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This paper  presents a description of basic procedures currently used 
in rate making for Automobile Liability Insurance. Like Mr. Mar- 
shall's paper on Workmen's  Compensation Insurance Rate Making, 
this paper  is directed at the student of casualty insurance. The presen- 
tat ion of the subject is purely descriptive and does not a t tempt  any 
evaluation of the rate making procedures, nor  does it contain any 
original research. Technical terms will be explained as they occur, and 
examples of the various steps involved in the rate making process 
will be illustrated by exhibits taken f rom the most recent rate revi- 
sions, pr imari ly the most recent private passenger rate revision in 
New York. 

In that  state and in a limited number  of other states, rates for 
automobile liability insurance are jointly developed by the National 
Bureau of Casualty Underwri ters  and the Mutual Insurance Rating 
Bureau. The rate making procedures used by the two organizations 
in these cooperation states are generally used by each Bureau in all 
other states. In some of the cooperation states, the rates developed 
by the National Bureau and the Mutual Bureau, upon approval from, 
or promulgation by, the rate supervisory authority,  are applicable to 
all companies in that  s ta te .  In other states, the rates developed jointly 
by the two Bureaus or separately by each Bureau are applicable, 
af ter  approval, only to the members and subscribers of the National 
Bureau and the Mutual Bureau respectively. 

RATE MAKING STATISTICS 

Automobile liability insurance rates are based upon experience. 
Corresponding to the breakdown of the rate into the expense portion 
and the loss portion, separate statistics are compiled on expense ex- 
perience and loss experience. 

The basis for the expense experience is the Insurance Expense Ex- 
hibit which provides countrywide data by line of insurance including 
automobile bodily in jury  and property damage liability insurance. 
This paper  will make only brief reference to this phase of the rate 
making process, in connection with the expense loading in manual 
rates. 

The basis for the loss experience are the data reported by the com- 
panies under  annual calls for experience. Such calls set for th the de- 
tail in which the experience is to be reported for the various groups 
of classifications, such as private passenger cars and commercial cars. 
Instructions for the recording and coding of the experience are con- 
tained in the statistical plan. 

112 



CURRENT RATE MAKING PROCEDURES 113 

The importance of reliable statistics is recognized in the rate admin- 
istration section of the Casualty Insurance Laws of the various states 
which provide that "the [commissioner] shall promulgate reasonable 
rules and statistical plans, reasonably adapted to each of the rating 
systems on file with him, which may be modified from time to time 
and which shall be used thereafter by each insurer in the recording 
and reporting of its loss and countrywide expense experience, in order 
that the experience of all insurers may be made available at least 
annually in such form and detail as may be necessary to aid him in 
determining whether rating systems comply with the standards set 
forth in Section 3.'* 

The insurance laws further provide that "the commissioner may 
designate one or more rating organizations or other agencies to assist 
him in gathering such experience and making compilations thereof," 
and that "such compilations shall be made available, subject to reason- 
able rules promulgated by the commissioner, to insurers and rating 
organizations." Accordingly, statistical plans have been promulgated 
or approved by the rate supervisory authorities in almost all states, 
and statistical agents have been appointed who collect and compile the 
loss experience which is to provide a basis for rate review and rate 
making. 

The loss experience used in the rate making procedures described in 
this paper is generally the experience gathered by the National 
Bureau of Casualty Underwriters and the Mutual Insurance Rating 
Bureau. The Automobile Bodily Injury and Property Damage Liabil- 
ity Statistical Plan, jointly developed by both organizations and 
published by the National Bureau, is adapted to the rating systems in 
effect for the members and subscribers of the National Bureau and 
the Mutual Bureau, and the annual Calls for experience issued by 
both Bureaus provide for the reporting of loss experience in the 
detail required for the review of these rating systems.** 

THE AUTOMOBILE BODILY INJURY AND PROPERTY DAMAGE 
LIABILTY STATISTICAL PLAN 

Automobile liability insurance experience is compiled on a policy 
year basis§ which requires the recording of statistics on poIicies having 

* Section 13 of the Casualty and Surety Rate Regulatory Bill (All-Industry Com- 
missioners' Draft)  which served as  model  for  rate regulatory laws in most 
states. 

**For companies which are neither members nor subscribers but  report experience 
to either Bureau as their statistical agent, the Plan includes a provision for  the  
identification and separate reporting of business not writ ten in accordance with 
the definitions of coverages, classifications and territories set forth in the Auto- 
mobile Casualty Manuals published by the National Bureau and the Mutual 
Bureau respectively. 

§ Since January  1, 1953, the statistical plan provides also for the reporting of 
s ta t i s t i ca l  detail for the compilation of private passenger and commercial non- 
fleet experience on a calendar-year-accident year basis. At the time of this 
writing, this method of compiling experience is in an experimental stage. 
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an effective date in a given calendar year separate and distinct from 
the statistics on policies with effective dates in other calendar years. 
By this method, exposures, premiums, losses and the number of claims 
for all policies with effective dates in the particular year are brought 
into direct relationship. This is accomplished by recording as the 
Policy Year on all entries for a policy, the year of the effective date of 
the policy. 

The Plan contains instructions as to the detail in which experience 
is to be recorded. There are two basic characteristics of detail of 
experience: Classification and Territory. 

With respect to classification detail, the statistical plan provides, 
with only minor exceptions, for separate codes for every manual# 
classification for which separate rates are established. For example, 
if there are 9 private passenger classifications for which rates are 
published, the statistical plan provides for as many statistical codes, 
viz : 

Class Coder 
1A 1111 
1B 1121 
1C 1131 
2A 1211 
2C 1231 
3 1301 
1AF 1151 
2AF 1251 
2CF 1271 

t These codes apply for cars insured for liability coverage only. Additional Codes 
are set forth in the statistical plan for private passenger cars to reflect inclu- 
sion of Medical Payments Insurance and the application of the multi-car dis- 
count. 

For commercial cars, separate codes apply by rate class, size type and 
distance of operation, corresponding to the rating criteria in the 
manual. In addition, the plan at this time also provides for coding by 
commercial car use classification, corresponding to the use classifica- 
tion shown in the Commercial Section of the Automobile Casualty 
Manual. Similarly, separate codes are used for the various types of 
public automobiles, the divisions for garage liability, and various 
miscellaneous classifications and special types of coverages. Occasion- 
ally, the plan may require statistical detail greater  than the detail 
reflected in the rating system, if such detail is required for analytical 
studies and if it can reasonably be obtained from the company records. 
For example, at the present time the statistical plan requires the 
coding and reporting of experience on Garages---Division 1 by indus- 

# The Automobile Casualty Manuals of the National Bureau of Casualty Under- 
writers and the Mutual Insurance Rating Bureau. 
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t ry classifications (New Car Dealers, Used Car Dealers, Service Sta- 
tions, etc.) although no rate distinction is made between these classifi- 
cations in the Automobile Casualty Manual. Other detail required 
for analytical studies is sometimes obtained from special calls for 
experience or sampling studies, such as the distribution of premiums 
by policy limits needed for the review of increased limits experience. 

With respect to terri tory detail, the plan provides, again with minor  
exceptions, that  all business shall be recorded by the terr i tory codes 
established in the plan. There is a separate statistical code in the 
plan for every state (including the District of Columbia, Alaska, 
Hawaii and Puerto Rico);  most states are fu r ther  subdivided into 
statistical territories which are identified by distinct codes. For  
example: 

Alabama--Sta te  Code 01 
Terr i tory 

Birmingham 0104 
Mobile and Montgomery 0194 
Remainder of State 0196 

Thus, exposures, premiums, losses and number  of claims are recorded 
by the carriers in detail by statistical classification and terri tory.  The 
Automobile Bodily In ju ry  and Property Damage Liability Statistical 
Plan fu r ther  provides for the separation of losses and number  of 
claims incurred under the liability coverages and Medical Payments  
Insurance, and requires individual reports  on each accident involving 
an incurred loss in excess of basic limits. 

EXPERIENCE CALLS 
The detail of report ing experience is set for th in the annual "Call" 

which is issued by the Bureaus early each year to all companies due 
to file experience. Under the present  method of reporting, the require- 
ments of the Call are part ly met  by transaction reports  and part ly by 
summarized reports by the companies. In order not to complicate the 
presentation in this paper, this detail will be disregarded and the Call 
will be described in terms of the end product it produces at this time. 
The annual calls for experience do not necessarily require the report-  
ing of all the experience in all the detail in which it is recorded by 
the companies. For  private passenger cars, which is the most impor- 
tant  group of classifications in terms of premium volume, the experi- 
ence is reported in full detail by classification within terri tory,  and 
the reports include experience for the policy year ended December 31 
of the preceding year ; on the other hand, for classifications producing 
sparse volume, such as buses, experience may be reported on a state- 
wide basis and only for a "complete" policy year. The determination 
of the detail of experience reports has to be governed by the rate 
making needs; due consideration, however, also has to be given to the 
value of the information to be obtained in relation to the expenditure 
in manhours  and equipment it takes to produce the data, and the 
ability of the companies and the Bureau to produce and process the 
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reported data within reasonable time limits. The result of this process 
of review and evaluation of current and prospective needs for rate 
making data is reflected in the statistical program. A typical statisti- 
cal program can be reviewed from the 1956 Official Call for Auto- 
mobile Liability Insurance Experience. 

Experience under the 1956 Call was reported "as of December 31, 
1955." This term denotes the valuation date of the policy year experi- 
ence with respect to written exposures and written premiums. In- 
curred losses were compiled for each of the reported policy years 
valued as of March 31, 1956. 

Under the policy year method of experience compilation, the experi- 
ence for the policy year is not complete until all policies written 
during the year have expired. For example, as of December 31, 1955, 
the exposures and premiums on the unexpired policies, written during 
1955, were subject to change due to cancellations and endorsements 
which may occur through the end of the following year. Additional 
accidents can be expected to occur on the policies which remain in 
force beyond December 31, 1955 resulting in additional incurred 
losses. Therefore, "Policy Year 1955, as of December 31, 1955" is an 
"incomplete policy year." It is also referred to as the "policy year as 
of 12 months," i.e. the experience for the policy year 12 months after 
the beginning of the year. Correspondingly, policy year 1954, as of 
December 31, 1955, is "as of 24 months," policy year 1953 "as of 36 
months" etc. ; these policy years are "complete policy years," as of 
December 31, 1955. 

The detail in which the experience was reported is briefly outlined 
as follows : 

PRIVATE PASSENGER CARS 

The experience on private passenger cars was complied by class 
within statistical territory for each state, separately for bodily injury 
and property damage liability for policy years 1955, 1954 and for 
bodily injury only for policy year 1953. As noted above, policy year 
1955 was an "incomplete" year, since policies written during 1955 
were still in force as of its valuation date. Policy year 1954 was 
reported "as of 24 months," which was the second reporting for the 
policy year, the first reporting having been made under the 1955 Call. 
Bodily injury incurred losses and number of claims for policy year 
1953 were reported by class and territory "as of 36 months," which 
was the third reporting on the same policy year. This requirement 
of reporting applies to private passenger non-fleets. Private passenger 
cars written in connection with fleets are reported only as of 24 
months and as of 36 months, as are commercial fleets. 

COMMERCIAL CARS 

Commercial cars written on a specified car basis and not under a 
fleet plan are reported in the same manner as private passenger non- 
fleets. Experience on commercial cars written under a fleet plan is 
reported in the same detail except that no reporting is obtained as of 
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12 months. Because of the automatic coverage provision for newly 
added cars under the fleet plan and the effect of lay-up of trucks 
during the policy term, the exposures and premiums on fleet risks are 
not definitely known until the final audit is made after the expiration 
of the policy. Many companies do not even code their fleet business 
at the inception date of the policy, but do the coding upon final audit. 
It is, therefore, not feasible to compile fleet experience as of 12 
months under the present method of operation. The first reporting on 
fleets is made as of 24 months; under the 1956 Call, commercial 
fleets were therefore reported for policy year 1954. A second report- 
ing was obtained under that Call on policy year 1953, which is a 
reporting as of 36 months, in complete detail by class and territory, 
on exposures, premiums, incurred losses and number of incurred 
claims. 

GARAGES 

At the present time, garage liability insurance experience is re- 
ported separately for Division 1 and Division 2, by statistical terri- 
tory, for all payroll classes combined. A first reporting is obtained 
as of 24 months and a second complete reporting as of 36 months 
since this is an audited line for which the final exposures and pre- 
miums are determined after  the expiration of the policy. 

PUBLIC AUTOMOBILES AND MISCELLANEOUS CLASSIFICATIONS 

The more important classifications among the public automobiles 
are taxicabs, public livery and private livery. Experience on these 
Classifications is generally obtained by class and statistical terr i tory 
as of 24 months and as of 36 months. The other classifications are 
generally reported statewide. 

Each part of the experience has to be filed by the companies with 
the Bureau on or before specified dates set forth in the experience 
calls. 

The foregoing is only a brief outline of the form in which auto- 
mobile liability insurance experience is reported. The complete detail 
can be obtained by referr ing to the calls issued by either the National 
Bureau or the Mutual Bureau. 

CONSOLIDATIONS OF EXPERIENCE 

The experience filed by the companies is first reviewed by the 
Bureau for possible errors. Any errors which are found are corrected 
after correspondence with the company which filed the report. When 
all reports are in order, they are consolidated into a tabulation of 
the combined experience of the reporting companies, in the same 
detail as required by the Call. These tabulations are prepared in 
separate sections corresponding to the items of the Call, such as 
private passenger cars, commercial non-fleet, commercial fleet, etc. 
with separate tabulations for each state. A copy of each of these 
tabulations is filed with the respective state insurance department 
in fulfillment of the Bureau's obligation as an official statistical agent. 
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As an illustration of the form of such tabulation, there is shown on 
Exhibit  A a page of the tabulations of private passenger experience 
for policy year 1953 for the state of New York, as compiled by the 
Mutual Insurance Rating Bureau. An inspection of this tabulation 
offers the opportunity to define commonly used terms which have not 
yet been explained in this paper. 

The headings and the numerical designations on the left side of the 
tabulation identify the tabulation as to its content. They should be 
self-explanatory. The data are shown under the following headings:  

WR ITTEN EXPOSURE 

For  private passenger cars, the unit  of exposure is "car year" that  
is one car insured for one year.* The same measure of exposure applies 
to all automobile liability insurance wri t ten on a specified car basis. 
Other types of exposure such as mileage, earnings, gross receipts are 
in use, depending upon the underwri t ing basis used for different types 
of insured hazards. 

WR ITTEN P R E M I U M  

The wri t ten premium reported is the total premium charged for 
the policy including the charge for  increased limits. I f  medical pay- 
ments insurance is provided, the premium for this coverage is in- 
cluded in the  bodily in jury  liability premium. The wr i t ten  premium 
also reflects any modification resulting f rom the application of experi- 
ence ra t ing and schedule ra t ing plans. I t  does not reflect, however, 
any adjus tments  resulting from the application of retrospective ra t ing 
plans and premium discount plans and, with respect to policies wri t ten 
under  a Fleet  Plan, the p remium reduction result ing f rom the Auto- 
mobile Fleet Plan. These adjustments  are recorded under separate 
codes. 

INCURRED LOSSES AND NUMBER OF CLAIMS 

As previously noted, the incurred losses and number  of claims are 
reported separately for liability insurance and medical payments 
insurance. The reported losses include allocated loss adjus tment  
expenses. Incurred losses include all loss payments and all reserves 
on claims not settled as of the valuation date of the reporting. 

EXCESS LOSSESm EXCESS  PORTION 

An excess loss is defined as the total incurred loss (exclusive of 
loss ad jus tment  expenses) in excess of basic limits of $5,000/10,000 
for  bodily in jury  and $5,000 for proper ty  damage liability.r÷ Com- 
panies are required to file with the Bureau "Individual Reports of 
Excess Losses" on each accident involving an incurred loss in excess 

* Exposures are r ep o r t ed  in  car months and converted before consolidation into 
e a r  y e a r s  an d  t e n t h s  of car yea r s .  

In  a few states, different basic limits apply for certain public automobiles. 
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of these basic limits, and the Bureau determines f rom these reports  
the amount  of the excess portion. 

The tabulations just  described are the basic material  needed for a 
review and eventual revision of rates. Before the actual review can 
begin, the data have to be arranged in suitable exhibits, and certain 
prel iminary calculations are required. These prel iminary steps will 
be dealt with next. 

T H E  LOSS DEVELOPMENT FACTOR 

In the outline of the statistical program above it was noted that  
bodily in jury  incurred losses are reported in classification and terri-  
tory detail developed to 36 months. Although experience has shown 
that  the 24 months losses are in the aggregate very close to the losses 
in the final reporting, provisions are made in the Bureau rate making 
procedure for the adjus tment  of the losses reported as of 24 months 
to an ultimate (36 months) basis for  the states in which the experi- 
ence of all companies or substantially all companies is used for rate 
making. This adjus tment  is made by the application of a Loss Devel- 
opment  Factor  based upon the loss development of pr ior  policy years. 
The calculation of this Loss Development Factor used in the 1956 
revision of rates for private passenger cars in the state of New York, 
is shown below: 

Incurred Losses 
Basic L imi t s  

( i )  (4) 
Policy (2)  (3)  Loss Dev. Factor 
Year  as o f 2 4 m o n t h s  as of 3 6 m o n t h s  (3)  - -  (2)  
1950 $57,876,322 $57,976,909 1.002 
1951 67,961,788 67,798,198 .998 
1952 66,584,059 65,568,694 .985 

3 YearlY lean .995 

In that  revision, the Loss Development Factor of .995 was used, repre- 
senting the mean of the loss development of the prior three policy 
years. Although it is desirable to maintain consistency in the rate 
making procedure, including consistency with respect to the calcula- 
tion of the Loss Development Factor, circumstances may at  times 
indicate the use of a shorter or longer experience period for the cal- 
culation of this factor. 

