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CHAPTER I

INTRODUCTION

Purnose and Significance of the Study

The purpose of this study is to analyze the future con-
trivuations of Tam Hayat Insurance Company to the life insurance
field in Turkey.

Had this étudy been undertaken in countries like the
United States or Great Britain, it would involve only an analy-
sils of the future contributions to life insurance and the growth

potential of any newly established company in the market. How-

éver, iﬁ Turkey, the gituation is different.
Turkey hag a very small and unhealthy life insurance nar-
ket, This market was first established in 1889 by an Austrian
ingurance company.:L No records remain from the operational re-
gultg of this company, but it can be expected that they were not
of a wide gcale and that they mostly were confined ¥to the non-
loslem population of the Ottoman Zmpire., It has been more than
seventy-five years since the foundation of that company and othe:
companieg with life ingurance branches followed it, Adccording t

statistics in 1965, seventeen Turkigh companieg and two foreign

SNE] Bozer, Sigorta Hukulku (Banka ve Tiecaret Hukulu
Arastirma nstitusd, TUrkiye 15 bankasl Tegigi, hukuk Folldliesi
Cebeeci, ankara, 1965), 0. 12,
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companies were engaged in life ingurance in Turkey, with 49,854
individual policies and with 65,278 covered by group policies,
both totaling lesg than 2/5 of 1¢% of Turkey's population.l When
the total population of Tﬁrkey is taken into congideration, the
nurber of insured seems insignificantly sma11.2

All together, the people covered by private and group in-
surance add up to 115,132 for 1965, whereas the amount was
116,957 in 1964; thieg indicates a decline from 1964 to 1965.
lotal insurance in force also showed a decline in monetary terms
from 951,692,318 TL. in 1964 %o 899,336,561 TL. in 1965.°

The profits obtained from the life insurance branches
wexre too insignificant to even be considered ag a vercent of the
total profits. Four companies out of nineteen engaged in life
insurance reported losges due to their life insurance branches,
whereas when all operations are taken into consideration, only 1
one out of nineteen companies reported a loss on operations for
1965. The present situation of the life insﬁrance market will be
analyzed in more detail in Chapter IV, For the moment, we will
state that as a whole, a growing suceess in life insurance acti-

vity is in no way indicated,

lTicnret Dekanlipa Sigorda kurakabe Kurulw, ITirldyede
icorta Faasliyet Hakkanda iapor.

2Similar corparisons for the United States and for India
indicate 160¢ znd 1.4% respectively.

BAlthough people covered by group insurance-inereased by
1,691 from 1964 to 1965, total group insuramce in force Jdecreased
from 583,403,210 TI. in 1964 to $16,447,006 YL. in 1965.
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Another veculiar situation of the Turkish life ingurance
market is that all companies, with the exception of one, take up

life insurance ag a branch activity.l This aspect will he taken

up in Chapters III and IV, Suffice it to say here that thig
gituation has sghortcomings in cer’ain regpects.

Thug, when Tam Hayat Insurance Company started operating
in September, 1966,'it had to face the existing market as des-
cribed above, Therefore, the writer of this paper found the for-
mnotion of Tam Hayat *daring® ond "revolutionary™., Ve say
"daring® becauge 7,060,000 L. of‘capital was pﬁt into a nmarket
which has offered no large profits up to now; "revolutionary®,
hecauge the company could never have been formed had its owners
not expected to change the basic structure of the market congide-
rably. Therefore, the formation of this cormpany is incomparable
to the formation of any other insurance company in Turkey; it is

e first life insursnce company and will have probably the big-
gest iwpoact on the Turkich life insurance market sines 1889.

In a2ddition, Tam Hayat uses premium rates based upon the
CSO 1958 Table, the rost up-to-date tuble ever put into use in
Turkey. In corparison with German, French, and Swiss mortality
tables used by other companies in Turkey,® the GS0 1958 Table

hags the lowest number of death rates per 1000 people., In life

lﬁhe excention ie Unyon Bayat, a forelgm company, with
100, 000 TI.. capltal owning a litile lesg thmm lg of the total
assets of all the ingursnce companies in Turkey.

2Tuxkey does not have her own mortality tables.
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ingurance, lower death rates mean lower premium payments for the
sane kind and amount of ingurance. This aspect will be discussed
in detail in Chapters III and IV.

For the first time, Tam Hayat realized the importance of
a large life ingurance sales force and invested in +training such
a force. The saleg force will be taken up in Chaptlers IiI and
IV ag well,

4 gquestion might arise as to the signifieance of inecrea-
sing life insurance saleg in Turkey., What hepens if Tam Hayat
can increase ingurance saleg in the future?

Pecple, when they buy life insurance, have one of the
following motives in mind:l

1, To provide funds to pay debts and cover funeral expenses,
2. To provide an estate for the benefit of wife and children,
the income from which will be sufficient to provide for
their material wants (the ideal situation),

3. To provide a monthly income for the wife and children.
4, To provide paid-up insurance for old age, when the in-
gured retires or his earning power declineg materially.
5. Lo provide for the education of children.

6. To provide protection for business associates.

7. To provide bequests.

8. To provide cash to pay for tazeg.

9. To pay the mortrage on the home of the ingured,

lﬁ. L, Garcia, mnmeyclopedia of Zomking and Finance

(Boston, kags.: The Bankexr's Fublishing Co., 1962).
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10. To provide an income during periods of sickness or disa-
bility.
11, To provide current liquidity and basis for borrowing.

The eleven items abofe indicate that life insurance is a
social and economic gervice. The more widespread it is, the
more people benefit from this service. In the United States,
320,124,000 insurance policieg were outstanding, which means 1.6
policiles per person.l In many developed and in some underdeve-
lopedg countrieg, the socilal gervice that life insurance com-
panies offer are found attractive by the society. Iife insu-
rance institutions grow at a very high rate. The econoric and
gocial services mentioned in the eleven items above are of three
main categories:

1. Frotection

2. Saving

3. Liquidity
‘he protection and saving agpects offered by life insurance com.
panies are very attractive to the middle income group people.
All three agpects will be discussed in Chapters IIT and IV and
will be compared with the offerings of other financial institu-
tions.

In addition to the importance of life insurance ag a

zocial gervice, life insursnce corpanies turn out to be big col-

15.3. Dept. Of Commerce, Bureau of the Census, Statisti.

cal ibgtract of the United 3tates, 1965,

2Such ag India.
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1eptors and investors of funds which would neither be saved nor
invested if they were not used for the purpose of buying life
insurance.l In 1963, in the United States, 6,300,000,000 dol.
lars worth of fundg from life insurance were invested in capital
markets. This amount makes up approximately 134 of all funds
plowed into the capital markets. Thﬁs, among the fourteen dif-
ferent types ef capital market invéstors, life insurance compa-
nies ranked third, fellewing only savings and loang asgociations
which deal with house morgage loans only, and commercial banks,
In terms of corporate bonds, life insurance companies are the
biggest holders (holding 53.8%) of all corporate bonds outstan-
ding in the United States in 1963.2 Insurance companies also
invest in a variety of other ingtruments and thus are one of the
most important of finanecial infermediaries in the capital mar-
kets,

In Turkey, the role of insurance companies as financial
intermediaries needs development. In 1965, Turkish insurance
companies held approximateiy 72,000,000 TL. worth of stocks and
85,000,000 IL, worth of bonds. The total assets and/or liabili-
ties of Turkish insurance companies were around 512,000,000 TI.
fiowever, the life ingurance reserves which offer a betbtter in-
vestuent potential than other forms of insurance reserves, made

up only 20% of total liabilities-~-approximately 100,000,000 TI.

1

See Chapter III.

2Herbert 2. Dougall, Capital larkets and Institutions
(Englewood Cliffs, N.J.: ZPrentice-Hall Inc., I965), p. 14,
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ihe formation of Tam Hayat might be expected to improve this
situation =and thus contribute to the development of a capital

warket in TurkeyQ

kethodology snd Iimitationg

This paper is prepared baged upon three formg of sources:

I. General Publighed Liaterial Available on the Topic.

Thesze materials themselves were of five kinds:

A, Thogse in the Kobert College Iibrary which were of two
kinds. "

1. Jechnical books on life insurance.

2, Statistical information.

- B. Published materials outside the liobert College Idbrary
which are the statistical reports of the Turkish ihinistry
of Commerce for 1964 and 1965.

C., Published materials made available by Tam Hayat,

Ve Turkish Newspaper of Commercial iegistry.

B. Information obtained from the linistry of Comrerce in
relation to premium rates.

II. Interviews: The interviews were made with various mem-

bexrs of the Tam Hayat staff{. The inferviews were held on a

formal ag well ag on an informal basis.

III. Porsonal Obgervations. The writer of +thie papex has

been employed by the company since its foundation and hefore

the tine the company started selling iife insurance, He has

listened to different discussions and to the exchange of

ideag aonmong the working staff.



THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, ISTANBUL PAGE &8

The gources mentioned above were used btogether through-
out the paper whenever necessary. Footnotes have been prdvided
to indicate the sources of borrowed ideas, A ligt of all sour-
ces is given in the appendix gection of this paper.

In general, company publications were mainly used in the
preparation of Chapter III. Interviews were useful in preparing
all chapters but especially in preparing Chapters II and IV,
Iibrary resources and personal observations were used through-
out the entire paper.

In writing this paper, certain inevitable limitations oo
curred., An important limitation was the inadequacy of data
about the general economic conditions in Turkey. Turkey does
not have any income digtribution statistics, except for the yeax
1963 for which an estimate was made by the FPlanning COffice., Tax
revenues do not give a real picture of +the income digtribution
gsince income tax returns are understated in nany cases, and &
large proportion of the Turlkish population falls outside the
geope of income taxes.

Turkey did not have reliable life insurance statistics
until 1964. Only in 1964 was a report on insurance practices
igssued by the linistry of Commerce., The figures before 1963
have to be estimated. The lack of statistical data compelled
the writer to use his own estimate or to depend upon publighed
data which were themselves hased upon estimates,

The writer was algo somewhat hindexed hecause, although

the management of Tam Hayat was very helpful in general, certain
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information was not found appropriate to divulge to be used for
public reading. This limitation was exercised within +the ne-
cessities of sound management policies and due care was taken on
the part of the writer not to disclose such information.

The third, and probably the most important limitation,
wags due to one-man research, It is not possitle for one man to
make a very extengive research, especially in terms of market
regearch for life ingurance, ZExisting data, though inadequate,
was preferred to an individual market research hecause of the
probable magnitude of the bias involved when using small samples,
As a nmatter of fact, this thegig is not an investigation of what
will happen, but it is an investigation of what can happen,
Therefore, despite the existing limitations, the writer found it

worthwhile to study the problem,
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CHAPTER IIX

OWNERSHIP, ORGANIZATIQON, AND PRINCIPLES

| ~ OF GRERATION
Chapter II has two sections., In the first section, a
descriptive analysis of ownership and organization is presented.
In the second gection, the operational procedures of Tam Hayat
are degcribed ag they are practiced. Operational procedures are
taken up for the purpose of familiarizing the reader with the
brinciples behind the practices of Tam Hayat. The bagic aim in
writing this section has been to present a comprehensive picture

rather than a technical one.

(wnership and (Organization of Tam Hayat

Qvnersghip and organization are the two main characteris-
tics of a corporation. Usually companies receive thelr names in
relation to their structure of ownership. For example, Iuntual of
New York indicafes that the company has mutual ownership; i.e.,
fcustomers are also the owners. fThe "inonim Sirket" meaning "cor.-
Poration whose ownership igs limited to the shares issued by R
s a legal requirement to be used in the nameg of every corpora-
tion founded as an "inonim Jirket®,

In any compény it is not ?ossible to operate without some

korm of an organization. Therefore, it is a natural consequence
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that the organizations should be so formed as to provide for ef-
ficiency of operations. However, operational inefficiencies do
exist in many companies. The discussion of organizational inef-
ficiencies will be taken up in Chapter IV in terms of their de-
tectable effect en ingurance sales. In order to point out the
effect of organization on gales, it is imperative to describe the
existing organization,

Tam Hayat is a coxporation ("Anonim §lrket") formed under
the previsions of Turkish business law. Accerding to Tuxrkish
business law, there are twe ways of forming Turkish corxporations,
The first one is thg so-called instantaneous formation (rani ku-
rulug®), and the second is the se-called gradual formation ("ted-
rici kurulug"). The main difference befween these two kinds of
formation is that in the former, all ef the capital must be
guaranteed te be paid by the erganizers ef the corporation, and
25% of it must be paid in before asking for formation permission |

from the linistry of Commerce; in the latter cage, it is not re-

quired that all of the capital be guaranteed payable by the or.
ganizers, The first form usually suits best the fémily type
of closed corporations, whereas the second type requires genexal
public investment.l

Tam Hayat is an instantaneous formation with six owners
who are the organizers and shareholders as well, Three of the

shareholders are legal entities; i.e., financial companieg, and

lTurgut S. Brem, Ticaret Eukuku Prensipleri (Istambul;
Yorik lMatbaasi, 1965), Vol, II, pp. 147-ITT.
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the other three shareholders are real persons. The 7,000,000 TIJ
capital of which 25% is paid before formation is supplied by the

owners in the following manner:l

Qwnexrs  Guaranteed Paid

Tam Sigorta A.Je 3,200,000 800, 000
Akbank 4.5. 700, 000 175,000
Osmanli Bankasi A.J. 700,000 175,000
Eezacibagi, Hejat 100, 000 25,000
Kog, Vehbi 100, 000 ‘ 25,000
Yazlci, Bedi 2,200,000 550,000
| Total 7,000,000 1,750,000

Tam Hayat's fermatlion as & stock company effers the fol-
lowing advantages‘and disadvantages ever a mutual cempanyzz
Advantages: | '

1, The gteckholders' gelf-interest requires econemical
administratien; theiefare, a serioug attempt is made +to
keep expenses low.

2. It offers the definite centract of insurance with the
premium abgelutely fixed in advance.

3. It boasts a capital and surplus as a guarantee and pro-
tection %o pelicy holders.

Digadvantages:

1. The impersonal character of the memagement and the com-

missions paid to agents tend to create a high expenge rate,

;From: *The Articles of Incorporation of Tam Hayat".

®Robert Hiegel and S. Jerome Miller, Imsurance Princi-
gles and Practices (Englewood Cliffe, N.d.: Prentlice-Hall, Inc.
966), DP. 21,
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2. Control ef the company is in the hands of the stockholder%
not of the pelicy helders.

3. The profits of the stockholders increase the cest of in-

surance.,

Distribution of Profits
The distribution of future profits is pre-determined in
accordance with the Turkish Business Law and is included as an
item in the Articles of InoezperatienQ Accordingly, the future
profits will be distributed in the fellewing manner.
After the net prefit is determined; of this profit-
1. 30% will be distributed ameng the policy holders.
2. The amount left after Item 1 will be divided as follows:
A, 5% to the legal reserve.
B, An amount equal to 5% of capital (350,000 TL.) te
partners as first dividends.
C.e If any amount is left evexr from the sbeve distribu-
tions:
1. 204 will be put into special regerves.
2. 60% will be distributed te shareholders as secend
dividends (if the amount turns out to be more than 12% i
of the cepital, the excess will be put inte retained
sarnings).
3, 10% will be distributed among the founders of the
corpeoration.

4. 10% will be distributed among the members of the

Rmard of Directors. |
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De From all the distribution mentioned in Item C, 10%

will be taken away and added to the legal reserve.1

Organizational Structure

Two out of three legal entity owners of Tam Hayat are
represented by one member each in the Board of Directors., The
Articles of Incorporation of Tam Hayat indicates that the Board
of Directors can have between five and eleaven members. Thoge
clected to membership for the first time stay in their positions
for three years, After three years another eiection will take
place for five new members. However, a member already on the
Board can be re-elected. After the second election, ohe-third

o

of the memberg are renewed each year. Any member who canhot be

present in more than three congecutive meetings is assumed To
have resigned from memberghip.
The Board of Directors has the following functions:
1, Determining long-range company policies.
2. Representing the company against third parties and sghare-
holders.
3. Bxexcising contrel over the coempany's property.

4, Setting up policies for internal maﬁagement.

lFrom; "The Articles of Incerporation of Tam Hayat®,

2The election procedure is just a formality since there
are only six ownerg, five of which are the mewbers of the Board
of Directors (two of them members through Their representing the
legal entities). IVt is highly improbable that an outsider can be
elected to the Board of Directors. Renewing 1/3 of the members
each year after the second election is not clear when there are
only five members and since the membership is not divisible,
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5. Determining budgets and deciding on the gelection of the
higher management group.

6. Determining the range of the authority and the resgponsibid
1ity of the cempany's president®,

The salaries of the Beard of Directors are determined by
the gtockholders in the annual steckhelders' meeting. As there
are only six stockhelders, five ef whom ceméose the Board of
directorg, the writer ef this paper thinks that there is no need
to talk about the functions of the steckholders' meetings. The
Board of Directors at present is composed of the following five
people: Bedl Yazici (Chairmen ef the Board of Directors), Nejat
Bezacibagi, Vehbi Keg, Regat Aksan (representing Osmanli Bankasi
A.S.), and Ahmet Dalli (representing Akbank A.J.). |

The functien of thg company president is te execute the
policies determined by the Beard of Directers, te controel all
forms of company eperations, and te determine the selection of
the employees through the authority delegated to him by the
Beard of Ddirectors.

The staff of Tam Hayat works together in the same buil-
ding with the staff of Tam Sigortal The pergonnel manager is the)
same foxr both companies., The Tam Hayat technical gtaff is very
limited in number. A technical manager is in charge of the con.
trol and organization ef the policies. Another employee under
the supervision of the technical manager takes care of the daily
routine matters in relation te operations. Another employee

takeg care of the recording of policieg in a ledger and the re-

moving the cancelled ones from the ledger., The internal organi-
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zation algo has three typists who type policies and corregpon-
dence materials between the company and the policy holders. Iwo
part-time workers handle extra clerical work that can not be
handled by the other members of the internal organization due to
time limitations. Thusg the internal organization is composed
of eight employees, two of them being part-time workers. What
ias called here the technical staff is basically trying to handle
the work of the policy-writing, reinsurance, statistics, and
claimg departments of a large insurance company. The legal, ac-
counting, investment, and personnel functions of Tam Hayat can
not be geparated from those of Tam Sigorta. IThe medical depart-
ment is composed of two doctors so that the person to buy an in-
surance policy can be examined by two doctors separately. The
policy holder can always have a medical check-up at no cost in
the medical department of Tém Hayat. 4 recent attempt has been
made by the Tam Hayat management to egtablish medical service
in different sections of Istanbul to offer free medical check-
ups for the convenience of the policy holders. For the actuariaﬂ
deparvment, a chief actuarian is hired on a salary basis working
in close connection with the president of the company, chairman
of the Board of Directors, and the technical manager. In general
the organization is gtill in the early formation stage, and it
is evident that it will change considerably; i.e., departmental
functionsg will be more clearly identifiable.

The sales department of Tam Hayat is the largest depart-

ment in the organization. DlMore than fifty salesmen work in this

| , T .
department and their nurber 1s increasing. In addition, some of
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the Tam Sigorta agencies throughout Turkey are gilven permission
to serve as Tam Hayat agencieg, provided at least one member of
the agency attends training courses offered by the Tam Hayal
gales department.

Although Tam Hayat has no organization chart, the head
of the saleg department (General Saleg lanager) indicated the
orgenization of Tam Hayat's sales department as shown in the

chart below:

G oS b
r
Leilol e T I,
R
J.U.k,
S.
Explanations:.

Lo GoSele 3 'Géneral Sales Emnéger. Functions: Administrative,
selling, training,

2¢ T.lMe: Technical Hanager. Funcitions: Controls calculations
and technical details of policies.

3. P,EJA,:  Tam Hayat Agencies. Function: Selling.

A. S.U.AJL: Sales Unit Associate lanager. Function: Training.,
5o JoUelie: Junlor Unit Managers. Functions: Training, selling

s

6. S.: Salesmen: Function: Selling.
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Policy Provisions, Premiums, and Heserves

The purpose of this section is twofold. Firstly, it is
an attempt to shew the reader different principles behnind the
actual practices of ‘am Hayat, and secondly, it is an attempt to
discusg certain faotérs that will influence the formation of the
funds in the future develepment of Tam Hayat. These factors ére
predetermined and are outside the scope'ef the control of the
management, The first part of this sectien will be cencerned
with the items invelved in the life insurance pelicy of Lam
Hayat, and the second part will describe the different kinds eof
pelicies that are used by Tam Hayat. The items that are in the
Tam Hayat policy are common fer all types of insurance policies.
Turkish business law requires that seme of these items be shown
in the life ingurance peliéy. Thege minimum legal requirements
will first be stated, and then ether items net gpecified by law
but which exist in the Tam Hayat policies will be mentioned.

The third and feurth parts will be deveoted to Tam Hayat's method
of arriving at pelicy premiums and te determining Tam Hayat's
reserves respectively. The third and feurth parts are taken up
due to thelr direct influence on the determination of the amount
of funds that will be received by fam Hayat in the future.

The life insurance policy is the most impeortant document
of a life insurance sale. Certain procedures are to be followed

before the customer can obtain a life ingurance pelicy. TheﬁTamF
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iiayat practice requires the following major steps before the

customer can be given a life insurance policy:
1, The application. The person planhing to buy life insu-
rance gets in contact with one of the salesmen or with a
Tam Hayat agency, or vice versa. He states his intention of
buying a life insurance policy and discusses various poli-
cies with the salesman among which he makes his choice.
Then he is asked by the salesman to £ill out an application
form which includes information in relation to his name, aged
address, dependents, benefieciaries, and the kind of insu.
rance wanted. When this form is completed, the salesman
gets a first payment from the customer. The payment is not
returned if the customer changes his mind about buying the
policy. However if the customer failg the physical then the
first payment is refunded in full., XNormally, these two
conditions do not take place and the first payment is count-
ed towards a portion of his first premium payment.
2. Phygical check-up. 4 complete physical check.up is
reguired which mugt be made by two certified doctors. The
rasults of the medical check-up are indicated in a report
gigned by the two doctors.
3. Preparation of +the policy. When the first two steps are
corpleted, the premiums are determined and the policy is

filled in. Two identical copies of the policy are prepared,

one for the customer and the other for the company. The
customer is given hig copy of the policy immediately afterx

he makes his first premium payument,
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The first premium payment is larger than the following
premium payments since an additional legal contract fee is col-
lected from the customer in an amount equal to 4 TL. per 1000 Tq
of coverage for policies with coverages between 10,000 TL. to
40,000 TL., If the policy coverage is less than 10,000 TL., a
flat sum of 40 TL. is collected., If the policy coverage is more
than 40,000 L., a flat sum of 160 TL. is collected. The legal
fee cannot be less than 40 TL. nor more than 160 TL. for each

policy.

The Iife Insurance Policy

Minimum legal requirements for a life insurance policy

In termg of the compogition of an ingurance policy, the
following aspects are strictly determined by Items 1266 and 1324
of the Turkish Business Iaw. Turkish Busginess law defines an
ingurance policy as a contract by which the ingurer undertakes
the responsibility of paying a predetermined sum in case the
risk covered by the insurance occurs in relation veo the insured
within the time specified by the policy. This definition covers
all 4insurance policies, and therefore, the life insurance poli-
cieg as well, However, in terms of the required items that
should be present on the life insurance policy, certain addi-

tions were made to the requirements of Item 1324 of the law.

ifter the minimum requirements have been satisfied, the company |
ig free to include any other information that rmight seem perti-
nent, The following are the minimum items required to be pre-

gsent on a life insurance policy:
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1. The nameg of the
a. Ingurer
b. Insured
¢c. Beneficiaxies
2. The type of insurance (that is, life insurance).
3., The kind of life insgurance (whether term, endownent, etcy
4. The beglnning and the termination dates of the policy.
5. The amount of the poliecy coverage.
6. The amount of premiumg to he paid, when and where.
T. Statement of all conditions that fall under the coverage
of the poliey.
8. Date of the preparation of the poliecy.
9. Age and occupation of the insured,

10. General health condition of the insured.

The Tam Hayat policy

In addition to these legal requirements, the Tam Hayat
policy hag other different regulations expresged, some of which
are congidered below:

1. A section which states that the policy is entitled to
share 30% of the profits through an increage in the amount
of its coverage with no additional costs. The digtribution
of the profits in the stated manner ig under the control of

the Turkish Mnistry of Commerce .t

lThe manggenent of Tam Haoyat gave the following erxplana.
tion: The policy holders arxe entitled to receilve 3(¢) of the
vearly profits made by the company each year on an after-tax ba-
sig, The distribution of the profits will be made at intervals
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2. 4 section which calls attention of the policy holder to
the following:
2. That they should read every item on the policy caxe-
fully.
b. That they should notify Tam Hayat of any change in
their addresses.
¢. That they can contact Tam Hayat experts at any time on
any matter.
3. In addition, the nature of the life insurance policy of
Tam'Hayat is explained in the following manner on the policy%
a. The policy is prepared baged upon the pergonal decla-
ration of the insured.
b. The policy will not be valid if the declaration of the
policy holder is found to be purposely misleading or
falge., In that situation, the premiumg collected up to
date cannot be returned. However, if the situation is nof
discovered within two years, Tam Hayat cannot exercise
its right of nullifying the policy.

¢. The policy goes into effeet as soon as the policy

of not more than five years. Distribution will not be in the
form of dividends but will be in the form of additions to the
accumilated reserves (3ee the next section of this chapler).

