE CHRONICLE
unnaturally feels »

not
species of proprictary interest
Fhe recognized pioneer along lines  of

scientific
classithication was the

late Jeremiah Griswold who
years connected with this publica-
tien, and who wrote many of his valuable works
thee: Among  the most
teatures in THE CHRONICLE'S hbrary
collection of the ¢ :

Was tor many

m editonal

prized
to-day 15 a
writings including his Classifi-
cation of Fire Hazards

THE CO-INSURANCE LAUSE

rweather's paper, after refe rring t
Comsurance ]

Lauase as

the
a fundamental step towards
aentific rate-making, proceeds

along the lines in
d‘_ohrl hy

the follow Ing excerpts

Fhe cost of msunng a given risk s the average
chance of loss i all the risks in a Kven group or
cla ind that chance of Joss termined maimly
by the fire loss experience met with i that group
or o« Let us take one hundred butldings « f

given cla Fhese risks, we will assume, are

{ nitorm value of $35.000 Experience has
OWn that anoasingle vear or a series of vears,
the total fire Toss on those (ne hindred risks will
aver e $5.000 I'he fire cost of each r K, there

tore, wall be $350 per annum and the ¢ npany -

uring the nisk should, all other things being
cqual, recewve that amount of premium in rder to
COve the Iherefore, 1 the owner of the
butlding takes $5.000 msurance, the full value of
the bulding, the rate to cover the fire cost should
e b pe it he take, $ NS00, cne-half the value of
the huilding, the rate to cover the cost will be
fcund to be minch h gher, about 1.8 e In an
excedent treatize entitled “Graded Co-Insurance”
Herbert W nerdmg has made very  careful

estimate t a'es whnch should prevanl where
I N nder 60 pe of value From his
Sttty t wnothat where  the msurance
covers more than 50 pe of value the losses above |
hat percentage will represent not mor than 7 pe
of 1t total  Josse Therefore, under 4 $ 2,500
poiey e the case aited the e mipames would not
be Liable, by 7 pestor as much loss as they
Would under a4 $5.000 policy, so mat under a
b AN pohaoy e rat hould be e llg;l to pr
o U D45 premnam instead ol %30, as under
the S000 p \

(nthe above allustration 1t has been assumed

tiat ull of the cne hundred buitldings  were of
000 Suppose take

lrmdred binldings each, one

.v,'| val “ '|1."\. we

W groun of one
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where the value of each is $35,000, the ol

where
the value of cach is $350,000. The latter ¢

will say, are modern fire-proof  buildi,.

former, old  structures of inferior constriction
The total fire cost of the former Broup as we have
seen 1s $5,000, an average of $50 per risk - pe
of value. In the second gronp we will Ssume
that the yearly fire damage will be one tony), of

1 pe. The total value of one hundred

$50,000, therefore, the total loss will he $:. 0, or
an average of $350 per risk. We, there! find

this to be true of the two groups of 1., A

difference 1n value and construction hasord

identity i net fire loss.  Therefore, to (.

the
cost, the fire insurance company must collo the
sime amount of premium from the owne { the
$5.000 building. Based on the valuation, 11 nep
centage rate of the isurance would be L m
the case f the $350,000 I)llll(llll“ one-tenth .t |
But suppose the cwner of the $50,000 ling,

believing that he s warranted 1 so domg, Lecane
of the superior character of his risks, concludes 1,
carry msurance of $35000.  If the percent.
of the insurance company remams the sine, ne
tenth «f 1 pe, the total pard will he
$5 which 1s $45 shori of the actual fire ¢ <t of 1,

risk, and the company will lose to that evient

preminm

It s, therefore, clear that in order to cover the
cost, 1f but $5,000 msurance 15 carried, the rate
mstead of being onetenth of 1 pe, onld be
Not to do so w Id

expose the company to a loss, which it s make

advanced very matertally

up by excess  collections from other
CWNers

I have given these illustrations to show
ditiens governing the introduction and vee «f the
Co-Insurance When «ne

Clauses have

Clanse comsiders W

long Co-Insurance been in nee, he
can readily see that while they have accompli-hed
agreat deal of geod, and have been a concerted
in the right direction, there s vet wore to
be d re to reach a conerete and scientific <yt
t r the adjustment of rates, and the reach ng of
fundamental principles governing  the actual fin
crat
THE UNIVERSAL SCHEDULE

We now come to the next important

rate making
Schedule

F'o quote from the preface to the Dean Sched !
“Iire hazard s by nature a net work of ol
vity

ster
tep

problem of the apphcation of the

Universal

In constructing o basis-schedule we roces
sanly select certam features of hazard s r
able and attach to each of these a charge, wiile
to the residue consisting of unanalyzable pasts we
attach a lump charge and call 1t a basis rate
There 15 no intrinsic difference between the char e
we call a basis rate and the other charges, excepnt