The Loss Development Factor  is applied to the Statewide incurred 
bodily in jury  losses for the year reported as of 24 months. No a t tempt  
is made to develop the losses by terr i tory and class f rom 24 months  
to 36 months  on the basis of this factor. 

There is no need for a similar procedure with respect to proper ty  
damage losses, since such losses can be settled more promptly than 
bodily in jury  losses; also, loss reserves on property damage claims 
open at  the loss valuation date of the policy year reported as of 24 
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months are not subject to the uncertainties as to their  final cost 
which are encountered on bodily in jury  claims. 

THE EARNED FACTOR 

As previously set forth,  the latest policy year used for rate making 
for private passenger and commercial cars (non-fleet) is an "in- 
complete policy year" reported as of 12 months.  I t  is adjusted to an 
ultimate basis by Earned Factors calculated from the observed devel- 
opment of prior  policy years f rom 12 months to an ultimate basis. The 
calculation of these factors in the latest New York rate revision for 
private passenger cars is shown as follows: 

Bodily In jury- -Bas ic  Limits 

(1) No. of Written Car Years 
Policy (2) (3) 
Year 12 Months Final 
1952  2,079,685 2,085,145 
1953 2,177,435 2,168,448 
1954 2,201,853 

Incurred Losses 
(4) (5) 

12Months Final (a) 
35,369,982" 65,568,694 
39,145,075 72,632,151 
42,560,606 

Pure Premiums 
Basic Limits 

(6) (7) (8) 
Policy 12 Mos. Final 
Year (4) -- (2) (5) -- (3) 
1952 17.01 31.45 
1953 17.98 33.49 
1954 19.33 

Two Year Mean 

(9) 
Ratio of 

Pure Premiums 
Basic Limits 

(7) + (8) 
.541 
.537 

.539 

Property  Damage---Basic Limits 

(1) No. of Written Car Years 
Policy (2) (3) 
Year 12 Months Final 
1952 2,074,593 2,080,666 
1953 2,172,276 2,162,010 
1954 2,199,574 

Basic Limits 
Incurred Losses (b) 
(4) (5) 

12 Months Final 
13,901,622 24,068,484 
14,278,147 25,453,510 
14,752,184 

(a) The basic limits incurred losses for policy year 1952 are reported as of 36 
months. The policy year 1953 losses of $72,997,137 reported as of 24 months 
were adjusted to an ultimate basis by the application of the loss development 
factor of .995. 

(b) Incurred losses for  policy years 1952 and 1953 reported as of 24 months. 
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Pure Premiums 
Basic Limits (9) 

(6) (7) (8) Ratio of 
Policy 12 Mos. Final Pure Premiums 
Year (4) -+- (2) (5) -- (3) (7) ÷ (8) 
1952 6.70 11.57 .579 
1953 6.57 11.77 .558 
1954 6.71 

Two Year Mean .569 

The above ratios of the pure premiums Col. (9) produced the 
earned factors, which in this case were based upon the mean ratios of 
policy years 1952 and 1953. The same procedure is used for the cal- 
culation of the Earned Factors in the other states where rates are 
based upon a substantial volume of experience. In states with a lesser 
volume chance fluctuations in the earned factors are reduced through 
the use of a formula by which earned factors are calculated as 
weighted averages of state and countrywide indications based on pure 
premium and claim frequency ratios. The calculation of Earned 
Factors by that formula method is demonstrated in the attached 
Exhibit B. 

The earned factors so calculated are applied as multipliers to the 
writ ten exposures and written premiums of the latest policy year 
reported as of 12 months; the results are earned exposures and earned 
premiums. Basically, the earned factor reflects the rate at which the 
written exposures and premiums are earned, but it also gives recogni- 
tion to any development on reserves on claims outstanding as of 12 
months and to any changes in claim frequency and average claim cost 
on accidents occurring between 12 months and 24 months after  the 
beginning of the policy year. A significant increase in claim frequency 
or severity during the second half of the policy year compared with 
the first half will add a larger amount of losses or a larger number 
of claims during the second half than would correspond to the por- 
tions of the policy year exposures still in force if the claim frequency 
or severity had remained unchanged. This would produce a high pure 
premium as of 24 months, and a low earned factor. The reverse would 
occur if  claim frequencies or average claim costs declined during the 
second half of the policy year. All other things being equal, the 
earned factor is expected to be reasonably stable from year to year, 
provided it is based upon a credible volume of experience. The Earned 
Factors for the incomplete policy year during the past five years in 
New York will serve as an illustration: 
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New York- -Pr iva te  Passenger Cars 

"Incomplete" 
Policy Year 

Earned Factors 
Bodily Injury Property Damage 

1950 .537 .562 
1951 .511 .552 
1952 .511 .561 
1953 .525 .577 
1954 .539 .569 

Later  on in this paper  a modification of the bodily in jury  earned 
factor will be explained for application to 10/20 limits experience. 

EXPERIENCE EXHIBITS 

An impor tant  phase of the rate making process is the ar rangement  
of all necessary data in such form that  they can readily be used and 
reviewed. Each exhibit should contain as much information as is 
required in support  of the specific step in the rate making process 
which it serves. One of the basic exhibits used for rate making is 
the exhibit of terr i tory experience for the latest 5 policy years. Ex- 
hibit C presents 2 pages of the exhibit of New York private passenger 
experience for policy years 1950-1954 (Bodily In ju ry  and Proper ty  
Damage).  This exhibit contains the combined experience of the mem- 
bers and subscribers of the National Bureau of Casualty Under- 
writers  and the Mutual Insurance Rating Bureau, which is the ex- 
perience now used in rate making for automobile liability insurance 
by both Bureaus in New York.* It shows, for each statistical terri-  
tory, the experience by policy year for all private passenger classes 
combined. I t  will be noted that  the policy year 1954 exposures and 
premiums are adjusted to an earned basis by applying the earned 
factors previously explained to the wri t ten exposures and premiums 
which are shown on the extreme r ight  of the exhibit. The incurred 
indemnity losses are at basic limits, with the excess portion shown 
in a separate column. The claim frequencies, average claim costs, 
loss ratios and pure premiums are explained in the footnotes on the 
exhibit. 

THE RATE FILING 

The rate filing consists of a memorandum which explains the  vari- 
ous steps in the development of the rate revision, support ing exhibits 
and an exhibit of proposed rates. I t  is submitted with a letter of 
t ransmit ta l  which usually specifies the proposed effective date of the 

* Prior  to policy year 1949, the combined experience of all companies was used 
for rate making in New York. The experience used now in New York does not 
include that  of non-Bureau companies, who do not use Bureau rates and have 
diverse classification systems. 
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revised rates. The major  steps in the development of the rate revision 
a r e :  

Determination of Statewide Rate Level 
Development of Rate Level Changes by Terr i tory 
Calculation of Classification Rates 

Generally, rate revision programs for any given year and group of 
classifications reflect a pat tern  which is followed in all states with 
such departures for  individual states, terr i tories or classes as are 
clearly indicated by circumstances. The pat tern  established for deter- 
mination of the statewide rate levels in any given cycle of rate revi- 
sions, the formula used for the development of terr i tory rate level 
changes, the method of evaluation of the experience through the use 
of credibility tables, all these and other steps in the rate making 
process have the objective of producing consistency in the interpreta- 
tion of experience. 

THE STATEWIDE RATE LEVEL 

The first step in the determination of the indicated overall change 
in rate level is the selection of the experience period to be used. I t  is 
desirable to reflect in the rates to be established the most recent levels 
of claim costs and claim frequencies since the most recent past  experi- 
ence is most likely to give the most accurate estimate of current  and 
prospective overall requirements. On the other hand, it is desirable to 
maintain a degree of stability, in order to avoid large fluctuations in 
rates f rom year to year. A balance between responsiveness and 
stability is found by using the experience of the two latest available 
policy years for the determination of the statewide rate level. 

Several times during the years since World War II it was neces- 
sary, however, to supplement the available policy year experience in 
order to reflect in the rates more current  conditions than are reflected 
in the policy year data. Automobile liability loss experience is in- 
fluenced by changes in accident and claim frequencies, as well as 
changes in average claim costs; the lat ter  reflect not only severity of 
accidents but also economic fluctuations which may be inflationary 
or deflationary. I f  changes in any one of the component par ts  of the 
pure premium occur rapidly, reliance upon policy year experience 
alone would result in rates which would be either inadequate or re- 
dundant,  whichever the case may be. 

In order to measure recent trends in the experience, calendar year  
average paid claim cost and frequency data are now reviewed by the 
Bureaus on a continuous basis. Trend and projection factors based 
upon average paid claim cost data were used particularly dur ing the 
inflationary period following the outbreak of the Korean War. An 
example of a method used for the calculation of such factors dur ing 
that  period is included in an appendix to this paper. 

The 1956 rate revisions for automobile liability insurance did not 
utilize t rend or projection factors since the available data indicated a 
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levelling off in the t rend of average claim cost. The statewide rate 
level in the private passenger rate revision in New York was based 
upon the experience of policy years 1953 and 1954, reported as of 
December 31, 1954 which was the latest experience available at that  
time. The development of these rate level changes are shown on 
Exhibit  1.* It  will be noted that  separate rate level changes are 
developed on Exhibit  1 for New York City (the three boroughs of 
Manhattan,  Brooklyn and the Bronx) and the balance of the state. 
Because of the large volume of experience in this state, with almost 
one third of the premiums in New York City, the city and the balance 
of the state are treated as separate entities for determination of the 
overall indicated change. In other states, the overall rate level change 
is based upon statewide experience. 

Before proceeding with the explanation of this exhibit, another 
feature of the rate making process has to be explained which, at this 
time, applies only in New York. 

It  was previously noted that,  in the consolidation of the experience 
(Exhibits A and C), the portion of the losses which is in excess over 
basic limits is shown separately and that  pure premiums and average 
claim costs are calculated from basic limits losses. Bodily in jury  
incurred losses above $5,000 per claim, or $10,000 for each accident 
involving two or more claimants, and property damage incurred losses 
above $5,000 per accident are excluded f rom the experience used in 
basic manual  rate making. Accidents involving such losses are in the 
category of catastrophies, the effect of which upon the experience 
is limited by the exclusion of the excess portion of the loss. In New 
York State, the volume of experience is large enough to permit  the 
inclusion of bodily injury~ losses up to 10/20 limits in the data used 
for the overall rate level determination without adverse effect upon 
the stability of the data. Since all insureds in New York carry at least 
10/20 limits for bodily injury, it  is possible to calculate premiums at 
10/20 limits rates, thus mainta ining the comparabili ty of premiums 
a n d  losses. (In states other than New York, where a large proportion 
of cars are insured at basic limits, this could not be done unless 
extremely burdensome and impractical additional detail were intro- 
duced in the report ing of experience.) Terr i tory rate levels, which 
will be discussed later in this paper, continue to be based upon 5/10 
basic limits, since the experience by terr i tory is of relatively limited 
volume and, therefore, more subject to fortuitous fluctuations due 
to large losses. 

In order to utilize the experience at 10/20 limits for bodily injury, 
it was necessary to calculate additional loss development factors and 
earned factors to be applied to the increments between 5/10 limits 
and 10/20 limits experience. These factors were calculated in the 

* In states with limited volume, credibility factors are applied to the indicated 
rate level changes;  the complement o f  credibility is given to the existing rate 
level. 
Property damage losses in excess of basic limits are of no practical consequence. 
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same manner  as the basic limits earned factor and loss development 
factor previously described, utilizing the losses between 5/10 and 
10/20 limits. The calculation of these factors is shown on Exhibi t  D. 
The resulting bodily in jury  factors were as follows: 

Loss Development Factor for the Increment :  1.118 
Earned Factor for  the Increment:  .409 

The average of these factors with the factors f o r  basic limits pro- 
duced an Earned Factor of .521 to be applied to the bodily in jury  
liability experience at 10/20 limits for policy year 1954. 

The proposed rate level changes for New York City and New York 
State excluding New York City were based upon the comparison of 
the mean of the "]oss ratio at present rates" for  policy years 1953- 
1954 with the "expected loss ratios." The "loss ratio at present rates," 
i.e. the rates in effect at the time of the rate filing, is the ratio of the 
incurred losses to the premiums which would have resulted if the 
rates in effect at the time of the filing had been in effect also during 
policy years 1953 and 1954. These "premiums at present  rates" are 
shown on Exhibit  1 in column 3 on a wri t ten basis and in column 4 
on an earned basis (Earned Factors applied to policy year 1954). 
These premiums were calculated by multiplying the exposures for 
each class within each terr i tory by the applicable manual rates, for 
each of the policy years 1953 and 1954. For bodily injury, the pre- 
miums thus calculated were increased to 10/20 limits by applying to 
it the Increased Limits Factor of 1.20. 

The losses with which these premiums at present  rates are com- 
pared are shown in column 5 on Exhibit  1 and the resulting loss ratios 
in column 6. 

The "expected loss ratio" shown in column 8 represents the portion 
of the premium dollar available for losses (including allocated loss 
adjustment  expenses ) a f t e r  the requirements for expenses, including 
a stated provision for underwri t ing profit and contingencies, are met. 
The expense requirements are determined on the basis of the country- 
wide expense experience of the members of the National Bureau of 
Casualty Underwriters,  taken from the Insurance Expense Exhibit. 
Consolidations of the Insurance Expense Exhibits are reviewed peri- 
odically and such adjustments  in the expense leading are made as are 
indicated by the expense experience. The provisions for  losses and 
expenses underlying present rates in New York for private passenger 
cars and commercial cars are as follows: 
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Percent Distribution of 
Premium Dollar 

Item B.I. P.D. 

Administration 5.37~ 5.42~ 
Inspection, Audit, Bureau .98 .99 
Production Cost Allowance 25.00 25.00 
Taxes, Licenses and Fees 4.72 4.00 
Unallocated Loss Adjustment 6.00 8.88 
Underwriting Profit & Contingencies 3.42 3.45 
Total Expenses 45.49 47.74 
Losses and Alloc. Loss Adjustment 54.51 52.26 
Total I00.00 I00.00 

In most other states, "standard" provisions for losses and expenses 
apply as follows: 

Percent Distribution of Premium Dollar 
Item Bodily Injury and Property Damage 

Administration 5.5% 
Inspection, Audit, Bureau 1.0 
Production Cost Allowance 25.0 
Taxes, Licenses & Fees 3.00 
Underwriting Profit & Contingencies 5.0 
Total 39.5 
Losses and All Less Expense* 60.5 
Total 100.0 

The indicated and proposed rate level changes on Exhibit 1 are as 
follows: 

New York City 

Bodily Injury + 5.7~ 
Property Damage + 0.8 

* A provision for unallocated loss adjustment expense is included with the provi- 
sion for losses and allocated loss adjustment. Correspondingly, unallocated loss 
adjustment expenses are included with the losses, by applying the following fac- 
tors to the reported incurred losses including allocated loss adjustment expenses: 

B.L 1.11 
P.D. 1.17 

The above factors are obtained from a supplement to the Insurance Expense 
Exhibit requiring the separate reporting of allocated and unallocated loss 
adjustment expenses. 
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Balance of N. Y. State 

Bodily In ju ry  +7.1% 
Proper ty  Damage +2.8  

As a mat ter  of information, there are also shown on Exhibit  1 the 
rate level changes for both coverages combined, and [footnote (b) ]  
the statewide rate level changes. 

DEVELOPMENT OF RATE LEVEL CHANGES BY TERRITORY 

The rate level changes by terr i tory are developed f rom the experi- 
ence of all private passenger classifications combined. Basically, the 
rate level change in each terr i tory is determined by comparing the 
average of the existing rates with the average rate indicated by the 
experience. 

As noted above, New York City is treated as a separate entity. Al- 
though it consists of 3 statistical terri tories for which experience is 
compiled separately, the 3 statistical terri tories are traditionally 
combined into one rate terri tory.  

The balance of the state consists of a number  of statistical terri-  
tories for which rates are developed in accordance with each terri-  
tory's experience indications within the overall rate level change 
determined for all these terri tories combined. In this process of ap- 
port ioning the overall rate level change among the territories,  the 
influence of chance fluctuations due to the small volume of experience 
by terr i tory is reduced through the use of a longer experience period 
than is used for the statewide rate level. In the latest New York rate 
revision for private passenger cars, the experience of the latest 3 
years (policy years 1952-1954) was used for  terr i tory rate level deter- 
mination. In states other than New York, and for other classifications 
in New York as well as in other states (commercial cars, garages, 
etc.) the experience of the latest five policy years is generally used for 
terr i tory rate levels. Exhibit  2 shows the development of rate  level 
changes by te r r i tory ;  sheets 1 and 2 present the calculations for 
bodily injury,  sheets 3 and 4 for  property damage. The filing con- 
tained also a sheet of explanatory notes. This sheet is not included in 
this paper since the exhibit will be explained in greater  detail below. 