This means that: (&) policies close to maturity will receive a
higher proportion of the profits than the new policies will re-
ceive since reserves increase continually until the wmaturity of
the policy; (b) policies with higher premium payments and there-
fore higher regerves will receive larger profits. The profits
will be returned to the policyholders (or to their beneficiaries
in the forxrm of higher payments for clalms, The share of each
policy will depend upon the percentage of its accunmulated reserve
to totul accumulated reserves.
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holder signg it and pays the first premiunm,

d. The gpecial provisioné degired by the pclicy holder can-

not be considered applicable to a2 given policy unless it is

récorded on the policy.

a, Lzceptions to Item 4 are the following:
1. war; if the iunsured dieg during war, the regerve accu-
malated on the policy is returned to the beneficiaries.
2. sulcide; if a policy holder commits sulcide within two
years after the beginning date of the policy, the policy
beconeg invalid., However, if the policy holder commits
suicide after two years, the coverage is paid to the bene-
ficiarieg in full amount.l |
3. air travel; if the policy holder dies while travelling
in an air vessel that does not belong to an official air-
line, the company is liable to pay only the gurrender va.
lue of the policy accumulated up to that time, However,
if the death results while travelling on an official aix-
line, the beneficiaries will receive the amount in fulil,

f. The insurance premium is payable on an annual basis,

However, the amount can be digtributed to certain periods

within a year, such asg to six-month periods or to three-

month periods, If a paynent is made before the given period,

and death occurs before the given period, the amount paid

for the given period is returmed by Tam Hayat.

l”aw aggureg thet a pergon will not start plans for gui-
cide two years in advsnce., The reasoning behind this can always
be questioned as to why two years, and not more or less.
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g+« The insurance premium must be paid by the policy holdexr

at specified dates, predetermined by the policy holder and
Tam Hayat, A thirty-day allowance is available to the poli.
¢y holder, ﬁowever, if the payment is not made within this
thirty-day period, a warning sent by Tam Hayat to the polic;
holder declares that the amount must be pald within one
month, The cogt of the preparation of the warning and the
rail charges belong to the customer.l The warning is =ent
through gpecial delivery to the most recent address of the
policy holder. Ag stated earlier, the policy holder is sup
poged to notify the company of any change in hig address.
If such change has taken place, and the customer has not no
tified Tam Hayat, then he is legelly regponsible for delays
of hig special delivery; this gituation will not form a
bagis for the extension of the final thirty-day period. The
insurance policy is cancelled if the payment is not made
within the thirty-day period specified by the warning. If
legg than a three.year period has elapced since the firsgt
premium was paid, then none of the premiums shall he re.-
turned to the ex-policy holder. If more than three years .
have elapged since the first premium wag paid, then the co
rage value of the policy is reduced by a ratio of the pre-
miums paid to the premiums that were supposed to be paid 1

fulfill the contract, .after the reduction, the policy sto

l”his procedure means that actually the poliey holder

allowed a period of two months for puyment.

ST FYVERPRS] ROTOPRANES
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in force as any other policy.l If the policy holderx desires
not to contvinue having the reduced protection, he can re.
ceive the surrender value of his policy less 5% deducted foq
collection charges.
h, The policy holder can borrow on his life ingurance only
after he pays in full the premiumg due for the first three
years, The amount that the policy holder can borrow cannot
gurpass 95% of the surrender value of the policy. The loan
is made at 7% interegt. If the borrower does not pay his
interest when due, then Tam Hayat agks him to pay the amount
he borrowed in full within three months. If the payment is
not made within that time, the amount that the policy holdex
is liable to pay is cancelled from the value of his policy.
i. Whenever. the policy holder dies, the beneficiaries should
inform Tam Hayat as soon as possible, The beneficiaries
should submit the following documents in order to receive
the insurance payment from Tem Hayat,

1. The policy and the receipt of the lagt premium payment,

2. An official document specifying the occurrence of death

3. The birth certificate of the policy holder or a copy of

it.

4. A doctor's report explaining the cause of death,

j. Cptiong of'payment upon the death of the policy holder.

1An exarple to this situation will be as follows: If
the policy holder makes no additional payments after paying 254
of the premiums to be paid for the entire life of the policy,
and if the amount of coverage is 10,000 TL,, then his policy is
accepted to be a 2,500 Ti. policy that is still in force within
the terms of the original policy contract. _ﬁvaﬁﬁﬁy§KHHWHA“
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One of the following three options can be selected by the
policy holder while signing the insurance coniract.

1. Irmediate cash payment for the full amount.

2. lLerm payment. The amount is paid monthly within a

given term as indicated in TABLE 2.1.

TiBLE 2-1

CPTION 2: TERL PAYIENL POR aF IWSULRATCHERPOLIICY
WITH 10,000 LL. FACE VAIUE

length of Term Fixed lonthly Payment
in Years. ' in TT.

850.90
434,30
29%.50
226.20
184,60
157.00
137.2
122.5 0
111.00
101.90
94.40
88.20
83 .00
78,50
74.70

&EGS}SS\D 00 ~1 OWAA P2\ 1D s

3, Payment for life. 4 fixed monthly payment is made for
the entire life of the beneficiary as indicated in TiBIm

2wl
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TABLE 2.2
CETION 3: LIPSLOWG PAYLENT POZ AN INSURANCE POLICY
WITH 10,000 TL., ®ACE VALUE
ige of thne Person : Yearly fonthly
to liceeive the Fayment Payment
Payment in TT. in TL,
2C 527.50 : 44,26
21 830.00 AA 4B
22 532.60 Ad.TL
23 535 .40 44 .95
24 538 .40 45 .21
26 544..80 45 .78
27 ' 548.40 46 .09
28 552,10 - 46 .42
29 - 556.10 46 .77
30 560.30 47 .34
31 564 .80 47 .53
32 569 .50 AT .95
33 ' 574450 43.29
34 579.90 48 .36
35 585 .60 49.36
36 591.70 49.90
37 : 598 .10 50,46
38 604.90 51.06
39 612.10 - 51.70
AQD 619.70 52.37
41 627 .80 53.09
42 636,30 53 .84
43 645,30 54 .64
Ad ' 654..90 - 2% .49
45 665 .00 56.38
46 675 .70 5733
(% 687 .10 28 .34
49 711.80 £0.54
50 725.30 Cl.74
51 739.60 63.02
52 754 .70 64..37
53 770.70 65.81
54 T87.70 67 .33
55 805 .80 £8.96
56 824.90 70.58
57 845 .30 T2.52
58 866.90 _ T4 AT
[ |
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TABLE 2-2 continued,

ize of the Person Tearly Iionthly
to lieceive the Payment Foyment
Payment in T1. in 7L,

59 889.90 76.55

60 914.30 78.76

61 940,20 8l.12

62 G67.70 83 .63

63 996.90 8€.31

64 1028.00 89 .16

65 1061.10 92,20

66 1096.20 95 .44

67 - 1133.40 08.58

68 1172.70 102.54

69 1214.,30 106 .42

TO 1258.00 110.52

Kinds of Iife Insurance Policies Used By
Tam Hayat and felated Clauges

There are three diétinguished kinds of life insurance
policies offered by Tam Hayat:
1. Life
2. Endownment
3. Term
The first kind, which is called life, covers ordinaxy life and
linited-payment life. J
Ordinary life (identified as E.B. by Tam Hayat) is the
Idnd of ingurance in which the premium payment contintes until
the death of the insured. From 1ts hasic characteristics, it is
evident that this kind of insurance serves best the needs of
salaried individuals with fixed incomes, certain to be received

in the future. In Turkey, the best example of this group can be
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the government employees. Thig type of policy offers certain
advantages. In the first place, the premium payments are distri-
buted throughout the life %time and enables the salaried worker
to afford a larpger coverage than the cage in which the payments
are distributed over a shorter time period. 4 person aged twenty
can buy a straight life policy of 100,000 TL. by paying 330 ?L.
every three months, If he had to buy the same insurance and pay
within ten years, he would have to pay 753 TL. every three monthed
The immediate protection has a lower cost in case of the straight
life policy; i.e., if death occurs at an earlier age, the policy
is cheaper than all other kinds of ingurance except term insu-
rance, The policy is highly flexible with a high caéh value if
the policy holder needs a loan. It can be exchanged at any time
for a limited payment policy. However, this kind of policy has
shortcomings as well, since it is wore expensive than term insu-
rance, 4lgo, continuoug premium payments in equal amounts might
be burdensome in later:ages when the income sghowg a decline he-
cauge of retirement. |

idmited payment life is of four kinds in terms of the
length of premium payments; they are 10 payment life (i.3.10),
15 payment life (H.B.15), 20 payment life (H.B.20), and 25 pay-
ment life (H.B.25). The characteristics of this insuranée lies
in the fact that premium payments continue over the years desgig-
nated by the number in each; that 1s, in case of 10 payment life,
premiumg are paid for ten years for a life protection. (bviously

this kind of insurance gells best for peopnle with incones for a

determined period, such as movie stars, professional athletes,
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ete. The main advantage of this kind of insurance policy is ite
allowing the possibility of making the payment when income ig
available., Also, compared with straight life, higher cash value
is accurulated in the earlier years, and thug an extra borrowing
strength is given to its holder in the earlier yearg. The main
disadvantage lies in the fact that earlier death means more ex-
pensive insurance than straight 1ife and term insurance of egual
protection., ILimited payment life is less flexible than straight
life is, sinoe gtraight life can be converted into limited pay.
ment in the future, whereas the opposite is not true.

Endowment (identified ag H+S by Tam Hayat) has five dif-
ferent forms in termg of its duration; namely, 10 year endownent
(H+8§ 10), 15 year endowment (H+S 15), 20 year endowment (I+S 20)
25 year endowment (H+S 25), and 30 year endowment (H+S 30).

This kind of insurance offers protection and, in addition, pro-
vides the policy holder with the sum of money equal to the face
vaiue of the policy if the policy holder remains alive at the
end of the duration of the policy. iue to this additional ad.
vantage provided by the endowment insurance, its cost is very
nigh in comparison with the other kinds of insurance. Thig kind
of policy best serves the needg of younger veople who have a

bigger chance to live than to die during the duration of the

given period. However, if death océurs during duration, the
cost becomes very high. At present, moxe than 80¢% of the poli-
cieg that have been sold by Tam Hayat are endowment policies

(the number is 833 policies in the first 1000 sold). The endow.-
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ment insurance may be uged for the purpose of retiring an obli-
gation or debt as well. In older ages it might be used for prow
tection against the loss of earning power. Yet the main offerx
of the endowment policy 1s more of a saving nature than of a
protective nature.

The third main kind of life insurance policy is the term
ingurance (identified as S.H. by Tam Hayat), This kind of ingsu-
rance provides protection for a limited period, and therefore,
it requires the lowegt yearly premium of all other kinds. It isc
offered in the following formg by Tam Hayat: 5 year Term
{8.H, 5), 10 year term (S.H, 10), 15 year term (8.H. 15), 20
year term ($.H.20), If death occurs at an earlier age, this

policy offers the cheapest kind of ingurance, However, it hasg

- no ecash value, and when the term is over, the insured comes out

with nothing. It iz most suitable for veople who expect large
incomeg in the future but for the moment are ghort of incone.

in example might be a large factory owner who has outstanding
debt that will be paid over a given period of ¥time. This ingu.
rance provideg protection for him and his family in case his
death 6ccurs before the payment for debts is completed. .Another
exarple might be the situation of a company executive whoge com-
pany might buy term insurance for his name during the duration
of his contract so that in case of his death the cormpany micht
receive henefits to overcone the loss due +to the disappearance

of his services.
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TABLE 2-3

A, TAN HAYAT: PLBMIUL PAYMENTS FOR LIFE AND
LIMITED LIFE FOR 4GE 20

From 1000 to 24,999 TL, face value (premiums per 1000 TIL.)

guarter Seml-innual dnnual
LB 3.89 | T.62 14,95
HB 10 8.09 15.87 31.11
HB 15 6.39 12 .54 24..59
HB 20 5 .57 10.93 21.43
HB 25 5.09 9.99 19.59

From 25,000 to 49,999 7L, face value (premiums per 1000 TL.)

Quarter Semi-annual Annual
HB 3«59 : T.05 13.82
HE 10 7.81 . 15.32 30.03
BB 15 6.12 : 12.00 23 .52
HB 20 5.29 10.38 20.35
HZ2 25 4.82 9.45 18.52

From 50,000 TL,--- face value (premiums per 1000 TL.)

quartexr Semi.~Annual Annual
HB 3.30 : & AT : 12.69
HB 10 Ta53 14,77 28 .96
HB 15 5 .83 11l.44 22.44
HB 25 : 4.53 8.89 17 .44

g L o Tt ey

B, Talk BAYAT: ¥PRELIUN PAYLGNTS FOR TERM
INSURANCE BOR AGE 20

From 1000-24,999 ©L, face value (premiums per 1000 TI.)
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TABLE 2-3 continued.
Wwarter Send - Annual Annual
SH 5 1.64 3.22 6.31
SH 10 1.69 3.32 6.51
SE 15 1.7% 3.43 .72 |
SH 20 1.83 3.58 T.02

From 25,000-49,999 TL, face value (premiums per 1000 TI.)

Jaaxrter Semi - annual Annual
SH 5 1.36 2 .67 5 e24
SH 10 1.41 2.77 543
SH 15 1.47 2 .88 5.65
SE 20 1.55 3.03 5.95

From 50,000--- 1L, face value (premiums per 1000 TIL.)

Quarter Semi - annual annuaal
SH 5 1.08 2.12 4,16
SE 10 1.13 2.22 4.35
SH 15 1.19 233 4.57

SH 20 L.27 2 .48 4.87

C, TAN HAYAT: PRELIUL PAYLENTS FOR BUDOWLANT
INSURANGA FOR AGR 20 .

From 1000-24,999 TI, face value (premiums per 1000 T1.)

Juarter Semi - annual Annual
H+sS 10 24,18 47 .42 92.99
i+8 15 15.07 © 29.57 5T.98
S 20 10.64 20.86 40.91
i85 25 8.07 15.583 31.03

+S 30 £.44 12.63 24,77
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‘ABIE 2-3 continued.
From 25,000-49,999 TL, face value (premiums per 1000 Tl.)

Juarter Semi - simnual annual
+S 10 23.90 46 .89 91.94
+8 15 14.80 - 29.03 56.93
k3 20 10.36 : 20.32 39,85
a8 25 T.79 15.29 29 .98
H+g 30 6 .17 12.10 23.72
Frowm 50,000---TL. face value (premiumsg per 1000 IL.)

Quarter Semi . innual annual
H+8 10 23 .63 46,35 90.88
5 20 10.09 : 19,79 38.80
g 25 7.52 - 1475 26.93
i+s 30 5.89 11.56 22,66

Source: Tam Hayat Sigoxrta A.5., Tarife ¥itabi,
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Olaugesg

Four different clauges accompany the three major types

of insurance discussed in the preceding section. They are:

1., Additional endowment.

2. Double indemnity.

3. Waiver of payment,

4., Disability income.
Additional endowment ig similar in ﬁature to endowment insurance
except it is applied on a limited basis. It provides additional
monetary payment to the policy holder at the end of a specified
period of time which can not be lesg than ten nor more than
thirty years. It isg paid to the policy holder only in case he
is 8111l alive at the end of the specified period. The practice
followed usually equates the specified time with the duration of
the term of the insurance in the case of endowment insurance.
It can be used with all other forms of insurance with durations
equal to or longer than ten years except fterm insurance. The
total amount that can be paid by this clauge cannot be more than
twice the amount of the policy. TFor example, if the policy's
Tace value ig 50,000 TL., this clause can be appiied up to a
maximum 100,000 11, for this policy.

The double indemnity clause is derived from the princi-
ple of personal accident insurance. It provides the policy hol-
dertsg beneficiaries with double payment; i.e., twice the amount
of the face value of the policy in case the policy holder dies

in an accident. The clausge is applicable to all kinds of insu.

vance volicies until the policy holder reacheg the age of sixty.
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ithe clause is no longer applicable after this age. It reguires
the lowest amount oflpayment in relation to other clauses, that
is, per thousand lira of coverage its price is 26 kurug for
quarterly payment, 51 kurus for semi- annual payment, and 1l.- TIL
for each annual payment, One kurug difference hetween the forms
of payment is due to the extra clerical costs of additional pro-
cessing.

Walver of payment is a clause which enables the policy
holder to keep his insurance if he becomes physically disabled
and can not earn the income to‘pay his insurance premiumg, Un-
der the protection of this clause the insurance proceeds as if
the payments have been made to the end of the duration, This
clauge is not applicable for a period of more than twenty years

nor for people who are older than sixty years of age.

Digability income 1s the clause which provides income to
the policy holder not more than 204 of the face value of his
policy or not more than 12,000 TL. of income per year. It is
not appiicable for people who are over fifty years of age. The
clause cannot cover a period longer than twenty years and i+t is
applicable only during the premium payment period of the policy,
This clause cannot be used together with term insurance.

It was nentioned earlier in this chapter that Tam Hayat
.policies would receive 30¢) of the yearly profits of Tam liayat in
relation to the amount of their reserxrveg. However, not all of
the policies can share the profits. Term insurance policies are

not included in the profit-sharing plan. Among the clauges only

|
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TABLE 2-4
Ao PREMIUN PAYLSNT POx AW ALDITIONAL EWDOWILENT
OF 1000 TL. FOR SELECLID AGES
age of the Duration of indowment - 10 years
Ingured
Quarterly Semi-innually Annually
20 19.98 39.19 76 .84
30 19.89 38.98 76.44
4.0 19.53 38.31 75.11
50 13.58 36.45 TL.47
60 16.40 32.16 63 .06
sge of the Duration of indowment - 15 years
Ingured
Quarterly Seni-annually annually
20 11,78 ' 23,11 45.31
30 ~ i11.62 22.79 44,68
40 11.19 21.96 43 .05
e 20 e 10,12 ... 19:84 ... 38.91 _.
Age of the Duration of IEndowment - 20 years
Ingured o
Jquarterly Senmi-innually innually
20 7.79 15.28 29.97
30 7.56 14 .84 29.09
AQ 7.06 13.85 27 .16.
50 5 .86 . 11.50 22.55
Age of the buration of bndowment - 25 years
Ingured
Juarterly Semi-.nnually annually
20 550 10.79 21.15
30 5.22 10.24 20.08
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TABLE 2-4 continued.
ige of the Duration of Endowmenf - 30 years
Insured
uarterly Semi-annually annually
20 4,02 7 .88 15 .45
30 3.67 7.20 i4.12
40 2.98 5.85 11.48

A T R e EE A SN v W W EE e G sk M S T A TR MR S N e W ml A ot P e e v e M Er e s il m e ME mr AP e R e e e ome W e mw me m

B. WaIVER OF PRELIVIL: FOR Sa4LuCTED AGSS (RAYiZNT
NESDED TO COVER 100 TL. WOATH OF PHELIULS)

age 7 vuration of Clause
10 fears 15 Years 20 Tears
20 1.27 1l.41 1.50
25 1.30 1,46 1.57
30 1.35 1.55 1.71
40 1.66 2.06 2.48
50 2.82

A e R mm e e e A Ew e A M e mp R W M AR g ER wm T Em A R M W M g M A e B BE M A R U M LN e e e A R e A b W R A e

C. DISABILITY INCOLE CLAULSS PAYISNTS FOR
SELECTHD AGHB
(For income of 1200 I1. per year)

Age of the uration of Clauge -~ 10 years
Insured
Jarterly Senl ~annually annual ly
20 396 T.71 15.24
30 4.21 8.26 16.20
40 5.18 10.16 19.92

50 8.80 17.26 33.34

P i e b ot R e A s A A e e A ek e AR e g P M WS G e RS e TR MDA A ow e e T W e BT M W o Gt  w mm e N e T W e e w e e am
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TABLE 2«4 continued,

ige of the Daration of Clause -~ 15 years
Insured
Qarteriy gemi - annually innually
20 4439 | 8.62 16.90
30 4.84 9.49 18 .60
AQ 6.43 12.61 24.72
Age of the Duration of Clausge - 20 years
Insured
guarterly Semi«.annually Annuallz
20 4 .68 9.18 18.00

Source: Tam Hayat Sigerta 4.35., Tarife Kitabi.
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additional endowment clauses can participate in the profit
gharing plan; double indemmity, waiver of payment, and disabili-

ty income clauses can not participate.

Premiums

Iife insurance policies are designed to serve thelr pur-
posesl which show variations among themgelves. The basic pur-
pose is the same all.over protection. However, in detail, the
purpose can be achieved in various ways which necesgsitates insu.
rance coverage of different character, length of gervice, and
price. The total cost of iife insurance involves expensges dQue
to death claims and due to organizational, administrative, and

selling efforts.

Tiet Premiums

Zvpenses that arise because of death clainms and/or the
Fulfillinent of the terms of the contract are provided by the
so-called net premiums. Yet premiums are to be calculated in
such a way that they will be enough to cover the claims by the
“aneficiaries when they become due. Since premiums are collec-l
tad in advance of the occurrance of the payment for the claim,
they should he caleculated in such a way that thelr present value

would he able to cover the present value of the claim, Or in

mathematical terns:

Pof Wy + ¥, + Ny ... ) =Fof C where

lSce chapter I: The purposes of buying life insurnnce.
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P = pregent value

=
i

net premium per neriod

claim upon the fulfillment of the ingurance contract

liowever, the pimple forrulation above does not tell any-
thing about the time of ocourrance of the claim. Had there been
perfect certainty that the claim would take place--let's say in
period 15--the above formulation would tell the whole étory.
This is not the case. There igs uncertainty as to the time of
occurrance of the clainm, and therefore, it is mnol definite that
the premium payments will continue until period "n", However,
it ig definite that among a large number of cases,'some of thenm
will actually he paid until period "a". Here, the impﬁrtance
shifts from the single policy to the iarge group of policies or
rather to the whole population., The problem is not the time of
occurxance of the sgingle claim anymore, but the percentage of
cages anmong the whole population that result in claims within
the gpecified period.

It is possible to determine these percentages (or
amountg) through the use of mortality tables. It is possible
to design a wmortality table for any group. The table bagiecally
has two colurms: (a) one for the number of veople within the
group alive at a given age, and (b) one for the number of people
who will die within the given age. The table ends at the age
when nobody from the group is alive.

It is 2 natufal congequence that the mortality table re-
presents nast experience., Ugling this past experience the insu-

rers calculate the amount of net premiums, assuming the past

1|
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trend will continue into the future. is time passgeg and new ex-
perience indicates deviations from the general trend, rmodifica-
tions are made and the tables are brought up to date. Up to the
pregent, the modifications, in general, seem to be required in
the positive direction; that is, in the decline in death rates
and the increase in the average length of life. Fewer deaths
occur at present than in the past, both in developed and in un-
derdeveloped countries. Therefore, an opinion could be expressed
that life insurance gets cheaper., However, due to the cost of
recalculating premium rateg and compiling mortality tableg, the
decline in the death rate is not reflected immediutely in the
amounts of the premiums. |

Calculating a mortality +able for life insurance pur-
poses necesgitates a large enough population so that the amount
of bias can be as little as possible. Therefore, it is natural
to expect that companies with large life insurance gales can
nrepare their own tables; or a corbination of the experiences
of different companies can be tabulated as a table. American
fxperience is a table of the former, and the americen len TUltl-
nate Table is of the latter kind.l liowever, CS0O 1958 hag the
widest use in the United States, and it is the mortality table
uged by Tam Hayat (CS0 1958 lortality teble is shown in TABLE
o.6; .merican Bxperience liortality Table in TABLE 2.7).

lﬂobert riegel and S. Jerome killer, Ingurance rrinci-
ples and Practices (Englewood Cliffs: FPrentidé-fall, 19667,

Dp. 201-202.
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Both tables start at a fixed number of peovle at a spe-
cified age (CS0 at age 0, AR at age 10), and then people dying
within each age are deducted from the amounts. The third colwm
of both tables indicates the probability of death within each
age., The amounts in each table for the first column are ob-
tained by deducting the number of deaths for a given year from
the number of living people at the beginning of that given year.
The difference is the amount that is alive at the end of the
given year or at the beginning of the next year. Nor exarple,
in TABLE 2-6, we read that:

it age 0, people living 10, 000, 000
Deaths for year O 70,800

Therefore, number living
at age 1 9,929,200

The third columm, in which the probability of dying in a given
year is shdwn, is the vital concern for the insurer. He does
not work with the absolute amounts but with the ratios. In fact
the table could have started from any other age and with a dif.
ferent abgolute figure (for example, 5,000,000 instead of
10,000, 000) .

"he second step in the calculation of net premiums is
the interest rate. Forxr Tam Hayat, the rate used in calculations
in 4 1/4 ¢, actually, the amount could be different for other
companies, since it is based upon a subjective estimate of how

pyuch the company can make on its investnents. However, the rate

chould be established cautiously (or conservatively), since the
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|

company can not be definite about the return on i1ts investments
in the future. Therefore, the rates estsblished are below the
expected future rates to allow a safety margin.l From the fi-
nancial point of view, the interest rate enables Tam Hayat to
charge 959.20 TL, for a claim of 1000 1. that will occur one
vear after the date of pa.yment.2 Howevexr, this situation as-
sumes that the claim will definitely occur at the end of the
period. The mortality table indicates the probabilities that
the clalms occur for different ages. From Ct0 1958, if, for
exarplie, age 20 1is considered:

The probability of dying at age 20 = .00179%

Therefore, the cost of 1000 TL. claim for one year amount

payable at the beginning of the year for a person age 20 is:

959.20 TL. X .00179 = 1.716968 TL. or 1.72 Ti.
“he above caleulation is the basis fo: term lnsurance (gee *Xinds
of Iife Insurance Policieg Uged by Tam Hayat" of this chapter).

rear basls, and the awount of payment is made, not in a lumm sun,

lTah niayat's future expected return on theix investwen%gA
is around 10-12%. .0On the U.S. foyal stock purchased ag the firpg
stey in invegting funds, The company recelved a 35¢ retuim on ind
vestrent in the form of dividendg for 1966 hefore taxes.

V= (1+ 0.0425)"1 = 959.20
2l forrulia for caleulating is:

NRroro

o= (Lo+ ry~% where mn = numher of neriods
r = the interecst rate
ideohard Stevens Burington, Handbook of iathermatical Zables and
Poriulas { Sandusky, Ohio: Tandbook rublighers, Ine., 1957,
_T_) ’ DT «

) "1 A
"he gene
¥
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but digtributed evenly throughout the five years. In that cace,
vhe yearly net premium of a five.year term insursnce for a

twenty year old person based upon fam Haoyat rates is:

Period Preg, Value 4. 1/4< CS0 1958 amount
Prob., of dying

1 9592 »00179 1.72

2 9200 0033 1.68

3 .3826 00186 1.54

4 B466 elexRzls 1.60

> 3121 »00191 L.55
Total 8.19

iHad the person paid in a lump sum, 8.19 TI, would have been
charged, Xor a five.year term with equal ingtallments, the
amount would be calculated as follows:

Period Poyment Beg. of Period
Preg, Value ot 4 1L/4¢

1.0000
£9592
L3200
38726
340G

S ENWY W

Total Z:Egggm"
In other words, 1 TL. paid at the beginning of each year forx
five years is worth at pregent 4.61 TL., In order to receive
8.19 TL., valued at pregent, the company charges: 2.19/4.61 =
1,78 13. per year for five years.
The procédures mentioned for term insursnce are apnli-
cable to whole Jife and to endowment insurance as well, The

whole 1life policy can be considered as a term insurance policy

that exbends up to azgme 99 (according to CS0 1958 the probability
of death is 100% at age 99). The sarme nathematical method is
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uged in the calculation of net premiumg for whole liife as was
illustrated for five-yeaxr term insurance.

