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Premium Leakage
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Premium Leakage Study: RADIUS

* Local radius trucks

— Makes up about 80% of vehicles in statistical data
reported to ISO

*Sample size: 179,000 vehicles
«Each vehicle sighted at least once




Pricing Impact on a Single Truck

« Loss costs increase by ~ 30% when trucks are
operated more than 50 miles from garage location

« Estimated premium leakage per vehicle due to local
radius misclassification: $625*

+ Estimated average policy premium (all coverages combined): $2,100
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Overall Findings

* 23% of vehicles sighted at least once outside the
local radius

* 16% of vehicles, majority of
sightings (>66.7%) were
outside the local radius 165

= Worst Offenders = Moderate Offenders
= Mild Offenders u No sightings outside radius
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«If 16% of locally rated vehicles
are misclassified, that's $1.1
billion per year in leakage!

» Over a four year time period,
the industry is at risk of giving
up $4.4 billion!
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Analyfics ¢

2/27/2018

ERVE  ADD VAIUE [ INNOVATE

Analytic Maturity in Commercial Auto

In your own judgment, has your company
achieved a "best practices” level of
analytic maturity in Commercial Auto
Pricing?

* Yes

* No
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Analytic Maturity in Commercial Auto

What percentage of the industry do you
think has achieved a "best practices” level
of analytic maturity in Commercial Auto
Pricing?

+ 0-10%
+ 10-20%
+ 20-40%
*+40-60%
*+60-100%




Analytic Maturity in Commercial Auto
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mBest Practice minUse  *In Development  None

Preliminary findings from 2017 1ISO-Earnix Predictive Modeling Survey (n=40).

Analytic Maturity in Commercial Auto

8%

2%

88% have not achieved

“Best Practices”
70% “In Use”

mBest Practice minUse  *In Development  None

Preliminary findings from 2017 1ISO-Earnix Predictive Modeling Survey (n=40).

Not all companies are experiencing pain

Industry leaders have a combined ratio 14 points
better than the total industry from 2012-2016

Commercial auto combined ratio 2012-2016
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~e-A.M. Best Commercial Auto Composite

~e-Profitable Insurers

2012 2013 2014 2015 2016

Source: A.M. Best and IS0 analysis
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More Predictive Analytics

More Accuracy

Profit

Writing Commercial
Auto at a discount
gets me profitable

accounts.




Overall Experience
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Quantitative trends

Bodily Injury - Total Limits
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Quantitative trends
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Property Damage — Total Limits

= Average Freq.
== Average Cost

Freq. Cost
3.20 - 4,600
4,400
4,200
4,000
3,800
Pha 4.4% Annual Change
3,600
275 4 - g
- 3,400
2.60 e B 3,200
o > > a9 0 > > S 5 ° © ©
RN I B QIR IR SR N S SN I g
G o o 8 o 0 o 8 o 0
Year-Ended




13

1.2

Quantitative trends

TTT 27:15 Incurred Tot Loss & ALAE
Development by Calendar Year

Best 3 of 5

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
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Quantitative trends
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Quantitative trends
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ISO Optional Class Plan
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Optional Class Plan
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Optional Class Plan
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Optional Class Plan

* NAICS is highly predictive

« TTT Liability Indications:

- Filed selections tempered significantly

Description Indication
Agricultural, Forestry, Fishing, Hunting 15
Specialty Trade Contractors 11
Manufacturing 08
Trade, Transportation, and Warehousing 13
Truck Transportation 15
Telecommunications 02
Real Estate 06
Renting and Leasing Services 15
Educational Services 04
Arts, Entertainment, Recreation, Accommodation, Food Service 0.7
Religious, Grant-making, Civil, Professional 06
Public 02

Optional Class Plan
Insurance
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Optional Class Plan

* NAICS is highly predictive
- Filed selections tempered significantly
« TTT Liability Indications:

Description Indication
Agricultural, Forestry, Fishing, Hunting 15
Specialty Trade Contractors 11
ing 08
Trade, Transportation, and Warehousing 13
Truck Transportation 15
Telecommunications 02
Real Estate 06
Renting and Leasing Services 15
Educational Services 04
Arts, Entertainment, Recreation, Accommodation, Food Service 07
Religious, Grant-making, Civil, Professional 06
Public Admin 02

Lift Example: TTT Liability
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Lift: TTT Liability

Current ISO Rating Plan
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Lift: TTT Liability

Lift: TTT Liability

@ Change

Lift: TTT Liability
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@ Change

Experience
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Filing Status

Noft yet filed in: MA, HI

All States have approved where filed.

Full Documentation:
SO Circular LI-CA-2015-152

How This Works
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How This Works

» Temporarily Optional
* Rule 200 controls:

Multistate Manual
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How This Works

» Temporarily Optional
* Rule 200 controls:

« Trucks, Tractors, and Trailers (non-zone-rated)
» Private Passenger Types

« Liability CSL Bl & PD
» Collision
« Comprehensive & Specified Perils

How This Works

» Temporarily Optional
* Rule 200 controls:

« Trucks, Tractors, and Trailers (non-zone-rated)
» Private Passenger Types

« Liability CSL Bl & PD

» Collision
« Comprehensive & Specified Perils

» Two Sets of Loss Cost Pages
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Looking Forward
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Two Ways to Get There

Multistate Manual
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Two Ways to Get There

Multistate
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Two Ways to Get There

Multistate Manual
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Looking Forward

 1st: Mandatory Stat Reporting 7/1/2019

« 2nd: Expansion of OCP Rules replicating
all current manual rating instructions.
(202072)

« 31d: OCP-based Extension of Exposures
in Experience Reviews

« 4f: Stop support for older plan.
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Contact Information:

Kevin Hughes, FCAS MAAA
Associate Actuarial Consultant
(201) 469 2617
kevin.hughes@verisk.com
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No part of this presentation may be copied or redistributed without the prior written
consent of ISO. This material was used exclusively as an exhibit to an oral
presentation. It may not be, nor should it be relied upon as reflecting, a complete
record of the discussion.
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