Column (1) lists all statistical terri tories for  New York State (ex- 
cluding New York City). The number  preceding the city or county 
name is the statistical terr i tory number ;  the number  following the 
name designates the rate terr i tory for the city or county in the Auto- 
mobile Casualty Manual. 

Column (2) is explained by its heading. 

Column (3) shows the average manual private passenger rate for 
each ter r i tory  in effect at the t ime of the rate filing. The average 
rate is obtained by weighing the manual rate for  each class by the 
number  of cars wri t ten for the class in the terri tory,  using the dis- 
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tribution for the latest available policy year. For example, if there are 
8 rate classes, the average rate is computed as follows: 

(1) 

Class 

1 
2 
3 

Total 

(~) (8) (4) 
Number of Manual 

Written Cars Rate (2) x (3) 

3880 $35.00 $135,800 
620 57.50 35,650 
500 50.00 25,000 

5000 $39.29 $196,450 

Dividing the total in column (4) by the total in column (2) above 
produces an average rate of $39.29. It will be noted that column (4) 
above produces the premiums at manual rates, based upon the dis- 
tribution by class for the latest policy year. The sum of the premium 
at manual rates for all territories produces the statewide premium 
at manual rates referred to earlier in connection with the calculation 
of the statewide rate level. 

The calculation of the average manual rates in the latest New York 
rate revision had to take into account two additional features not 
reflected in the above example. 

1. The Preferred Risk Rating Plan in effect for private pas- 
senger cars in New York. 

2. Changes in the private passenger classifications subse- 
quent to 1954. 

Under the Preferred Risk Rating Plan, cars are rated at the rates 
shown on the manual rate pages if the named insured was not in- 
volved in more than one accident involving property damage only; 
other cars  are subject to surcharges of 10% or 20~ depending upon 
their accident record during a period of 18 months prior to the effec- 
tive date of the policy. The experience for policy year  1954 was re- 
ported in detail by these surcharge classes within each rate class: 

A - -  No surcharge 
B - -  10% surcharge 
C D 20% surchage 

These surcharges were reflected in the calculation of premiums at 
manual rates and the resulting average rates shown in Column (3) 
of Exhibit 2. 

Changes in the private passenger classifications will be explained 
in greater  detail later on. For the calculation of average rates in Col- 
umn (3) the following is noted: Experience for policy year 1954 
was reported by the classifications in effect for most of that  year, 
classes 1, 2 and 3. The manual rates in effect at the time of the rate 
filing were on the basis of a classification system which was a refine- 
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m e n t  o f  the 3 class plan, with 3 subclasses for class 1 and 2 sub- 
classes for class 2. In order to be able to apply the rates for these 
subclasses to the exposures reported for policy year 1954 by the 
m a j o r  classes then in effect, it was necessary to calculate averages 
of the rates for classes 1A, 1B and 1C, and for classes 2A and 2C, 
respectively. These average rates were calculated by first obtaining 
the percent distribution of cars for the subclasses 1 and 2 and then 
weighing the manual rates for the subclasses in each terr i tory by 
their  respective exposure distribution. The exposure distribution was 
obtained f rom reports of exposures and premiums by class and ter- 
r i tory for the first quarter  of policy year 1955". 

No useful purpose would be served by going into more detail with 
respect to the calculations which were necessary to reflect in the aver- 
age rates these special conditions affecting the recent New York rate 
revision. The example previously shown explains the calculation of 
the average rate (and the premium at manual  rates) under ordinary 
circumstances. I t  will be noted, however, that  exceptions f rom the 
ordinary occur, and that  such adjustments  in the standard procedure 
have to be made as are indicated by the circumstances. 

Column (~) presents, for  each territory, the experience pure premium 
for policy years 1952-1954 combined. Although it is generally under- 
stood that  pure premiums are calculated f rom basic (5/10/5) limits 
experience, this fact is specifically noted in the column heading for  
bodily in jury  liability in order to distinguish clearly between the 5/10 
limits experience used for terr i tory rate level development and the 
10/20 limits experience used for statewide bodily in jury  rate level 
determination. 

Column (5) presents the pure premiums underlying the manual rates 
(commonly referred to as "Underlying Pure Premium")  which is 
the loss portion of the manual rates in effect at the t ime of review. 
The underlying pure premiums are calculated by multiplying the 
average rates in Column (3) by the expected loss ratio. As previ- 
ously noted, the expected loss ratios in New York are now .5451 for  
bodily in jury  and .5226 for property damage liability. 

The experience pure premiums and the underlying pure premiums 
will produce the formula pure premiums in column (9) by a process 
of weighting which will be explained later. First ,  however, the pure 
premiums in columns (4) and (5) are adjusted in columns (6) and 
(7) as follows : 

Column (6) : The experience pure premium in column (4) is adjusted 
to the proposed statewide (in New York--s ta tewide excluding New 
York City) rate level on 1954 distribution. This adjus tment  is made 

* Companies report written exposures and written premiums for private pas- 
senger and commercial cars by class and territory and policy year for each ac- 
counting quarter 60 days after the end of each quarter as part of the regular 
reporting procedure. 
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by applying to each of the experience pure premiums* in column (4) 
a factor determined as follows: 

Grand Total Column (2) x Grand Total Column (7) 
Sum of Col. (2) x Col. (4) for each terri tory 

The grand total in column (2) is the statewide (excluding N. Y. C.) 
total number of writ ten cars for policy year 1954. The grand total in 
column (7) is the statewide (excluding N. Y. C.) proposed pure pre- 
mium. Since the product of exposure and pure premium is equal to 
losses, the numerator in the fraction represents the number of dollars 
required for losses on the basis of the indicated statewide rate level. 
The denominator in the above fraction represents the aggregate num- 
ber of loss dollars which would be reproduced by the pure premiums 
in column (4) if the business is distributed by terri tory as shown in 
column (2), which represents the exposure distribution for the latest 
policy year. Thus, the same distribution is reflected in the aggre- 
gate (statewide excluding N. Y. C.) experience pure premium as in 
the statewide (excluding N. Y. C.) proposed pure premium. The dif- 
ference in the loss levels reflected in the numerator and denominator 
is the difference in the loss experience of the 2 year period used for 
statewide (excluding N. Y. C.) rate level and the loss experience of 
the period used for terri tory rate level. For bodily injury, it also 
reflects the difference between the 10/20 limits and the 5/10 limits 
experience used respectively for statewide and terri tory rate level 
determination in New York. The formula described above produced 
the following factors in the New York rate revision: 

B.I. 1.0147 
P.D. 1.0121 

As noted above, these factors were applied to the experience pure 
premium in column (4) for bodily injury and property damage re- 
spectively, to produce the pure premiums in column (6). 

Column (7) shows the underlying pure premiums adjusted to the 
proposed statewide (excluding N. Y. C.) rate level. No adjustment 
to the 1954 distribution is needed since the statewide (excluding 
N. Y. C.) average underlying pure premium was calculated from the 
1954 distribution of exposures by territory. The adjustment to the 
proposed rate level is made by applying to each of the terr i tory un- 
derlying pure premiums the "rate level factors" (1.000 W proposed 
percent change) : 

B.I. 1.071 
P.D.  1.028 

Column (8) shows the credibility assigned to each terr i tory on the 
basis of its number of claims incurred during the experience period 

* For combined territories, the average pure premium of the combination. 
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used in column (4). (Policy years 1952-1954 in this revision.) 
Through the application of credibility factors the credence given to 
the experience is expressed in numerical values. Thus, if full credence 
is given to the experience a credibility factor of 1.00 is applied, and 
factors below 1.00 are applied for less than full credence. The cri- 
terion upon which credibility is based is volume of experience. 
For  liability insurance, number  of claims has been used for  many 
years as the measure of volume for  the determination of credibility. 
For  the automobile line of insurance full credibility is assigned to a 
volume producing 1084 claims or more during the experience period. 
The following table is used for the assignment of credibilities below 
1.00. 

Number of Claims Credibility 
O- 10 

11- 42 
43- 97 
98- 172 

173- 270 
271- 389 
390- 530 
531- 693 
694- 877 
878-1083 

1084 and over 

0 
10 
20 
30 
40 
50 
60 
70 
.80 
.90 

1.00 

Territory Combinations. It  seems appropriate at this point to com- 
ment  on terr i tory combinations before proceeding with the explana- 
tion of column (9). There are no rules or formulae f rom which it may 
be determined whether  the experience for certain terri tories should 
be combined or used separately. The making of combinations is a 
mat te r  of informed judgment .  In combining terri tories for the devel- 
opment  of a common schedule of rates, recognition may be given to 
such factors as: Geographic proximity and flow of traffic f rom one 
ter r i tory  to the other;  similarity of pure premiums of two or more 
territories, with slight fluctuations f rom year to year, e.g. of two 
territories, one may have a higher  pure premium for  two of five 
years, and a lower pure premium for the remaining three years;  an 
apparent  t rend in the pure premium of two or more terri tories to 
converge during the more recent years, which is not yet  fully reflected 
in the average pure premium for the experience period used. 

Column (9): The "Formula  Pure  Premium" in column (9) is the pro- 
posed pure  premium, i.e. the loss portion of the proposed average rate. 
The formula pure premium is the weighted average of the 1952-1954 
mean experience pure premium and the underlying pure premium, 
both adjusted to reproduce the proposed statewide rate level. The 
weight applied to the experience pure premium is the credibility fac- 



152 CURRENT RATE MAKING PROCEDURES 

tor in column (8),  and the complement of the credibility factor  is 
the weight  applied to the underlying pure premium:  

Col. (6) x Col. (8) ~ Col. (7) x [1.0 - -  Col. (8)]  
F rom the above it can be seen that  the experience pure p remium 
(adjusted) becomes the proposed pure premium for any territory 
which is assigned full credibility; if there were any terri tories with 
zero credibility*, the proposed pure premium would be the underly- 
ing pure premium adjusted to the proposed statewide (excluding 
N. Y. C.) rate level, so that  such terr i tory would receive the rate 
level change indicated by the statewide (excluding N. Y. C.) experi- 
ence. For  terri tories with credibilities between 0 and 1.00, the formula  
pure premium reflects the terr i tory 's  own indication to the extent of 
its credibility, with the complement of the weight given to the indica- 
tion of the statewide experience. 

The formula pure premium in column (9) should reproduce in the 
aggregate the proposed statewide pure premium. The statewide 
average formula pure premium is determined by weight ing the ter- 
r i tory formula pure premiums by their  respective wri t ten exposures. 
[Sum of Col. (2) x Col. (9) divided by grand total column (2) ]. The 
introduction of credibility may cause the statewide average formula 
pure premium to depart  f rom the proposed statewide pure premium. 
Usually, a small departure of not more than one percent is acceptable. 
Otherwise, an adjus tment  factor is applied to the formula pure pre- 
miums. No such adjus tment  factor was needed in Exhibit  2, since the 
formula pure premiums reproduced the proposed pure premiums 
within one tenth  of one percent  for  B.I. (28.96 -- 29.00 -- .999) and 
exactly for P.D. 
Column (10) shows the percent change in rate level for each terri- 
tory determined from a comparison of the proposed pure premium 
in column (9) with the pure premium underlying the rates in effect 
at  the t ime of the filing as shown in column (5). The final rates for 
each terr i tory are usually calculated from these proposed percent 
changes by applying the percent change for each terr i tory to the re- 
spective private passenger class 3 rate;  the rates for the other private 
passenger classes have a fixed relationship to the class 3 rate and are 
determined by applying to the class 3 rate the differentials expressing 
this relationship. In the  1956 private passenger rate revision in New 
York and other states, the relativity between classes was also revised. 
This change in classification relativities produced an increase which 
would have created an off-balance in the proposed rate level. In order 
to correct for  this off-balance, so that  the developed rates for  all 
classes will reproduce the proposed average rate in each terri tory,  
correction factors were applied. The calculation of these correction 
factors will be explained in connection with the following section deal- 
ing with private passenger classifications. 

* T h i s  is of no  p r a c t i c a l  application for the major subdivisions of automobile 
l iab i l i ty .  "Non-c r ed i b i l i t y  classes" are frequently found in General Liability 
Insurance. 
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Column (11) shows the percent changes of column (10) af ter  the 
application of the off-balance correction factor referred to above. 

PRIVATE PASSENGER CLASSIFICATIONS AND DIFFERENTIALS 

Reference was made in earlier parts of this paper to private pas- 
senger classifications and differentials. For a fuller understanding 
of the rate making process outlined above and the subsequent steps 
yet to be discussed, a review of the private passenger classification 
system in use for the past few years is in order. 

During 1953 the National Bureau and Mutual Bureau introduced 
revised private passenger classifications in most states. In several 
states, these revisions were introduced during 1954--in September, 
1954 in New York. These revised classifications represented a refine- 
ment of the classification plan then in effect under which private 
passenger cars were classified on the basis of use and the age of t h e  
operator of the automobile as follows: 

Class 1--No business use, no operator under 25 years of age. 
Class 2--Operator under 25 years of age---business and nonobusi- 

ness use. 
Class 3--Individually owned cars--business use--no operator under 

25 years of age, and all corporate owned cars. 

The bodily injury and property damage liability rates for private 
passenger cars reflected generally the following relationship. 

Class Differential to Class 3 

1 .70* 
2 1.15" 
3 1 .00  

In 1953, refined classifications were established, providing for sub- 
divisions within classes 1 and 2, but maintaining the major  classes 
of the 3 class plan. The Mutual Bureau first introduced refined classifi- 
cations in a number of western and midwestern states in May, 1953. 
Under that  plan, major class 1 was subdivided into 2 classes, 1A and 
1B, based upon the annual estimated mileage and number of opera- 
tors; class 2 was divided into 3 subclasses 2A, 2B and 2C, based upon 
ownership, marital status and extent of operation of the automobile 
with respect to the drivers under 25 years of age. Subsequently, the 
National Bureau and the Mutual Bureau introduced a classification 
plan under which class 1 was divided into 3 subclasses 1A, 1B and 1C, 
b a s e d  upon use of the automobile in going to and from work, a n d  t h e  
mileage driven in such use; class 2 was divided into 3 subclasses 2A, 

* Rates for cars owned by farmers were subject to a 15% reduction from the 
otherwise applicable rates. In New York, the differential for class 2 w a i  1.15 
in New York City and 1.20 for the Balance of the State. 
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2B and 2C on the basis of the same principles used in the Mutual 
Bureau 6 class plan set forth above. This 7 class plan was developed 
by the National Bureau for introduction in all states, and by the 
Mutual Bureau for introduction in the states under its jurisdiction 
with the exception of the states in which the 6 class plan was already 
in effect. 

Rates for the newly established classifications reflected differentials 
based upon judgment arrived at af ter  an exhaustive study of the 
private passenger rating situation throughout the country. These 
differentials were as follows: 

Differential to Class 3 
Class 6 Class Plan 7 Class Plan** 

1A .55 .60 
1B .70 .70~ 
1C * .85 

Differential to Class 3 
Class 6 Class Plan 7 Class Plan 

2A 1.05 1.10 
2B 1.25 1.25 
2C 1.50 1.50 

3 1.00 1.00 

Under both plans, a discount for cars owned by farmers was contin- 
ued. (A classification symbol F was adopted for identification of the 
farmers  rate class.) 

The introduction of these revised classifications and differentials 
had the overall effect of a rate level reduction since reduced differ- 
entials outweighed increased differentials in terms of total premiums. 
In some states, the revised differentials were applied to the then exist- 
ing class 3 rates which were maintained. This resulted in an overall 
reduction in rate level in those states. In other states, including New 
York, the plan was introduced on a balanced basis, which required 
the application of a balancing increase to the existing class 3 rates, 

* Not applicable. 
** For  New York City, the experience under the 3 class plan indicated a higher 

differential for class 1 than was indicated for the balance of New York State 
and other states. Accordingly, differentials of .68, .73 and .79 were introduced 
for New York City. 
Class 1B rates in small city and rural  rate territories were determined as .60 of 
the class 3 rate plus $3 for bodily in jury  and property damage combined. 
Small city and rural  rate territories are generally territories in which no city 
has a population of over 40,000. The availability of public transportation was a 
criterion in establishing the dividing line. 
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in addition to any rate level change indicated by the then available 
experience. 
The classification plan was modified in February 1955 as follows: 

A differential of .60 was adopted for class 1B in small city 
and rural territories. 
A new class 2D was established applicable to cars subject to 
classes 2A or 2B, if all operators under 25 years of age are 
female, with a differential of .85. 
Class 2B was combined with class 2A, with the new class 2A 
applicable to male underage operators only. 
A "driver training discount" of 10~ was introduced, granted 
to cars classified as 2A, 2C or 2D, if all underage operators 
provide proof of successful completion of an accredited 
driver training course meeting stated minimum require- 
ments. 

A fur ther  change was introduced in February 1956, when class 2D 
was discontinued, and class 2C was re-defined to be applicable only 
if the insured automobile is owned or principally operated by a male 
driver under 25 years of age. Henceforth, the age of female operators 
is not a rating criterion. 