In terms of an endowment nolicy, the net premium is con-
posed of two parts. The first part corresponds to the premium
of five-year term insurance, since the payment is made to the
beneficiaries if death occurs within five years. However, if
the policy holder gtays alive for the five years, he is entitled
to the payment asg well.l Therefore, the second part of the po-
licy corregponds to an annuity due payable in five years. The
payment at the end of five years has a probability less than
100¢, since the policy holder can as well die before the end of
the five years. Iet us illustrate the situation mathematically.
| It was already calculated that the lump sum payment for
a five-year term insurance at 4 1/4% for a twenty year old per-
son was 8.19 TL. for a 1000 TL. coverage. This amount forms the
first nart 6f the net premium for endowment insurance as well.

The total probability of death within ages 20.25 is:

,00179 + .,00183 + ,00186 + .00189 + .00191 .00928 or

= ,028¢%,
Therefore, the probability that a twenty year 0ld person will
not die within five years is 99.072%. It can as well be stated
that when a person at twenty buys an endownent insurance for a
 five-year period, a .928% chance exists that the payment will he
‘ made before five years, and a 99.072% chance exists that the pay}

ment will be made at the end of the fifth year. The sun of both

1See "{indg of Life Insurance rolicies Used by Tam Hayal
in this chapter.
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probabilities equal one gince the payment is definitely going to
occur, no matter which situation takes place. The present value
of 1000 TL. payable in five years at 4 1/4% interest is 812.10
TL. But since the probability of occurrance is 99.0724%,
812.10 x 99.072% = 804.563712 or
804 .56 TL.
premium for term +8.19 T,

lump sum for 5
8l2.75 TIL.
yr. endownent
Distrivuted over five years, payment per annum:

812.75/4.,61 = 176.29 TL, per annum for five years.

Gross Prendums

Gross premiums are the amounts actually collected from
the policy holders. The net premiumg are collected for the pur-
pose of being able *to pay the death claims in the future. How-
ever, ag the practice rung, this is not the only expense that an
insurance company hag, The insurance company has to have diffe-
rent departments to run its business (see the first section of
this chapter: organization). Nost important of all, it has a
sales department and agencies to which the insurance conmpany has
to pay commissions for each policy sold to the customers. In
Tam Hayat practices the commigsion rates for a tweniy-year endow-

rnent or longer or for whole ilife run as follows:
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Tear Percent of Tobal Premiung
Per reaxr

506t
25¢)
107
10et

5%

Total , 1004

A B R WS

In five years, an amount equal to one year's premium is paid outd
ag conmissions. On the average, the commiésions are 20% of
yearly premiumg for the first five years., Xor a ten-year endow-
ment the total amount of commissions paid run as S50 of one
year's premiums. For term insurance it is 104 of the premiume
collected for each year of the term.

In addition to commissions, an administrative charge of
a given pexcentage of gross premiums plus a premium collection

, s s 1
charge of a given percentage of gross premiuns is included.

Irhe Tam Hayat management does not want to reveal thesge
percentares since they are conegidered to bhe "buginesg secratg®,
Therefore, the writer did not male any atterpt to obtain then.
Lowever, to give the reader an ldea, the following corparigon
will be helpful to determine the magnitude of thoge amounts,
For a person agad twenty, the premium table of Tam Haryav Indi-
cates a sreriun payrent of 6.31 T, per year for a five-year
term insurance of 1000 ¥, face value. ine calculated nni nye-
nium, on the other hand, was 1.78 LL. per year. Iherefore, the
differesnee ig 4.53 which is approvirately 724 of rrosc premiums,
The amount varies for dlfferen™ yeargs and ¥inds of insurance.,
Foxr exminle, Tor a lten.ysar endowpent for = twenty yesr old per.
gon, the yearly premium ig 62.99 @I, per 10C0 Ti. znd the not
prerivn is 79.81 L1, per year, the differcnce heing 13.18 UL,,
whickh dig aonroximately 14 of srogs prorivms, The differeonce
between nerceatases among the itwo types of insuronce ig o he
expoeted gince colleclion md advinietrative chal-es do not vory
for ecsch Mind of policy and thug hecome erall nercontare-wige
because srossg preriume der yoar are ruen larger for endowrent
insurance in corparison with term insurance.
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hegerves

Since the prerium collections by Tam Hayat are made in
advance of the oceurrance of the death claim, and the preriung
are collected in equal installment payments every yesr, this
situation causes the generation of reserves. Despite the fact
that premium collectiong are constant every year, the probabili-
ty of dying increases with the increasing age. This algo meansg
that the naywents for death clairs increase with the incresing
ages, whereas the inflows due to premiums are congtant. This
.difference, together with the financial concept of the present
value of money, is the cause of the formation of the reserves.
in exarmple will make the definition cleax.

As can be geen from the CSQ 1958 Table, the prohability
of dying congtantly increaées ag the age inore@ses.l The nro-
bability is .179¢% at twenty, .213¢% at thirty, .353% at forty,
.832¢, at fifty, and 100.0% at ninety-nine. To put 1t in another
way: if 9,664,994 people who are twenty years old buy a five-
vear term insurance policy, the first year together they will
pay: 9,664,994 x 1,78 TL, = 17,203,689.32 1L. 7This awount will
be received at the beginning of the year. Therefore, at 4 1/4¢,
interest will be earned on the amount which will be equal to :

17,203,689,32 x 4 1/4% = 731,156.80

The +total amount at the end of the year is:

Liowever, at age 0 the death rate is very high, and the
rate decreases ingtead of increasing until age ten., OSince Iam
[inyat cannot insure anyone below twenty, this is of no concern
to us.
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17,203,689.32 + 731,156.80 = 17,934,846,12 TI,
However, gince 17,300 people are expected to die during the year,
the amount ta be paid for death claims will be 17,300, 000.00 TL,.

Therefore, a difference regults which is equal to:

17,934,846 .12
- 17,300,500,00

€34,846.12 IL,

The difference is what the insurance companies call the reserve:
Excegs of receipts over payments to the policy holders by the
company to be kent for the future period where the opposite
gituation will take place.l

| Thus the reserves will be collected over the life of the

policies in the manner ag is indicated in TABIE 2-5. It can be

TABIE 2-5
Period I Premiumg Collected 17,203,679.32
Plus: 4 1/4¢% interest 731,156.37
| | 17,934,835.69
Iegs: Death Claims 17,300, 000.00
.egserve at the end of Period I £34,835.69
2lus: Period II premiums collected 17,172,895.32
Total i17,807,731.01

¥lus: 4 1/4% interest 756,828 .57
| 18,564,559 .58

l*fhe insurance practitioner assumes that the deaths
occur at the end of the period and therefore total premiums col-
lected at the beginning of the year will be given interest at

4 1/4<i, This is an over-gimplification but since the return on
regerves invested is expected to be considerably larger thsn

A4 1/4<5 (10-125), the amount can be expected to be covered as welll
even 4T the deaths do not occur at the end of the period, J
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TABLE 25 continued,
" 18,56 .
Legs: Death claimg 17:g5§:%%%_g%
ieserve at the end of Period II 909,559.58
Plus: Period III premiums collected 17,1412469.42
Total 18, 051, G29.00
Plus: 4 1/49% interest ’767:163.73
- | 15,813,197 .73
less: Death clainms 17:912:0%0.00
neserve at the end of Period IIX 906,197.73
Plug: Period IV premiums collected 17,109,586.C
Total 18,015,783.79
Plug; 4 1/49% interest ’765:670.81
‘ ' 18,781,454 .60
Less: Death claimg 18,167,000.00
ﬁgserve at the end of period IV 614,454 .60
Plus: Period V premiumg collected 17,077,248.80
Total , 17,691,702 .40
Plug: 4 1/49 interest ‘ 751,897 .39

. 18,443,600.79
Legs: Death clainmg 18,324, 000,00

115,600,715

“Difference due to rounding-off.

obgerved from this table that at the end of the five.year period,
the regerve becomes zero. That is a natural consequence due to
the definition of the reserve. Since the reserve exists for the
purpose of fulfilling the policy payments, tThey should be equal
to zero when all the policies are fulfilled.

In the following example, reserves were calculated for

term insurance. Since term insurance has a small chance of
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resulting into payment, its reserves are insignificantly small.
However, in terms of other kinds of policies, especially with
endownment ingurance, they add up to significant amounts during
the lifetime of the contract. At the end of the period, reserves
on endowment insurance has to equal the total amount of endow-
ment payments to be fulfilled at the end of the term. Iet us
demonstrate this with a simple example, Suppose a person aged
20 wants to buy a three-year 1000 TL. endowment insurance. The
premium payment for that insurance would be 302.28 TL. as calcu-
lated below:l

Prob. of Payment at end of: Pres. Val. at 5%' Amount Payable
at end of yr,

Year 1 00179 0.952 .C01T70
Yeaxr 2 .00183 0.907 00166
Year 3 .99638 0.864 .86087
86423

.86423

= 302.28 TL. payment per year.

(1.000 + .952 + .907)

The regerves for thig insurance would be allocated as follows:

Premium for Year 1 302 .28
Piug: Interesgt at 54 15.11
Total 317.39
Less: Death claims 1.79.
resexrveg end of Period I 315.60
Premium for Pexiod II 302.28

£17.88
Plus: Interest at 5% 30.90
Total | 648.78

lWe assume a compubational interest rate of 5% instead
of 4 1/4¢ for computational eage.
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Total
less: Death clainms 64%:;2
ﬁeserves end of Period II 646 .95
Premium for Perioed ITII 302.38
49,2
Plus: Interest at 54 ‘ 943.42
' 6.6
Iess: Death claims 991.82
Resarveg end of Peried III | 994 .83%

®Difference due teo rounding-off,

Theréfore, reserves constitute a large source of invegt-
nent funds for the life insurance companies. If the life insu-
Trance coumpany can iﬁvest these regserves in good securities at a
higher rate than the one used for compounding the policies, the
difference will be left to the company ag profit. As was indi-
cated in the firgt chapter of this paper, the reserves grow to
very subgtantial amounts and form a large investment potential,

There are different methods of gtating reserves. How-
ever, no matter how the presentation is made, the basic prin.
ciple behind the reserve dees not change, Tam Hayat allows neo
raserves for the first year on its pelicles with mere than twen-
ty years of duration. This is a common practice followed by new.
ly formed life insurance companies due to lack of accumulated
surpluses to overcome the large first year organizational ex-
penses; they do not want te have themgelves legally liable forxr

‘reporting reserves., When no reserves are allowed for the first

yeaxr, this means larger allowances per year for the following
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7ears. However, larger allowance for the following years is
feagible since Pirst year expenses are by far the largest on any
policy, especially due to high levels of commigsions for the firs{
vear. In the following years, degpite the premium collected
being firxed, the commissions even out. Algo, it might be expec-
ted that in the future years of a young company, more policies
will be gold for the game level premiums for each policy, but
gorie expenses will not vary in the exact proportion with the nun.
ber of policies gold., If the legal gide of the problem is ig-
nored, then whether reporting reserveg in the first year and
having a negative surplius in the balance shee®, or not reporting
yeserves is of no significance since the total financial re-
gources do not change in the real senge under elther method.

The company 1s still iiable -for death claims that occur in the

first year whether they report accumulated regerves or not,
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TABIE 2-6

TABTE OF ORTALITY
COLIISSIONIZESY STANDARD ORVINARY 1958

488 Tumber Deaths Jeaths
living each ner
Tear 1,000
0 10, 000, C00 70,800 7.03
1 9,929,200 17,475 1.76
2 9!911’725 153066 1'52
3 9,'5’96’659 14,4‘49 1.46
4 9,882,210 13,335 1.40
5 9,368,375 13,322 1.35
6 9,855, 053 12,810 1.30
T 9,842,241 %2,40% %.26
2 9,529,840 2,09 223
9 9,517,749 11,579 1.01
10 9,305,870 11,365 1,21
11 9,794, 005 12, 047 1.23
12 9,781,953 12,325 1.26
13 9,769,633 12,1396 1.32
14 9,756,737 13,562 1.39
15 9,743,175 14,225 1.46
16 9,728,950 14,983 1.54
17 9,713,967 15,737 1.62
18 9,698,230 16,390 1.69
19 9,681,840 16,846 1.74
20 9,664,994 17,300 1.79
21 0,E47,694 17,655 1.33
22 9,£30,039 17,212 1.86
23 9,612,127 %8,167 %.22
24 9,893,960 8,324 .01
25 9,575,636 5,481 1.93
26 9,557,155 13,732 1.96
28 9,519,442 19,224 2403
29 9,500,118 19,760 2.03
30 9,430,358 20,193 2,13
31 - 9,460,165 20,718 2.19
32 9,439,447 21,239 2.25
33 §,418,208 21,350 2.32
34 9,396,358 22,551 2.40
3 9,273,807 23,528 2.51
36 3,350,779 24 585 2.64
37 9,325,594 26,112 2.80
28 9,299,452 27,991 3.01
36 9,271,401 FREPRSA 2.28
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TABIE 2~6 continued.

ige Nurher Deathg Daaths
living Sach ey
Iear 1,00C
40 9,241,359 32,622 3.53
a4l 9,208,737 35,362 3.5
42 9,173,375 38,253 4.17
43 9,135,122 41,332 4.53
A4 9,093,740 AL, TAL £.92
45 9,048,999 43,412 5.35
A6 9,000, 587 52,473 5.53
47 8,948,114 56,910 §.36
48 3,891,204 61,794 6.35
45 8,82%,410 67,104 7,(33
50 8,762,306 72,002 E"i
51 8,689,404 79,360 3.1
52 8,610,244 85,758 9.22
53 8,524,486 92,5832 10.29
24 8,431,624 100,237 11.90
55 8,331,317 108,307 13,00
56 8,223,010 116,849 14.21
57 8,108,161 125,970 15 .54
28 7,980,191 135,663 17.00
29 7,844,228 145,330 i .29
60 7,698,698 156,592 20.34
6l 7,542,106 167,736 20,24
62 7,374,370 179,271 24..31
63 7,195, 099 191,174 22.57
64 7,003,925 203,394 21.04
65 6,800,531 215,917 31.75
66 6,584,614 228,749 34,74
a7 6,355,865 241,777 3§.94
68 6,114,088 254,335 4:.?§
€9 5,859,253 DET, 241 A5 .6
70 5,592,012 278,426 49.79
71 5,312,586 287,731 54.15
72 5,025,855 264,766 58.22
73 4,731,089 259,289 63.2
T4 4,431,800 301,294 68,12
75 4,129,506 303,11 73437
76 3!826}895 303’014' Zzo-‘»g
77 3,523,881 301,997 o,.79
78. 3,221,884 209,829 9g.$g
79 2,922, 055 205,683 19:._9
80 2,626,372 288,848 106 .98
81 2,337,524 278,983 115.35
32 5. 058,541 265,902 103.17
33 1,729,639 249,858 129.3§
84’ 1,54'2’781 23J—,"1—33 i)g-g
85 1,311,348 211,313 £1.14
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T4BIE 2-6 continued.

Age TNumhex Deaths Deaths
dving Bach Fer

Year 1,000

36 1,100,037 190,108 172.82
87 99,929 168,455 185,13
58 741,474 146,997 198.25
89 594,477 126,303 212,45
20 463,174 106,209 223,14
91 361,365 83,813 245 .77
92 272,552 72,430 265.93
93 200, 072 57,881 289,30
o4 142,191 45, 026 316,66
95 97,165 34,128 351.24
96 63,037 25,250 400.56
97 37,787 18,456 483.42
98 19,331 12,916 668.15
99 6,415 6,415 1, 000.00

From: Robert Liegel amd Jerome S, liller, Insurance
racticeg (Englewood Cliffs, New Jersey: FPxentics

Principles and

nall Inc., 1966), D. 205
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TABLE 2.7
AMBERICAN BXPERIENCE TABLE OF MORTALITY

Age Humber Numberx Yearly

Iiving of Froba.
Deaths pility of

dying
10 100, 000 74.9 0.007 490
11 99,251 746 0.007 516
12 98,505 743 0.007 543
13 97,762 740 0.007 569
14 97,022 137 C.007 596
15 96,285 735 0.007 634
16 95,550 732 0.007 661
17 94,818 729 0.0C7 688
18 94, 089 727 0.007 727
19 93,362 725 0.007 765
20 92,637 723 0.007 205
21 91,914 722 0.007 355
02 91,192 721 0.0C7 906
23 90,471 T20 0.007 958
24 89,751 719 0,008 011
25 89,032 718 0.003 065
36 88,314 718 0.008 130
27 87,596 718 0.C08 137
28 86,3748 718 0.008 264
29 86,160 719 0.00% 345
30 85,441 720 0.008 427
31 84,721 721 C.008 510
32 84,000 723 0.008 507
33 83,277 726 0,008 T18
34 82,551 729 0.008 831
35 81,322 732 0.008 246
36 81,090 737 0.009 29
37 80,353 742 0.000 234
38 79,611 749 0.00% 408
39 78,862 756 0.000 536
40 78,1.06 765 0.009 794
Al 77,341 774 0.010 008
AD - 76,567 785 0.010 252
43 75,782 797 0.010 517
AL 74,985 812 0.010 829
A5 74,173 828 0.011 153
46 73,345 84.8 0.011 562
47 72,497 870 0.012 000
48 71,627 896 0.012 509
49 70,731 927 Ge0l3 106
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TAiBLE 2-7 continued,

ige Number

" Number Yearly

Idving of Proba-
Deaths bility of

dring
50 £9,804 962 0.013 731
51 68,842 1, 001 0.014 541
52 67,841 1,044 0.U15 389
53 66,797 1,001 0.016 333
54 65,706 1,143 0.017 296
55 64,563 1,199 0.018 571
56 63,364 1,260 0.019 385
51 62,104 1,325 G.021 335
>8 60,779 1,304 0.022 936
59 59,385 1,468 0.024 720
60 57,917 1,546 0.026 £93
61 56,371 1,628 0.023 380
62 54,743 1,713 0.031 292
63 53,030 1,800 0.033 943
64 51,230 1,889 0.036 2873
65 : 49,341 1,980 0.040 129
66 47,361 2,070 0,043 707
67 45,291 2,158 C.04T 647
68 43,133 2,243 0.052 002
69 40,890 2,321 0.056 762
70 38,569 2,391 0.061 903
71 36,178 2,448 0.087 665
712 33,730 2,487 0.073 733
73 31,243 2,505 0.080 178
T4 28,738 2,501 0.087 028
75 26,237 2,476 C.004 371
76 23,761 2,431 0.102 311
7 21,330 2,369 0.111 064
78 Jg,0¢el 2,291 0.120 827
79 16,670 2,196 0.131 734
30 14,474 2,001 0.144 ABE
81 12,383 1,964 0.158 605
82 10,419 1,816 0.174 297
83 8,603 1,648 0.191 561
84 6,955 1,470 0.211 359
85 5,485 1,292 0.235 552
26 4,193 1,114 0.265 581
a7 3,079 933 0.303 020
88 2,146 144 0.346 592
89 1,402 555 0.305 2363
30 84T 385 0.454 545
91 462 246 0.532 466
92 216 137 0.634 259
93 79 58 0.734 177
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TaBLE 2«7 continued.
Age Tumber Nurber of
Living Deaths Tearly
, Proba-
hility of
dying
94 21 18 0.887.143
95 - 3 3 L1.000 000

From: Thomas [arshall Lirpson, dareh . Firendan, ond
Bolling H. Crenghaw, iathematics of IMnance (inglewood Cliffs,
Yow Jexsey: Prentice.TFall, Inc., 1051), ». 124 {+2bles).
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CHAPTER III
TAM HAYAT'S MANAGENENT OBJECTIVESl

In making a forecast of the future growth of a company,
a congideration of the management's objectives is of vital im-
portance. The management is inclined %o work in such a way that
the operations of the company will be consistent with the objec-
tives.
How would a modern business executive organize the pro-
duction....le would organize the activities of people
around the functions necesgsary %o accomplish the primary
ob jective,...Formal organizationg are consciously directed
and designed to accomplish a predetermined objective.2
There are many factors which influence the determination
of management objectives: the desires of the stockholders, the
publie, and the government, none of which will be discussed
here. The management is expected to fulfill these objectives,
and to the management, success means fulfillment of these objec-
tives. The objectives might be modified or somewhal changed,
but it is unlikely that any big changes in the major objectives

will take place unlesg the objectives are found to be impossible

lUnless otherwise stated, all of the basgic objectives
expressed throughout thig chapter were obtained from the Tam
liayat menagement's publication, The Tam Hayat Project.

2Henry H, Albers, Organized Executive Action (New York;
john wiley and Sons, Ine., 19061), p. 5.
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to attain. If changes in the objectives are made, it will be in
accordance with the pieviously existing major objectives, or at
least, not contradictory to them. The underlying principles be-
hind the major objectives will not vary, because every existing
objective will itself limit the possibility of the future
changes and modifications that might take place in it.l PFor in.
stance, the existence of the predetermined objective of selling
life insurance will limit the future operations of this company.
The company might make a significant change in the objective and
might decide to go into the fire insurance business. However,
it is highly jmprobable that this company will go into auto
manufacturing because of the limitation placed upon it by its
firsv major objective.

Tam Sigorta and Its Influence Upon the
. Formation of *am Hayat

Tam Sigorta started its operations in early July, 1964.
During formation, its capital was 3,000,000 TL., which was
raised to 6,500,000 TL. in 1965. 4 foreign company, the imeri-
can International Underwriﬁersz, provided 45% of this capital.

The rerainder of the capital was invested by distinguished

lThis idea was borrowed from rrofegsor Kog's course in
Business Decislon kaking, first semester, 1966.

23rom here on, the name shall be referred to as A.I.U.
Tor further information on A.I.U. and related companies, see
Appendix I.




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, 1STANBUL PAGE 3

Turkish businessmen.l A.I.U, is an international organization
which was founded in New York in 1920. lost of the arerican in-
gurance companies doing business through A.I.U. now were already
Tformed at that time.(TABLE 3.1)

ANERICAN INSURANCE CQIPANIES DOING BUSINESS
ABROAD THROUGH A.I.U.2

Nawe of the company Foundation year
Arerican liome Assurance Co. 1899
Birmingham Fire Ins. Co, of Penn. 1871
Comnercial Ine. Co. of Wewark 1909
Firemen's Ins. Co. of Newark 1355
The Fulton Ins. Co. 1929
Granite State Ins. Co. 1885
The Hanover Ins. Co. 1852
The Ins. Co. of the State of Penn. 1794
M lwaukee Ins,., Co, of Iilwaukee, Wis. 1852
Wational Union Fire Ins. Co. 1501
Hew nampghire Ins. Co. 1869
Security Ins. Co. of New Haven 1841
U.8. Fidelity and Guarantee Co. 1896

Sprom; Tam Sigorta A.$. lecmuasi, August, 1965

The management of Tam Sigorta benefited from the techni.
cal "know.how" of A.I.U. The Turkish side of the ownexrship of
Tam Sigorta made a positive contribution to the success of the
company's business. The well-established reputations of the
busginessmen who formed and did active work in the organization

were favorable in establishing the trust of the public towards

lTo name a few:; Bedi Yazici, Nejat Eczacibasi, A. Seci
BEdin, Behget Osmanagaogla.
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the company. The result of the first twelve months of opera-
tions indicated that, in terms of the amounts of premjunms col-
lected, Tam Bigorta establisghed itself as tenth highest among
the thirty-eight insurance companies active in Turkey.(TABLE 3-2]}

TABIE 3-2

THE BIGGEST TEN INSURANCE COMPANIES IN_ TURKEY
(Ranked in Terms of NWet Profit for 1964)%

Hame Net Profit(1L.) Total issets(IL.) E/a(%)”
Bagalk 5,100,780 46,445,533 11.0
Giiven 2,817,151 57,750,412 4.9
welker 2,647,956 37,625,532 7-0
Agadolu 2,386,332 68,215,730 3.5
Guneg , 1,554,290 32,955,355 4.8
Ittihadx (4111 1,054,515 28,759,792 3.6
Istanbul Umum 853,199 24,528,467 3.5
Genel 844,392 41,539,466 2.0
Ray A 663,562 9,017,002 7.4

@prom: Ticaret Bakanligi, Sigorta lurakabe Kurulu,
Tiirkivede Sigorta Faaliyeti Hakkinda napox, 1965.

bThe ratio of profits to total assets at the end of
1964, expressed in percent.

