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ISO Commercial Property

Transition Rule – Limit of Insurance Relativities
Per our Bulletin 2011-02, sent on February 4, 2011, some details of the new Limit of Insurance Relativities being introduced by ISO were presented.  In that bulletin, it was advised that implementation by CoverAll will be accomplished on May 1, 2011.  Information will be forwarded as respects this CoverAll change on April 15.

As part of the ISO implementation of the Limit of Insurance Relativities, there will be a transition rule applicable to rate determinations that will cap the amount of increase, or decrease, in the final rates developed for renewal accounts.  The transition rule algorithms will not be part of any CoverAll rate calculations.  Therefore, we will need to identify the rate changes at the time of renewal quotation, and address such changes manually.  

The procedure to be implemented is as follows:

· The transition rule applies to the first, second and third renewals of coverage, HOWEVER since we are implementing a manual system for identification of rate change we will apply the caps to the first and second year renewals only;
· At the start of the renewal process identify and document in your file the average property rate and remove any IRPM modifications for the account (unmodified average rate);

· For the renewal rating, calculate the unmodified average property rate as done above;

· If there are any new locations or changes in occupancy please exclude those from the comparative calculation (as such differences cannot be applied to this rule);

· If the change in the unmodified average property rate is more than 25% higher, or 20% lower, we should adjust the rate so that it does not exceed these limits;

· At the second renewal rating, perform the same calculations as done for the first renewal rating as outlined above and again compare to the unmodified average rate documented in the file (second bullet point) at the start of the renewal process for this transition;

· Again, cap the change so that the unmodified average property rate is not more than 25% higher, or 20% lower, than the original unmodified average rate;
· In the event we must adjust the rates due to these caps, this should be done by utilizing the “manual factor”, and the file be documented accordingly, to justify use of this “manual factor”.

Any rate changes produced by changes in protection class, deductible level, coinsurance level, change in coverages / forms, addition of new locations or changes in occupancy are not subject to this capping procedure.

A review of a sampling of accounts within the Divisional portfolio, indicates that the rate changes produced by the Limit of Insurance Relativities will not require application of this transition factor for a majority of accounts.  However, we still need to perform the check and document the file accordingly.

An important consideration:
During this process it is imperative that we still consider the account rate that we are achieving as it relates to the risk characteristics and account exposures.  There is not sufficient redundancy in our property pricing for our various programs to allow overall reductions in our average rate achievement.  As with all risks, there may be fluctuations in rate by account but we need to be sure that we are maintaining rate adequacy across our portfolios.  It is anticipated that implementation of these Limit of Insurance Relativities will prove to be revenue neutral for our programs, so we should all maintain our focus on the rate needs of the programs as per our current underwriting processes.
Amended list of states that have not adopted this Limit of Insurance Relativities change:
The states in which we have not yet adopted this Limit of Insurance Relativities change are: 
CA, DC, FL, HI, ID, IL, LA, MA, MS, NY, TX, VT & WA. 
Therefore this Transition Rule is not effective in these states until such time as the change is adopted.

You should also make note of this change as respects the previously distributed Bulletin 2011-02, sent on February 4.
Please contact your Program Manager with any questions.
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