These changes in the private passenger classifications required ad- 
justments in the classification experience for policy year  1954, before 
this experience could be utilized for a review of indicated classifica- 
tion differentials. Such review v~as made late in 1955, and resulted 
in a revision of the private passenger differentials which was in- 
cluded in the 1956 private passenger rate revisions in most states, 
including New York. These revisions of differentials were based upon 
the combined classification experience of the National Bureau and 
the Mutual Bureau for all states where the 7 class plan was in effect 
during the entire year 1954. A summary of this experience is shown 
on the attached Exhibit 3. Since coding by the revised classifications 
in New York started with January 1, 1955, Exhibit 3 does not in- 
clude any New York experience*. As experience becomes available 
for subsequent years, it will be possible to include additional states 
in the experience used for classification review. It  is desirable to 
base such review upon the broadest possible basis of experience for 
the development of countrywide uniform differentials in order to 
minimize chance fluctuations in the differentials from state to state, 
and from year  to year in the same state. 

The following is with respect to the summary of the classifica- 
tion experience shown on Exhibit 3 : 

The data are shown by the rate classes in effect at the time of the 
revision, adjusted for changes in the rating system since 1954. 

* Exhibit 3 includes the National Bureau experience in 26 states and the Mutual 
Bureau experience in 22 states. The states of California, Idaho, Missouri and 
Montana are not included for the Mutual Bureau since it does net function as a 
rating organization in these 4 states. 
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The experience was segregated not only for class 1B between large 
city territories and small city territories, for which the differentials 
prior to the revision varied, but also for all other classes. 

Basic limits loss and loss adjustment ratios are shown for each 
class based upon the basic limits losses of the class (including all 
claim expenses) and premiums at manual class 3 rates. (The rates of 
the Mutual Bureau and National Bureau vary in the states in which 
the two Bureaus do not cooperate. The same differentials, however, 
are reflected in the rates of both Bureaus in all states included in 
the experience on Exhibit 3. For the purpose of this exhibit, National 
Bureau rates were applied. Since these loss ratios are used for rela- 
tivity review only, it is immaterial what level of rates is used, as long 
as the distribution of exposures by class of either Bureau does not 
vary significantly.) 

From these loss ratios, indicated differentials were calculated for 
each class from the relationship of the loss ratio of the class to the 
class 3 loss ratio. Thus, for class 1A, large city territories, the experi- 
ence shows that  if all class 1A had been writ ten at class 3 rates a loss 
ratio of .392 would have resulted. Since the loss ratio for class 3 is 
.579, the indicated differential is .68 (.392 --  .579 : .68). At this 
indicated differential, class 1A would produce the same loss ratio 
as class 3. 

For the calculation of indicated differentials for classes 2A and 2C 
adjustments were required based upon the assumption set forth in 
note (1) on Exhibit 3, and the following assumption as to expected 
exposure distribution : 

Present Class 2A -- 70?'o of former class 2A ~- 75~ of 
former class 2B : 71% of combined 2A and 2B 
Present Class 2C --- 80% of former class 2C 

The differential indications were developed from the experience 
for bodily injury and property damage combined, although the experi- 
ence was also reviewed for each coverage separately. Uniform dif- 
ferentials for both coverages were decided upon, since the indications 
for each coverage separately did not seem to warrant  a departure 
from past practice. 

The breakdown of the experience into large city and small city 
territories revealed significant differences in the indicated differen- 
tials for the two types of territories. This was found to be consistent 
with the results of other studies which point in the same direction*. 

The proposed differentials are shown in the last column of Exhibit 
3. They were selected from the indicated differentials by making ad- 
justments in the direction of the indications without going to the full 
extent of the indications. Thus, judgment was superimposed on the 
experience results in order to temper the changes in differentials. For 
New York City, separate differentials were selected for classes 1A, 

* Experience on commercial cars also indicates a narrower range in the differ- 
entials for large cities than for other territories. 
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1B and 1C, because of the significant difference of the exposure dis- 
tribution and the overall indication for major  class 1 for New York 
City compared with the other territories. The proposed differentials 
for New York City are shown on Exhibit 3 (a). 

Exhibit 3 (a) also presents the calculation of the effect on rate level 
due to the introduction of the revised differentials, for New York 
City and the balance of New York State. The percent change is calcu- 
lated by comparing the average of the proposed differentials for all 
classes with the average of the differentials in effect before the revi- 
sion. The average was obtained by weighing the differential for each 
class by the respective percent exposure distribution. This calcula- 
tion provided the basis for the adjustment of the proposed terr i tory 
percent change in Exhibit 2 referred to in the preceding section. The 
following example will illustrate this adjustment. 

The proposed rate level change for Monticello, bodily injury is 
W14.3% (Exhibit 2, Sheet 1, first line.) The Monticello terr i tory is 
in the group of small city territories, for which the effect of the 
revised differentials is a rate level change of ~ 2 . 5 ~ .  The percent 
change for class 3 in this terr i tory is, therefore, 1.143 -- 1.025 --- 
1.116 or W 11.6%. 

No correction was made in this revision for the off-balance in level 
due to the 10% driver training credit on class 2A and 2C risks, and 
for the 25% discount introduced in November 1955 for multicar risks. 
The effect of the driver training discount is estimated to be very 
small, and no provision has been made for the reporting of data from 
which the effect may be calculated. Separate experience will be avail- 
able in the future on multicar risks subject to the 25% discount, at 
which time the discount will be reflected in the premium at manual 
rates. 

Development of Classification Rates 
PRIVATE PASSENGER CARS 

The proposed rates for class 3 were determined as follows: 
(1) For New York City, by applying to the class 3 rates in effect 

at the time of the revision the proposed rate level changes shown 
on Exhibit 1 modified by the off-balance shown on Exhibit 3 (a). 

(2) For other territories, by applying to the class 3 rates in effect 
at the time of the revision the percent changes shown in column 
(11) of Exhibit 2. 

The class 3 rates so developed were rounded to the nearest dollar. 
The proposed rates for the remaining classes were obtained by apply- 
ing the proposed differentials to the proposed Class 3 rates and round- 
ing the results to the nearest dollar. 

CLASSIFICATIONS RELATED TO PRIVATE PASSENGER RATES 

Automobile liability insurance rates are developed in relationship 
to private passenger rates for certain classifications having an expo- 
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sure  hazard which can be related to tha t  of  pr iva te  passenger  cars. 
These relativit ies a re  usually determined f rom countrywide  experi-  
ence and a re  reviewed periodically, at  less f requent  intervals than a r e  
common for  the  ma jo r  classification groups.  

School Buses* 
Rates  fo r  school buses  are  determined by  applying the following 

rat ios to the pr iva te  passenger  class 3 ra tes :  

School Bus Type Ratios to Private Passenger Class 3 Rates 

Pr iva te  Passenger  1.00 
Commercial or  Bus 

0 - -30  passenger  .90 
31- -60  passenger  1.10 
over 60 passenger  1.30 

Funeral Cars* 
Rates  for  Funera l  cars  are  110~  of the pr iva te  passenger  class 3 

ra tes  for  bodily injury,  and equal to the pr iva te  passenger  class 3 
ra tes  for  p roper ty  damage.  

Hired Cars 
Rates  for  pr ivate  passenger  hired cars  are  2~'o of the pr ivate  pas- 

senger class 3 rate, rounded to the nearest  five cents. 

Non-ownership Class 1 
The ra tes  for  this class are  determined as 7 ~  of the pr iva te  passen- 

ger  Class 3 rates,  rounded to the  neares t  fifty cents for  both bodily 
in ju ry  and proper ty  damage and subject  to a minimum rate  of  $2.00 
for  bodily in ju ry  and $1.00 for  p roper ty  damage. (Rates  for  non- 
ownership  class 2 are  uni form countrywide.)  In the last  New York 
ra te  revision, no changes were  made in the  Hired  Car rates  and the 
ra tes  for  non-ownership Class 1, so that  the present  ra tes  do not 
reflect the above relationships. 

The ra te  filing includes an exhibit  showing the proposed rates  fo r  
every  t e r r i to ry  for  the classes under  review. As an illustration, there  
is a t tached one page of the exhibit  of proposed rates  (Exhib i t  4, 
Sheet 2) f rom the 1956 New York ra te  revision. This revision was  
accepted by  the New York Insurance Depar tment  and the revised 
ra tes  became effective June 27, 1956 as filed wi th  only minor  modi- 
fications reflecting l imitations on some of the ra te  increases. 

* Because the volume of experience on school buses and funeral cars for New 
York City is not  as  s p a r s e  a s  for other territories, it has been customary to 
develop rates for these classifications for New York City from their own experi- 
ence in that territory. In the last revision, no c h a n g e  w a s  mad e  in  the  r a t e s  
for these classifications for New York City. 
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Commercial Cars and Garages 
The rate making procedure for commercial cars and garages is 

basically the same as that for private passenger cars; the detail in 
which experience is compiled for these classifications requires, how- 
ever, certain modifications in the process which are explained below. 

Commercial Cars 
In the discussion of the experience calls it was noted that the ex- 

perience on commercial non-fleets is reported in the same manner as 
private passenger automobile experience, while commercial fleets are 
not reported for the incomplete policy year, but only for the policy 
year as of 24 months and as of 36 months. The experience for the 
latest available two policy years, therefore, consists of fleet and non- 
fleet experience for the older of the two policy years, and only non- 
fleet experience for the latest year. The statewide rate level is 
determined from the mean of the loss ratios at manual rates for the 
two policy years, giving equal weight to the indications of each year, 
although the volume of experience is quite different for each of the 
two years. On a broad countrywide basis, the volume of commercial 
fleets is about equal to that  of non-fleets so that  the older of the two 
years represents approximately twice the volume of that  for  the 
latest year. 

The premium at manual rates is determined by extending the writ- 
ten exposures in each terri tory for each class by the respective manual 
rates, for  commercial rate classes 3, 4 and 5. (Commercial rate 
classes 7 and 8 were established in 1955, and no experience was yet 
available for these classes during 1956. Class 6 is treated separately, 
as will be explained later on.) 

For commercial fleets, the written exposures are adjusted to reflect 
the Automobile Fleet Plan Reduction Percentages based on size of 
fleets. (See Manual Rule 72.) Average "Fleet Discounts" are deter- 
mined for each state periodically from calls issued by the National 
Bureau of Casualty Underwriters and the Mutual Insurance Rating 
Bureau from which the fleet adjustment factors are obtained. Thus, 
the exposures on commercial fleets reflect the same reduction as is 
reflected in the actual premium charged to fleet risks. 

Terri tory relativities for commercial cars are determined in the 
same manner as for private passenger cars. 

Classification relativities for commercial cars have two component 
parts : 

1. The assignment of commercial use classifications to rate classes. 
2. The relativities of the rate classes to each other. 

The commercial section of the Automobile Casualty Manual enu- 
merates the various commercial use classifications, indicating for each 
of these the applicable rate class. The assignment of these use classi- 
fications to rate classes was last reviewed and revised by the National 
Bureau and Mutual Bureau during 1955 based upon the experience 
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by use classifications for policy years 1946-1949. Experience in u s e  
classification detail is compiled on a periodic, discontinuous basis; 
companies are required to record and report this detail for a number 
o f  years, after  which the detail is reduced to reporting by rate c l a s s  
within statistical territory. Such a period of reduced detail of report- 
ing were the years 1950-1955; effective January 1, 1956, companies 
resumed the reporting of commercial fleet and non-fleet experience 
in complete detail by use classification within statistical territory. 

The relativities between commercial rate classes were revised in 
most states during 1956, in connection with a countrywide program 
of the National Bureau and the Mutual Bureau. In the states in 
which no rate revision for commercial cars was introduced during 
1956, the rate class relativities will be revised in connection with the 
next rate revision. For the purpose of determining indicated rate class 
differentials for commercial cars, the combined countrywide* experi- 
ence of the National Bureau and Mutual Bureau for policy years 1950- 
1953 was utilized. Loss and loss adjustment ratios at manual c l a s s  
5CA rates were determined for each rate class, and the indicated dif- 
ferentials were expressed as ratios to Class 5CA, which is the com- 
mercial car rate class producing the largest volume. The experience 
indications are shown on the attached Exhibit 5, Sheets 1 and 2, sep- 
arately for major cities and the balance of the country; (the experi- 
ence for New York City was reviewed separately, but is not included 
here).  

The revised differentials and their derivation are shown on the 
attached Exhibit 5, Sheet 3, for classes 3, 4 and 5, CA and CB. In this 
first review of commercial car rate class differentials in a number o f  
years, a formula was utilized which produced differential changes 
in the direction of the indications without creating extreme fluctua- 
tions in the resulting rates. 

For  classes 7 and 8, the differentials were continued which were 
used at the time these rate classes were established in 1955. 

Rates for class 6 had been determined in the past as the lower of 
the private passenger class 3 rates and the commercial class 5CA 
rates. A new relationship was introduced at 157o below the rates for 
class 8CA. In view of the generally favorable experience on class 6, 
however, this formula is not applied where its application would re- 
sult in an increase of existing class 6 rates. 

GARAGES 
The Garage Liability Policy affords broad coverage for all premises 

a n d  operation exposures of the garage, including Product Liability 
and Defective Workmanship coverage; under Division 1 of the policy, 
coverage is included for the automobile liability exposure of all auto- 
mobiles owned by the garage as well as non-owned automobiles; under 
Division 2, automobiles owned by the garage are not covered. 

* This experience included all states in which the reassignment of use classifica- 
tions to rate class, referred to above, was introduced. 
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Manual rates apply separately for Division 1 and Division 2. For 
both, the basis of exposure is the garage payroll. For Division 1, 
there are three payroll classes, viz. 

Class (a)---clerical office employees 
Class (b)--proprietors,  partners, officers, salesmen, general man- 

agers, service managers and chauffeurs 
Class (c) - -a l l  other employees 
Rate making data for Garages---Division 1 are reported for all pay- 

roll classes combined for each statistical territory. In order to calcu- 
late premiums at manual rates, an average rate for the three payroll 
classes has to be calculated for each statistical terr i tory which is 
applied to the written exposures for the three classes combined. This 
average rate, at present, is determined from the distribution of ex- 
posures by payroll class which was last obtained for policy year 1950. 
A typical distribution of payroll by class, and the calculation of the 
average rate, is shown below for a statistical terr i tory:  

Payroll Written Present Premium at 
Class Exposures Rate Present Rate 

549,734 $ .12 ) discounted $ 670 
1,604,983 1.50 ~ 24,075 
4,401,847 .48 rate* 21,129 

Non-Minimum 
Premium 
Policies 

a 

b 
c 

Minimum 
Premium 
Policies 

a 

b 
c 

m .13  ) 
4 0 , 4 9 4  1.66 t manual 672 
32,757 .53 rate¢ 174 

Total 6,629,815 .79 46,720 

The Automobile Bodily In jury  and Property Damage Liability 
Statistical Plan requires, effective January 1, 1956, the separate 
reporting of experience for Garages Division 1 by industry classifi- 
cation as follows: 

* Manual rates are adjusted to reflect the premium reduction based on size of pay- 
roll, (Manual Rule 52) in a manner  similar to that  used for Commercial Fleets. 
Premium reduction based on size of payroll not applicable. Incurred losses are 
not reported by payroll class so that  the propriety of the class relativities can 
not be tested against  actual loss experience. Rate review is directed, at  the 
present time, at  the review of statewide and terri tory rate levels. The review 
of rate relativities by payroll class would require that  each loss is assigned to 
the payroll class causing the loss; it  is believed that  such classification of 
losses could not be accomplished with any degree of accuracy because of the 
nature of garage operations. 
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Franchised Dealers (Sales Agencies) 
Non-Franchised Dealers (Sales Agencies) 
Repair  Shops 
Service Stations 
Storage Garages and Public Park ing  Places 
Equipment  and Implement  Dealers 

When experience in this detail becomes available, beginning with 
the 1958 Call for experience, it will be analyzed for significant differ- 
ences in the rate indications for each of these industry classifications. 
The National Bureau and the Mutual Bureau are also obtaining new 
distributional data on exposures by payroll class under a special call 
beginning with January  1, 1957. Since these distributions will be 
reported by the industry  classifications referred to above, substan- 
tially more statistical detail will be available for analysis of garage 
liability experience than  had been available in the past. 

CONCLUSION 

The foregoing description of current  rate making procedures for 
automobile liability insurance dealt primarily with the mechanics of 
rate making. The subject was presented in an elementary fashion ; an 
a t tempt  was made to explain terms and procedures in such manner  
tha t  they can be understood without  prior knowledge of the subject. 
A considerable portion of this paper was devoted to the source f rom 
which the material  used in rate making flows: the statistical plan 
and calls for  experience. 

In the course of this presentation, when the opportunity offered 
itself, at tention was called to the utilization of judgment  in rate 
making. Although this paper deals basically with the formula ap- 
proach, which in fact is extensively used in rate making, sight should 
not be lost of the role judgment  plays, which is superimposed upon 
and sometimes used in lieu of the formula. The determination of the 
appropriate  method of rate making under any given set of circum- 
stances must  ultimately be governed by the requirement of the ra t ing 
laws which prescribe tha t  rates shall be adequate, not excessive and 
not unfair ly discriminatory. 
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~ t u ~ t  Insurance 
Ratlr~ Bm, e~n PERkRTLVA.~ AOIO~OErLE L~A~I/I"f 

Calculatl.on o1" Eerned Factors  to Apply f.o Written F.xposuros ~ d  Premim:s 

~I!  Cow,riles P~c~_rt~r~ to M.I.~B. 