The results seem more impressive when we compare the amount of

premiums collected by Tam Sigorta with the first year operations
of other insurance companies in Turkxey; Tam Sigorta exceeded all
other companies in terms of total premiums collected in the first

year of operations.l Tam Sigorta covers various numbers of risks

lﬁowever, the reader should not be misled by this simple
corparison. Uespite the irpressive results acnieved by Tam gi-
gorta, the data stated above do not indicate the real magnitude
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and ingurable items as can be seen from TABLE 3-3., The items

TABLE 3-3

SOME OF THE ITEHS AND RISKS COVERED
BY Tili SIGORTA®

Some of the Items Insured Some of the HRigks Covered

1. Warehouses l. Sickness
2., apartment houses 2., Breakage
3. Workshops 3. Barthquakes
4, Mirrors 4. Freezing
5. Factory chimeys 5. Damage from falling objects
6. Bank buildings 6. Electricity damage
7. Plants, flowers 7. Storms
8. Offices 8. VWorker strikes
9. Shop windows 9, Theft
10. Animals 10. Explosion
1l. Farms 11. Hiots
12. Stores 12. snow damage
13, Furniture 13, Chemical damage
14, Factories 14, Accidents
15. Garages 15. Sabotage
16. Ships, boats ' 16. Default
17. Hospitals 17. Travel
18. Construction 18, Fire

19. Construction machinery 19. uain damage
20. Iransport equipment 20. Thunder and lightning damage

21, iented property 21, leakage

22, Printing equipment 22, Sinking

23, Bank aceounts 23, Damage due to war

24., Items transported 24.. Injury

25. Schools 25, Third-party liability
26, Filling stations 26, Damage from hail

o7, Movie theaters, halls
28, Hailroads

29, apparel

304 tlanes

Soompiled from Tom Sigorta 4.5. leomuasl, august, 1969

|

of comparison because of price changes over a period of time and
changes in the business structure in Jurkey. We must remeumber
that Tam Sigorta's oneratlonal regults are expressed in current




THESI1S

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, ISTANBUL PAGE 5€

and risks covered by Tam Sigorta are covered by most of the
other insurance companies., For +that reason, when Tam 3Sigorta
started its operations, competition was keen. Remarkably, it
achieved its rank in a relatively short time. It is not pos-
sible to determine the customer preference for Tam Sigoxrta, but
the writer's own estimation rests on the fact that Tam Sisorta
egtablished prompt payment, fast service methods, and a cut-down
on the amount of bureaucracy which prevails in other insurance
companieg.

liost of the owners of Tam Sigorta have close connectionsT
with other firms in terms of management and ownership. It
should be expected that this situation would create a considera-
ble volume of business for Tam Sigorta., However, the manage-
ment of Tam Sigorta claims that only about 10% of their past
business was in direct connection with the owners and the com-
panies related to them, If we accept this staterent as valid,
then it indicates that the success of Tam Sigorta resulis from
public acceptance of the company.

The succegs of Tam Sigorta gserved as a criterion for the
formation of Tam Hayat. The owhers strongly desired that the
successful top management of Tam Sigorta should also be employed

as the top management of Tam Hayat. It 1s believed that through

Turkish lira, while the first year operation of other companies
are expressed in past currency. =oven if a price de.t‘la‘t:i.mr Tac-
tor is used, still this does not make the comparigon much more
realistic because of the incommarability of the changes in the
Taricish business structure that took place over a large number
of years. Jor further information on the comparative status of

Tam Sigorta, see appendix II.
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'ness environment in which Tam Hayat could operate, In addition,

its successful operafions, Tam gigorta ereated a favorable busi-

the success of Tam Sigorta attracted capital, both domestic and

forelgn, for the formation of Tam Hayat.l

The Time To Enter The Iife Insurance Field

The management of Tam Sigorta believed that it was the
right time to enter the life insurance field. It was possible
for Tam Sigoxrta to deal with life insurance in addition to its
other activities from a legal point of view. However, since
life insurance companies generally operate in a geparate capa.

city in developed countries,2 Tam Sigorta decided to follow the

l'Rhe opiniong of the foreign executives connected with
Tem Sigorta are an indication of this:
- br. J.ld. Lompking (Presldent of the Board of uirectors of 4.I.U.
lediterranean): -
I strongly advise an increase in our invesgtments in Tan
Sigorta and an involvement in the new enferprise (Tam Hayat)
eeseThis proposal depends on our firm belief of the experi-
ence, management capacity, and business knowledge of Bedi
Yaziel and All HWeyzi (President of the soard of virectlors
and rresident of Tam Hayat, respectively)....iie have been
working together with »li Weyzi and Bedi Yazici for almost
two years. Up to now their estimations in terms of the
volume of business, revenues, and expenses have always been
| realistic and conservative....
- ix. Paul anderson (life insurance consultant for C.V. Starr and
Company)
... 'he estimated profit (of Tam Hayat) is not only probable
but highly possible....I do not have the slightest doubt
Bedi fazici's success and the accomplishment of his expec-
tations., I feel that we are doing business with highly
trusiworthy people....In addition to our contribution to the
increase of the capital of Yam Sigoxrta, I also think we
should purchase the 494% of Zam Hayat stocks which are
avallable to uUs....

20he main country in mind here is the United States.
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same procedure. In terms of obtaining a large amount of funds
for long term investment, the management believes that the life
insurance field offers more advantages than other types of in-
surance. Consequently, the following decisions which were made
by the Board of Directors of fTam gigorta in their meeting of
October 22, 1964, became objectives for the managenent of a
separate life insurance company (Tam Layat).

1., Tam Sigorta is determined not to take up life insurance

ag a branch activity and does not approve the practices of

other companies which are doing so.

2. The life insurance field in Turkey remains greatly unex.

plored due to the lack of insurance plans that fit the cha-

racter of Turkey and its people.

3. A life lngurance company that can satisfy the neceggities

of the Turkish life insurance market is bound to succeed.

4. Eighteen years ago, Philamlife, which was founded by

A.I.U., in the Philippines under circumstances similar to

those now exisbved in Turkey, prove to be highly succesgsful,

Its success can gerve ag an indication for a similar deve-

lopment in Turkey.

There were three factore which led the management of Tam

Sigorta to create Tam Hayat as a separate organization which
would engage only in life insurance. The first of these factors
ig the difference in the characteristics of the risk between
life insurance and other kinds of insurance. The occurrence of
rigk in other types of insurance is merely a chance; however, in

terms of life ingurance, the occurrence of death is definite,
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and therefore, it mighf even be stated thal no risk is involved
in 1life insurance.r Thig situation makes life ingurance con-
tracts definitely to be fulfilled. Iife insurance resgerbles a
bank deposit more than it resembles other forms of insurance.,
Congequently, the investment policy for these funds will follow
a different pattern than the funds of other types of insurance.
The second factor is the duration of the life insurance policy.
The duration is longer in comparison with other kinds of insu-
rance whoge contracts are renewable, usually each year. The
life insurance premiumg do not vary for different individuals of
the same age, whereas the premiums for other types of ingurance
vary with the value and the structure of the object insured.
The third factor is the actual practice in the develoved coun-
tries, Idife insurance companies in other countries have found
it advantageous to concentrate on life insurance excluesively and
Tam Hayat has the objective of following a sirmilar practice.

Tam Hayat's capital, which is 7,000,000 IL., is tte
highegt among all other insurance companies in Turkey.(TABLE 3-4*

The management justifies the large capital as follows:

1, Large capital creates dependability in the eyes of the

public.

lln terms of ordinary life ingurance, the liability is
definitely going to occur. The chance factor is only involved
in the timing of the occurrence, The company will Tace a loss
on the individual policy if death occurs early. Hhowever, term
insurance involves chance factors just iike other types of in.
surance; 1.e., the occurrence of liabiiity is not definite,
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2. It enables ample resources for investment in organization

structure and thus increase organizational efficiency.

TABLE 3-4

WOMINAL CAPITALS OF COMPAWIAS DREALING WITH LIFRE
INSURANCE IN TURKEY 48 OF IZND OF 19652

Turkish Companiesg Capital
Ak 2.000.000
Anadolu 1 ‘5000000
Ankars 1.000.000
Bagak 3.000.000
Birlik T54..500
Doga'm lcOOOtOOO
Genel 3.000.000
Gines 2.500.000
Given 1.,000.000
Inan 1.000.000
Istanbul Umum 1.5G0.,000
Imtag . 1.050.000
Ray 2.000.,000
Halk 1.000.000
i‘;i‘eker 2 0500n000

Forelgn Companies Capital
aAgsicurazioni Generali 2cl.658
Unyon Hayat 100.000

Sprom: Ticaret Bakoanligi Sigorta imrakabe

Kurulu, Tirkiyede Sigorta Faaliretl iHakianda .iopor
(Ictanbuls RigIT ve sasinm Igleri =.5., 1965).

Certain figures are used to support the management's
opinion in terms of the unexplored Turkish life insurance market.
At the end of 1963, the Turkish population was approximately
30,000,000, out of which only 150,000 had life insurance (that

meansg one oulb of every two hundred people). The total capital
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coverage is egtimated at about 800,000,000 TL., which means

27 IL. of ingurance coverage per capita and about 5,300 TL. per
capita ingsured. The total life insurance premiums collected are
estimated at about 30,000,000 TL., which means one lira per
capita and 200 TL. per capita insured for the same year. Since
the Turkish GNP per capita was about 1800 TL. for the same year,
the management 1s convinced that a 1/1800 ratio can in no way be
a proper indlcation of the Turkich public's feelings about their
future security. In comparing indiVidual-savings deposits with
ingurance coverage, the management concludes that the Turkish
life ingurance market is definitely not satisfied with the exis-
ting life insurance practices. The management holds the opinion
that life insurance coverage should at least be equal to or even
more than the total individual savings deposits in a given coun-
try. If the total life ingurance coverage runs below the level
of bank deposits, this meang that the life insurance market is
operating below its oapacity.l In Turkey, at the end of 1963,
the total life insurance coverage was about 12.1% of btotal indi-

vidual savings deposits in banks. (TABLE 3-5)

lIn the United States, life insurance in force exceeds
total bank deposits by a huge margin.

life Ineurancg in Eorcea“ 900,554, 000,000 (U.S. dollars)
Bank Deposits = 335,069, 000, 000

%Includes group, ordinary, and industrial life insuranced

bI neciudes time and demand deposits, not interbank de-

posits.
Source: U,Q., bept. of Commerce, Bureau of the Census, Statisti-

cal .bestract of the United States, 1966.
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TABLE 3-5

A COMRARISON OF TOTal LIFE INSURANCE IN FORCE
WITH TOTAL SAVINGS DEPOSITS IN TURKEY®

life Ins. Cov.{4) Savingg uLeposits(B) A/B(<)
Year 1ill,IT. Index 411,75, Index Percent
1950 112 100 578 100 19.3
1954 250 223 | 1424 246 17.5
1959 641 572 . 4040 700 15.8
1963 800 714 6603 1142 12.1

%(nenagement estimates) Source for the fipures not
stated. From: A tam lanagemont Publication, The Lom [Iayat
Eroject (Istanbul: Verdi iatbaasi, 1965), p. 8.

Another comparison can be made by comparing the national ingomes
and the life insurance pex capita among countries that have gome
agpects in common with Turkey.l The comparison made (as is

shown in TABIE 3-6) indicates that Turkey is far behind in terms

of ingurance coverage per capita.

TABLE 3-6
Countries Per Capita Iife Ins. Cov. Iife Ins. Cov,
Incone to Total Nat. Per Capita
{doilar) Incone (dollar)
UURKEYL 228 L.og 3
srpentina 315 5.2% 20
Ceylon 125 24«39 19

1Whatever the common agpects may be, they are not indi-
cated by the mansgement. The assurption is that all these
countries are underdeveloped.
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TABIE 3-6 continued,
Countries Yer Capita Iife Ins. Cov. Iife Ins. Cov.

Incone to Total Wat, Per Camita

(dollar) Incone (dollar)
Lexico 345 10.44% 40
Pald stan 45 8 . 0% 4
Philippines 111 35,50 45
Spain 363 5.2% 21
Thailand 94 5emnd 5

f50urce for the figures not stated. Irom: The Tam jinyat

Eroject, pe 9y

The Profit Objective

The Tan Hayat managemen?t expects to make their profits
from three different factors. The first kind of profit results
from the premiwnmg collected from the policy holder. This preE134
from the policy holder is caleulated in a way that includes the
risk premiums which are determined from the expected morvality
rate. To the risk are added operational expenses that are
expected to occur during the buginess operations of the firm,

In addition, the commissions for the gales representatives and r
the apount that ghould be incurred in termg of computation inte-
rest are added. Thug they arrive at a total premium.l The p1o-
fit in this situation results from using safety marging in cal-
culating the gross premium. In case abnormal conditions prevail+
each probable expense is allowed a safety margin to give flexi-
bility to the operations of the company. In case the business

conditions turn out to be normal, these safety margins turn out

lFor the rmethod of calculating each premium, see Chap.lI|
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as profit., 1In other words, a life insurance company must be
somewhat overeautious in terms of its operations., IHowever, the
nanagement realizes that lower premiums will give them a better
corpetitive position; therefore, it is their main objective to
keep premiums low in comparigon with their competitors. Ihis
inevitably will exert a restriction on the amount of profit
that can be obtained from the so-called safety margin. However,
as was indicated in Chapter II, because of the more up-to-date
mortality rates (Tam Hayat's use of the American lortality
Tables, C50 1958), its position will prove to be advantageoug in
cormparigon with competitors.

The second kind of profit that is expected by the Tam
Hayat management is the return on investments. Their expecta-
tion is a return of 10%-12% per year.

The third kind of profit results from the good money-bad
money aspect as termed by the management. The logic behind this
concept runs as follows. The payments over a period of time
form a liability which is supposed to be fulfilled at a date
later than the payments of the majority of the premiums. The
premiums are paid in good money, or to clarify, in money that
has a higher worth than the money paid in the future. Therefore
100 TL. of today will have a higher value than the 100 TL. of
ten years from now. There is the economic concept which enables
ug to generalize that the value of money does not remain the
same over a period of time. It will fall or rise in value in

the future in comparison with the present. Lowever, the gemeral

trend in the last twenty years is such that it falls in value in
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the long run, rather than rising as indicated in TABLIE 3-T.

TABIE 3.7

PRICE LBEVEL CHAMGES IN SCHE COUXNTRIES
OF THE WORLD 1958

1002

Countries 1948 1950 1955 1960 1962 1963 1964 1965
Argentina eeee soss sses 269 38l 491 0619 768
augtralia - 51 67 98 107 100 102 105 108
Belgiwn-Iux, 92 92 99 101 101 103 109 110
Brazil 25 27 63 188 396 697 1270 1940
Canada 85 93 96 101 105 107 108 1l¢
Dennmark T1 82 98 100 1lo4 1lo7T 1l0 114
Finland 52 60 81 103 106 109 120 124
France 54 65 81 107 113 116 119 120
German EInd.) 84 82 97 100 103 103 105 107
= W {agri) 83 T7 93 10l 103 106 108 115
Greece | eeee 55 04 104 105 110 115 119
India 87 98 82 111 115 119 134 146
I+taly 103 92 99 98 10l 106 110 112
Japan 37 72 99 1lp2 101 103 103 lo4
exico 47 56 88 1los 109 110 114 116
Tetherlands 71 83 97 99 99 10l 1o7 111
Tlew “ealand o7 T2 93 1p2 101 103 106 109
Horway 50 69 94 101 104 104 109 112
1) ak:i.sta\rl L N B B LN N L N N 105 lll 110 llo 118
Faraguay A8 T2 58 133 157 158 seve cove
FPhilippines seve 98 91 ¢4 113 125 132 136
South Africa 62 71 97 101 104 105 108 11l
Spain 39 49 71 105 113 117 121 132
sudan g2 105 104 96 98 96 108 ....
Sweden 69 73 96 103 107 110 116 120
Switzerland 100 94 99 99 1o2 107 1o 109
Turkey 50 48 63 126 137 143 142 155
United irab iep. 79 82 84 1po 1ol oo 1o 113
United Kingdom eeee 7T 93 lo2 107 108 1l2 117
United States 88 86 93 100 100 100 100 102

Ind.) .... 98 99 102 106 106 112 130
Tugoslavia EAgri.) ... 00 94 110 2147 165 199 276

aCompiled from;

International Financial Statistics,

1966 Supplement, an INF Publication.
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I% is this kind of profit to which the management refers as the
Third type. Formally, the premiums are paid throughout the
whole range of the period, and the return payments have a higher
probability of falling to the second half of the period. The
economic assumption of money losing its purchasing value over

a period of time assumes normal economic conditions. It is true
that during depressions, money can increase in value, instead of
decreasing in value. In this cage, the first type of expected
profits might actually furn out to be a loss. However, the eco-
nomie development in the last decade indicates that although
price falls exist in certain years, the general over-all ten-

dency is a rise in prices rather than a fall in prices.

Capital Narkets

The management of Tam iayat believes that their prac-
tices in life insurance will cause a continuous genergtion of
funds that can be channeled into the Turkish capital market and
will exert a considerable influence on 1ts growth and formation,
It is stated that the formation of a well-developed capital mar.
ket can only be possible through channeling the resources of
private funds into the capital market. It is claimed in The

Tam Hayat Project that life insurance companies are the uost

typical of the capital market institutions. In developed coun-

tries, life insurance companies generate a larger invegiment

potential than the total sum of all other investment potential
helonging to other institutions that are involved in the capital

market, However, it is not possible to support this opinion.
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The statistics shown in TABLE 3-8 indicate that the inerease in
the total assets in banks in comparison with the total assets of
life insurance companies revealed that banks had the bigper in-
vestment potential since they had larger increases in total as-

sets between 1960 and 1964 in developed countries.

TABLE 3-8

BEN IHE ITCR

A COMPARISON BETW DA
ECNE@IS ﬂ T

588 IT THE TOT4L ASSSYS QOF
LIFE INSURANC 1o

TOTAL ASSSTS IN BATKS®

Country Total igsets of Total .ssetc of
iife Ins. Co. Banks( Conm,+32v.)
l. Australia 1960 1965 1560 - 19E5
(in pill. of 2,064 3,254 9,888 11,967
dustralian dol,) ’ a ! '
Diff.: +1,190 Diff,: +2,079
2, Belgium 1960 1965 1960 1965
Delgisn francs) ’ g s=. .
Diff.,: +18.2 D%ff.: f134.8
3 .Canada 1960 1964 1960 1964
@n mill. of _ :
Diff.: +2,631 Diffe: +6,470
4, Dennark 1960 1064 1960 1964
kroner) 4,642 6,213 23,900 32,990
Diff.: +1,571 L DiEf.r +9,090
? Germany 1960 1965 1960 1965
in bill, of . “";"
Doutsche marks) 14.78 2970 ‘183'7 3311
i)iff::l +Jl-4: :9'2 " T PRSP O-i;)j:i:i: : :I .-':}-48 :Ll) L]
6. Tetherlands 1960 1965 1950 1955
(in will, of 8,299 12,942 11,000 19,630

guilders)

Diff.: +4,643 Diff.: +8,680

...'.........-....".'COC.. LI B I I B A L A B L N L L I I B B BN I I B
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TABLE 3-8 continued,
Country Total -gsets of Total .issets of
Iife Ing. Co. Banks( Comr .+ Sav. )
- " b
T+ Hew dealand 1960 196 1960 196/
(in mill. of - 2254 2250 222t
pounds) 275 .2 397.4 363.1 392.5
.’.“...'..'....'..'..];)j:i:f;::'.'fl%Q.Q Diff‘: +29.4‘
8. Horway 1960 196 1960 196
(in pill, of R =2 =200 =
kroner) 5 . 0 T oTl 16 063 24‘ 021
o.voccuclloooooou-.uun?j.-fii:::--+2’6:} Mff': +7.58
9. Sweden 1960 1964 1960 1964
(in bill. of 13 .68 16 - =0t
kroner) 3. .36 22.71 33.86
....‘...'l!‘...'ll..'l'j‘)io.:?f'::. +2.68 -L)j.ff‘: .}-11.13
10. United Kingdom 1960 1965 1960 1065
(in mill, of 5.9 13.718 _
* ¢ P 9 PRt s B0 Es e l'ﬁ::g‘f::.'+6,79l l)iff.: +2’029
%l. Un%fed States 1960 1965 1960 1965
in bill, of ’
Gollars) 119.58 158.88 226 .4 337.1
Dff.: +39.30 Digf,: +110.7

aCompiled from; International rinancial statisties
(Waghington D.C.: an IKF Fublication, 1966 bupplement).,

bI\Tew zealand is the only country that seems to show
life insurance companies with a bigger investment potential
than banks.

the importance of life insurance companies results from
their ability to channel insignificantly small savings into the
capital markets. A similar situation to the one exigting in
developed countries can take place in Turkey provided the life
ingurance companies make use of the experience and the technical
"imow-how" acquired throughout the years by institutions in the

developed countries. It is further stated that life insurance
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companies not only channel individually insignificant savings,
collected and aggregated, but also create these savings; i.e., i)
the sense that these amounts would not normally occur as savings
had their owners not bought life insurance. The small savings
become important only in buying life insurance; otherwise they dof
not appeal to the gmall saver. In other words, these small
amounts are gpent rather than saved, because the returns on them
are so insignificant that they have little importance to the in-
dividual. 4Apart from these considerations, the life insurance
policy grants security.

The gocial security that 1s becoming wmore and more wide-
spread throughout the working force in Turkey might at first

seem competitive to the private life insurance that Tam iayat

undertakes, IHowever, the management of Tam Hayat considers the
existence of social security as a complementary factor rather
than a competitive factor. The management thinks that soclal
security works favorably for the future practices of Tam HHayat
because social security lays the foundations for a basic know-
ledge of life insurance and the concept of security. Security
might have seemed completely out of reach before, but.once the
possibility is open, the demand for more security is generated.
The management believes that lam Hayat will fill an important
gap that exists between social security and complete ingurance
coverage. This gap exists because firstly, social security does
not cover people who have their own business; and secondly, many

members of the working force who are covered by soclal security

might find 1tg coverage 00 narrow, srarples are given fron
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countries like the united States, Great Sritain, and Germany

in which this situation actually exists. In addition, certain

companies might find the social security coverage inadequate For

tThe members of their work force and might demand more extensive

life insurance and retirement payment for thew.T

The menagement believes that “am Hayat is being formed

at the right time. To support this opinion, they list the fol-

lowing factors:

1. They claim that the Turkish economy has been corparadive-
1y stable for the last few years in terms of prices (in cor-
parison with the period between 1955 and 1960), and this
situation 1s expected to remain sgo in the future years. Iow-
ever, it is claimed that even if thig condition of relative
price stability did not exist, the company could gtill do
satisfactory business because of its 304 profit.gharing plen
which ig supposed to be able to serve the individual policy-
holder as a protection against rapidly rising price levels.
2. Tam Sigorta achieved success throughout its operations
and there emerped a group of customers who insisted that Tam
Sigorta ghould go into the life ingurance fleld as well,
This indicates that a considerable demand has been generated
for life insurance through the successful operations of Tam
Sigoxrta.

3, The management of Tam Hayat intends to make use of the

nractice; to name a few: Kog Holdings 4.§., Gaz Aletleri 4A.¢
ATEAZ Aebe, S7uibb.

lGertain Turkish companies have actually adopted this

*
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experience and the knowledge acquired by A.I.U, during its
successful organization and formation of life insurance ccri-
Panies in underdeveloped countries.

'4. The management feelg that they have competent personnel
ready to operate in an administrative capacity. In addition,
the training of a large life insurance sales force is undex-

taken as a primary objective.

The Scope of the Iife Insurance for Tam Hayat

The management congiders the middle-income group of
people in Turkey as their primary customers, They believe that
in general the very high and the very low income groups generate
1ittle demand for life ingurance., The target of Tam Hayat is
the group of salaried employees with a yearly income of 15,000
TL, and more, and the individual small-scale tradesmen, such ag
private store owners, small merchants, etc. The management as-
sumes that this group of people make up about 10% of the total
population of Turkey.

Turkish business law and the law numbered 7397, which is
an additional regulator for life insurance companies, allow the
individual companies to decide what mortality rates and what

premiums they will use and what kinds of life insurance they will

offer, provided they are controlled and found reasonable by the
linistry of Commerce. Therefore, the Tam Hayat management first

tried to choose the mortality table that would best fit the life
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insurance marxket in Turkey. The management thinks that other

companieg have very high premium rates because of their high
mortality rates based upon 0ld mortality tables. 4 comparison
is made between the two most common mortality tables used by
other companies and a mortality table compiled recently. In
turn, these tables are compared with the mortality rates pre-

vailing in the eity of Istanbul during 1960, (TABLE 3-9)

TARIE 3-9

4 COMPARISON OF DIFFERENY MORTALITY T4iBLES
WITH THE HORTALITY HATE IN ISTANT3ULAsP

e, 1921-1930

PAGE 52

aAge German Loxrt. 4 recent Istanbul
Swiss Lort. Table Table in Use at Swiss lort. joxrt,
in Use at res. Pres. in Turkey Tfable nate
in furkey (4bel) 1960
20 365 3.27 1.63 L.43
25 3 .94 3.34 1.92 1.956
30 4.12 3.69 2.02 2.36
35 4 .86 5.17 2.38 2.48
40 6.43 1459 3.30 3.87
45 9,21 10.61 4.97 5«30
50 13.44 15.52 8.21 T .52
55 . 19.50 22.67 13.38 1l.54
60 28.43 33.63 20.35 18.13

Sprom:; The Tam Hayat Proiect.

Dihe mortality table finally adopted by Tam Hayat (CSO

1958) has the following rates:

age HZate
20 1.79
25 1.93
30 2.13

Age
35
10
45

»

-

e {o
-
WA
Ui

ize

50
55
60

The tabhle indicates that the two tables used by

fate
8.32
13,00
20.34

life ingurance
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companies other than Tam H&yat are totally unrealistic in terms
of their death rates in comparison with the death rate in Isten-
bul. The new table, on the other hand, falls close to the

Istanbul death rates.

The Invesgtment Outlets for Tam Hayat Fundg

The management feelg that the security aspeoet is the
most important consideration in their investment policy. The
investments should be made in guch a way that they should not be
adversely effected by any rige in the general price level, The
managenent thinks that there are certain industrial securitiegs
that have these characteristics; also, investment in rezl estate
is congidered to be secure and uneffected by price lévol changosd

Law number T397 determines certain outlets for the in-
vestment of legal regerves. The fundg outside these resexves
can be used by the management in whatever ways they wish. The
following are the outlets determined by the law in which the re.
serves must be invested:

1, Depogits in banks.

5, Government bonds (Turkish)

3, Securities of institutions partly or completely owned by
the state.

4, Iumnicipal bonds.

5, Bonds and stocks of Turkigh corporations.

6. Heal Dstate in Turkey.

lOnlv the uenurltles which are traded on the marked are
inecluded in tbp list of the Turkish Linistry of Commexce.
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T. Collateral loansg.

8. Loang to policy holders.“
There are limitations in terms of Items 5, 6, and 7. In terms
of Item 5, the amount in any one corporation cannot be more than
10% of the reserves; in terms of Items 6 and T, the amount of
reserves engaged cannot be more than 50% of the total legal re-
SeTVes.