¢ol- Policy Ye~" 1954 as of  Dece~,er 51, 1954 

V;ritten 
Ex'-~sure 

Pol.'icy ~. of ~s of 
'~'ear 12 l~s.# 24 Hos. 

Basic Limits r,o. Claims .~re P~e~ 
Los.~es Incurred=" In.~Ted ¢s of 
~s of es o£ as of ~s 

12 Mos. 24 H~s.~-~ 12 Mos. 24 ~o~. '~ 12 Mos. 24 Hos. ~ 

l~d~,80~ 2,524,515 2,822 4~855 5.22 9.32 
1,6.?.G, 691 5~18"7,287 5~2~ 5~1C2 5.65 11.C2 
1,5~2,5(I~ 2,450,Q22 2,542 5,9~9 6.~6 10.95 

!951 270,079 270,(':×~8 
1952 255~140 28~,196 
1955 224,~39 226,99? 
14e~= 

Echtb/t  8 
Sbee~ 

1951 26~,9~.P,8 270,600 1,501.,~'70 2,5~,057 15,507 27,01.9 4.~2 8.82 
1952 268,0;7 289,C~ 1,562,C56 2,53?,377 17,157 27,016 5.42 8.?8 
1955 224,691 226~8~ 1~2~3,661 1,994,001 12~157 19,978 5.37 8.79 
~ea~ 

Private  Passeneer Cars - Sta~mm~de 

CI~Ln Freq. Ratios Ratios 
as of" 12 Mos. to 12 Mcs.to 

12 Mos. 24 Mos2 (SPP) (SF) _ 

L04 1.79 .560 .581 
L14 1.76 .515 .r~8 
1404 L74 .554 .5~8 

• 5 4 2  . 6 : ~  

5.74 9.98 .546 .5'/5 
5.95 9.54 .617 .557 
5.41 8.81 .6.L1 .614 

.591 .6C9 

]~ • or~-P x ( 1 . 0  - V) F o r ~ 1 ~  Earned Factor f o r  ~ a l  Polccles - S? x V x ~ x C/~ 

B.L 

P.D. 

)'.542 .575 O~ . ~  x . 9 0  x t..609 x .90 * ~ x .1 * .5~3 x .10 

(.591 O~ .SC~ x L O O x { ~ x L O 0 *  * 0  

1 
( 1 . 0 -  v)J X 

• .55  

- . 5 9  

o 

Ir~lw~fn~ a l l o ~ ¢ o .  • ~oss ~t~u~tmon'~ e ~ e ~ e s  • - 

~ollcy year  1951 ~ t  1952 tx~.-~ly ir~lury l o s s e s  are ~ of  36 nonths. 
See Sheet 2 f o r  e vplmnations of  symbols. 
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AU~M~H~LE LIA~IT~TT Iv~URAN~E 

C~IculatAon ot Countrywide ~re Premium and Claim Frequent7 Ra%ios 
Pesed upon P o l i c y  Ye~'  1952 

.~11 Co.~an~es. ~ o r t ~ . ~  to  ~.z.~.~. 

B~sie Li:i~s 
Written.  ~ u r e  L~se~ I n c u r r e a  

( 1 )  ~:~; ~ :~)  . . . . .  ~4) 
o f  ~ o f  as o f  as of  

12 ~os. 24 Mos. ~ . ~ .  R4 M ~ .  

Exbibi t B 
Sh ee t  2 

Private Passenger C a r s -  C~u~tr~ide 

(~) (12) 
C'J.~-~ ~ Pure Claim 

~'~. o f  CI ~_~n Pure Pr ,e~u~ F r e c ~ . u e n c y  Pre-~ Freq.  

of  ~ o f  as o f  ~ o~' (7)*(8) ( 9 ) * ( 1 0 )  
12 ~os. 24 Mos. 12 Hos. 24 ~os. I~ Mos. 24 MOS. C~PP 

Podt ly  InJu~_ 

Z ~ 4 ~ 7 9 7  8,5~2,573 L~2~557~$73 ~0,~3~5,55 $5,676 60,704 9.08 1 S . ~  L4S ;LS5 .57'J .6C~ 

P ~ p e ~ y  Dsm~.e 

~$~J.~6"14 2~579e0C5 13~903~475 P.~331~999 ~36e0~9 P.29~51.~ 5.45 9.05 5.$1 8.89 .6C0 .~97 

Credlbi~it~v T a b l e  .for S t a t e  Esrned F~cto~ C ~ c u l a ~ e m  

~ .  o f  V o l ~ e  ~b. o f  V o l u ~  ~o. o f  Volume 
Cl ~____~ I r ~ e :  C l ~ m ~  Index  C1 ~ i ~  I n d e x .  

0 -  24 0 1,225 - 1,$99 .35  4 ~ 9 0 0 -  S ~ 4  . 7 0  
- 99 . ~  1 ,600  - 2~0~¢ °40  5 ~ 5  - 6~$99 . 7 5  

1 0 0 -  22~ . lO  2,025 - 2,499 '.45 6,400 - 7,224 .SO 
225 - ~ .15 2,500 - 3,0~4 .50  7~2~5 - 8,C~9 o ~  
400 - ~4 .~0 S, rP5 - ~,599 .55 8,I00 - 9 , ~ 4  ,,90 
~25 - $99 .2S 3 ,600  - 4~224 .60 9~C~5 - 9~999 °95 
900 - 1,224 .30 4,225 - 4 , ~ 9  .6S  lO,  O00 & Over LCO 

Ea~lenatlor~ o f  ~ym~ls~ 

V - ¥ ~ 1 , ~  I ~ e x ,  f o r  t r b l e  ~ v e ,  b-~ed u~on 1 9 5 f - ~  ~ m b e r  o f  c l a ims  as o f  12 ~ n t h s .  
~ P  - P~t io~of  stet .e~-lde V,,re p re=i~n  ~s o f  ]2  monfl~ to s t a t e ~ i d e  p ~  premium as o f  24 ~o~ .h s .  
SF = Ratio of st~t~.=ida cl~i= frequen=y ~s of 12 n~n~.hs to stateside clsi~s frequency as of 24 menths. 

CWPP - Ratio of countr>.,~. ~e F~re prer~un es of 12 ~nths ~ countrymlde pure premium ~ of 24 ~nths. 
C~F - Ratio of countryr.~de clai~ frequency ~s of 12 months to country~ide clsln frequency a~ of 24 months. 
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148 CURRENT RATE MAKING PROCEDURES 

NEN YORK - AU~0MOBILE LIABILITY INSURANCE 
1956 PRIVATE PASSENOER RATE REVISION 

Calculation of Bodily Injury Loss Development 
Factor to Apply to Policy Year 1955 

Members & Subscribers of N.B,C.U. & M.I.R.B. 

Loss Incurred Losses f o r  
Incurred Losses Devel't Increment between 

Policy Basic Limits Factor 5/10 and 10/20 Limits 
Year Bssic 

at 24 Mos. at  36 MoS, Limits at 24 Mos. at 56 Mos. 

Exhibit D 

Loss Development 
Factor for Increment 

Between 5/10 
and 10/20 Limits 

1950 57,876,322 57,976,909 1.00~ 4,616,061 5,295,567 1.147 
]951 67,961,788 67,798,198 .998 8,131,413 8,655,703 1.062 
1952 66,584,059 65,568,694 .985. 8,790,749 I0,O92j257 1.145 

Selected Factor (Syr. mean) .995 1.118 

Calculation of Bodily Injury Earned Factor to Apply to 
10/20 Limits Experience f o r  Pol icy Year 1954 

A. Earned Factor For Increment 

Incurred Losses-Increment 
(i) Number of Written Cars Between 5/I0 and 10/20 Limits  

Policy (2) (3) (4) (5) 
Year 12 Months Final 12 Months Final 

1952 2,079,685 2,085,145 4,175,587 10,062,257 
1953 2,177,455 2,185,448 4,681,868 II,630,506(a) 
1954 2,201,853 5 ~401,442 

Pure Premium for Increment 
(6) - - - ~  " '  (8) 

Policy 12 Months Final 
Year (4)+(Z). .(5 )*(3) 

1952 2. Ol 4.83 
1955 2.15 5;36 
1954 2.45  

Two Year '~fean 
(a)  

Ratio of Pure Premiums f o r  Increment 
( v ) . ( 8 )  

.416  

.401 

B. Earned Factor for 10/20 Limits 

Ratios of Pure Premium 
(1 )  " "  (2') (5) (4) 

Policy Basic Limits Increment Average 
Ya a___/_r . ee~x(2)+, lSex(s 
1952 .541 .416 • 524 
195~ .557 .4Ol .518 

• Weights based on Policy Year 1953 pure premium f o r  bas ic  
l i m i t s  ( ~ 3 . 4 9 )  and increment (85.56), 

53 .4 9 +(3 5 .4 9 +5 .5 6 )  " .862 
$ .56+ ($3 .49+$ .36 )  " ,139 

.4O9 

The incurred Losses as of 24 months of ~I0,4C~,957 were developed to 
56 months by applying the Loss Development Factor of 1.118. 



CURRENT RATE M A K I N G  PROCEDURES 149 

YORK 

AUTOHDBILE LIABILITY IRSURA~CE. 1956 PRIRATE PASSEEGER RAT~ REVT~ION 
Development of Proposed Rate Lovel Changes 

Exhib i t  I 

Polloy Ieexs 1953 and 1954 as of December Yl, 1954 

(1) 

Co9- Psi. 
stage Year 

(2) lO/2O/~ 
Limits PA~mium 

a~; Present Rates 

O) (4) 
written Earned(a) 

Nev York Cl t~  

B . I .  195~) S42,174,55~ 
1954 42,402,79~ 

i i 
P.D. 1953 1 0 , 3 8 6 , 7 ~  

1954 10,456,52~ 

B . I  & P.D. 

B.I. 1953 107,930,642 
1954 110,170,1361 

i i 

P.D. 1953 37,150,533i 
1954 38,051,888 

B . I .  & P,D.  

$42~174,557 
22,091,854 

10,385,786 
5,949,761 

I07,930,642 
57,398,641 

37,150,533 
21,651, 52¢ 

(5) (e) (7) (s) (9) 
t0/20/5 Limits Loss Pol. Yr. 
Losses Inctcred Ratio 1953-54 Expected Indicated end 

Including at Mean L.R. Loss and Proposed 
Allocated ~lloceted Loss Present  Derived Percent  Change 

Adjustment Rates from Loss Adj. [ (7)+(8)]-1°O(b) 
Expenses (5)-(4) Col. (6) Ratio 

$23, ~7,860(c) I .5583 
13,108,242 I .5934 .5759 .5451 

i e e 

5,495,378 .5/91 
3,121,551 .5247 .5269 .52~b e e ! 

I I ! 

i 
I 

6o,~ ,vw(c)  ! .~25 
~,75~,8o6 i .6055 .5~o ..~51 

l i ! 

19,958,132 1.5372 
11,630,633 .5372 .5372 .5226 

+5.7~ 

+0.8 

+4.7 

+2. 8 

+6.0 

Experience of  Members and Subscr ibers  of the National  Bureau of Casual ty  Underwriters and 
the Mutual Insurance Rat ing Buz-eau. 

(a) Pol icy  Year 1954 ca l cu l a t ed  on an earned b a s i s  by the a p p l i c a t i o n  of the fo l lowing  
factors to written premiums B.I., .521; P.D., .569. 

(b) ?he ind ica ted  percen t  change f o r  New York S t a t s  Ent i re  i s  B . I .  +6.?%, P.D. +2.&~, 
B. I .  & P.D. Combined +5.7%. 

Is) Lose Develol~ent Fac tors  appl ied  to  Pol ioy Yea~ 1953 B . I .  l o s se s  werel 
• 995 for $5,000/10,000 lislts; 1.118 for imorsment to $10,000/20,000 iimil;s. 



• NEW YORK 

AI;TOM~BILELIABILITY-1956 PRIVATE PASSENOERRATEREVISIQN 

Development of Proposed Rate Level Changes by Territories 
for New York State Excluding New York City 

Members and Subscribers of N.B.C.U. and ~oI.R.B. 
(i; ~2) ~5) [ ~re Pre~ums ! Pure Prs~. AdJhsted 

Including Allocated to Proposed 
No. Cars Loss Adlust~ent Rate Level on 1954 
Written Pres. (5/10 Limits) i Distribution 

Terrlto r2 (Policy A v g .  1 ~4) (5)  (6)  (7)  

1954)Year Rate Pol.Yrs. Underly. Pol. Yrs. Underly. 
, , ,1952-54 , , 1952-54 

i 
65 - Monticello (25) 5,499 78.79 47.88 41.88 48.58 44.85 
61 - Queens (2) 21,995 75.16 45.17 40.97 45.80 45.88 
25 - Saratoga Springs (4) 7~614 64.56 40.27 55.08 40.86 57.57 

, 55 Queens Sub. (~) , 218t945 , 64.09 , 58.63 , 34.94 , 59.20 , 57.42 
Ol - Albany (8) 42.061 65.40 56.67 55.65 
89 Troy (42) 17~558 64.81 5 5 . 7 7  55.53 

S u b - . t o t a l  5 9 . 4 1 9  6 5 . 2 5  . 5 6 . 4 1  5 5 . 5 6  5 6 . 9 5  5 8 . 0 8  

' 5 6  - G l e n s  F a l l s  ( 2 9 )  ' 9 , 9 8 2  5 9 . 6 9  i 5 2 . 7 9  h 5 2 . 5 4  ' 5 5 . 2 7  ' 5 4 . 8 5  
88 - Schenectady (6) 36,544 55.92 52.64 50.48 55.12 52.64 
29 - GloversviLle (14) i 8,464 62.20 52.48 55.91 52.96 56.52 
85 Nassau Coun%~ (20) i 255~531 54.97 I 51.74 29.96 52o21 32.09 

86 - Utica (18) I 21,649 56.58 51.92 50.84 
24 - Rome (19) I 7~307 56.55 28.90 50.85 

Sub-total i 28,956 56.57 51.16 50.84 ~ 51.62 35.05 
'99 - Suffolk County (52) 90',560 j 51.50 ' 151.(~ ' 28.07 51.51 I' 50°06 
08 - Buffalo (9) 157,177 54.65 50.62 29.79 51.07 [ 51.91 
55 - Amsterd~ (7) 6~171 70.59 50.61 58.48 31.06 41.21 
98 - Rensselaer County (58) 7,612 55.59 29.95 29.10 50.59 51.17 
87 - Putnam Count~, (40) 6~859 56.52 29.05 50.81 29.48 55.00 

'57 - Oswego (12) 7,904 55.74 28.85 29.29 29.27 51.57 
47 - Syracuse (15) 55,879 50.68 28.11 27.85 28.52 29.59 
52 - Ft.Plain & Herkimer (45) 12~551 52.51 27.80 28.62 28.21 50.65 
56 - New York City Sub. (5) 1 5 2 , 4 5 9  44.86 26.91 24.45 27.51 26.19 
40 Rochester (17) 94,594 45.45 25.89 25.67 26.27 25.55 

. 65 - Ossinin~ (24) . 26~758. 41.77 25.59 22.77 25.97 24°59 
81-Buff. Sub. & N.F.Sub.(50) 28,912 41.58 I 25.82 22.56 I 
76 - Niagara Falls (15) 50r810 45.21 I 25.15 24.64 I l ~ t o ~  , 59~ ,722  . 4 3 . 3 6  I 2 4 . 4 5  2 3 . 6 4  2 4 . 7 9  , 2 5 . 5 2  

See Sheet 5 for notes. 

Ex~i~t 2 
Sheet i 

~8) (9) (I0) (ll) 
Percent 

Proposed Change 
Credi- Formula Rate Applied 
bi lity Pure Level to 

Prem. Change Class 5 
Rates 

.8O 
1.00 
.80 

1.00 
1.00 
1.00 
1.00 
.80 

1.00 
.80 

1.00 
1.00 
.70 

1.00 
1.00 
1.00 

1.00 

1.00 
1.00 
1. CO 
1.00 
1.00 
1.00 

47.85 +14.5 +11.6 
43.80 + 6.9 + 0.8 
40.20 ÷14.6 +11.8 
59.20 + 1 2 . 2  ÷ 5.8 

36.95 , + 5.9 , - 2.0 
53.59 ÷ 5.2 + 0.7 
35.12 + 8.7 + 2.5 
33.65 - 0.8 - 5.2 
5 2 . 2 1  ÷ 7 . . 5  + 4 . 9  

51.62 , + 2°5 , - 5.5 
51.51 ÷IZ.5 + 9.6 
51o07 ÷ 4.5 - 1.6 

.70 54.11 -11.4 -15.5 

.70 50.62 ÷ 5.2 ÷ 2.7 

.70 30.54 - 0.9 - 5.5 
~80 29.69 + 1.4 - Io0 

28.52 + 5.2 - 2.7 
.90 28.45 - 0.6 - 5.0 

27.51 +ii.7 + 9.0 
26.27 +ii.0 + 4.7 
25.97 +14.1 +11.4 

24.79 + 4.9 - 5.7 

cD 

(% 

> 

o~ (% 



AUTOMOSILE LIABILZTT - 1956 pRIVATE PASSENGER RATE REVISION 
Development o f  Proposed Rate Lev e l  Changes by  T e r r i t o r i e s  

for New York State Excluding M~w York City 

Members and Subscribers of N.B.C.U. and M.I.R.B. 
(I) (2) " (5) - Pure Yremiums ~ Pure' P~ms. Adj'., 

Including Allocated 
No. Cars Loss Adjustment 
Written Prss. 