Therefore, it is natural that the invesiment policy of

Lam Hayat should be consistent with the legal requirements. fThe
invegtment policy can be summarized in four main parts:

1. Highly liquid amounts in cash form, such as bank deposits d

2. Purchage of land to be uged for building purposes.

3. Real egftate construction.

4, Purchagse of Turkich industrial corporate securities.

Heal estate consfruction will be of two kinds: one is

to be used for housing purposes, and the other is to be used for
buginess concerns. Housing construction will be either ag apart
ment houses or as individual residences. 1They will be rented to
poliey holders in such a way that the rent paid for a period of
fifteen to twenty years will include gufficient payment on prin-
cipal to pay for the house. IThis is different from a house mortd
gage plan in that if the policy holder dies before the completim
of the full payment, the amount remaining will be automatically
covered by a portion of his insurance policy. This arrangement
eliminates the danger of being unable to fulfill the housing oonJ
tract in case of the death of the head of the family. In addi-

tion, a situation might occur in which the hread winner loses
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his Job and the family faces a shortage of income., In this cace,
borrowing on life insurance can provide payment for the house.
tThis project should work efficiently because of credit condi-
tions peculiar to Turkey. Housing credit is not available for
most of the middle class families whose bread winners work on a

salary basis. (TABLE 3-10)

TABLE 3-10

BANK CREDIT FOR HOUSING COVSTHUCTION COLPALRED WITH
TOT4l BANK CHEDIT FOR THZ PrIVATI SZCTOR
IN TURKEY POR YRS 1949-1965%

Bank Credit AS & rercentoge
Year For Housing of Total Bank
(in mill, TL.) Credit for pri.
sector
1949 32 3.6
1950 A0 346
1951 68 4.3
1952 118 5.0
1953 171l 5.6
1954 233 6.1
1955 346 7.9
1956 382 Te7
1957 434 7.6
1958 462 Te2
1959 532 TeT
1960 633 8.7
1961 844 12,1
1962 1131 12,7
1963 1294 12.7
1964 1528 13.2
1965b 1537 11l.6

Sprom: ‘Turkish sconoric ieview, (fhe Union of Chambersg
of Commerce, IndUSTtTy &nd CoLmoUlty axchanges of Turkey: Vol,VII,
Wo.'s 4a.8.d 5. L

( If an average credit of 40,000 UL. per borrower is as-
sumed, the 1965 total means lending to approximately 38,000 cre-
ditors. /
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Buying on installment payments is not the practice in
terms of individuals selling thelr homes. In order to establish
a credit line with the bank, the borrower must usually deposit a
flat sum so that he can borrow money for his house on a long
term basis. For the salaried worker, the depositing of a flat
gsum for his credit standing often proves to be burdensome. The
project of Tam Hayat management will eliminate the burden in the
following way. Firstly, a large down payment will not be needed
on the part of the individual policy holder. In order to enter
into a housing commitment, one must only péy one's insurance
premiums promptly. In addition, since only the people with life
insurance policlies can be considered for the commitment, insu-
rance protection will be given to them; i.e., insurance protec-
tion will be a prerequisite for the housing contract. This at
first might seem a forced'selling; however, it serves as a DpIro-
tection both for the insured and for the insurer, For the com-
pany it proves to be adventageous since it will probably have a
positive impact on insurance sales. Through informal talks with
many of the Tam Hayat salesmen, this writer found that most
salesmen believed a high increase in life insurance sales would
have been possible had this policy been put into practice.
4ilso, construction on a wide scale will result in lower cost per
houge in comparison to construction on an individual basis.l

Construction for business purposes will be undertaken

lAn example to such a large construction activity is
seen in Etiler and in dsrt levent.
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to:

1., Eliminate the rent expenditures of Tam Hayat offices.
2. Generate dependable and stable income for Tam Hayat over
a long-run from the real estate rented to outsiders.

3. Benefit from the aporeciation value of the real estate.

Priority will be given for an investment in a large business

building to serve as headquarters for Tam Hayat in the future.

The company expects to benefit from the building in termg of

advertising as well., This meang that the building is going *to

be a large construction unit. This generally is the policy of

ingurance companies, especially in the United States.

Sales Force

The management of Tam Hayat congiders the sales forece as

the mogt important uvnit of a life insurance corpany. The charaod

teristics of a qualified salesman are determined to be as fol-

lows:

i, He should be able to give the feeling of dependability +to

the buyer.

" 2, He should be able to realize each cugtomer's gpecial

needs and available sources for the purchase of life insu-

ITANCe .
3. He should be persuasive enough to make the purchaser un-

dersgtand and buy the combination of ingurance that wost

gsuits nim,.

The management believes that most of these qualities are lacking

in nany of the salesmen of life insurance in Turkey.




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, 1STANBUL PAGE 88

In order to be able to recruit people fulfilling the
above requirements, a careful selection policy is implemented
which involves the following:

1. Selection of the salesmen from among the well-educated
people, preferably from the graduates of different business
ingtitutions, such as Istanbul Faculty of DBusiness, Sultan
iAhmet School of Commerce, and Robexrt College.
2. The candidates will have to fulfill a training program 1in
selling life insurance for three months.
For each training program about twenty-five candidateg will be
taken., The management expects to have four training prograns
each year and thus be able to have threé hundred trained sales-
nen at the end of three years.

Only the candidates who fulfill the requirements of the
training program will be éllowed to work as salesmen, The em-
phagis on the training program will be placed on the elimination
of deceit and misunderstanding as sales tecimiques. The custo-
mer will clearly and thoroughly understand the conseguences and
requirements of his life insurance before buying it. The empha-
gis will be placed on the importance of continuing policies,
rather than on selling policies that will ve likely to be can-
celled in a short term period.

The already existing agency organization of Tam Sigorta
will not be allowed to sell life insurance for Tam Hayal unless
each has at least one member trained by Tam Hayat who has shown
capability in salesmanship.

Advertising policy will have clarity as its prime objec-
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tive. Caution will be taken to avoid any wisrepresentation ox

misunderstanding of Tam Hayat and its objectives in the eyes of
the publie. The advertisements will emphasize that Tam Hayat
exigts for the benefit of the publie and tries to fulfill a
social service. The profit-sharing plan will be emphasized in
all advertising. A five-year advertising plan will be deter-
mined which will be modified at the end of each year, depending

upon the actual operation resulta.

FMature Zstimations

The management made its own estimations for the future
growth of Tam Hayat baged upon the following asswmptions:
1. Bach insurance policy sold will be of 20 years duration
with a 1C,000 TL. capital coverage and the person buying
each policy will be of an average age of forty. The yearly
premium payments for each insurance policy will be 460 TI,
2., Invegtment income for insurance funds will be 1 per

vear. (TABLE 3-11)

TABLE 3-11

PORECAST OF FULURE OPHZRATIONS OF Tk HAraT®

lSt Year Jears 2-5 Years 6-10 Years l-1(0

LEVENUES )
Fremiuns 460,000 24,049,902 125,405,362 149,915,264
invest.Inc., 565,470 3,091,155 23,739,300 27,395,925

Total 1,025,470 27,141,057 149,144,662 177,311,189
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TABLE 3-1l continued.

.t

1%% Year Years 2-5 Years 6-10 Years 1.10
EXY ESES
Cormissions 380,000 10,622,000 24,491, 000 35,493,000
Payrents to
éam. BXD . 1,390,000 4,895,000 8,500, 000 14,785, 000
lath., rnes. 7,407,000 66,740,000 74,147,000
Tatal 1,805,300 24,942,000 111,847,400 138,594,700
Diff. -779,830 +2,199,057 +37,297,262  +38,716,489
Cum, DLff. +1,419,227  +38,716,489
%From: The Tam Hayat Projeet, p. 27.

Summary of the lanagement's Objectives

The objectives of Tam Hayat's manzgement can be sunma-

rized ag follows:

1. Keeping life ingurance practices apart from other insu-

rance practices.

2, Fulfilling the necessities of Turkish life insurance mar-

ket

3, Increasing the total life insurance coverage to an amount

equal to or more than bank deposits.

4. Offering lower premium rates than the ones prevailing at

present.

5., Generating enough funds to fulfill an important vogltion

in the Turkish capital market.

6. Milling the gaps left by gocial securivy.

7. Digtributing 30% of the annual profits among the insu-

rance policy holders.
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8. Creating a large sales force (well-trained).
9. Giving priority to investments in a large business center

for Tam Hayat and to invesiments in houses for policy hol-
ders.
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CHAPTER IV
ANATYSIS OF THE FUTURE OPERATIONS OF TaM HAYAT

This chapter makes an attempt to estimate the possible
future contributions of Tam Hayat to the life insurance market
in Turkey. The significance of this analysis was discussed in
Chapter I.

Future estimations are limited since the future involves
uncertainty. In our estimations about the fubture of a life in-
surance insgtitution, we are trying to predict future events so
that we can generalize in relation to their impact upon the in-
stitution. Therefore, 1f’future events tuxrn out to be different
than we predict, our estimations will not hold. Unfortunately,
we are not provided with any tools that cean eliminate uncertain-
ty about the future. However, there are certain tools that can
be ugeful in making our estimations., These tools are the avai-
lable past and present data. In many instances, past eventis
have an influence on future events, or, to put it differently,
certain things related to past and present data continue into
the future. In some cases it is possible 1o predict this con-
tinuation quite accurately. We know this through analyzing our
estimations made in the past about the future, and comparing our
egyimations with the actual afterwards.

There is no single method used in estimations that can
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be claimed Yo be superior to others. There is always the danger
of misrepresentation in any method employed. Therefore, the
safest thing is teo remember the limitations of future estimations
made by uging any method. Consequently, throughout this chapter,
whenever past data are evaluated in terms of their indication
about the future, the writer tried to point out its limitations
as best he could.

There is another danger in uging past data in making fu-
ture estimations--the problem of accuracy. When past data are
accurate, there is a better chance of making more reliable fu-
ture estimations. Unfortunately, the writer of this paper, with
hig limited data, can not claim that they are very reliable,
egpecially in termg of those concerned with Turkey. All he can
say is that they were the available data., It might seem ironi-
cal that some of the data analyzed in order to help estimations
were themgelvesg crude estimates.l

Iife insurance is an activity influenced by a large
variety of factors, all of which are impossible to analyze.

This chapter will consider only some of the most lmportant deterd
minents. Qther important determinants, such ag attitudes and
preferences of individuals are left out for the following rea-
sons:

1. No such data are available in Turkey.

2., To prepare such data requires itime and resources which

are lacking in one-man research.

lSuch ag data related to l1ife insurance sales in Turkey
for some years and income distribution in Turkey, etc.
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Attitudes and preferences of individuals are important
because it is the individual who will decide sbout buying life
ingurance. Thig decision ié influenced by different psychologi.-
cal facters. As is the case in all subjective evaluations, the
evaluation of life insurance ﬁill depend upon the individual's
attitude toward economic security. If he is security-orientéd,
future benefite from life insurance will have a higher value %o
him. However, the condition varies from one individual to
another. There were gome customers that came to the company to
learn about life insurance and refused to buy it afterwards be-
cauge it was not "profitablen enough. One prospective customer
who visited the cbmpany on Séptember 21, 1966, indicated bluntly
that he could get a higher return if he invested his money in
something else instead of life insurance. In making this judge-
ment, he was thinking 1n.terms of the total premiums that he
would have to pay fer a 10 year endowment insurance and was com-
paring this amount with the payment he would receive at the end
of the ten years. When one of the employees reminded him that
he was disregarding the gecurity aspect, he answered, "If I die,
I am not going to get anything anyway..." which indicates that
he was not concerned with the security of his beneficiaries but
regarded life insurance as any other business contract for pro-
fit.

The above gituation was the one recorded by the writer.
Similar situations occurred other times as well, However, it is

not possible to make a generalization about the attitude of all
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Turkish people towards life insurance based on these few cases.
Yet it is important to notice that such an attitude might pre.
vail in a large number of psople.

It would have been possible to make surveys based on
limited groups and/or emall samples. However, they were not
used due to the magnitude of bias involved in them, as was dis-
cussed above in the question of accuracy. However, personal
observations concerning the limited group of people are mentiored
once or twice. They should not be taken as statements represen-
ting the whole population that can be available for life insu-
rance in the future.

Also, the writer preferred not to use multiple correla-
tion as a technique for future estimations because of its ten-
dency to magnify error in multiples when based upon data crudely
epgtimated and thus involving a large proportion of error im it.
gelf. Instead, relationships were expressed in forms of avai-
lable data and then interpretations were made from the data.

The future determinants of the growth of Tam Hayat are
grouped into itwo main categories as controllable and uncontrol-
lable. Uncontrollable determinants are those which influence
life insurance but are not within the scope of the control of

the Tam Hayat menagement. These factors are discussed under

three general groups: income, price levels, and uncontrollable
agpects of competition. The controllable determinants are those
which can be influenced bj the management in different degrees.

Thege are discussed undexr two main groups: objectives and ope-
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rational policy, personnel and advertising policy.

Uncontrollable Determinants

| These determinants are uncontrollable due to their na-
ture. They are either too large in magnitude or caused by fac-
tors to whicﬁ the life ingurance management can not be directly
related. Fei instance, the national income of a nation is so
large in magnitude that the operations of a life insurance com-
pany can not directly influence it in any significant way.
General price levels are a function of general supply and demand,
market controls and restrictions, etec., all of which are of such
gcope that the activities of a life insurance company can not
have any direct relationship in their determination.

Income

Naticnal Income

From the theoretical point of view, national income
should be an important determinant of life insurance sales. This
is due to the fact that life insurance is obtainable through
purchase. It ig purchased for future economic secuxityl and
therefore should be purchased by the group of people who can af-
ford future economic security. The reasoning is quite straight-
Porward: future security can not be the gquestion if basic neces-
sities are not satisfied at present.

Theoretically, high per capita incomes at present ghould
mean more amounts spent for future economic security. Generally

speaking, higher per capita incomes should mean better satisfac-

ISee Chapter I, the reasons for buying life insurance.
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tion of present needsg.

higher per capita income countries should spend more on life in-
gurance, i.e., bigger purchasing of future economic security.
Do statistics support the generalization that countries with
higher per capita incomes spend more on life insurance?

TABLE 4-1 presents the 1965 statisties for the per capi-
ta incomes of two groups of countries, together with the total
amount paid fer life ingurance per year expressed as a percen-

tage of tetal natiornal incone.

Thus, following from our reasoning,

PABIE 4-1%
Countxry Perx Iife Ins. Prem., Rec./
Capita Premium Nat. Inc.
Incone Payments
Per, Cap.

A - Developed

Countries
1, United States 2873 1i6 4 .05
2¢ Switzerland 1338 56 3,07
3. Canada 1826 59 3.21
4. Australia 1553 40 2«57
5. United Kingdom(' 63) 1450 36 2 W4T
6. Germany 1449 24 1.66
T. Sweden 1392 34 2 .46
8. New Zealand 1166 57 4 .85
9, Denmark 859 21 2 .49
10. Netherlands 728 37 5 .07
11, dapan 575 23 4.08
B- Underdeveloped

Countries
1. Portugal 366 1.35 0.37
2. Tu.l'ke?' 242 0.12 0.05
3. Guatemala 236 1.39 0.59
4 . Becuador 190 0.36 0.19
5. India 57 0.20 0.35

aCompiled from: International Financial Statistics.
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In TABLE 4-1, the national income figures were obtained through
dividing national income by population and converting the per
capita incomes inte dellars by using the official rate of ex-
change determined in agreement with IMF. In cases where no such
rate exists, the e;change rate prevailing during the year is
uged. Only the countries that report their net life insurance
premiunmg to IMF (except Turkey) are shown in the table.
Countries claggified under Group A have higher per capi-
ta incomes and a higher percentage of premium receipts to
national income than the countries in Group B. Therefore,
through cemparing the developed and the underdeveloped country
groups, it is possible to generalize, with limitations, that
countries with higher per capita incomes spend more on life in-
surance. We gay "with limitations" because this generalization
is made based upeﬁ only those countries with reported life in.
gurance sales., Secondly, this generalization says nothing about
the situation within each group. When each group is analyzed
separately, 1t does not necessarily follow that countries with
higher incomes spend a bigger percentage of their incomes on
life insurance, nor dees it follow that richer countries spend
more on life insurance in terms of menetary amounts. For exam-
ple, New Zealand spends 57 dollars per person on life insurance
a year, whereas Switzerland with a pex capita income of approxi-
mately 50% higher than that of New Zealand spends only 56 dol-
lars on life insurance per capita per year. In a study conduc-

ted by Duesenberry in 1948, it was concluded that the aggregate

{
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savings ratio 1s independnet of the absolute level of aggregate
1
income.” This conclusion is statistically provable for the

United States, as can be geen in TABLE 4-2.

TABI-E 4'-2 .
PERSONAL NET SAVING AS A PERCENTAGE OF DISPOSABLE INCOLE®

1929 1933 1940 1945 1950 1955 @ 1960 1965
5.0 =2.0 5.1 19.7 6.3 547 4.9 5.4

&prom: U.S. Dept. of Commerce, Bureau of the Census,
Statistical Abstract of the Tnited States, 1966, p. 327.

Duesenberry alse states that, despite the fact that.savings are
independent of the absolute level of incomes, they are dependent
on the rate of growth of income.2 However, Duesenberry can not
determine the exact influence. He states that even if the in-
come riges steadily the same percent each year, the savings per-
centage will not change. If, however, incomes rise at an in-
creasing rate, then the savings ratio will rise as well. But
Duegenberry can not determine the exact increase since so many
other factors that influence savings enter the picture that it
is not possible te separate them.

In thz_United States, personal savings fluctuate from
year te year as income fluctuates (TABLE A.3)., Fluctuations in

lsames S. Duesenberry, Income, Saving and the Theoxy >f
Consumer Behavior (Cambridge, lass.: Harvar% University Eress,
1952), P 45, ,

21bid. p. 65.
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personal savings are considerably more than fluectuations in
income. This should be expected since when income changes, the
first impact shows itself on savings rather than on consumption.

TABLE 4-3
U.5. DISPOSABLE PERSONAL INCOKE, PERSONAL CONSUIPTION,
- AND TOTAL INDIVIDUAL SAVINGS 1935-1962%
(in billions of current dollars)
Year Digposgable Personal Total

Personal Conswmp tion Individual

Incoue Saving
1962 384 .4 355 .4 26.3
1961 364 .4 336.8 24..3
1960 349.9 328.2 O AT.T
1959 337.1 313.5 23 .5
1358 317 .9 293 .2 24 .4
1957 305.1 284 .4 22.3
1955 274 .4 : 256 .9 : 18,2
1954 256 .9 238.0 16.6
1953 252.5 232.6 21.1
1952 238.7 215.8 19.2
1951 227.5 210.0 19.9
1950 207 .7 195.0 10.0
1949 189.7 181.2 8.1
1948 189.3 _ 178 .3 11.2
1947 170.1 165 .4 T.l
1945 150.4 121.7 29 .5
1944 146.8 109.8 35.1
1943 133.5 100.5 33.7
1942 117.5 89.7 30.0
1941 93.0 8l.9 11.1
1940 76.1 71.9 5.1
1939 704 67 «6 4.0
1938 65 .7 64 .6 0.4
1937 71.0 67 .2 4.1
1935 58.3 56 .3 1.6

@prom: U.Se. Dept. of Commerce, Historical Statistics

of the United States (Washington D.C.: T 8. Government rrinting
Office, 1965).
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People are quite reluctant to change their patterns of consump-
tion., 1In periecds when incomes fall for some time, people use
their savings te keep their standard of iiving more or less at
the same level,

| The analysis of CHART 4-1 illustrates the gituation.
Savings lmmediately respond to rises in disposable income, and
consuwmp tion fellews afterwards. Howevexr, once consumption
starts increasing it keeps on increasing despite a levelling off
in the growth rate ef income; savings are reduced until congump-
tion adjusts its grewth te the slackened rate of growth in dis-
posable income.

However, not all components of individual savings react
to fluctuations in the same manner. As can be seen through the
analysis of TABLE 4-4 and CHART 4-2, life lnsurance reserves are
the leagt affected among all components of personal savings.
| The yearly increasges and/or decreases in life insurance reserves
belonging te individuals are moderate. They react to changes in
savings and therefore in income; however, in a slower way than
the other components. Even in the years between 1941-1945 where
personal savings experienced a tremendous rise, the increases in
life insurance reserves were moderate. Even the savings shares
of savings and lean associations, which seem the least affected
by changes in the amount of savings, fluctuated more than life
ingurance reserves after 1950.

The growth in life insurance reserves are slower but

steadier than other components. Only between 1930-1934 do in-

creages in life insurance reserves show an lmportant decline.
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TABLE 4-4

U.S. CERTAIN COMPONENTS OF INDIVIDUAL SAVING, 1929-1965%
(in billions of dellars)
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U.S. Government Printing 0ffice, 1966); and from: .35, Jept. of
QO@mercg, Bureau of the Census, Historical Statistics of the
Uglteq States, Statistical Abstract Tuppletonts 1260, 1965
(Wasilngton:  U.S., Government Printing Office),

b

. Savings Shares include Savings and Loans Associations
shares.

¢ ¢
securities include federal, state, and local government
and corporate securities.

Insurance Reserves include pension reserves as well,

But the increase 1s always there no matter how moderate. 4ll
other components show a decrease (dis-saving) at some time during
this period.
The analysis of the United States situation indicates

certain general aspects of life insurance:

1, Iife insurance is not immediately responsive to fluctua-

tiong in income and in the amount of total savings.

2. However, in the long-run, personal life ingurance in-

creases along with increases in inconmes.

3. Cancellation of life insurance to be used for supporiting

higher congumption levels is the last resort to which indi-
viduals turn., In terms of priority, the following sources
of savings are decreased for consumption purposes:

a. Security holdings.

b, Currency and demand deposits holdings.

c. Time and savings deposits.

d, Savings shares of savings and loan assoclatlions,

e, Life insurance reseives.

International data, though not as cormplete as the data
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of the United States, seem to support our opinion as well,

CHAET 4-3 shows yearly increases in time deposits for Australia,
Germany, Canada, and Switzerland as compared with yearly in-
creases in life insuriance assets in each country. Iife insu-
rance reserves increase at an increasing rate (except in Canada
it fluctuates), whereas increases in time deposits fluctuate
widely over the years. GEven in Canada, where increases in life
insurance reserves fluctuate a great deal, fluctuations in in-
creases in time depeslits are even greater. Data for other coun-
tries like Denmark, Japan, and Great Britain indicate gimilar
relationships.

The Turkish Situation

Within the light of the international situation, let us
examine the Turkish situation, Figures until 1963 are estimates.
For the period between 1963 and 1965, we have reliable data
baged on the yearly reports by the Turkish iinistry of Commerxce.

| For the period between 1950-1963, the writer could ob-
tain two estimates: one by kr., Bedi Yazici of Tam Hayat for the
years 1950, 1954, 1959; and another by Ix. Oktay Yenal for the
period 1950-1959. Combining the data and estimating the re-
serves, roughly we get the following figures for tne life insu-

rance reserves in Turkey.

Yeaxr Hegerves Baged Upon Baged Upon
(Idn. of Yazicl Tenal
Commerce) Estimates Betinates

1965 146,106 .652

1964 157.642.225

1963 143 .546.467

1962 e
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Year Regerves Based Upon Baged Upon
(Min. of Yaziel renal
Comm., ) Estimates Bstinmates
1961 ves
1960 coe
1959 96 .000.000 19.000.000
1958 23.500.000
1957 23.500.000
1956 23.000.000
1955 25,000.000
1954 37.500.000 30.500.000
1953 - 29.000.000
1952 21.500.C00
1951 16 .500.000
16.000.000

1950 16 .800.000

Egtimates by Mr., Yazici are in terms of total life insu-
rance in force (see Chapter III, Table 3-5). In making our esti,
mations, we use a rough rate of 15% of total life insurance in
force to represent reserves for the year (roughly corresponding
to raties in 1963, 1964, and 1965). In making estimations about
the reserves based on Dr, Yenal's figures, which are stated in
terms of premium receipts, we uéed the "5 times premiums" ratio
which roughly corresponds to the 1963, 1964, and 1965 results.

Beth estimates have their own merit. DBedi Yazici's es-
timates, based upen the Millji Reasuransl results until 1954 and
then on the annual reperts of individual life insurance compa-
nies, indicate a greater dependability. However, according to
these estimates, from 1954 on, life insurance reserves should be

increasing at a rate higher than that of between 1950-1954. Be-

tween 1954-1958 where a strong inflation was dominant in Turkey,

Liational Reassurance VYompany of Turkey, the sole reas-
surer of life insurance until 1954.



THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, ISTANBUL PAGE 1(

this kind of relationship seems unnatural. Yenal's estimates,
on the ether hand, indicate rises until 1954 but then falls un-
til 1959. If we extend this from 1959 to the first reported re-
sult in 1963, 1t fits perfectly with the results for 1963, as
can be seen from CHART 4-4.

In examining the international situation, it was indica-
ted that life insurance responds te income changes over a period
of time. Per Turkey, rises in incomes are to be expected in the
future. Between 1963-1966, the Turkish National Income increesed
at an average rate of 6.4%1 per year in real terms and this
trend ls expected to continue .2 Therefore, it should be expec-
ted that life insurance sales in Turkey should increése as well,
Assuming everything else remaining unchanged, rises in income

will cauge rises in life ingurance sales at a gteady growth ratel}

| Estimations of Future Iife Insurance

Regerve Estimates. Based upon the Bedi Yazici estinates
for 1950 we calculated the life insurance reserves as 16,800,000
TL. for the same year. The total reserves of life insurance in
Turkey, as reported by the Linistry of Commerce, were
157,642,225 TL, for 1964. This indicates a growth of 9.38 times
over 1950, er'an average growth rate of 674 per year. Assuming

the 67% rate to prevail in the future this should mean that life

lAs ig indicated in the Five Year Development Plan, 1967
program,

2The target rate is 7% as set by the Central Planning
Office. 1In 1966 the growth rate was 8.4% which indicates that

the 74 rate is attainable.
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insurance reserves in the next thirty years will be approximate-

ly as seen in TABIE 4-5.