(5/10 Limits) 
Territory (Policy Avg. , ¢4) (5) 

19Year54 ) Rate Pol. Yrs. I Underly. 
. , 1952-54 

62 - Kingston (27) 17,848 47.91 25.52 26.12 
20- Newburgh (27) ~2~672 48.95 22.88 26.68 

Sub-total , 50t520 ' 48.54 , 24.42 , 

92 - Staten Island (i0) 25,467 47.68 24.15 25 .99  
27 - Elmira (Ii) 15,052 51.59 24.11 28.12 
79 - Syracuse Suburb~ (22) 15,949 57.59 24.00 20.48 
67 - Norihern Counties (46) 89,054 45.28 23.55 25.59 
59 - Catskill & Columbia Co. (53~ 17,964 41.62 23.05 22.69 

58- Dut,chess Co. Ram. (25) 15,127 59.51 25.09 21.54 
21 - Pou~hkeeDsie (44) 16~686 41.48 21.09 22.61 

Sub-total 51p815, 40.54 , 22.99 , 22.10 
68- Rockland Count[ (28) 20~065. 55.66 . 22.90 . 19.44 

Territory 54 (56) 29,061 40.69 22.55 22.18 
6 0 -  fienesee County (51) 9,081 40.51 21.89 22.08 
80 - Rochester Suburban(S5) 4t5~i 40.01 20.93 21.81 

Sub-total 42.725 40.58 22.10 . 22.12 

64 -Middletown (26) 20.565. 56.96 21.71 . 20.15 

69 - Central Counties (45) 91,255 54.42 21.48 18.76 
Territory 57 (41) 56,474 35.20 21.24 19.19 
25 - Auburn (21) 8,462 5 4 . 9 6  20.08 19.06 
55 - Cortland-Ithaca (16) 15,614 58.79 19.87 21.14 
28- Bin~hemton (54) 31t059 56.50 17.44 19.90 

Sub-total , 180,844, 35.29 ~ 20.54 . ,. 19.24 
22 - Watertown (57) 8p614, 40.45 , 19.80 , ,22.04 

66 - Western Counties (47) 74,582 35.50 19.50 18.26 
26 - Jamestown (59) 12,821 55.01 17.92 19.08 

Sub-total 87r405, 55.72 , 19.10 , 18.38 

Grand Total 1,850,564 49.61 27,04 
,.. i l t , 

See Sheet. 5 f o r  no tes .  

Exhibit 2 
5bee% 2 

Justed (8) 
to Proposed 

Race Leve l  on 1954 
Distribution Cred 
~61 ¢7) ' b i l l  

Pol. Yrs. 
1952-54 Underly. 

2 4 . 7 8  2 8 . 2 2  i 
24.51  27 .84  
24 ,46  30.12 
24.55 2 1 . 9 5  
25.88  25 .26  
23.37 24 .50  

2 3 . 3 3 . .  23 .67  
23 .24  20.82 

22.42 25.69 
22.05 21 • 58 

20.84 20.61 
i 

20.09 2 5 . 6 0  

19.38 19.68 l 
28 .96  28 .96  

(8) (9) ¢10) ¢11) 
Percent 

Proposed Change 
Credl- Formula Rate Applied 
bilLty Pure Level to 

Prem. Change Class 5 
. = Rates 

1.00 
.90 

1.00 24.78 - 6.0 - 8.5 i | i 
1.00 24.51 - 5.7 - 8.0 
.80 25.59 - 9.0 -14.2 
• 90 24.11 ÷17.7 ÷14.9 

1.00 23.88 + 1.2 - 1.2 
.90  25 .46  * 5 . 4  ÷ 0 .9  
. 9 0  
.90  

i.O0 23.33 , + 5.8 . + 8.4 
1 .00  , 23 .24  . +19 .5  . "16 .6  
1.00 
.70 
.40 

1.00 22.42 + 1.4 - 1.0 
1.00 22.05 + 9.5  + 6 .7  

I. O0 
I. O0 
.70 
• 80 

1.00 
1.00 20.84 * 8.5 + 6.8 

. 7 0 1  2 1 . 1 4  , - 4 . 1  , - 6 . 4  
1 .00  

. 7 0  
1.00 19.38 , ÷ 5.4 + 2.5  

2 9 . 0 0  

o 

Z 

Z 

r. 



YORK 

AUTOI~OBILE LIAELITY - Z956 PRIVATE PASSEI~SER RATE REVlSI~N 
Development of Proposed Rate Level Changes by Territories 

for New York State Excluding New York City 

tlembe~-~ ~ Subscribers o f  X.B.C.U. and ~.I.R.B. 
~1) (2 )  " (~ )  I l u r e  .t 'rer~ur~ l F  u re  h'-ems. Adjusted 

N~. Cars Including Al~ed to Proposed 
Written Loss Adku~t-ment I Rate Level on 1954 
(Policy Pies. Distribution 

Territory " Year ' Avg. ' (4) (5 )  ~6) : ' (7) 
1954 ) Rate Pol. Yrs. Pol. Yrs. 

I I • I 1952-54 ) Underly..i 1952-54 I Underly. 
i 

65 - i l o n ~ @ e l l o  (25) 5,488 27.08 15.87 14.15 14.04 14.55 
61 - Q~ieems (2) 21~911 25.75 15.65 15.46 15.82 15.84 
55 - Queens Suburban (S) 0 220;057 i 24.54 ~ 15.f~ i 12.72 i 13.19 [ I~.08 

01"- Albany (8i 41,976 24.48 12.87 12.79 
89 - Troy (42) 17.,528 24.26 12.58 12.68 

Sub-total 59;,504, 24.42 12.75 12.76 12.88 15.12 
08 - Buffalo (9) ' 136,469 22.49 ' 12.56 ] 11.75 ' 12.71 L 12.08 
83 - Nass m, County  (20) 235,775 25.82 12.52 12.45 12.67 12 .80  
3721., --,~,Osw=e--~ (12) 7,895 22.81 11.79 11.92 11.95 12.25 

- (19) ' 7,300 21.08 11.68 ' 10.99 * ' 
86 - Utica (18) 21;656 21.C~ 11.48 10.99 

Sub-total 28,956 21.03 , 11.55 I0.9~9 i 11.67 11.50 
47 - Syr~use (IS) ' 55,692 :  21.45" II.17 ' 11.20 ' 11.51 ' 11.51 
29- Gloversville (14) 8~457 20.10 II.C~ 10.501 11.15 10.79 
56 - New York City Sub. (5) 132,248 20.49 II.00 i0.71 i 11.15 II.01 
88 - Schenectady (6) 56=,520 21.25 10.92 Ii.09 11.06 11.40 
87 - Putmml County (40) 8,835 20 .24  10.88 10.58 11.01 10.88 
55 Amsterdm- (7) , 6;162 21.99 , 10.80 , 11.49 , 10.95 , 11.81 
i 81 - Buff.Sub. & N.F.Sub.(50) 28,877 19.10 10.70 9.98 

76 - ~i~ara Falls (15) 50~798 21.51 10.55 11.24 
Sub-total 59~,675 ~ ! 10.62 10.65 I0.75 10.93 
58 - Glens Falls (29) ' ~),983' 21.52 - 10.50 ' 11.25 ' 10.65 ' 11.57 
52 - Ft.}laln & Herklmer (45) 12,544 19.56 10.55 ]0.12 10.45 10.40 
125 - Saratoga Springs (4) 7,604 21.73 i 10.32 11.36 10.44 11.68 
:92 Staten Island(lO) . . 25~418 18.74 ~ 10.19 . 9.79 . i0.51 . 10.06 

~ e  Sheet  5 f o r  notes. 

EM~iblt 2 
Sheet  S 

Percent  
I Prop(m ed ~ a n g e  

Credl- Formula Rate ] Applied 
bility Pure Level I to 

Prem. Change l C lass  5 

1.00 1 14.04 - 0.8 -3.2 
1 .00  ]3 .8~  + 2 .7  - 5 .2  
1 . 0 0  I 1 3 . 1 9  I ÷ 3 . 7  I - 2.2  
1.00 
1.00 
1.00 12.88 * 0.9 - 4.9 

i , i i 
1.00 12.71 • 8.2 • 2.0 
1.00 12.67 i + 1.8 - 0 .6  
1.00 11.95 i ÷ O.I , - ~.5 

1.00 1 
1 . 0 0 1  
1 . 0 0  11.67 ÷ 6.2  ÷ 0 .1  

J i i 
1.00 II.51 ÷ 1.0 - 4.8 
1.00 11.15 * 6.2 + 5.7 
1.00 II.15 ÷ 5.9 ÷ 1.4 

1.00 i ~ 11.05 i - 0.4 - 6.1 
1.00 II.01 + 4.1 + 1.6 
1.00 10.95 4.9 , - 7.2 

1.~ i 
I. O0 I 
1.00 10.75 + I.I - 7.2 
1.00 ' 10.63 '! - 5.5 ' - 7.8 
1.00 10.45 i ÷ 3.5 ÷ 0.8 
1.00 10.44 - 8.1 -10.5 
1.00 10.31 ~ 5.5 ÷ 2.8 

~m 

o 



A~?O~OHILE LIABILITY - 1956 PRIVATE PASSENGER RATE REVISION 

IM~elopment of Fronosed Rate Level Changes by Territories 
for New York State Excluding New York City 

•embers and Subsoribers of N.B.C.U. and ~.I.EB. 
~I) ~2) (5) 

No. Cars 
Written Pres. 

Torrltory (Policy Avg. 
Year Rate 
1954 ) 

t t L 
2 0 -  Newburgh (27) 12,615 20.28 
6~ - Kingston (27) 17t840 19.85 

~ b - t o t a l  50t455 I 20.0~ 
40- Rochester (17) ' 94j288 17.75 ' 
98 - Remselaer County (38) 7,611 20.85 
22 - Watertown (57) 8,814 17.57 
99 - Suffolk Count~ (52) 90t187 I 18.82 
79 - Syracuse Sub. (22) ' 15,928! 17.58' 
68 - Rockland County (28) 20,209! 16.71 
64 Middletown (26) 20,5491 17.58 
85 - Ossinlr~ (24) 262707 ' 16.75 , 
Territory 54 (56) ~9,051 
80 - Rochester Sub. (55) 4,581 
60 - Oenesee County (51) .9t076 

Sub-total , 42;688, 18.24 , 
25 - Auburn (21) 8,450 16.59 
55 - Cortland-Ithaca (16) 13,811 18.14 
69 - Central Counties (45) 91,251 16.12 1 
2 8 -  Rir~hm-ton (54) 50,966 17.8~ 
Territory 57 (41) 56t442 16.51 

Sulo-to%al 180t700, ~ i, 
~7 - Elmira (Ii) 15t025 ' 18.61 

58 - D~tchess County (25) ' 15,122 17.52 ' 
21 - PoughkeepSie (44) 16,650 18.65 

Sub-to%el Y ~  
67 - Northern Counties (46) . . . .  89t022, 18.17 

26 - Jamestown (59) ' 12,817 25.55 
66 - Western Counties (47) .74~579 16.15 

8~total 87.,~96, 17.19 , 
59 - Catskill & Columbia Co.(35)', 17t953 ' 16.26, 

Grand Total 1,849~871 20.57 

See Sheet 5 for notes. 

Pure Premi~m~ 
Including A/located 

Loss Adjustment 

• ~ 4 )  : (5) 
Pol. Yrs. Uncler 
1952-54 ! ~Y" 

I0. 94 I0.60 
9.51 I0.37 

I0. I0 .. I0. 47 
i0.07 9.27 
9.98 10.90 
9.87 9.18 
9.70 ~ 9.75 
9.42 9.19 
9.41 8.75 
9.26 9.08 
9.21 8.75 

18.51 9.59 9.67 
16.12 8.80 8.42 
18.44 8.68 9.64 

9.18 , 9.55 
9.71 8.57 
9. ~ 9.48 
9.51 8.42 
9.11 9.~2 
8.60 8.65 

it:,. bb,  9 ~  8.71 
8.06 9.75 
9.C~ 9.16 
8.86 I 9.75 

8.95 9.50 
10.78 [ 12.20 
8.27 8.45 
8.64 i 8.98 
8.28 i 8.50 

I i0. 74 

PUre Frems. Adjusted 
%o Proposed 

Rate Level on 1954 
Distribution 
(6) ~7) 

Pol. Yrs. . 
1952-54 Underly. 

{8) ~9] 

Credi- Formula 

l O O  I 
1.00 

10.22 , 10.76 , 1.00, 10.22 
I0.19 9.55 1.00 10.19 
I0. I0 11.21 1.00 I0. I0 
9.99 9.44 1.00 9.99 
9.82 , i0.00 1.00 , 9.82 
9.55 9.45 1.00 9.55 
9.52 8.97 1.00 9.52 
9.57 9.35 1.00 9.57 
9.52 9.00 1.00 9.52 

1.00 
.80 

1.00 
9.29 9.80 1.00 9.29 

i , i 
1.00 I 
1.00 
1.00[ 
1.00! 
1.00 

9.28 8.95 l. O0 9.28 
9.17 I0. O0 1. O0 9.17 

1.00 
1.00 

9.05 , 9.72 , ~ ,  9.05 
9.04 9.77 1.00 9.04 

8.38 , 8.36 

Ii. 04 . II. 04 

P.~, p~ .~ 
t lO) [ ~11) 

Pereent 
Proposed Chance 

Rate i ~ l ~ d  
Level ] te 
Change Class 5 

t Rates 

f 

- 2 . 4  i - 4 . 7  

+ 9.9 ] + 5.6 
i 

- 7.3 ~ - 9.5 
+ 8.8 I + 6.2 

0.9 i - l.S 

, , . ,  i 1 9.0 6.4 
0.7 

' 5 . 2  i . 5.9 
+ 6 . 5  ; 

- 2 . 5  I - 4 . 8  

+ 6.5 + 5 .0  
- 5.8 -11.2 

- 4 . 5  - 5 . 5  

- 4 . 8  - 7 . 1  

- 2 . 7  - 5 . 5  

- 1 . 4  - 5 . 8  

C 

E 

o 
(5 

C 

~m 



~T~MOBILE T Tt.~f ~S~Ra~C~-1956 PRIVAT~ P M ~  R~T~ ~V~alD~ 

Glassiftcat£on l~q~ ten~s  Under the Seven Olass FI~ 

Policy Year 1954 as  ot  D~,,-ber Yl, 1954 
xe~-~ aria ~ ~eaace c~ne~ 

M~bet"s & St~:~n~bers of' N.B.C.U. 
C o lon i e s  Report£ng to  M.I.R.B. 

T ~ t t o r y  

md 

Cit ies 

LILTEO 
C~t~s  

01assi~teat2on 

1B 
10 

20 
) 

I t  

1¢ 

9aaLc I A ~ t s  

a t  Pr~mnt 
ti.B.O.O. Claee 

Rates 

~ 2 0 ,  0 9 2 , 1 0 4  
18, 780, 329 
2,275,955 

2,0~J+862 
) ,  f~4, 707 

25, 50%~,7 
32,6)2,A30 

5,889,~65 
2 ,  5"/0,/.60 
6,90%Y~) 

Znourrsd of 

~7,704, 704 ) 1 , 4 ~  
7,/,16, 548 29,842 
1,223,492 4~094 
3,618,489 22,786 
2,572,A2£ '7~ 287 
2,205,478 8,006 

1 
9,%'9,~J5 40,626 

13,661,655 5),176 

&,~98,81~ 15,~58 
2,552,/,55 8,426 
4,000,047. 15,7~b 

22 ~.&t~8 fo~ M.I.LB. ud 26 States  fo~ H.B.C,U.(a) 

Loss & Loee 
Ad:J~stm=t 
Rat4~ a t  

l ~ m t  N .B .C ,U .  
Class ) I~ tes  

. 3 8 )  

.~95 

.702 
1.259 

.620 

.392 

.~£9 

.~98 

.747 

.99) 

.579 

l ~ T e r m t h t l s  to ~ ) 

Present 

.60 

.60 

.85 
I.I0 
1.50 
1.00 

.60 

.70 

.85 
i.i0 
1.50 
1.00 

T,,~4 osted P ~ j  

I 
.62 .60 
.64 .60 
.87 .85 

1.~(d)  i . ~  
2.0) (4 )  2.OO 
1.00 1.00 

! 

.72 o?0 
1.0) ..95 
1.29(d) 1 . ~  
1.72(4)  2.CO 
1.00 _ 1.00 • . • . | 

(a) The ,=i~-Lmo, avs2.lab!e , , d ~  th .  7 ~.aln ~ in a l l  ~ts~s ~ th,  p ls ,  ~ ,  . f ~ .o t i v ,  m = ~ a l l  of 195A for  
the  h t h m a l  ~ and t ~  ~ n ~ a u  and v h ~ e  ~t ther  or both tm~aus are  lAoemmd as  • ~ t ~  ~ n i s a t £ o n  
for  a~am~t . l e  ).iab'I1~t-y Immrm~. 