TABLE 4-5

LIFE INSURANCE RESERVE BSTIMATES®
: (in millions of TIL.)

Year Degerves Year Regerves Year Eegervesg
1964 157 .64 1980 1689 .47 1995 3273 .35
1970 533 .55 1985 2217 .43 1997 3484 .54
1975 1161.51 1990 2745 .39

ftaleulated using Bedi Yazici's estimates.

Estimates of Total Iife Insurance in Force., <nother
estimate can be made in relation to total life insurance cove-
rage. Nr. Bedi Yazici estimated total life insurance in force
for 1950 as 112,000,000 TL., The reportings of the Turkish linis
try of Commerce indicate 951,700,000 TL. of life insurance in
force in 1964 which indicates a growth of 8.59 times over 1950
or an annual average growth rate of 61.3%. The same rate applied

for the future gives the results shown in TABIE 4-6.

TABLE 4-6

POTAL LIFE INSURANCE IN TORCE ESTIMATES®
~ (in millions of TL.)

Year Amoundt Yeaxr Amount Year Amount
1964 95.1.7 1980 9334 .3 1995 18085 .2
1970 3500.4 1985 12251.2 1997 19251.9

1975 6417 .3 1990 15167.2
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a
Calculated from the 61.3% growth rate indicated above.

Yearly Premium Bstimates. Dr. Oktay Yenal's estimate
for 1950 premiums was 3,200,000 TL. A4s reported by the ldnistry
of Commerce the figure was 29,400,000 L. in 1964, This indi-
cates a growth of 9.19 times over the base year oxr an average
percentage growth of 65.6% a year. Based upon this average per-
centage growth we can estimate yearly premium receipts as is

presented in TABLE 4.7.

TABLE 4-7

PREMIUM RECEIPTS ESTIMATES®
(in millions of TIL.)

Year Premiumsg Year Premiums Year Premiums
1964 29 .4 1980 308.6 1995 597 .9
1970 115.7 1985 405 .0 1997 636.5
1975 212.2 1990 501.4

%Calculated from the 65.6% growth rate indicated above.

Similar agsumptions were made in egtimating all three
components. They were:
1. Average rates prevailing in the past will be the same in
the future.
2. Aggregate influence of past events on life insurance will
remain unchanged in the future.
The above assumptions were made due to our findings
through the analysis of the international data. One of the con-

clusions of our analysis was that life insurance had a steady
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growth in the long-run with very minor deviations from the trend

Distribution of Pamily Income and
Turkish Iife Insurance Potential

A‘study baged on a sample survey published in the Federal
Reserve Bulletin of March 1964 indicates that the higher the
family income the more the families invest in life insurance.
American families with an average net worth of 8875 dollars and
which reported incomes of 0.00 - 2,999.- dollars in 1962, had
average life ingurance worth 190 dollars (approximately 2¢ of
totel net worth)., Familieg with an average net worth of
1,554,152 dollars and with incomes of 100,000 dollars and over
had 32,309 dollars worth of life insurance (approximately 2¢ of
total net worth). Details in relation to other income groups
are presented in TABLE‘4-3.

LABLE 4-8

UeSe INSURANCE PROTECTION PER FALIIY COLPARED
WITH YRARILY INCOIL.E AND TOTAL NBET WORTH
(1962)2

1962 Income  Total Net Insurance  Ins. iorth/ As % of

. Woxth Worth Total Net Lidpt.

Woxrth Incone

0-2 8,875 190 2.2 12.7
3003?2999' 10,914 635 5.8 15.9
5000-T7499 15,112 1,135 Te5 18.2
7500-9999 21,243 1,879 8.9 21.5
10000-14999 30,389 2,975 9.9 23.8
15000-24999 74,328 5,196 T.0 26.0
25000-49999 267,996 10,819 4.0 29.0

|
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TABLE 4-8 continued.

1962 Income Total Net Insurance  Ins. Worth/ Ag ¢ of

Woxrth Worth Total Net Lidpt.

Worth Incone
50000-9%999 789,582 19,559 2.5 26.1
100000+ 1,554,152 32,309 2.1 21.5

®rederal Leseive Bulletin, Larch, 1964, Doard of the
Governors of the Federal LKeserve System, pp. 285-293.

bAssuming 150,000 dollars as the midpoint income,

An egtimate by the Planning Board was made in relation

to the distribution of income in Turkey. The results of this
estimation are presented in TABIE 4- .

TABIE 4-9

' DISTRIBUTION OF I?CORE ON A PANILY BASIS®
963

Income Groups All Farmilies %  Nom-agricultural <

Pamilies

{488)-2000 42,741 0.8 42,741 2.4
2001-5000 1,718,699 3246 36,635 2.1
5001-10000 2,197,761 41.7 773,559 44 .0
10001-20000 889,363  16.9 587,725 34.1
20001-40000 295,580 5.6 195,713 11.1
4.0001-100000 108,871 2.1 92,636 563
100001-1000000 18,386 0.3 17,884 1.0
1000001+ lol 0.0 101 0.0

5,270,377 100.0 1,746,994 100.0

&Source: Cumhuriyet, December 6, 1966, p. 1, 7.

No estimations are provided for the net worth of the
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families. However, based on the results provided by +the U.S.
study, we can make a very general estimation about the life in.
surence potential of Turkey. If we reclassify the distribution
of income in terms of the U.S. brackets, we get the following
relationships for Turkey, as seen in TABLE 4al(.

T4iBIE 4-18"
Income Groups No. of ¢ of idfe Ins. Cov.
Families Total as a ¢ of I[idpt.
Incone
0-29,999 5,683,911 96 4 12.7
30,000-49,999 113,949 2.1 15.9
50,000-79,999 29,674 0.7 13.2
80,000-99,999 23,249 0.5 21.5
100,000-149,999 1,876 0.0 23.8
150,000-999,999 16,150 0.3 27.0
0.0 21.5

1,000,000+ 101

éCompiled from: Table 4-g.

Using the following assumptions we can predict total

Murkigh life insurance potential:

1. That U.S. percentages of life ingurance coverage are appli.
cable to Turkey.

o, That income distribution statistics are reliable.
TARIE 4-11 indicates a life insurance coverage of aperoximately
15, 000,000,000 TTLe The results are not unrealistic if we con-
sider the regults achieved by soecial insurance--734,000,000 II.
in premium receipts for 1963 for a total nurmber of 710,820 people

insured in the some year. This means approximately 1325 Ti. of
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insurance premjums per person a year, aAssuming premiums to be
3% of total insurance coverage,l the game premiumg paid by the
710,820 members each year could purchase private insurance worth
approximately 24,000,000,000 TL. Of course, social insurance is
compulsory. However, its magnitude is an indication of payrment
potential for people's ability to pay for insurance. It is pos-

sible, therefore, that i15,000,000,000 TL. is a realistic esti-
mate of potential.

TABLE 4-11

TURKISH IIFE INSURANCE POTENTIAL ESTIMATES
. FOR 1963

Group kMid-point Idife Ins. Cov. No. of Total iife

Inconme % of Iidpt. Families Ins. Cov.,

Incoume Potential(TIL.)
1 15,000 12.7 5,693,911  10,846,900,455
2 40,000 15.9 113,949 724,715,640
4 90, 000 21.5 23,249 449,368,150
5 125,000 23.8 1,876 55,711,000
6 575,000 27 .0 16,150 2,507,2587,500
7 1,500,000 1.5 101 32,572,500

Total Iife Insurance Coverage Potential 14,954,596,995
foxr 1963

aCompiled from: Table 4.0,

As can be seen from the prediction presented, the mid-

point incomes for the brackets are used. The mid-point inconmesg

lThis ratio ig derived from approximately 30,000,000 Ti.
of premiumg for 1,000,000, 000 TL, of private life insurance

coverage for 1964 and 1965.
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do not take into consideration the relative weight of incomes
within each bracket. For example, in the Turkish case, the
0-29,999 TL. bracket which makes up 96.4% of all the families
has roughly 78% of the families of this bracket with incomes
10,000 TL. and less. By directly comparing the Turkish 0-29,999
TL. bracket with the United States 0-2999 dollars bracket, we
éssume that similar distribution is evident in the United States
bracket; i.e., 78% of the families in the 0-2,999 dollars bra-
cket have incomes between 0-1000 dollars., This is an over-sim-
plification and can not be shown realistically, However, no
matter how small the brackets are sub.divided, still it is not
possible to establish perfect percentage relationships with the
United States and Turkish income distribution. A further sub-
division of brackets would somewhat reduce the amount of bias
but when compared to total blas involved in comparing income
brackets between two countries, its correcting effect would be

negligible.

Price Ievels

The Concapt

In the third chapter of this paper, three kinds of pro-
£1t were identified for life insurance. They wexe:
1, Profits from the so-called safety margins.
5, Profits from the return on investment.
3, Profits from the changes in the value of money.

1t was indicated that the third kind of profit should
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Tesult from the changes in price levelg since the value of money

shows itself in terms of general prices. In this section, we

are going to consider the effects of price level changes on life

insurance sales.

From the theoretical point of view, the third kind of
Profit for the company seems like an attractive one. If money
keeps on losing value (assuming everything else remains con-
stant), this should directly result in gains for life insurance
compahies in terms of something similar to the holding gains of
a manufacturing concern. The following example will demonsirate
this reasoning: >
| ILetts assume a condition where prices change constantly

and mone& loses value by 10% per annum. A company which sells
an endownment ingurance qf 1000 TL. for ten years will have tfo
pay 1000 TI. at the end of the period. If we suppose that the
person who buys life insurance is twenty years old, the proba-
bility that he may die within ten years is negligibly small
(1.9%). To make the situation simpler we can ignore the proba-
bility that he will receive payment before the end of fen years.
For & ten-year endowment insurance for a twenty year old person,
the Tam Hayat annual premium rate is: 92.99 TL.

With 10% inflation per year, the loss in the value of

premjumg payments is:

(92.99 x 10) - (92.99 x 6.145) = 929.90 - 571.42 = 358.48 T

The loss in value on the final payment:

1000- (1000 x .386) = 1000 - 386 = 614 TIL.
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Therefore, the profit to the company due to price increases is
614.00 - 358.48 = 256.52 TIL.

If the rate of inflation is higher, the profit is highex|
In cases where the rate of inflation increases at an increasing
rate, the profit is the highest.

Baged on the above reasoning alone, it should be expec-
ted that the general profits of life insurance companies should
rise with the rises in price levels. The generalization might
be true in terms of an individual policy already bought. How-
ever, in terms of the over.all profitability, this should not
necessarily follow, because inflation i1s a factor which hurts
life ingurance benefits the most since they are based on pre-
determined monetary amounts. It should be expected that to an
individual a ten-year endowment insurance of 100,000 IL. should
mean 74,409 TL. (100,000 X .T4409) if the rate of inflation were
3% a year and should mean 55,839 TL. (100,000 x .55839) if the
rate of inflation were 6% a year., In a period of inflation, fu-
ture income ig legs valuable than the future income of the pexiod
of stable prices. Therefore, in such situations life insurance
sales should experience a great decline since life ingurance is
a form of fubure income. Yearly fluctuations in prices in both
directions should not be expected to hurt life insurance, or a
constant price rise at a moderately low rate of 1-2% should not
influence sales provided general income rises at least at the
same rate. The experience of the United States has been so in

the past ten years. Therefore, life insurance kept on growing.
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In Turkey, prices fluctuated considerably in the last

five years. The movements of prices between 1960-1965 are
shown in TABIE 4-12.

TABIE 4-12°%
Year Wholesale . Point % Hise Qver
Price Index Increase Previous yr.
1960 126 s s LI
1961 130 6 4.8
1962 137 7 54
1963 143 6 4 4
1964 142 -1 -0.7
1965 155 3 9.1
Average 4 6%
Year Cost of Point % Rise Qver
Iiving Index Increage Previous yr.
1960 134 LI LI
1961 137 3 2.2
1962 143 6 4 .4
1963 153 10 7.0
1964 154 1 0.6
1965 162 8 5.2
Average 4.3%

SCompiled from: International Financial Statistics,
January, 1967.

P1g58 = 100.
®1958 = 100.

Both rates (wholesale prices and cost of living) show a
slightly higher rate than 4 1/4%, the computational rate of Tam
Hayat. ZPrice stability, which depends upon many economic faec-
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Tors, is hard 4o predict in the future years. The averages for
wholesale prices and cost of living, if assumed to continue in
the future, indicate that individual investments in life insu-
rence might deteriorate only slightly. If a greater degree of
price stablility is achieved in the future, it will make invest-

ment in life insurance more attractive, thus contributing to the

increase in sales,

Uncontrollable Aspects of Competition
In this section, we will deal with future cormetition
that Tam Hayat will face in its struggle for expansion. This
compeﬁitibn will be due to the following institutions:
l. Social insurance and government pensions. *
2. Banks.

Social Insurance and Government Pensiong

In 1963, 710,820 people were covered by social ingurance.
It hag within its scope all the labor force that works in estab-
lishments employing ten or more people and also establisnments
that employ four-nine workers situated in towns with populations
of 50,000 or more. In 1963, there were seventeen such towns as

shown in TABLE 4-13.

TABLE 4-13%

TOWNS WHOSE ESTABLISHILNTS WITE 4-9 WOAKSUS ARB
COVERED BY SOCIAL INSURANCE (1963)

Town No. of Hstablishrnents
with 4-9 workers

Adansa | 1055
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TABLE 4-13 continued.

Town No. of Bstablishments
with 4-9 workers

ankara 3654
Bursa 997
Uiyarbakix 168
Erzurum AS50
Lgligehir sl
Gaziantep 376
Igel 511
Istanbul 8152
Izrir 1846
Kayseri 610
Kocaeli A02
Konya ' 817
halatya ' 291
Sakarya 499
Samgun 432
Sivas 336

Total 21437

®50urce: Igel Sigorta Xurumu, 1963 {i1ili Ig ve rfaaliyet
Ictatistikleri, Ankara; “Ankara Basimevi ve (ilTevi, 13G4.

The gcope of social insurance is increasing with the
increaseé in the labor force since new groups come undex its
scope with the growth in the sizes of establishments and in-
creases in the number of workers in already covered establish-

ments. (TABLE 4-14). Social insurance covers forty different

branches of activity, the largest ones being coal mining
(42,849 workers), food processing (76,320), tobacco processing
(30,499), textiles (95’508), trangport equipment (30,489), and
construction (145,626).

The 710,820 members of the labor force covered by

social insurance in 1963 had a total income of 3,734,714,000 TiI.
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TABLE 4-14

NUMBER OF PBOPLE COVZLED BY SOCIAL INSURANCR®
(1951-1963)

Year Number Ingured
1951 382,024
1952 447,953
1953 494,024
1954 510,344
1955 533,216
1956 543,554
1957 577,630
1958 611,730
1959 618,775
1960 620,900
1361 688,819
1962 ‘ 680,125
1963 710,820

@5ouzce: Igei Sigorta Kurumu, 1963 Yili Is ve Faaliyet
Istatistikleri, Ankara:; snkara Basimevi ve Cilievi, I96Z,

Total premiumg for the same year for social insurance amounted
to 733,932,000 TL. Total indemmities amounted to 357,960,000 TL)
The digtributions of premium receipts and indemnities are clas-
sified in TABIE 4-15 for the years 1956.1963.

The size of social insurance is approximately seven
times larger in texms of number of people covered and twenty-five
times larger in terms of yearly premium receipts than existing
private insurance. Due to the scope of coverage, it will be.a

competing rather than a complementary factor for the following

Ieasons:
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TABLE 4-15
SOCIAL INSURANCE: SOURCES OF PRENIUMS AND USES
OF INDEINITIES®
(1000 TL.)
Years  Accident  laternity  Disability  Sickness  Total
old age
death
PRENIUM RECEIRTS
1956 27,456 3,300 106,116 38,904 175,776
1957 32,0268 2,356 159,900 61,596 253120
1958 40, 1680 2 580 226 ,872 88 236 358, )368
1959 - 50, "016 2, 1460 235 04.8 113 220 450,744
1960 55,692 2,364 326,040 132,120 516,216
1961 60,396 2,124 368,880 152,868 584,268
1962 64,757 1,755 409,223 171,984 647,719
1963 70,852 1,681 463,669 195,730 733,932
INDEMVITIES
1956 10,452 3,180 4,296 40,872 58,300
1957 20,016 3,096 4,524 53,016 80,652
1958 22,020 2,568 20,004 75,984 120,576
1959 27,276 2,340 36,132 120,072 185,320
1960 31,128 2,148 45,228 149,580 228,084
1961 37,332 2,076 54,432 173,424 261,264
1962 39,935 2,051 63,195 193,516 298,697
1963 44,811 2,893 73,568 236,688 357,960
@aource: I..1i Slgorte Kurumu, 1963 ¥Yili Is ve Faaliyet
Istaﬁistikleri,AAnkara Ankara Basimevi ve ciltevi, 10o4.
1. It is compulsory ingurance, therefore giving no choice of
galection between private and social ingurance. Thus, the
people covered by social insurance can only obtain private
insurance at extra cost. It is a personal choice and no
statement can be made as to social insurance being a prohi-
bitive factor for private life insurance. However, Up to
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the Present, the situation indicates no extra demand for prid
vate ingurance among such groups.l
2. Its scope of coverage is very wide and provides most co-
verage necessary and in a few cases, even more than private
- life ingurance. Sickness and maternity are the two fields
not covered by private life insurance.

However, social insurance might be found inadequate or
ungatisfactory in comparison with private insurance in certain
regspects. The contribution to social insurance depends upon the
ievel of income and the benefits to be obtained from this insu.
rance can not be increased or decreased at the person's own will|
Private insurance, on the other hand, varies in accordance with
the will of the insured, provided he pays for it. It offers dif-
ferent lengths of coverage depending upon the individual's need.
Finally, it offers different varieties of insurance and clauses
such as endowment, term, whole life, and double indemmity.

Social insurance, on the other hand, provides definite
advantages over private insurance.

1, It forces individuals to get insurance protection who
would probably not do so if left at their own discretion.

2. Since social insurance is not operated on a profit motive,
as in the case of a private insurance company, the amount

that should go to the owners is evaded. This lowers the

cost of the insurance.

LThere were a few exceptions to this case as was observed
by the writer. Some members of the working force-.generally be-
longing to the middle mansgement groups--purchased private insu-
rance in addition to their social insurance.
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3. Since social insurance is compulsory, it does not have to
bay commigsions to life ingurance salesmen and does not need
to spend on advertising.

Penslons for government employees are provided through
Hetirement Fund ("Emekli Sandigi"), The fund provides old age
pensions for retired government employees and provides disability
income for disabled employees, pensions for widows, pensions for
the parents of dead employees who are in need, and pensions for
the orphans of the late embloyees. Pensions are also provided
for the employees who were retired beforxre the enactment of Law
5434 (Retirement Fund Law) by the kinistry of Finance,

In 1963, 82,618 people received 415,004,000 DL, from the
Retirement Fund, and 98,554 people received 233,089,000 TL. from
the Ministry of Finance. ‘

The social ingurance and pension funds cover the neces-
sity of private life insurance for lower income groups. The
average yearly income was 5245 TL. for all the labor force

covered by social insurance.

In competing with social insurance and pensions, Tam
Hayat should direct its efforts to two points:
1. Trying to sell life insurance to individuals covered by
social insurance who are also in relatively higher income
brackets.
2, Inducing establishments who aré under social insurance to
establish their own group insurance,

If the efforts are devoted to the preceding two objects, it

|
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should be expected that life insurance sales can be increased
among those groups who move into higher income brackets due to
Trises in income. The picture looks quite optimistic in that re-

spect since the income of the group is rising as indicated in

TABLE 4~16.

TABI!E 4"']-6 .a

Year Average Per Capita
Income for 4ll
Branches (IL. per day)

1951 4 .62

1952 5.17

1953 | 5.50

1954 6.24

1955 7.21

1956 8 .24

1957 9.22

1958 : 10.90

1959 13.28

1960 14 .46

1961 15 .64

1962 16.52

1963 17.91

&30urce: Isgi Sigorta Kurumu, 1963 ¥ili Is ve iaaliyet
Istatistikleri, ankara: Ankara Basimevi ve Ciltevi, 1964,

Banks

A seoondjtype of important competition for life insu-
vance is banks. The banks in Turkey can be grouped into four

main categories:

1. The banks established under special laws (11 banks).
5. National banks (23 banks).

3, Local banks (6 banks) .
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4. Foreign banks (5 banksg) .

Of deposits amounting to 15,200,000,000 TL. at the end
of 1965, 68.5% was deposited in the largest three banks. Total
deposits in banks doubled between 1960-1965 in monetary terns,
rising from 7,864,000,000 TL. to 15,202,000,000 TL. However, the
growth in savings deposits wag more lmpressive, increasing from
4,366,000,000 TL. to 9,822,000,000 TL. during the same period.t

In Turkby, deposits are classified in fouxr types:

1. Official.
2. Commercial,
3. Interbank.
4. Savings.

The so-called "official" deposits belong to different
kinds of government oréanizatioﬂs; the "commexrcial® deposits be-
long to a partnership of any lkind, and to the firms and busines-
ses of merchants, etec.,; "interbank" deposits are deposits among
banks. Savings depositsAare all other deposiis not belonging to
Itemns 1, 2, and 3.

In actual practice, savings deposits might include depo-
sits for commercial purposes and therefore, they do not totally
represent individuals' savings deposits. However, 1t can be
agsumed that the majeiity of the bulk belongs to individual sa-
vings deposits, although statistlcs are not provided foxr the
exact magnitude of individual savings deposits. A study by

Iyamik Zekd Aral, "Deposits with Banks at the ind of
1965, Turkigh Hconomic deview, July-August, 1965.
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Namik Zeki Aral in the July-iugust 1966 issue of the Turkish

Liconomic Review indicates that some of the commercial deposits

are transferred into savings deposits due to higher interest and
lottery participation eonsiderations.l
Individuals' savings deposits deposited for non-commer-

clal purposes compe%e with life insurance, The following com-
parison indicates the nature of this competition:
Tam Hayat's premium rate for a 1000 TL., 1l0-year endow-
ment ingurance at‘age 20 is 92.99 TL. per year, In other words,
by paying 92.99 IL. per year the person or his beneficiaries get
the right to receive 1000 TL, if death occurs within ten years or
in case the policy holder stays alive to receive the 1000 TL., at
the end of the 1l0-year period. On the other hand, if a person
deposits 92.99 TL. in a bank each year in the form of +time depo-
sits at 6% 1nterést2 he can get at the end of ten years:
92.99 x 13,1808 = 1225.682592, that is, 1225.68 TIL.

. The difference of 1225.68 - 1000.- = 225.68 TL. is due to
the following:
1., Tam Hayat uses 4 1/4% interest rate in computations, where
as the bank rate is 6%.
2, The premium payments for life insurance involve selling
and administrative costs. The banks do not deduct these
cogts from their interest payments to the people with savings

deposits.

Lipid.

2Going rate of bank interest on time deposits deposited
for periods between one and two years.
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3. The premium payments involve extra cost due to the proba-
bility that the policy holder may die within the 10-year
period, and therefore, the 1000 TL. mifht have to be paid be-
fore the end of the period.

The probability of a twenty-year old person dying in the
next ten years is 1.93% according to the CSO 1958 table, This
means that there is a 1.93% chance that the man can not deposit
his money in the bank during the next ten years. However, even
when we take into consideration that small chance factor, bank
deposits still seem more attractive than buying life insurance.

The above example might well be taken to show the unpro-
fitability of buying life insurance. However, the example con-
giders the probability of dying to occur in terms of a large
number of cases. When it comes to a single individual, the pro-
bability ef dying of 1.93% hag no meaning. He might expect not
to die in the next ten years; however, he can not be as gure as
we can be in our congideration of a large number of cases. In-
dividuals do not die in terms of percentages, i.e., there is no
1.93% death for an individual but he either stays alive or dies.
Past experience tells us how many people will die within one
year, However, it says nothing about who will die.

In the past, Turkish people preferred to keep savings de-
posits instead of buying life insurance. In a couniry where
prices used to fluctuate considerably and where guick and large
gains can be expected in short periods of time, it turns out to

be more profitable to keep funds in cash form rather than as
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ingurance asgets. TFor people who are not interested in short-
run gains, a cause of not buying life insurance might be the
lack of being exposed to life insurance, Insurance companies in
Turkey did not and do not possess as large funds as the banks
have to invest in different forms of advertising media. It is
not possible to determine exactly the cause and effect relation-
ship, but it so happens that the bank with the largest deposits
has the largest lottery expenses. In a market where each bank
can offer similar returns on deposits, the attraction of the lax-
ger amount of deposits by the biggest lottery offerer can serve
as an indication of the preference for quick gains and the im-
portance of the prestige of the institution as the top lottery
offerer on the part of the publie. For that reason, the adver-
tising campaigns of Tam Hayat are promising. 4 direct questionming
by the author at Ievent aréa showed that 76 people out of a sau-
ple of 100 had heard the name Tam Hayat and 55 knew that it sold
life ingurance. For inadolu, the largesi insurance company in
Turkey, the numbers were 81 and 39 respectively.

The sharing of profits by the policy holders in the fu-
ture years can serve to compensate for the lottery aspect of the
banks. However, the public needs to see the magnitude of the
gain to be expected. If the retums turn out to be handsome afier
the first sharing, a large advertising campaign will be needed to
publicise the results. The reaction of the public towards life
ingurance will be favorable if the gains turn out to be more than

1 3/4¢% per annum equal to the difference batween bank interest
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rate and Tam Hayat computational rate plus a percent margin to

cover other expenses included in gross premjums distributed over

the life of the policy.,

Controllable DLeterminants

In the first section of this chapter, the unconirollable
determinants of life ingurance sales were discussed. It was ex-
plained that the Tam Hayat management could have no direct in-
fluence on these determinants. However, the second class of de-
terminants--the controllable ones--are largely under the control
of the Tam Hayat management. Out of a pool of controllable de-
terminants two groups were selected for discussion: They axre
the ones related to: (1) objectives and operational policy, and

(2) personnel and advertising policy.

Objectives.and Operational Policy

In this section we will deal with some of the management
policies presented in Chapter III in the light of the already
existing operational policies, itrying to show some advantages
and shortcomings of these objectives and to determine in what
ways they can influence the future growth of Tam Hayat. . sum-
mary of the main objectives was presented at the end of Chapter
III. Out of these objectives, Number 8 will be discussed sepa-
rately in the following paxrt of this chapter.