(b) r ~ 4 z ~  a l l  loaa adJuntmmt; f a o t o ~  of 1.11 f o r  Imd~y ~tJua 7 and 1.17 t o t  p m p m ~  d a a g e  ~ a ~  to  the  
l o e s u  and a l l o t t e d  loss  s d J ~  ~ q ~ e ~ s  to  £uolud, una~o- - t ed  losa a d J m f l ~ m t . ~ .  

(e) C lau  23 vas dinoc~thmed £u l e , ~  1955 and r lska in  t h i s  o l a u  . s r e  t rans fe r red  to  ~ u m  oa or Class 29. 
Class ~) w,s 8ubsequ~tA,7 ~Aainat~l  lu  Februs.~ 19.56. 

(d) The ezpewLJaoo oc4ed unden. C~.8s 2 lueludes the ezpe r i e~e  dovelope/ fo~ f e m l o  o p e ~ t o n  und~  tho ago of 25. 
The s4~ o~ £eml~ operators as • r a t ~  ~'£t~' ion w s  d~oon t~ned  ~arlAsr t h i s  y ~ -  w£th aueh hw~-edo 

Claso O2' vb£ehsve~ ~n applicable. The indicate4 d~feaw~thKa t o t  G ~ m s  o¢ u d  ~ o ~  
~ 1 0  o p e ~ t o r 8  o n ~  a . ~  s h o r n  b ~ o v  on  t h e  a M ~ q p t ; l ~ n  t h a t  t h e  4 , ~ 4 ~ t e d  d i f f e r e n t i a l s  f o r  t h e  f ~ g l o  o w r a t 0 n  
are  equal to  th~ ~ttght~d avers~e b£ ~ "~1~sf~d  d1~fe~flt~a3~ aho~  .above fo r  (DAa4eE ~£~ 1B Sad 1 C : "  

M ~ t ~ i  D~i'fm-ent~i~L1 n £o~ O'J~sse-. P.A and 20..Ma'l* Onerato~s 

20 2.~8 1.97 
• o 

m 

h~ 

C 

w 



AUTOMOBILE LIABILITY INSURANCE - 1956 PRIVATE PASSENGER RATE REVISION 
D~VEL019~2~ OF THE P~CENT CHANGE DUE TO THE INTRODUCTION OF TUE 

REVISED CLASSIFICATION DIFF~NTIALS 

Exhibit ~a 

(:) 
Present 
Rate 

Classifi- 
cation 

1A 
IB 
IC 

IAF 

23 
2C 

23F 
2CF 

3 

Total 

New York City 

First Quarter Policy Year 1955 Bodily Injury 
Exposure Distribution(a) 
;New York Excludln~ New York Oit X 

(2) O )  " (4) 

65.z~ 
15.1 
3.7 
- (~) 

3.3 
1.3 

- (b) 
- (b) 

11.2 

1OO.0 

Rural & Sm"~! Cities 

40.7% 
31.0 
6.5 

6.5 

5.5 
2.5 

O.V 
0.2 

6.4 

i00.0 

Differentials tQ Ra$~ C~ass 
New York Cit I 

i (51 , (6) 
Large Cities Present Proposed 

39.3% .68 .75 
40.9 .73 .80 
3.5 .?? .85 

0.6 .54 .6o 

5.0 I.I0 1.25 
2.6 1.50 2.00 

O.I .88 1.00 
- (b )  1.20 1.60 

8.0 1.00 i.OO 

I00.0 • 751 • 822 

Percent Chan~e Due to Lntroductio~ 9~ 
Revised Classificat~on Differen$ials 

New York City = .822 :- .751 = 1.095 or +9.5% 
Rural and S.~II Cities = .704 - .687 = 1.025 or +2.5% 

• Large Cities = .774 ÷ .730 = 1.060 or 46.0% 

New York Excluding New York City 
Rura~ Small Cities, Large Cities 
(7) (8) (9) I (lO} 

Present Proposed Present 
,=! l 

.60 .60 .60 

.60 .60 .?o 

.85 .85 .85 

1.10 1.15 i.I0 
1.50 2.00 1.50 

.88 .92 . ~  
1.20 1.60 1.20 

I.O0 i.OO 1.00 

• 6~7 .704 .T30 

(a) This exposure distribution is based on the comblned experience o f  National Bureau and Mutual Bureau Member and 
Subscriber compenies for the first quarter of 1955. The reported exposures have been adjusted to reflect the 
recent transfer of young female operators from Class 2 to Class I or Class 3. 

(b) The number of cars in this class is negligible. 

Note" Large city differentials were applied in Queens, Queens Sub°, Schenectady, Albany, Buffalo, ~m~a, Syracuse, 
Niagara Falls, Rochester, Utica~ Rome, Buffalo Sub., Niagara Falls Sub., Jamestown and Troy; the rtu~l-~11 
city differentials were applied to all other territories except New York City. 

Where a rural or a small city territory was combined with a large city territory for rate mak~n~ purposes, m 
weighted average of the above two percentages was used. 

~ o ~ s ~  

.65 

.70 
-95 

-52 
1.25 
2.00 
1.00 
1.60 

1.00 

.?74 



16e CURRENT RATE MAKING PROCEDURI~ 

J k h t ~ t .  A 

Nt,~ yORK 

AUTC~4OBILE LIABILITY INSURANCE - 1956 PRIVATE PASSENGER RATE REVISIOU 

Proposed Rates 

Type Tsrr. 
and ; N.Y.C, Sub. 
Class : B.I .  P.D. 

Private Pass. 
Class IA ..... 
Class IB ..... 
Class IC ..... 

Class 2A ..... 
Class 2C ..... 

Class 3 ..... 

Farmers 
Ind. Ownerst 
Class ~ .... 
class 2AF . . . .  
Glass 2CF . . . .  

~ |z?. 
~. 17. 
58. 24. 

98. 32. 
1.%. 56. 

68, 28. 

62. 26. 
109. 45 • 

? e r r .  6 Terr.  7 Ten~. 8 
Schenectady Amsterdam Alban 7 

B.I .  P.D. B . I .  P.D. B . I .  P.D. 

~,.~1. ~18. 
55. 19. 
?4. 26. 

98. 34. 
156. 54. 

78. 27. 

78. 2?. 
125. IJ. 

$53. $18. 
53. 18. 
95. 26. 

~01. 35. 
1%. 60. 

88. ~0. 

42° 14. 
81. 28. 

141. 48. 

$~. 12o. 
60. 22. 
82. 29. 

108. 39. 
192. 62. 

86. 31. 

45. 
86. 

138. 

16. 
31. 
50. 

Funeral Car . . . .  ?5. 28. 86. 27. 97. 30. 95. 31. 

School Buses: 
Prlv. Pass ...... 68. 28. 78. 2"7. 88. 30. 86. 31. 
Co~, or Bus: 

0-30 Pass.,... 61. 25. 70. 24. ?9. 27. 77. 28. 
31-60 Pass., ... 75. 31. 86. 30. 97. 33. 95. 34. 
Over 60 Pas s . . .  88. 36. 101. 35. 114. 39. 112. 40. 

t Includ4n~ family  co-par tnersh ips  or corporat ions ,  the m~mbers or  which res ide  on a 
f a l ~  and are uot engaged in e.tly Occupation other  than farmtns. 



Mutual Insurance 
a a t ~ E  Bure t .  

A l l  Companies Report ing 
to N.B.C.U. and M.I.R.B. 

Pol i cy  Year 1950-55 
Rate Basic L~,~ts Earned 
Clss~ Premium a t  Present 
I Class SeA Rates 

E ~ i b i  t 5 
AU~OMD~LE LIABILITY - 1956 COMmerCIAL CAR RATE REVISION Sheet I 

COMRERCIAL CAR EXP~IENCE BY RATE CLASS 

'~ (S'~ Ma,~or Cities # Po~C~DifferentlalsYa~,,s 1950-55+ 
Policy Year L~ss and Loss Adjustment Ra t ios  to  Rate Class 5CA 

Policy Year 1950-55 at Class 5CA Rates Indicated b~ 
Basic Limits Incurred' (4~ I (6) (7~ (9) ' (I0) (ii~ J" (5") " 
LOsses (Including (8) I 1952-55 1952-55 
all loss ad~ustmont) 1950 I 1951 J 1952 195~ 1950-55! M o a n  1950-S~ Mean 

I I I I ,, 

Budily I n j u r y  i 

$ 1,317,681 .988 .851 I.I16 I .905 .982 LOll . 1.55 1.64 
554=,406 ,806 1.659 2.107 .785 1.459 1.445 2,,27 2.55 

5CA ~ 1,542,115 
CB 25~,416 

4CA 7~757,846 
CB 659~819 

5CA 18,151plI? 
CB L I 922,491 

SOA 1,587j576 
CB 220,915 

4CAI 8~251,500 
CB 778,801 

5CA 16j.564 ~,,627 
CB 797,46? 

6,116j140 .657 .884 I -861l .685 .788 .T75 L24 I~26 
780,449 I.II0 1.581 I .896 i 2.025 1.185 1.460 1.87 2.57 

10,221,981 .578 6 8 0 l  ~ r .569 .653 .615 1°00 1.00 
750=878 .875 .640 1 .885 I .591 .792 o758 1.25 1.20 

I Property Dsm~e 
1 j560,2(~ i .9701 1.016 .9~3 .8~9 .980 ,906 1.67 1,,60 
28?,265 = 1.1181 1.267 1.664 .756 I.$00 1.200 2.22 2.12 

6~171p192 .6?9 .815 .772 .694 .V48 .735 1.28 1.50 
8~2,408 1.078 1.267 .899 1.159 1.069 1.029 1.8~ L8Z 

9p594~590 .562 ,.616 .599 .555 ,.586 .566 1.00 loO0 
759;149 .8161 .990 .955 1.568 .927 1.152 1.58 2.04 

# Those Cities with a population of 500,000 or more, excludlP~ New York City end thoee territories in which the c~untc~p 
Wide CoTme~ial Automobile Business and Use Classlflcat~on Rule was not in effect. 

* the indicated differentials have been obtained by cL%vidir~ the appropriate loss and loss adJustJ~ent ratio fop each 
class by the corresponding ratio for class 5CA. 

g 



Mutual Insur  ar~e 
R a t i ~  ~ a u  

Exhibit 5 
Sheet 2 

AU~BILE LIABILITY - 1956 COMMERCIAL CAR KATE RE~ISION 

COMMERCIAL CAR EXFERIENC~ BY RATE CLASS 

t l )  

Pate 
Class 

q0ar~es P~portir~ to N.B.C.O. and M.I.R.B. 
~2) (5) 

Policy Year 1950-55 Policy Year 1950-55 
Basic Limits Earned Basic Limits Incurred 
Premium at Present Losses (Incl1>~irg 

Class 5CA Rate~ all Loss Adjustment) 

8CA ,~ 5 , 0 ~ , 5 6 0  
[ CB 1,065,954 

4CA 29w291, 615 
CB 3,179,906 

5CA 75p859,595 
CB 4,801,6C6 

i 3C, A 5,565,450 
CB 1,054,551 

4CA 51,821,628 
CB 3~,597,759 

5CA ?','~074,135 
CB 4,558,816 

Countr~wide~ Poliez Years 1950-1955 
Yolicy Year Loss and Loss 1~jUs~ent P~t/os ~fferentials ÷ 

at Class 5CA Rates tn Rate Class 5CA 
(4) (,5) ~6; "~.7) (8; (9) ' Indicated by 

1952-55' (10) ( ~ )  " "  
1950 1951 ! 1952 1955 1950-55 ~.~ean 1950-55 1952-5~ 

~[eaQ 
I I [ I I I I I I 

Bodily Injur7 

$ 6,466,2P'~ 1.114 I.:556 [ 5.550 1.437 1.272 1.584 2.10 2.50 
2,185,879 L925 2.016 I 2.094 2.852 2.051 2.575 5.58 5.95 

25,988,572 .764 .810 I .868 .884 .819 .876 1.35 1.46 
4,088,440 1.125 1.388 i 1"245 I 1.777 1.286 1.511 2.12 2.51 

1 45,972,914 .572 ..658 I .615 .588 .6C6 .601 1.00 1.00 
5,112,049 1.060 1.121 i .999 i 1.186 1.065 1.095 1.76 1,82 

: l I t 

Prover ~+y Damage 

5,952,855 .964 1.102 I 1.158 .999 1.066 i.J79 1.92 1.93 
1,561,068 1.565 1.471 1.557 1.712 1.481 1.655 2.86 2.92 

24.919,611 .717 .826 .806 .795 .783 °796 1.41 1,42 
4,080,098 1.009 1.225 1.119 1.345 1.134 1.252 2.04 2.20 

42,890,572 .519 .584 o5G9 .549 .556 .559 1.00 1.00 
4,5?0,?90 .904 1.0~8 1.050 1.168 .996 1.099 1.79 1.97 

_. : . .I , i 

# Em~ludIIE cities ,ith a population of 500,OCK) or more and Massachusetts and other states in which the countrywide 
Comm-rclal ~tomobile Business and Use Classifications ~le ~as ~ot in effect. 

The indicated differentials have been obtained by dividing the approvriate loss ~d loss adjustment ratio for each 
class by the correspondimz ratio for Class 5CA. 
A9-56-441 

p~ 

OO 
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M~tual Insurance 
Rati~ ~roa~ 

cnumm~:D~ 
AU~HCBILE LIABILITY- 1956 COMM]:RCIAL CAR RATE RgqISION 

Present ard Proposed Differentials to Rate Class 5CA 

Exhibit. 
Sheet 

(1) 

Tn~ 
and 
Class 

Present 

' (2) (s) 
B.~. ~D. 

~a,ler Cities 
5CA 1.9~ 1.94 
~66 5.84 4.15 
4CA 1.18 1.18 
4CB 2.44 2.70 
5CA 1.00 l. CO 
fCB ~.01 2.50 

Balance of Country 

Ave rW~,e Dif f e r en t i a l s  

Indica ted  b 7 * 
Policy Yrs. Policy Yrs. 
1950-55 1952-53  

.' :ban 
(4) (5) (6) (7 )  
B.T. P.O. B.I. P.D. 

1.55 1.67 1.60 
2.27 2.22 2.12 
1.25 1.28 1.30 
1.87 I.SZ 1.82 
1.00 1.00 1.00 
1.25 1.58 

5CA 1.82 I.gz 2.10 
5CB 5,54 4.13 5.58 
4CA 1.18 1.18 1.55 
4CB 2,52 2.70 2,]~ 
5CA 1.00 1.00 1.00 
5CB 1.99 2.25 1.76 

1.64 
2.35 
1.26 
2.57 
I. CO 
1.20 2.0~ 

to Class 5CA 

1.91 2.30 i."5 
2.66 5.95 2.~ 
1.41 1.46 1.4,2 
2.O4 2.52 2.20 
1.00 1.00 1.00 
1.79 1.82 1.96 

Middle 
of Present, 
,I Year and 

2 Year IndlcL%cd 
Differcntla]s. 
(8) (9) 
B.I. P.D. 

1.64 1.67 i 
2.35 2.22 i 
1.2S 1.28 
2.37 1.82 
1.00 1.(X) 
1.25 2.(~ 

2. I0 1.92 
5.54 2.92 
1.35 1.41 
2.52 2.20 
1.00 1.00 
1.82 1.96 

1 (12) 
Halfway Proposed 
between 8.1. & P.D 
l~:oS oat Di ffercn- 

and ~ials to 
.Middle ~lass 5CA+ 
(lO) (U) 
P.I.P.D. 

1.79 1.81 1.80 
5.00 3.19 5.10 
1.22 1.23 1.25 
2.4112.26 2.35 
I.O0! l.OC l.OO 
1.6512.17 1.90 

1.96 1.-°2 1,95 
3.54 5.53 3.55 
1.27 1.3C 1.30 

12.32 2.4~ 2.40 
ii.00 Lot 1.00 
ii.96 2.11 2.00 

Note: It is proposzd to maintain the same rato relatiorships for Rate Classes ? 
and 8 initially edopted in most Jurisdictions in 1955 since r,o expcrlence for 
those rate class,-s is yet available, the relationships for those classes are as 

follows : Proposed DLefcrentials 
to Class 5CA 

Bal. of 
~ass Relationship Major Cities ~ Co'~utry 

7CA Class 4 plus 15% 1.48 1..50 
7CB Cl~s 4 plus 15% 2.70 2.75 
8CA Clr, sa 5 less 15% .85 .85 
8CB Class 5 less 15% 1.80 1.70 

Excludine Now York City and T|assnchusetts and other states in which the country- 
wide COrnhill Automobile ~usin~ss ar~/Use Classific~tien Rule was not in effect. 

* From Columns I0 and II of Exhibit 3, sheets I ~nd 2. 
+ Mean of B.I. & P.D. mfferentials in columns i0 and II, rounded to nearest .OS. 
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Appendix 

Trend Data Supplementing Policy Year Experience f o r  
Automobile Liability Insurance 

Policy year experience is supplemented by calendar year t rend data 
which are used to measure the change in the loss level between the 
period of the latest available policy year experience and the time this 
experience is used for rate making. Calendar year data are suitable 
for this purpose because they can be compiled for more recent periods 
than policy year experience, and they can be used for short  intervals, 
such as monthly or quarterly periods of experience. 