1. Number one objective was to keep life insurance
apart from other insurance practices. The justifications forx

this policy were presented in Chapters I and III. We do no?b
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need to repeat these self-justifying arguments. However, it w:zg
also indicated in the Ffirst section of Chapter II that from the
operational point of view, the separation was not a clear-cut one]
The Tam Hayat organization is basically covered within the ovez.
all 6rganization of Tam Sigorta. It might be argued that from
the organizational stand-point, this might have shortcomings.
The top management in the future will find it impvossible to sepa.
rate their functions into two: that of life insurance and that
of other types of insurance. It is questionable'that enougl at.
tention and time could be devoted to life insurance, given the
present organizational structure.

2. Fulfilling the necessities of the Turligh life insu-
rance market was the second objective. This very broad objectivel
in order to be fulfilled requires the determination of the necos-
sities of the Turkish life insurance market. The managercent as.
sumeg that the necessities of the Turkish market will be satis-
fied through:

a. Offering life insurance combinations with a high sa-
vings component. This is due to fhe belief of the managenent
that the following are true:

i, The Turkish economy is not a developed money-
economy .

ii. The Turkish people in general are not concerned
with the future of their beneficiaries after their own death.

1ii, People have no desire to remember and discuss

the probabilities of their death.
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need to repeat thesge self. justifying arguments. However, it was
also indicated in the first section of Chapter II that from the
operational point of view, the separation was not a clear-cut one
The Tam Hayat organization is basically covered within the over- |
all organization of Tam Sigorta. It might be argued that from
the organizational stand-point, this might have shoxtcomings.

The top management in the future will Ffind it impossible o sepa-
rate their functions into two: that of life insurance and that
of other types of insurance. It is questionable'that enough at-
tention and time could be deveoted to life insurance, given the
present organizational structure.

2. Pulfilling the necessities of the Turkish life insu-
rance market wag the second objective. Thig very broad objective
in order to be fulfilled requires the determination of the neceg-
sities of the Turkish life insurance market. The nmanageueont as-
sumes that the neceggities of the Turkish market will be satis-
fied through:

a. Offering life insurance combinations with a high sa.
vings component. This is due to the belief of the managenment
that the following are true:

i. The Turkish economy is not a developed money-
economy .

ii. The Turkish people in general are not concexrned
with the future of their beneficiaries after their own death.

iii. People have no desire to remember and discuss

the probabilities of their death,
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From the above generalizations, the managenent agsumes
that life insurance with a high component of savings is more
sultable to the Turkish life insurance market than the one which
has no savings component but offers only security.

The above reasoning is questionable and depends upon the
form of interpretation. Can it be true that endowment insurance
offers a better choice than term insurance supported by addi.
tional investments? To illustrate the case we shall present an
example;

A 100,000 TL. 20-yeaxr Tam Hayat endowment insurance poli 4
cy costs 3,880 TL. per year for a twenty-year old person. The
fern insurance of the game duration and amount, on the other
hand, costs 487 TL., for the twenty-year old person. Both kinds
of ingurance pay 100,000 TL. in case of death within the twenty
year period. Therefore, until the end of the twenty-year period,
both types of insurance offer the same protection. It is the
end of the period that makes the difference: In endowhent insu-
rance the policy holder gets 100,000 TL., but in the case of
term insurance, "he gets nothing".

The cosf of endowment insurance is very high if the pex.
gson dies within the twenty-year period. We are going to assume

the most probable, that is, he stays alive until the end of the

period, since the probability of his death is very small within

that period.

The difference of premiums between endowment and term

insurance in this case is 3880 - 497 = 3393 TL. per annum,




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, {STANBUL PAGEL 3!

Assumling 3393 TL. is put in saving deposits at 6 1/2%1 per year,
this will accumulate to:2

3393 IL. x 38.8253

131,734 TL.
Endowment payment = 100,000 TL.

Difference 31,734 TL., approximately 32¢ more
than the endowment.3

The availability of borrowing on endowment policies does
not streﬁgthen the argument for endowment insurance since it can
be borrowed at a cost of 74.

The cost of term insurance increases at a higher rate
for older ages than does the cost of endowment. However, until
age sixty, which is the age limit for purchasing life insurance,
the above analysis results in higher savings in the cage of term
insurance combined with bank deposits. Therefore, satisfying
the Turkish life insurance marke? better by offering endownment
ingurance is questionable. It might be true that the Turldish
insgurance buyer seems to be interested in the savings aspect of

life insurance rather than the protection aspect. However, if

1The Is Bank rate on savings deposits deposited for a
period longer than twenty.four months.

2The 38.8253 uged in calculations is the amount of annu-
ity of 1 for twenty years at 6 1/24%.

3he profit-sharing plan is not applicable to term insu-
rance. There is the possibility that the profit-sharing plan
might close the gap between the term insurunce with bani depositg
and endowment. However, due to The undeterwinability of the fu-
ture profit at present we left this concept outside the scope of
our discussion.
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the situation were stated clearly to him by the salesman and
comparisons were made, it is doubtful that he would not buy the
term ingurance,

It might be argued that some people could not save had
they not bought life insurance, and that they consider life in-
surance as a form of compulsory payment once they have hought
it. Bank deposits, on the other hand, are subject to distorition
since individuals have nothing to force them to deposit their
money regularly. This may have some validity, but it is open o
question. If life insurance payments are not made when due,
there is the danger of losing the contract. No such force
exists in fterms of bank deposits, since there is no existing
contract to be broken. However, this is like saying that an in-

dividual can not save by his own will. The psychologists might

know better whether or not this is true. ZEconomic data indi-
cates otherwise since insurance forms a smaller portion of the
individual's tetal net worth (see TABIE 4-8).

b. The second policy to satisfy the needs of the Turkish
life ingurance market is selling life insurance to people with-
in their limits of payment power., The fulfillment of this poli-
oy can be judged in the future based upon the cancellation rate i
of policies. If a large number of policies are cancelled due to
inability to pay the premiums, then this will indicate that the
policy could not be applied properly. For the moment, it is too
early to make any judgenment.

¢. The third policy is to provide the free medical
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TABIE 4-17 continued.
Years Savings % Incr. Years Savings % Incr.
Dep. Dep.

1947 372 25¢ 1956 2254 32¢
1948 328 15¢; 1957 3078 374
1949 464 8% 1958 3352 ,e;
1950 576 244 1959 4040 26¢
1951 738 289 1960 4366 8¢
1952 872 194 1961 4906 12¢;
1953 1151 31% 1962 5502 124
1954 1409 22c; 1963 6604 208
1955 1713 22% 1964 7518 11s;

1965 9822 31s;

. Source: Turkish Beconomic uveview, Vol. VII, No's 4 and
5, July-August 1966, p. 37. A
As we can see from CHART 4-5, the saving deposits in-
crease in a manner approximating a parabolic relationship. Usiy
the 1960-1965 figures we get the following standard parabola:l
y = 218 (x-22)2 +WH366; where y = savings deposits in
billions of TL.
and x = nuwber of years (1939 =
1, 1940 = 2, etc.)
The comparison of actual figures and the corresponding

values are:

Year " Actual Fitted ¢, Deviation
amount amount from .ctual
1960 4366 4306 0o
1961 4906 4584 _ -5.5%
1962 5502 5238 -4 .8%
1963 66 04 6328 -4 26
1964 7518 7854 +4 .56
1965 0822 9822 o

Average deviation per yr. basis -1.3¢

]
Lo parabola is derived from eiuatlon vo o= AdT,

RWPAS
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Extending the equation for the future years, we get the

following amounis:

Year Amount in
billion TTL.

1966 - 12,214
1967 15, 048
1970 26,166
1975 53,416
1980 91,566
1985 140,616
1990 200,566
1995 271,416
1997 302,808

We do not need to reproduce the managementts own esgtima-
tions about the first ten years of Tam Hayat's opeiatiOns {2,313
3-11) . 4According to the management's estimafe, premiums for 1975
would be approximately 150,000,000 TL. Agadin using the 3 appro-
ximate ratio of premiums to total life insurance in force, we
Ffind that in the tenth year of operations total life insurance in
force sold by Tam Hayat will be approximately 5,000,000,000 Ti.,
whereas savings deposits for the same year will be, according o
our estimates, approximately 53,500,000,000 IL., or eight times
more.

Thig objective does not seem fulfillable in the foresce-
able future. However, the Tam Hayat management considers their
estimates moderate, i.e., somewhat understated. The results of
the first eight months seem to favor this opinion since opera-
tiong resulied in approximately three times the volume estimated
for the firsf year. However, it is too early to generalize from

the first eight months of operations that the future results
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will be three times in excess of those estimated,

4, The fourth objective of Tam Hayat is to offer lower
premiun rates than the ones prevailing. This objective has defid
nitely been achieved through adopting the €S0 1958 Tables. The
German mortality table (4ibel) was presented in TABIE 3-9, the
table with the lowest death rates used in Turkey, except for the

C80 1958. If compared with CS0 1958, Abel's mortality rates are

much higher:

TABIE 4-18°

Deaths per 1000

Age ibel €S0 1958 DT,
20 3.2T 1.79 1.43
25 3.34 ' 1.93 1.41
30 3.69 2.13 1.56
35 5 .17 2.51 2.66
40 T.59 3.53 4.06
45 10.61 535 5 .24
50 15.52 8.32 7.20
55 22.57 13.00 9.67
60 33.63 20.34 13.29

@Compiled from: TABIE 2-7; and The Tam Hayat Project.

The table indicates that ibel has rates almost two Times as high
as that of CS0O 1958.

The comparison éf the Tam Hayat and the anadolu Sigort:
rates indicates that the Tam Hayat rates are significantly cliea-
per than inadolu. Foxr example, for a thirty-five year old per-

son who will buy & 20 year endowmen®, the Tam Hayat rate is 11u
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cheaper, In addition, the Tam endownent offers a profit-sharing
plan. If we consider the situation of the life insurance marke+
where each company sells identical insurance, the cost differen-
tial of Tam Hayat allows no competition. Therefore, the manage-
ment's opinion of capturing the total existing life insurance
market makes sense and will be a natural conseguence due to the
exigting difference in prices. The lowering of prices by other
ingurance companies is not to be expected in a market where life
insurance is considered to be of secondary importance in compa-
rison with othexr forms of insurance and where the cost of recal-

culating the premium rates is very high.

TABIE 4-19

COMPARISON OF TAK HAYAT AND AVADOLU SIGOuLT. RATES
10 and 20 YBAR ENDOWIENT INSURANCER
(per 100 TL. of endowment)

Age Anadolu dam Hayat

10 20 10 20
20 9.28 4.24 9.09 3.88
25 9.27 4.27 9.10 3.90
30 9.33 4.35 9.1l 3.94
35 9 .40 4 .48 9.15 4.01
40 2.53 4.68 9.23 4.15
45 9.72 4.99 9.36 4.37
50 R LI 9!58 4-73

aCompiled from; Tam payat Sigorta x.5., Tarife [itabi;
and Anadolu anonim Tiurk Sigorta Sirketi, .centeleY rchbery.

5, The f£ifth objective is to generate enough funds to
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fulfill an important position in the Tuxrkish capital market.
The fulfillment of this objective depends upon the future deve-
lopment of the Turkish capital market. Through its future ex-
pansion, Tam Hayat will generate additional demand for capital
market ingtruments. ihat is regquired at the same time is the
supply of these capital market instruments. It is not within
the scope of this paper to analyze the future of the Turlish
capital market,

It can be expected that the capital funds supplied by
Tam Hayat in the future can create some of its own demand; i.e.,
1t might be a factor to induce entrepreneurs to tap these sour-
ces and thus generate industrial and commercial activity. If
this takes place, then, unlike other insurance companies in Tur-
key, Tam Hayat can establish itself as an important financial in-
termediary and thus contribute to the Turlkish capital market.

6. Objective No. 6 was discussed in relation to social
ingurance. The geventh objective, which is to distribute 304 of
the profits, was described in Chapter II. The magnitude of this
profit is not estimable at present. IT will depend upon the ef-
ficiency of Tam Hayat in its investment policy, which in tum
will be influenced by:

A, Government policy in relation to the invegtment of life
insurance funds. The existing policy was stated in Chapter
III under the heading of the Invesitment Outlets for Tam
Hayat funds. If a major change occurs in this policy, it

will have an impact on Tam Hayat's profits.
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B. Availability of investment outlets and general market
rates. The xeturns that the financial market can offer for
Tam Hayat funds will effect the magnitude of the profit. If
the rates offered for Tam Hayat funds turn out to be high,
then the profits will be high.

At present 1t is not possible to estimate the magnitude
of this profit. It requires an analysis of the present market
situation and an estimation of Pfuture changes that can take
place. Even for countries like the United States where arple
amounts of historical data are provided, this is a very diffi-
cult task. For Turkey, with little available data, the writor
of this paper preferred to exclude this analysis.

T. The lagt main objective of Tam Hayat is to invest in
real estate, i.e.,, a large business center for Tam Hayat and
houses for policy holders. It should be expected that a large
business center for Tam Hayat might add to the prestige of the
company.. This kind of investment is a common practice with the
life insurance companieg in the United States, and it can be as-
gsumed that there is some kind of benefit derived from such a pro-
ject. From the organizational point of view, it might offer ef-
ficiency since operations could be centralized and comemnication
facilities among the depariments could be improved. Tam Hayat
expects advertising benefit from such a project. However, as is
the case with other forms of advertising, it is difficult to de-
termine the benefits that can be derived from it.

Investing in houses for policy holders involves an impox-
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tant "sales gimmick", According to the 1955 population census,
there were 65,470 Pamilies living in urban centerg that were
Paying rent of more than 100 TL, per month. In 1960, the number
was 103,630 families paying more than 112 TL. per montn.t As
far as the totals are concerned, the aggregate rent payers in-
creased from 454,770 families in 1955 to 590,748 families in
1960, which means approximately a 30% increase over 1955.

The writer's consultation with a civil engineer indica-
ted that a 90 squaie neter apartment house could be built fox
approximately 190 TL. per sguare meter for large block apart-
ments. It is expected that as the project gets larger, the cost
could be reduced gtill further. On the average, we can say ihatl
a 90 square meter family apartment house could be built for
20,000 TL., including the cost of the land.

If houses are provided for policy holders, it can in-
crease the attractiveness of life insurance. The nlan can he
worked out in‘two ways:

1. Giving houseg for the purchasers of endownent insurance
up to a certain amount at the end of the policy instead of
the actual endowment payment.

2, liaking houses available for policy holders on a long terr
payment basls.

the first plan would require an arrangement whereby tho
endownent insurance purchaser could imediately have his hwouse

when he makes the first premium payment. then his policy maturo:

;Prime iinistry Central Statisvical Office, 1955, 1360

_\Population Censug of Tuxior.
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he would be entitled to the ownership of his house. If he died
before the waturity, then his beneficiaries would be entitled to
ownersghip.

In the second plan, the purchaser of insurance can be
made to pay a monthly rent on the house for the same veriod as
his policy is in force. 4t the end of the term, he is entitled
to ownership.

The advantages of the housing plan are as follows:

1., It will enable the policy holder to live in a house durim
the time his policy is in force and then own the house with
no lump-gum payment.
2. Por lam Hayat it will generate a large volume of busginesgs
as far as insurance sales are concerned,
In addition, it will enable the company to find a sound invest-
ment outlet with a handsome return.

Let us give an example to illustrate the case: Ue cgti-
mated that an apartment of the kind degeribed will cost 20,000
TL., If Tam Hayat wants to have an 8 1/2 ¢ return on this in-
vestment over a ten-year period, they need to charge the policy
holdersl

20000 = 3030 TL, or 253 ™. per month.
6.6

If the term is twnety years, the monthly payment is 176 TIL. or
2106 TL. per year. The rate is lower for longer periods., If

the family has more than one bread-winner, the ingurunce could

lThe 6.6 used in calculations is the present value of an
annuity of 1 per period for 10 periods,
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be applied to more than one person, thus reducing the cost per
person still further. fThis plan can cover most of the 103,630
families paying rent more than 112 TIL. per month according to
The 1960 census. It can contribute a sound long-term investment
for Tam Hayat as well.

If the construction activity could be made widespread,
houges could be built according to the desires of the cusiomers
within certain specifications and the cost could be varied ac-
cordingly. It is natural to expect that some customers would bhe
willing to pay more in order to have houses according to their
own desgires.

Iife insurance reserves will be one of the major sources
of housing invesiment funds. snother source of funds for this
purpose is to raise the money through increasing the contribu.-
tions of the owners to company capital., Finally, the corpany
can be turned into a public company through offering common

stock to the general public.

Personnel and Advertising Policy

Creating a large, well-trained sales force 1s the major

personnel policy of Tam Hayat. Up to now, the management has
worked vigorously on this policy. More than fifty saleswen have
been trained to work in connection with the headquarters. 1In
addition, some of the Tam Sigorta agents had training in life
insursnce in order to be eligible for selling life insurance,

Alse, training courses wewre offered in Izmir and in sankara to
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train salesmen for those branches. Ir. Badi Yazici, the chair-
man of the Board of Directors of Tam Hayat, in the interview
with the writex of this paper indicated that the efforts of the
salesmen would have the biggest effect on future sales of Tam
Hayat. The sales manager, lir. Erkal Keymen, indicated that the
sales force was the most important component of any business
with a product or a service to offer to +he market.

As was explained by the sales manager, ir. 3rkal Keymen,
Tam Hayat has a determined policy of recruiting salesmen. The
policy is as follows:

The future salesmen are attracted to the company throush
two channels:

1. Wewspaper advertisements.

2. Personal invitation of the sales manager. The people at-
tracted in termg of the second channel are people whonr the sales
manager, upon meeting them on some occasion, thinks of as people
who can be useful to Tam Hayat as salesmen.

The people thus attracted through the above two channels

are asked to £f111 out an application form which includes persmol

information. The application form is examined by the gales manad
ger who particularly congiders the following:
1, Buginess experience and age of the applicant. It is a
policy to select people between ages twenty-five to forty.
Having experience in salesmanshlp is another important fac-

tor.

o, Education. The minimum requirement is of lycée (high
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school) education. However, people with university educa-
tion are more welcome.

3. Clarity of filling out the application. Too many era-
sings or vague ansgwers to the application form can result in
the rejection of the applicant,

Those applicants who pass the preliminary elimination
stage are invited to the company for an interview by the sales
manager. During the interview, the following receive the most
attention?y

1, Personal presentation of the applicant. If the person
lacks convincing personal appearance and faces difficulty
in angwering gquegtions and expressing opinions, ke 1s rejecc-
ted. The logic behind this is the fact that the life insu-
rance salesman has to have good presentation and case in ex.
pressing himgelf in order to make the customer trust him.

2. Speech ability. ZPeople with speech problemg or bad pro-
nunciation are rejected for the same reasons as in Item 1.

The people who succeed 1n interviews are asgked to attend
a trailning program for fifteen days. The people who succeed in
the training courseg are given a certificate of salesmanship.
Those who receive the certificates of galesmanship are pald a
certain sum of money each month for the first three monthg of
their work with the company. The reason behind this is fo pro-
vide the new salesmen with funds until they get adequate primary
experience in their profession. In three months if they show a

satisfactory performance, they are admitted as official salesmen
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of Tam Hayat.

After being admitted as official salesmen, they are ex-
pected to assume certain responsibilities:

1. They have to report the results of their work every week
to the sales manager.
2. They are expected to attend a monthly meeting to discuss

. the general sales conditions. Those salesmen who fail o at-
tend three consecutive meetings lose their cexrtificates of
salegmanghip.
3. The salesmen are expected to know that their personal cond
tacts with their customers are always subject to control.
Thig is achieved in the following ways:

In addition ‘o the weekly reporis presented to the saleg
manager, each salesman is expected to give an oral report to the
sales manager every day. The oral report concerns the daily
work of the salesman. If it seems necessary, the sales nanager

can check with the customer directly and ask if the customer ro-

ceived satisfactory service. If the customer complains, tne cus-
tomer and the salesman must have a direct confrontation, and if
the gales manager forms the opinion that the salesman did not
fulfill higs responsibilities, the salesman might lose his job.

4. The sélesmen are expected to deposit the amounts that

they get from customers (in forms of advances for the first
premium payment, or as first premium payment) within forty
eight hours with the company.

Tt ig hard to determine which selection procedure is thc
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pest for selecting salesmen. 4 selection policy can be consi-
dered successful if the selected salesmen's performances are
satisfactory. In Tam Hayat, there are no-general standards es-
tablished in order to measure the salesmen'sg performances. It
is the sales manager who has the judgement.on the success of the
performance of a salesman. In general, the performances of the
salesmen in Tam Hayat vary greatly among themselves, The nost
successful salesman has a sales record of about twice as hich as
the second most successful, in terms of total insurance sold.
Some salesmen have a very high insurance coverage in terns of
per capita insurance gold, but their total sales are not Luish
due to the small number of their cusbtomers. Therefore, since
clearly defined performance standards are lacking, it is lard to
judge which salesmen are successful and which are not.

The interviewing method employed in selecting the salcs-
men hag some limitations. 4is yoder indicates, some studics
showed that:

...line managers often regarded their interviewers ag nre-
judiced, with tendencies to faver cddidaing »Wope ~ltitud~s
and viewpoints were sgimilar Lo Theirs, Otucry criiicisn 37
interviewers suggested that thoy IJnell ol Teciive i-tnyvi wing

technigues, do not Iimow enough about job > airanenig, ond
show no genuine interest in people....iazards nrl lnersagse.
because go nany managerg bake Tol granted wedir own abI1lits
to read the subtleties of character wnd perconality Jrob
conversation with a candidate. UYhey...ars guite sure thud
they can tell the honest from the diuion.ct, the crooudve
from routine, the mature {rom the imrature--all on the bagis
of a half-hour interview.

Other dangers of interviewing are due Vo the so-called

1iate voder, Pergonnel lanmagement and Industrinl
Relations (Englewood TIITTs, I.J.: frenwice-dall, 1904), p. 33.
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"halo effect" and stereotyping. One major characteristic of the
candidate can dominate the appraisal of the entire personality
(*halo effect"), or "the interviewer's experience may have cre-
ated 2 close association between some particular trait and a
distinctive type of personality".l Panel interviews can elimi-
nate some of the shortcomings of one-man interviews.

In the future, Tam Hayat should consider testing ag a
part of ite selection program. Achievement tests (tegting what
the applicant can do) and tests of emotional stability and »ner-
sonality can be used in selecting salesmen, Due to their objec-
tive nature, tests eliminate certain errors due to subjective
egtimations of an interviewer. However, due to the high cosots,
they are not economically feasible for use by Tam lHayat in the
near future.

Direct control of salesmen by the sales manager offers
some advantages. In the first place, it enables the sales mana-
gexr to have up-to-date records of performances. 3Secondly, cloce
control of salesmen induces them to put more effort into their
saleg activity. However, a more clear-cut definition of the
authority and responsibility of the sales manager is required.
Too much control of the salesmen might have an adverse effect on
their performance. also, direct contact with the customer to
check if he is satisfied with the services of the salesman is
not good for the prestige of the salegman or the coupany.

gince no job descriptions are provided by Tam Hayat, it

l:bid, p. 334.
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is not possible to detercine exactly all the job responsibili-
ties of the salesmen. What 1s required from them is expressed
to them in an informal manner during training progranmns. The
general tendency of the salesmen in terms of thelr responsibili-
ties is to sell as much insurance és possible within the given
principles established in training courses and through their
personal contacts with the sales manager.

After the first three months, a salesman's income is de-
termined by the amount of insurance he can sell, Therefore, the
more insurance ne can gell, the higher his income will De. ThisI
has advantages both for the salesmen and for the company. It
wiil induce the salesmen to gell more life insurance since cach
sale results in an immediate rise in income., It is beneficial
to the company because additional sales will mean additional
revenue to the company at no selling cost. Iet us elaborate
a little on this "at no selling cost" aspect. Once the initial
investment in a salesman is made by the company (training expon-
ses and salary for three months), they become sunk costs and
aven if the salesman does not sell any insurance it costs no-
thing to the company to retain him since he is paid nothing by
the company. When he makes a sale, this resuits in gains for
the company, since the commissions paid to him are already in-
cluded in the calculation of the premiums. In one way it can be
argued that sales commissions cost nothing to the company, since

they are all compensated for by the buyexr of insurance. On the

other hand, however, it might be argued that sales commisslons




THESIS

ROBERT COLLEGE GRADUATE SCHOOL
BEBEK, I1STANBUL PAGE1S54

have a cost to the company since the company could establish
lower premium rates if sales commissions did not exist. There-
fore, sales commissions could be regarded as a factor that has a
negative effect on the competitive advantage of the company.

The initial investment in an insurance salesman can be
recovered quite rapidly. let usg illustrate this with an example.
In a situation where the monthly compensation spent on a sales-
man is 1000 TL. and the amount spent on him during the training
period is 500 TL.,l

1000 x 3 + 500 = 3500 TL. <Yotal cost outlay on the salesman.
Thus, 3500 IL. is the present value of the amount spent on him.
How much of the customerg! funds does he need to bring into the
company in order te cover his cost? Agsuming this 3500 TL., if
not invegted in the salesman, would have been invested elsewhere
at 10%,2 at the end of ten years the amount spent on him would

amount to 9079 TL. The interest accumulated over an annuity at

5% is 0.3130 TL. per 1 TL.3 Therefore, the investing of funds

lUsually the salary is less than 1000 TL.

gExpeeted rate of return by the managenent.
35% ig the difference between 10¢% and 4 1/4¢ coumputuliond

al rate. 5% is used instecad of 5 3/4¢% for corputational casge.
0.3130 is obtained as follows:

(1,00 x 1.05) = 1.05 . (5.74 + 1,00) x 1.05 = 7.0
1,05 + 1,00) x 1.05 = 2.20 57.08 +1.00) x 1.05 = 8.43
Eg,go + 1,00) = 1.05 = 3.26 8.48 + 1.00) x 1.05 = 9.9;
3,26 + 1,00) x 1.05 = 4.47 (9.95 + 1.00p = 1.05 = 1l.5¢
54,47 + 1,00) x 1.05 = 5.74 (11,50 + 1.00) x 1.05 = 13.13

13,13 - 10.00 = 3.13
3,13/10 = 0.3130 per 1 TL.
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provided for the salesman can give the company an excess return
of 31.30% over the funds over a ten.year insurance. In order to
cover his cost which we estimated to be 9079 TL. over the ten-
year period, the salesman has to sell insurance that can bring
in premiums of approximately 29,000 TIL. (g%%%) over a ten-year
period or 2900 TL. per year. A 30,000 TL. ten-year endownent
ingurance for a twenty-year old person brings in premiums of
2789 TL. per year. A 20,000 TL. ten-year endowment with an
additional endowment clause of the game amount brings in pre-
miums of 3296.60 TL., per year. The illustrations show that the
salesman can amortize his cost to the company by bringing in a
nedium-size endowment ingurance,

Therefore, the policy of Tam Hayat of having morxe and
more trained salegmen is a worthwhile policy since the cogt of
the salesman to the company is insignificantly small in relation
to what he can bring in. In the first seven wonths of opera-
tions, the salesmen on the average sold more than 15 policies
per salesman. Assuming equal productivity per salesman to De
retained, Tam Hayat sales will turn out to be higher than the
management's estimations.

1t was indicated previously that training courses were
offered to prospective salesmen. COriginally, the management'g
intention was to offer training programs for a period of thrée
months. This policy was changed afterwards. Now training pro-
grams last two weeks.

The training program has two major parts:
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1. Theoretical part,
2. lechanical part.

The mechanical part includes learning about different
kinds'of'insuranee, related clauses, and insurance problem-col-
ving. The theoretical part is concerned with the scope and im-
portance of life ingurance and methods to find out about custo-
mer psychology. Certain agpects in relation to appearance and
talk of the salesmen are emphasized.

It is stated in the company booklet prepared for trainins
programs that the most elementary things about the manners of a
salesman are "a smiling face" and a "gweet tongue"., The salos-
man has to believe himgelf in the benefits of life insurance bo-
fore he sells it to other people.

The fraining method is lecturing with question and wnswox
periods following. Salesmen who complete the training prosran
Jearn the computational aspects of different 1ife insurance cor-
binationg thoroughly. The training offers no practical expori-
ence and the salesman is expected to get expericnce throusn nin

pergonal selling activities.

advertising Policy

The benefits from advertising are not properly determi-
nable in guantitative terms. However, it is generally accepte.
that advertising in the insurance business influences cales %o
come extent. The following passages illustrate The adveriiging
policy of ieina Life Company wihich is ome of the largest of the

1ife inguronce companies in the United Btates.
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+e+ 1963 was an exciting year for the aetna Company. It
s0ld 769 million dillars in individual lifo jolicioeg,
gain of 144 over 1962...1It would be nice to report thatb

all this impressive progress was due to the ad cwwoaien
entirely, but a nurber of other forces were present,...
There 1s mo guestion, howeves, thrt the adveritising was a
significant factor....0ur first campaisn stressed Lo noint
that since wetna iife is experionced in advarced undertyi-
ting-cstate planning, busivess life insurance, penzion Hling
and s0 on--the setna Iifo agent is the businescian's anont

and you should buy from hin hecause life ingurance.is such

an iwportant business decision. Since the woitnu anont ig
accustomed %o solving much higger business problems, he can

certainly handle yours....

+..fhig year's theme is broader...listed five objoc-
tives of tho all-print campaign. These consist of five zoo-
sons for buying life insurance:

1. Payment of a home mortgage.

2. netirement income.,

3. Bducational expenses.

4. Pamily income protection.

5. To build a family estate.

The ads are intended as door-opcners for the asent
««+othe mortgage protection ad, for ingtance, ghows 2 cnup-
shot of a new home pasted in a photo album. landwrittion,
underneath are the words, "Ihe day we roved in--guno &, 19.0n
The headline: "a house can chiange your whole outlool o
life" and the body copy includes the line, "vost fadlies
are fenants under their own roofs until the vorl ase is
paid".

. The education fund ad shows a youngster of threo ox
four leaning from the gtern of a rowboalt wmd sticiiny Nig
forefinger tentatively into the water, "ile is learning Tazth
Are you earning fasgt?" the head asks.

The above quotatibn first of all indicates that ..ctna
found advertising important in increasing sales. However, they
can not determine how much of the rigse in sales was due 1o ad-
vertiging itself.

The quotation also indicates that the .etna advertising
campaign has well-determined objectives.

The Tam Hayat advertising campaigns are undertaken by an

Luithon AETNA gave ads another try", Printers' Ink, Vol.
287, Ko. 2 (4pril 10, 1964), ». 36.
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advertising agency. The three different advertising media uged
are newspapers, radio, and direct mailing of company brochures.

The newspaper advertising covers a full-page advertise-
ment in a different newspaper every day for a few weeks. The
same type of advertisement appears in each newspaper.

All advertigements emphasize that Tam Hayat shares pro-
fite with the policy holders. In addition to the profit concept
they emphasize the responsibility of a family member towards tho
other memberg of the family, Advertisements usually contain a
Dicture with high emotional element., One picture has a woman
and a young girl with flowers in their hands, indicating a visit
to the graveyard, most probably of the fatherts. Boith the woran
and the girl have deep digtress in their faces. Begide the pic-
ture, in large letters it says, "We must not forget that we have
responsibilities towards ourgelves and people close to us."
inother picture used includes a man holding a little baby slec-
ping in his arms with words appearing underneath, "Now, who is
going to take care of them?", probably indicating the death of
the mother.

Despite the management's opinion concerning the charac.
teristics of the Turkish peoplé, "having no desire to remenber
and discuss the probabilitieg of their deaths", the newspaper
advertisements always remind the people of death. The article

in Printers' Ink on the advertising policy of Aetna says that

they sought.real, rather than stimulated emotions in the adver-

tisements! pictures since they found naturalness to be more ef-

feetive than made-up emotions.
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"They are more spontaneous and you get spontaneity in,

say, a baby picture without pinching the baby, if you lnow what

I mean."lf

The excess emotionality of Tam Hayat advertising illus-
trations might bring the question to one's mind: "Ig it possi-
ble to eliminate the sorrow of death by ieceiving a certain
amount of money from insurance?® The pictures are probably
ﬂ over-doing what they are supposed to do.

In addition to the pictures, Tam Hayat full-page news-

paper advertisements include information as to how the salesmen
can help the customer to select the most suitable insurance cor-
bination. At the bottom of the page there is a coupon which has
two blank gpaces to be initialed, one for calling a salegman and
the other for belng sent a free Tam Hayat brochure. 4 diffexen:
type of full-page newspaper advertisement is the one which
states that the first six months of operations of Tam Hayat re-
sulted in life insurance sales twice as much as the life ingu-
rance sales of all other companies in 1965. This adverticsing
was the most recent one.

The free brochure of Tam Hayat (one such brochure is
provided in the appendix section of this paper) i1s a collection
of the newgpaper advertisements. On the first page the picture
of the woman and the girl, described above, appears but this

time on a color background. The inside pages include informa-

tion on:

1rpid, p. 38-39.
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1. The importance of life insurance, emphagizing that a
Tam Hayat life insurance policy will be the most productive in-
vestment for the benefit of the family.

2. How to buy life insurance, emphasizing "you" attitude in
relation to the services of the salesmen, "Tam Hayat salesmen =t
IOUR service.,."

3. Vhen life insurance is the most useful, It is said to he
useful at (a) old age, (b) the death of the head of the family,
and (e) at the death of the business partner.

4. The benefits to be obtained from Tam Hayat life insurance,
Tam Hayat life insurance provides:

a, A lump~gum endowment at a specified age or continucus

income until death.

b. Free physical check-up every yeax.

c. & profit-gharing pidan,

On the back pages pictures of the members of The Doaxd
of Directors and the President of the company are printed to-
gether with three pictures showing three large buildings, head-
querters of three insurance companies belonging to the 4, I. U.
group. On the same page appears in red letters: "You can truse
us."

Some people who were sent brochures wrote back To the
company that it was inadeguate as far as the life insurance in-
Tormation was concerned, lowever, the management holds the opi-
nion that fhe purpoge of such a prochure is not to expliain all

about Tam Hayat and life insurance but to create interest on T
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part of the recipients about life insurance and Tam dayat, hopiﬁw
that they will want to learn more about life insurance and thue
get into contact with a salesman for detailed explanation.

The radio advertisements were one sentence announcerentc
saying that Taw Heyat offers life insurance and a profit.ghazin:
plan,

None of the advertisements include explicit cost corpa-
risons. The chéapness of life insurance offered by Ter loyat 1o
not uged for the purnose of advertising.

fife insurance companiesg in the United States find ad-
vertising"more ugeful each day. Although they spend very little
on advertising at present,l their advertising cosvs ave increa-
ging every year. Tam Hayat by large scale advertising might
help to build up the company image and thus contribute to tie

increase in future sales.

13/10 of lu of Total premium incowme is spent on advertvi-
ging. (advertising ige, lay 30, 19€6) .
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20, 000,000,000 TL. in the next thirty years. Another apvnroxiria-

CHAPTER V
CONCLUSIONS AND RECOMMENDATIONS

In this study the writer tried to describe the general
objectives of Tam Hayat, followed by an attempt to analyze the
probable contributions of this company to Turkish life ingurance
in the future within the light of the contrellable and uncontxol-
lable limitations of its operations. The general conclusion of
this analysis is that the Turkish life insurance market offerg a
larger potential than the portion exploited at present. The wii-
ter expects Tam Hayat to utilize this potential to a greater ox-
tent than has been done up to the present,.

It wag shown in the study that countries with higherx
lovels of income have a higher per capita insurance coverage than
countries with lower levels of incomeg., Iife insurance 1s a sa-
vings component, that is, it 1s the least fluctuating over a je-
riod of time, Growth in life insurance 1s steady over tie jeivre.
Projections based on past data indicate that life insu-

rance in force in Turkey can reach the approximate level of

tion based upon family income distribution in Turkey in 1963 in-
dicates the capacity to be around 15,000,000,000 TL. for 1963,

Seme of this capacity is being absoxbed by social insurance and

|
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pensions, the most important competitors of private ingurance.
This situation limits the private insurance to groups with high-
er lncomes who find the coverage of social ingurance inadeguate
and who need more protection.

inother big group of competitors to private insurance is
banks which offer a higher return for funds than insurance cor-
panies. However, the bhanks are not able to provide security
based upon life expectancies as in the case of term insurance.
However, they are directly competitive to forms of insurance
with high savings components, such as endowment insurance.

The operational, advertising, and personnel policies of
Tam Hayat will make the biggest impact on future sales if han-
dled properly, since they are within the direct control of the
Tam Hayat management. Providing houses for customers at recaso-
nable installment rates seemg as if it would contribute the wmost
to future sales.

The writer recommends the following in order for Tan
Hayat to utilize the market potential in the hest way poscible;

1. The management of Tam Hayat and Tam Sigorta needs to De

formed separately. Despite the successful top managerent of "ar
Sigorta being able to handle the affairs of Tarm Bayat at nresent,
we do not Tind the same operational policy properly applicable
in the future. If Tam Hayat does not have its own geparate
management team, a decline in management efficiency will be
forthcoming as Tam Hayat expands 1ts operations. The crowding

of work and responsibility will create inability on the part of
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the present organizational structure in providing the managerent
with adeguate time to devote to the affairs of Tam Hayat. In
order to avoid this bottleneck, separation of the management of
Tam Hayat and Tam Sigorta is essential., However, the separation
creates an important problem: Which members of the comron nanaen
ment should undertake the responsibilities of Tam Hayat and
which otheis that of Tam Sigorta? The writer's own opinion is
that the present management should devote its attention fully to
the affairs of Tam Hayat. The reason for this is two-fold:

a. Qur estimations indicate that 1life insurance in the futwe
will offer a larger growth potential than other forms of incu-
rance. Therefore, it is more advisable to use gualified managse-
ment capacity in a more promising field,

b. Tam Sigorta is a well-established company at present
whose organization is beyond the formative stage. It can Dhe
nanaged properly by a new management team within the liwits of
sperational principles already established. Tam Hayat, on the
other hand, is still in the formation stage, needing a more ex-
sorienced management team to handle its formation and growth and
to establish its objectives and policies to attain these objec-
tives firmly.

o, New departments within Tam Hayat need to be formed
and the already existing structure should be divided into sepa-
rate departments. Authority and responsibility of each pogition
within the departments should be defined clearly.

3. lore attention shiould be devoted to sales outside the
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Istanbul, Ankara, and Izmir areas.

4. Tam Hayat should assume the responsibility of educa-
ting the public in life insurance. Advertising should indicate
the necessities of life insurance in more realistic terms than
trying to get at the public’s emotions. The salesmen should he
trained to provide adequate'financial advice to the customers on
different matters when needed rather than trying to convince

them to buy a given form of insurance.
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APPENDIX I

~ A. THE PINANCIAL POSITIONS OF THE U.S. INSURANCE
COMPANIES BEIONGING TO THE SC-CALLED A.I.U.
: GROUR &
(Figures for 1965 and 1964
regpectively)

1. AMERICAN HOME ASSURANCE CO. JFounded in New York in 1899;

Net premiums written: 39,751,676 (1965), 26,000,585 (1964;

Net income after taxes: 2,082,959 (1965), 981,485 (1964);

Total Assets: 82,123,590 (1965), 63,545,343 (1964);

Includes every form of insurance; Common stock outstanding:

336,237, par value: 2.50,

Subgidiaries: Insurance Company of the State of Pennsylvania;
American International Iife Assurance Company.

2. BIRMINGHAM FIRE INSURANCE CO. OF PENN. Founded in Pittsburg
in 1871; controlled by National Union Fire Insurance Co. of
Pittsburg; Includes every form of insurance except life;

Net premiums written: 7,495,361 51965;, 7,282,339 (1964);

Net income after taxes: 249,032 (1965 -107,738 (1964);

Total Assets: 16,016,611 (1965), 15,811,063 (1364);

Common stock outstending: 20,000; par value: 50.- (19,963
shares held by National Union Fire Insurance Co. of Pittsburg.

3, COMMERCIAL INSURANCE CO. OF NEWARK. Founded in Newark in
1909; Controlled by Firemen's Insurance Co. of Newark;
Includes every form of insurance;

Net premjums written: 26,033,466 51965;, 25,103,747 (1964);
Net income after taxes: 1,431,177 (1965), 1,205,315 (1964);
Total assets: 56,521,714 (1965), 56,547,877 (1964);

Common stock outstanding: 100,000; par value: 30.- (over 999
owned by Firemen's Insurance Co. of Newark.

4. FIRBIEN'S INSURANCE CO. OF NEWARK. PFounded in NWewark in 1855;
Controlled by Continental Insurance Co.; Includes every form of
ingurance;

Net premiums writtemn: 100,483,388 (1965), 92,881,765 (1964);
Net income after taxes: 5,570,726 (1965), 21,794,384 (1964);
Total assets: 281,982,511 [1965), 265,640,293 (1964);

Cozmon stock outstanding: 2,000,000; par value: 7.50
Subsidiaries: National Benjamin Franklin, Commercial Insurance,
Royal General of Canada, Dominion Ingurance, National Benjamin

Franklin Iife Insurance Co.
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APPENDIX I A continued.

E

5. THE PULTON INSURANCE CO. Founded in New York in 1929; Con-

trolled by Hanover Insurance Co.; Includes fire insurance and
allied lines;

Net premiums written: o—o--___

Net income after taxes: 112,526 (1965), 112,422 (1964);

lotal assets: 2,993,278 (1965), 2,991,530 (1964);

Common stock outstanding: 20,000; par value: 60.- (all owned by
Hanover Insurgnce Co.).

6. GRANITE STATE INSURANCE CO. Founded in Manchester in 1885;
Net premium written: .cea---_

Net income after taxes: 187,000 (1965);

Total assets: 4,947,000 (1965);

7. THE HANOVER INSURANCE CO. Founded in New York in 1852; In-
cludes every form of insgurance;

Net written premiums: 100,280,598 (1965), 91,793,259 (1964);
Net income after taxes: 4,248,036 (1965), -1,160,176 (1964);
Total assets: 188,908,856 (1965), 182,054,038 (1964);

Common stock outstanding: 1,240,312; par value: 10.-
Subsidiaries: Fulton Insurance Co., Hanover Iife Imsurance Co.,
Mass. Bay Insurance Co.

8. THE INSURANCE CO. OF THE STATE OF PENNSYLVANIA. PFounded.in
Philadelphia in 1794; Controlled by American Home Assurance Co.
Includes every form of insurance;

Net premiums written: 13,238,812 519653, 8,666,862 (1964);

"Net income after taxes: 783,308 (1965), 525,048 (1964);

- Total assets: 28,300,938 (1965), 22,390,200 (1964);

Common stock outstanding: 122,000; par value: 1l0.-

9., NATIONAL UNION FIRE INSURANCE CO. Founded in Pittsburg in
1901; Includes every form of insurance;

et premiums written: 59,562,891 (1965), 58,258,712 519643;
et income after taxes: -1,793,706 (1965), -745,586 (1964);
Total assets: 102,174,354 (1965), 105,388,424 (1964);

Common stock outs%anding: 879,500; par value; 5.-
Subsidiaries: Birmingham Fire Insurance Co. of Pennsylvania,
Vational Union Indemnity Co., National Union Iife Insurance of
 Pittsburg, Iexington Insurance Co.
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APPENDIX I A continued,

10. NEW HAMPSHIRE INSURANCE CO. Founded in Manchester in 1869;
Includes every form of insurance;

Net premiums written: 76,259,088 (1965), 56,463,655 (1964);
Net income after taxes: 2,288,878 (1965), 1,917,715 (1964
Total assets: 128,593,779 (1965), 117,724,532 (1964);
Common stoekvoutstandinﬁ: 1,051,100; par value; 5.-
Subsidlaries: Admerican Fidelity Co., Granite State Insurance,
Illinols National Insurance Co., New Hampshire Iife Insurance
Co., New Hampshire Indemmity Co.

11. SECURITY INSURANCE CO. OF NEW HAVEN. Founded in Hartford in
1841; Includes every formsof ingurance;

Net premiums written: 23,062,911 (1965), 19,247,770 21964 ;
Net income after taxes: 2,357,386 (1965}, 3,806,530 (1964
Total assets: 95,493,688 (19659, 95,818,164 (1964);

Common stock outstanding: 1,597,561; par value; 10.-
Subsldiaries: Conn. Indemmity Co., Fire and Casualty Insurance
Coe. ofCConn., New Amsterdam Casuaity, letropolitan Fire Assu-
rgnce Co.

»
]

12, U.S. FIDELITY AND GUARANTEE CO., Founded in Baltimore in
1896; Includes evary form of ingurance;

Vet premiums written: 393,939,985 (1965), 362,991,197 51964 ;
Net income after taxes:; 11,397,865 (19655: 10,044,762 (1964
Total Agsets: 952,692,287 (1965), 877,425,450 (1964);

Common stock outstanding: 7,649,584; par value 5.-
Subsidiaries: Delaware Narine Co., Fidelity Insurance Co.-Topron-
to, Fidelity and Guaranty Insurance Co., Merchant Fire dssurance
Corporation.

;

- e
---—----a——-—---———--—-——------un-—--—---u—-——a——-———-— -

aCompanies whose international businesses are con-
ducted by AOI .

Source: Tam Sigorta A. S. Dergisi, Fo. 1, August,1965.
- Moody's Bank and Finance Lhanual, April 1966.
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B, FOUNDATIONS IN WHICE A.I.U. HAS A CONTROLLING INTEREST

Name Location
C.V, Starr and Co. Inec. New York
American International Underwriter's Coxp. "
American International Iife Assurance Co. of K.Y. "
Cevesco Services, Inc. "
The 4American Home *“#gsurance Group "
American International Underwriter's Agency, Inc., Chicago
American International lMarine Aigency (Califs San Francisco
American International Reinsurance Co. Inc. Hamilton
American International Underwriter's Overseas Inc., n
American Iife Insurance Co, : "
American International Commercial Co., Inc. "
Underwriters Adjustment Co., Inc. "
The Underwriters Bank, Inc. "

American International Underwriters para Represen-Buenos Alires
taciones y lMendatos en la Argentina, S.A.

1'Tnion *tlantique $. A. d'Assurances. Brussels

American Asiatic Underwriters Inc. Hong Kong

American International Assurance Co., ILtd. "

Metropolitan ILand Co., ILtd. n
American International Underwriters, K. K. Tokyo
Chiyoda Building Co., Ltd. "
Japan Adjustment Co., Ltd. "
American International Underwriters Nediterra- Beirut

nean, Inc.
}iddle Bast Assurance and Reinsurance Co.
Ia Interamericana, S. A. Mexieco City
Philippine American ILife Insurance Co. Manila
Associated Assurance Agencies, Ltd. "
kanila «#djustment Co.
Seguros Venezuela, C.4. Caracas
Underwriters Adjustment Co. C. A, "

]

Source: Tam Sigorta A. $. Dergisi, No. 1, August,

1965
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APPENDIX IIX

FINANCIAL POSITIONS OF TURKISH
INSURANCE COMPANIES
| 1965
(In millions of TT.)

A. ASSETS

Name Total 4Assets Cagh Securities C(thex
Akocn.ocuoooaooulnooro 8004 0074 1027 6-03
Anadolu.'ll'.OIOClI..O. 68022 7‘16 17'40 4‘3.66
Ankara..-.c-.,-o....o. 26031 l-'Tl 3000 2lc59
A‘tlan“tik......--..---. 2056 0-30 0087 1-39
Baﬁako'ttu.on-loonooo. 4‘6.45 6096 1092 37056
Bil‘lik............-... l 3-15 104-9 0.4-4- 1.22
Dogan...-.-...-...---. 70034 2014- 19997 48.24.
Geneleerecssccsscencee 41.54 4.27 11.07 26.21
Gi‘m.as...'l'l...'....'. 32'96 3.22 3.24 26'49
Gﬁven.-.......--..---. 57.75 12.42 11.51 33.81
Halktt.'....lIOI"CCCO 19010 1.58’ 6‘63 10089
Inan..-.--c------..... 8064 0-15 1025 7.25
Igtanbul UlUMeseesceos 24 .53 2.62 6.21 15 .69
It.bihadl .B'iillicoaoocov 28 c76 0095 4-52 23 029
Ray-ooouqnclo-oocooalo 9-02 1006 1054 6-42
gark..........-...c-oo 12007 0.42 1052 10013
§ek9r--...o.......-.-. 37063 7-31 7034 22-97
Tﬂi..oaccauaoo--a-.o-. 15112 4-19 1.08 9.84‘

- s W S e AL P S W ST AP TR M T e G mn S N R e e e et e ey N e e SR W D e e N W W e AR A e A A
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3. PRENIUKS AND PHOFITS
in million TL.

Name Premium iieceipis Profit
Iife Total
ik 0.16 4 .54 0.51
Anadolu 8.69 34.74 2.39
inkara 0.85 12.08 0 344-
Atiantik e e 0.92 0.13
Bagak 2.41 32.72 £.10
Birlik 0.92 2 .09 0420
Dogan 5.21 22.14 0.50
Genel 2.27 19.45 O.34
Glnes 1,27 13.20 L.BE
Guven 1.54 26 .48 2.82
Halk - 1.43 4.57 G.33
Inan 0.22 1.58 (0.08)
Istanbul Umum 1.59 10.07 0.55
Ittihadil 4113 1.43 14 .57 1.05
Ray 0.11 3.04 0.00
vark 0.73 7.63 O.gl
geker 1.94 21.565 2.05
T..TLIJ B s 11 026 O-3C

Source: Compiled from: Ticaret Bakanligi ;;gorta L
larakebe rurulu, Tdrkiyede Sigorta Faaldwreti _aldanaa . .apor -2 0
(Ictanbul: Kfgit ve Bapin 1giorl degs, +900).
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Kendimize
ve yakinlarimiza
karsi
miikellefiyetlerimiz
oldugunu
unutmiyalim...

d
TAM HAVAT

B850 R T A



TAM HAYAT SIGORTANIN SIZE SAGLIYACAGI
FAYDALAR NELERDIR:

TAM HAYAT poligesi ailenize biraka-
cajimz varhklarin en 6nemlisi ve en
verimlisi olacaktr

TAM HAYAT grup sigortas), kaza ve
saghk sigortas), ameliyat ve hastane
masraf1 sigortasi, bedeni kaza sigor-

TAM HAYAT poligesi, muayyen bir talari gibi beser hayah ile ilgili pek
yastan sonra size toplu bir sermaye ¢ok emniyet tedbirlerini Oniiniize

veya hayatimzin sonuna kadar de- sermektedir
vamh bir irat saglar TAM HAYAT en miisait yeni tarife-

TAM HAYAT her yil “tepeden tir- ler uygulamaktadir...
naga” bedava doktora muayene ol- ve iistelik TAM NMAYAT sigortalilar-
mamz1 miimkiin kilar (sihhi check-up) m kirna ortak etmektedir

Giinde sadece 3 lira ile ne alinabilir demeyiniz:

35 yaginda bir kimse Hayati Boyunca { 50,000 lirahk hayat sigortasi
+50,000 liralik kazaen @liim sigortas
100,000
30 yasinda bir kimse Hayatr Boyunca { 60,000 lirahk hayat sigortas:
+ 60,000 lirahik kazaen @liim sigortasi
120,000
35 yaginda bir kimse 20 sene mllddetle{ 125,000 liralik hayat sigortasi
+125,000 liralik kazaen 8lim sigortas
250,000
30 yaginda bir kimse 20 sene miiddetle{ 150,000 lirahk hayat sigortasi
+150,000 lirahik kazaen &liim sigortasi
300,000

SIZIN YASINIZ VE SIZIN IHTIYAGLARINIZ iGiN
EN UYGUN SEKLI DANISMANLARIMIZA SORUNUZ




RESAT AKSAN AHMED DALLI
(idare Meclisi Azasi) (idare Meclisi Azasi)

NEJAT ECZACIBASI VEHBI KOC
(idare Meclisi Azasi)  (idare Meclisi Bagkan Vekili)
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BEDI YAZICI
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ALl NEYZI
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