In the rate making procedures of the National Bureau a n d  t h e  
Mutual Bureau, calendar year average claim cost t rend data have 
been used in recent years to supplement policy year  experience. Trends 
in claim frequencies are reviewed, but they have not actually been 
used recently, except during the years following World War II. 

Calendar year loss experience, at the present time, is obtained from 
the transaction reports  filed by the companies every month on all 
automobile liability paid losses. F rom these reports, the National 
Bureau and the Mutual Bureau summarize the amount  of the paid 
losses and the number  of paid claims for each state, separately for 
bodily in jury  liability, property damage liability and medical  pay- 
ments. 

The method in which average paid claim costs t rend factors are 
calculated f rom these paid losses is demonstrated below, f rom the 
Mutual Bureau's 1954 revision of garage liability rates in the state of 
Florida. In that  revision, the statewide rate level was based upon the 
experience for policy years 1950 and 1951, which was the latest policy 
year  experience available at that  time*. 

The average paid claim costs for bodily in jury  liability were con- 
solidated as follows: 

Calendar Florida 
Year Paid No. of Avg. Pd. 

Ended Losses Claims Claim Cost 
i 2 /31 /50  $2,321,143 3,970 $585 
12/31/51 4,055,706 6,370 637 

6/30/52 4,836,673 7,312 661 
12/31/52 5,713,903 7,836 729 

6/30/53 5,940,703 7,331 810 

I t  is noted that  the latest period forwhich  the above data were avail- 
able was the period ending June 30, 1953. Thus, the year beginning 
July 1, 1952 and ended June 30, 1953 was the latest calendar year. 
Assuming that  losses are paid at  an even rate throughout  t h e  y e a r ,  

* The experience was reported under the 1953 Call, consolidated and reviewed late 
in 1953, rate filings in almost all states were made early in 1954. 
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t h e  average claim cost for the year ended June 30, 1953, represent~ 
the  loss cost at the middle of the period, or January 1, 1953. This 
average loss cost is compared with the loss costs prevailing during 
calendar years 1950, 1951 and 1952: 

1. Factor to adjust calendar year 1950 to 171/53 level: 
$810 --  $585 -- 1.385 

2. Factor to adjust calendar year 1951 to 1/1/53 level : 
$810 ÷ $637 - -  1.272 

3. Factor to adjust calendar year 1952 to 1/1/53 level : 
$810 -- $729 -- 1.111 

The above calculations show that the loss cost on January 1, 1953 was 
38.5% higher than the average for 1950, 27.2~ higher than the aver -  
age  for 1951 and l l . lyo higher than the average for 1952. 

This information can be used for an estimate of the average claim 
cost for policy year 1950 (the older of the two policy years used for 
rate level in that revision) on January 1, 1953 loss level. In this con- 
nection it is recalled that the incurred losses for policy year 1950, 
reported "as of December 31, 1952" consist of losses which were paid 
during the period January 1, 1950 through March 31, 1953 and the 
losses which were outstanding as of March 31, 1953. The losses paid 
during the period January 1, 1950 through December 31, 1950 were 
paid at the loss level then prevailing. If they had been paid at the 
loss level existing on January  1, 1953, they would have been 38.5~ 
higher. Correspondingly, the policy year 1951 losses paid during the 
period January 1, 1951 to December 31, 1951 and January 1, 1952 to 
December 31, 1952 would have been higher by 27.2% and 11.1% 
respectively if they had been paid at the loss level existing on Janu- 
ary 1, 1953. 

From distributions of paid losses it was determined that the in- 
curred bodily injury losses for a policy year reported as of 36 months 
are distributed as follows: 

Paid during first calendar year period . . . . . . . . . . . . . .  12.5~ 
Paid during second calendar year period . . . . . . . . . . . .  47.5yo 
Paid during third calendar year period . . . . . . . . . . . . .  25.0% 
Outstanding as of 36 months . . . . . . . . . . . . . . . . . . . . . .  15.0~ 

Averaging the increases in average paid claim costs during each 
of the calendar year periods of policy year 1950 reported as of 36 
months and using as weights the distribution of loss payments during 
each period, produces the average increase for the policy year. In 
th i s  connection, it was assumed that the losses outstanding as of 
March 31, 1953 needed no adjustment, so that a factor of 1.000 w a s  
applied to the outstanding portion of the incurred losses. The aver- 
age increase is calculated as follows: 
.125 X 1.385 -~- .475 X 1.272 + .250 X 1.111 -b .150 X 1.000 -- 1.205 

In t h e  rate  revision, a factor of 1.20 was used in lieu of the indicated 
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factor of 1.205, which was a maximum limitation used in the rate 
program. 

Since this t rend factor adjusted the experience only to the Jan- 
uary 1, 1953 level, while the filing was made early in 1954 for rates 
to be effective about the middle of 1954, a fu r ther  adjus tment  was 
necessary. This fu r ther  adjus tment  is referred to as projection;  it 
is based on the assumption that  the increase in average paid claim 
costs observed for the past  periods for which experience is available 
continued in some measure for the period immediately following. In 
this case it was assumed that  claim cost continued to rise at a rate one 
half  of that  prevailing during the latest year, ended June 30, 1953. 
I t  was fu r ther  assumed that  this adjus tment  would reflect the level 
prevailing on July 1, 1954, the approximate effective date of the rate 
revision. The calculation of this projection factor is as follows: 

1.000 + ½ $810-$661 
$661 --  1.113 

This factor, however, was limited to a proposed maximum projec- 
tion factor of 1.05. 

The product  of the projection factor of 1.05 and the t rend factor of 
1.20 produced the factor of 1.260 to adjust  policy year 1950 to the 
July 1, 1954 loss level. 

The same procedure was used to adjust  policy year  1951 to the loss 
level of July 1, 1954 using the appropriate corresponding calendar 
year  periods and distribution of paid losses for a policy year reported 
as of 24 months.  

The factors based upon the experience in the state were fur ther  
modified by averaging them with corresponding factors calculated 
f rom countrywide experience. The weights applied were the credibil- 
ity given to the state experience and the complement of that  credibility 
given to the countrywide experience. The attached Exhibit  I shows 
the complete calculation of these factors;  also shown is the credibility 
table for use in connection with paid claim cost t rend data. The policy 
year experience is adjusted by multiplying the policy year incurred 
losses by the respective factors, and these adjusted losses are used 
for  the calculation of the statewide rate level loss ratios. 
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• J~UAL ~3tlRA M~E FLO~ D& 
I~tTIN6 BUREAU 

AI,,'TOMOBIIR LTABIL_TTI - 1954 OAR~(]~ RA'i"E REVISIOH 
Development of Factors to Adjust Pol icy I ea r  

Incurred Losses to 7/1/$4 Lose Level 
Based upon Calendar Year Average Paid Claim Coat Data 

BedilyXnJury (Excluding Medical and All. Loss Ad~uet~nent Expenses) 

Co~bimed Experience of Mutual 
8ureeu and National Bureau (a) 

"Calendar "" state "'" 
Year Paid No. of Av~. Pd. 

Ended Losses Claims Claim Coat 

12/31/51 4,(15S,706 6,5~70 637 
6/30/~2 4,836,673 7,512 661 

~/31/~ 5,713,903 7,836 729 
6260/83 5,94%7C~ 7,~51 810 

Exhibi t  I 
Sheet 1 

Al l  Types of Cars 
~n,,~.rTwlde Excludin Z Massachusetts 
Paid No. of Avg. Pd. 
Losses Claims Claim Cost 

$ 125,800,4C~ 208,471 $ 605 
I~,0~6,884 Z~7,Vgl 634 
~7,078~4~ ~40,S&5 
2 4 9 , ~ 7 f i , ~  354 ,S,%5 704 
250,V29,426 ~43,~r~ 7~0 

Policy Year 

1950 
1951 

Paid 

g ~ x  

Percent of Policy Year Incurred Losses 
in Calendar Year Period "" 

1951" 19~  Outstanding 

12.5 47.5 40.0 

IState 
I 

Weights Baaed on States Credibility (See Exhibit IX, Sheet 3) .85 
Factor to Apply to Policy Year 1950 Incurred Losses 
i. Factor to adjust Cal. Yr. 1960 to 1/I/55 Loss Level (b) 1.38.5 
2. Factor to adjust Cal. Yr. 1951 to I/I/~5 Loss Level (b) 1.2V2 
3. Factor to ad jus t  Cal.  Yr. 1 ~  to 1 / 1 / ~  Loss Level (b) I.iii 
4. Trend Factor to adjust  Pal .  Yr. 19,50 to 1 / 1 / ~  Levels 

[.125 x (1) + .475 x (2) + .~60 x (3) + . ~ 0  x 1.CCO] l..2Ca' 
5. Factor to Project  from 1/1/53 to 7/I/54, 

[ 6 / ~ / ~  - 61'aol~] (o) 
I.ooo + 1/2 - [ 6 / a o / ~ l  (c)  t . o ~  

6. Factor to adjust Pol. Yr. 19~0 to 7/] /54 Lose Level [(4)x(5)] 1.~0 
~act~ t AppI~, to Polic~,' Year.. 1951 Incurred Losses 
7. ~=~ to ed~.ot Cal. Y~. 1~ to ~n/~ ~ss Level (b) ~.~ 
8. Factor to ad jus t  Cal. Yr. 1 ~  to 1 / 1 / ~  Loss Level (b) L.111 
9. Trend Faster  to ad jus t  Pal .  Yr. 1951 to 1 / 1 / ~  Level 

~.06V 
10. Factor to Project  from 1/1/53 %o 7/1/54 (same as l ine  

t . O ~  
11. 
(.) 
(b) 

(o) 

{ . I ~  x (7) * .475 x ( e ) . . 4 0 0  x 1.000] 

5 above} 
Factor to adjus t  Pol. Yr. 1961 to 7/1/54 Lose Level [(9)x(10)i L.141 

.15 

1.211 
1.151 
1 . ~  

1.107 

1.048 

1.160 

1.151 
1.C~? 

1.C~6 

1.048 
1.08~ 

Formula 
Factor 

x x x  

x x x  
x ~ x  
x x x  

x x x  

x x x  

1 . 2 4 5  

x x x  
x z x  

x x x  

x x x  

MarLmum experience reported for  each year° 
Ra~oa of average paid o l a ~  costs  for  year ended 6/~30/~x3 to eve=sp" paid ¢~ im comte 
fo r  ~ e  p a r t i c u l a r  calendar year° 
Average paid claim coats for  year ending on dotes shown. 
Lie~ted to a maxtnmm factGr or 1.20. 
14mitad to a maximum [ ~ t e r  ot  LO~. 
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HtPrt~ r N ~ ) ~ i  PIDRID& 
PATI NO 91~Ag 

AOTOMDDILE LTAB~rI'I - 19S40~AOE RATE R~v~'ro~ 
Development of Factors to Adjust po~4cy Year 

Incurred Losses to ?/1/$4 Loss Level 
Baaed upon Calendar Tear A~ora~ Paid Claim Cost Date 

Pl~pert~ Damggo (Exeludi~z All [nee Adjustment Expe~aea~ 

Co~blred Experience ot ~utusl 
Bureau and ~atlo~l ~reau (a) 

Exhibit I 
Shoat g 

Al l  Types of Care 

'Calendar " State 
Year Paid No. oi" 
Ended Lasts Claims 

12/31/50 $ 2,~X~, 0(~ 27,095 
12/31/51 2,624,420 31,635 
6 / ~ ) / ~  3,091,M8 55,545 

12/31/82 3,399,123 37,534 
6~0/~3 3~31B~075 35,]15 

PoXi c~r Tear 

1950 
1951 

C o ~ n t r ~  Excluding Massachusetts _ 
Avg. Pd. Paid No. of  Avg. Pd. 
C1aLm Cost Losses Claims Claim Coat 

-/~ $ 1(~,404,~0 1,391,071 $ 74 
83 1,2~ ~ 9 , 8 9 6  1,488,341 84 

1¢1,6~1,~8~ 1,606,579 
91 151,053~45 1,640,347 g2 
94 144,4~,1~ 1,49~,3~. 96 

"" Percent, 0£ Po1'~cy Year Incurred Losses 
, , . .  

Paid in  Calendar Year Period 
1950 1951 19,~ 

~.~ ~.~ ~o.~ 
m 27.5 {ft.5 

O ~ t o t ~ n S  

5 . C ~  
15.0 

- 0amirS-  F o m u ~  
State wide Factor 

~'etghte Based pn States C,x'edtbtllty (See Exhibit  TT~ 8beet 6) 
Yaotor to A'vpl.y to Polio 7 Year'19,50 Tncurred I~seee 
1 .  Factor to a ~ t  c a l .  Yr." 1~50 to 1 / 1 / ~ ' ~ o e e  I ~ 1  (b) 

2. Factor to mdJuat Cal. Yr. 1951 to I/1/55 Lena level  (b ) 
3. Factor to adjust Cal. Yr. 19~ to 1/1/53 Lose Level (b) 
4. Trend Factor to adjust Pol. Yr. 1950 t;o 1/1/5~ Levels 

( . ~ 5  x ( 1 )  + .e",'5 x ( 2 )  , , . . I00 x (~) * .050 x l.O:x:)] 
6. Factor to Project from 1 / 1 ~  to 7/1.Fo4! 

. .  f e , , " ~ l , ~  - e / ~ o / ~  (e)  
1.0oo • ~ a  ,. [e~o/ee~ (c)  ' 

6. Factor to adjust Pol. Yr. 1950 to ~ / ~ 4  Lose level /(4)x(5)] 

Factor to AppI 7 toPol ley  Year 195.1 Incurred ._Losses 
7. 
8. 
g. 

10. 

11. 
(a )  
(b )  

Factor to adjust Cal. Yr. 1951 to 1 / I ~  Lose Level (b) 
Factor to adjust Cal. Yr. 1982 to 1/1/53 Lose Level (b} 
Trend Factor to adjust  Pol. Yr. 1951 to ~ level  

[ . ~ 5  x [7)  + .5"/5 x (8)  + .150 x 1.095] 
Factor to Project from 1/1/53 to 7/1/54 (ame as ~Lrm 

5 above) 
Fact,~ to ad.l~t, Pol. Yr. 1951 to 7 /1~4 l~ss  ~ v e l  [(9)x(10)] 

(o)  

[ .c~ o xxx 

L.2~7 ! Z . : ~ '  ! xxx 
L . I , ~  1.143 x:xx 
L.O,~ 1.043 x ~  

L.145 1.168 ",~ 

L.040 1.L.O~ xxx 

L.191 L £ g l  X.]9]L 

L, , I~  1.143 xxx 
L.O~ 2.043 xxx 

L.C~ 1.064 x:ac 

L.040 1.045 zxx 
L.DM 1.112 LOg8 

experience .reported for  eaeh ~ .  
Ratios of average paid ¢1~t~ eoet~ t o t  year e ~  6 /~0 /~  to aver~t~e paid claim eoet~ 
to~ the par~onlar  calendar year. 
Average paid c l a ~  coats "f~ yur e ~ r ~  e~ dates m~. 
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Mutual Znsuranee 
Ratine Bursa= 

A~TO~O~II~ E~A~IL~IT 

1954 OARA~ RATE ~91SIO~ 

Credibili W Based on Paid Loses 

Sheet 

Test. Ended 6/30/8~ 
Bodily InJuz7 

• Paid Losses 

0 - 18,749 
18,7S0 ~ 74,~ 
78.(XX) 168,749 
168,750 299,999 
IK)O,O00 - 486,749 
486,750 - 674,999 
675,000-. 918,749 
918,'~50 - 1,Ig9,999 

Z,2OO,(XX) 1,818,749 
1,818j750 1,874,999 
1,878,000 - 2,266~749 
2,268,750 2,6~,9~9 
2,7C0,000 ~,168,749 
8,168,750 : 5,674,g¢9 
5,6~8,000 4~18,749 
4~219,780 4,7~9~9 
4,800,000 8,418,749 
5,418,7~ ~ 5,074,099 
~075,(X)0 8,768~749 
5~7~8,750 7,400~000 
7,~C0,000 sad over 

~eedibillt 7 

0 
.08 
.10 
.15 
.=0 
.25 
.SO 
.58 
.40 
.45 
.80 
.85 
.SO 
.66 
.70 
.78 
.SO 
.85 
.90 
.95 

LO0 

~ear P.nded 6/30/,~ 
Property Demage 
Paid Losses 

0 - 2,4~ 
~800 - 9,999 
10,C¢0 - ~,499 

40,000 - ~,4~ 
~jSO0 -" 8ge999 
90,000 - 1~ ,49g 
I~ ~ 500 - 159,909 
160~ 000 - ~(~,499 
2Ce~500 - ~49,999 
250,000 - 30~,499 
~0~,500 359,999 
860,000 " 422,499 
492 ~ F/)O - 489,999 
4~0~000 - B6~,499 
86~,500 - 639j999 
640,000 = 722~49g 
7 ' 2 2 ~ 6 0 0  - 809,009 
810,000 - 9CG =499 
gC~500 - 9991,g99 

1,000,000 and oyez, 


