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AIG Programs - Underwriting Bulletin
	99 High Street
Boston, MA 02110
December 1, 2017

[bookmark: _GoBack]Please note that this Bulletin may provide an update or additional guidance to direction previously provided to you via your Underwriting Guidelines or Program Underwriting Authority document.  This Bulletin supersedes any such previous direction as of the effective date specified below and will be incorporated into your Underwriting Guidelines or Underwriting Authority document, if applicable, as future updates are issued.  If you have any questions or require clarification regarding this Bulletin, please contact your Program Manager.


Title:  2018 ISO Crime and Fidelity Multistate Loss Costs & Associated Rules

On December 27, 2016 AIG Programs released Bulletin 40 that explained our re-adoption of the 2014 ISO Crime & Fidelity Multistate Loss Costs & associated Rules effective February 1, 2017.  The only exceptions to this were the 4 jurisdictions remaining with Loss Costs prior to 2014 (see attached Bulletin for detail).  


[bookmark: _MON_1572354614]				

In ISO Circular LI-CR-2017-051 released on November 13, 2017, ISO has announced their 2018 Multistate Loss Costs & associated Rules to be effective 6/1/18.  Please be informed that we are not adopting these new Loss Costs & associated Rules as they represent a further reduction in Crime pricing.  Accordingly, we are sustaining our 2014 loss costs along with the 4 previously noted exceptions.

CoverAll NexGen will remain programmed with the 2014 loss costs and associated rules (inclusive of the 4 state exceptions) for Crime coverages/policies.  

Program Administrators using their own systems to rate Crime coverages/policies are to maintain the existing rates/loss costs consistent with the above direction.

If you have any questions please contact your Program Manager.  Thank you.

The information and other material contained herein is proprietary to AIG Programs and intended for internal use only.  Unauthorized disclosure, dissemination, copying or other use of this information and material without the express written permission of AIG Programs is strictly prohibited.

Division Control Number:  AIG PROGRAMS (2017 #42)
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AIG Programs - Underwriting Bulletin
	99 High Street, 25th Floor
Boston, MA 02110
December 27, 2016


Please note that this Bulletin may provide an update or additional guidance to direction previously provided to you via your Underwriting Guidelines or Program Underwriting Authority document.  This Bulletin supersedes any such previous direction as of the effective date specified below and will be incorporated into your Underwriting Guidelines or Underwriting Authority document, if applicable, as future updates are issued.  If you have any questions or require clarification regarding this Bulletin, please contact your Program Manager.





Title:  Re-Adoption of 2014 ISO Crime and Fidelity Multistate Loss Costs & Associated Rules – Effective February 1, 2017



Earlier this year, AIG adopted the 2016 ISO Crime and Fidelity Multistate Loss Costs and associated Rules as outlined in ISO Circular LI-CR-2015-032 in the majority of jurisdictions.  These were implemented in CoverAll Classic and NexGen.  Please be advised that AIG has now filed to non-adopt the 2016 ISO Crime and Fidelity Multistate Loss Costs and associated Rules and filed to adopt the 2014 ISO Crime and Fidelity Multistate Loss Costs and associated Rules as outlined in ISO Circular LI-CR-2013-043 in the majority of jurisdictions (all except Delaware, Hawaii, Massachusetts and New York). Attached below are the referenced ISO Circulars.







	

It should be noted that the non-adoption of the 2016 Rates and re-adoption of the 2014 Rates will result in an increase in the rated premium since the 2016 Loss Costs represented an overall 10.5% decrease in rate.



For reference, the following chart lists the specific ISO Loss Cost Circular to be implemented in each jurisdiction.  



		State

		Loss Cost



		Alabama

		LI-CR-2014-003



		Alaska

		LI-CR-2014-003



		Arizona

		LI-CR-2014-003



		Arkansas

		LI-CR-2014-003



		California

		LI-CR-2014-006



		Colorado

		LI-CR-2014-003



		Connecticut

		LI-CR-2014-003



		Delaware

		LI-CR-2011-045



		District of Columbia

		LI-CR-2014-003



		Florida

		LI-CR-2014-003



		Georgia

		LI-CR-2014-003



		Hawaii

		120008



		Idaho

		LI-CR-2014-003



		Illinois

		LI-CR-2014-003



		Indiana

		LI-CR-2014-003



		Iowa

		LI-CR-2014-003



		Kansas

		LI-CR-2014-003



		Kentucky

		LI-CR-2014-003



		Louisiana

		LI-CR-2014-003



		Maine

		LI-CR-2014-003



		Maryland

		LI-CR-2015-027



		Massachusetts

		LI-CR-2012-014



		Michigan

		LI-CR-2014-003



		Minnesota

		LI-CR-2014-003



		Mississippi

		LI-CR-2014-003



		Missouri

		LI-CR-2014-003



		Montana

		LI-CR-2014-003



		Nebraska

		LI-CR-2014-003



		Nevada

		LI-CR-2014-003



		New Hampshire

		LI-CR-2014-003



		New Jersey

		LI-CR-2014-003



		New Mexico

		LI-CR-2014-003



		New York

		LI-CR-2008-019



		North Carolina

		LI-CR-2014-003



		North Dakota

		LI-CR-2014-003



		Ohio

		LI-CR-2014-003



		Oklahoma

		LI-CR-2014-003



		Oregon

		LI-CR-2014-003



		Pennsylvania

		LI-CR-2014-003



		Rhode Island

		LI-CR-2014-003



		South Carolina

		LI-CR-2014-003



		South Dakota

		LI-CR-2014-003



		Tennessee

		LI-CR-2014-003



		Texas

		LI-CR-2014-003



		Utah

		LI-CR-2014-003



		Vermont

		LI-CR-2014-003



		Virginia

		LI-CR-2014-003



		Washington

		LI-CR-2014-003



		West Virginia

		LI-CR-2014-003



		Wisconsin

		LI-CR-2014-003



		Wyoming

		LI-CR-2014-003









All of the non-highlighted jurisdictions noted above will be implementing the 2014 ISO Loss Costs (CR-2013-RLA1).  



The four (4) HIGHLIGHTED jurisdictions will remain with the following Loss Costs:



Delaware		2012 ISO Loss Costs (CR-2011-RLA1)

Hawaii		2012 ISO Loss Costs (CR-2011-RLA1)

Massachusetts	2012 ISO Loss Costs (CR-2011-RLA1)

New York		2008 ISO Loss Costs (CR-2007-RLA1)



These changes will be implemented into CoverAll Classic and NexGen on 2/1/2017.  Crime new or renewal policies created in each system on 2/1/2017 or later will be subject to the new Crime rates as outlined above.   Please note that 2/1/2017 is the system “Implementation Date” of this change and not the policy effective date of the change.  If the CoverAll Classic or NexGen “Control Date” of the quote / policy is 2/1/2017 or later, the 2014 ISO Loss Costs will apply (except DE, HI, MA & NY as noted above).



Program Administrators using their own proprietary systems for rating ISO Crime and Fidelity coverages are responsible for programming the changes as outlined above.

If you have any questions regarding the changes communicated in this Bulletin or require additional support please contact your Program Manager for assistance.  Thank you.



The information and other material contained herein is proprietary to AIG Programs and intended for internal use only.  Unauthorized disclosure, dissemination, copying or other use of this information and material without the express written permission of AIG Programs is strictly prohibited.



Division Control Number:  AIG PROGRAMS (2016 #40)
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LOSS COSTS - FILED OCTOBER 7, 2015

CRIME AND FIDELITY LI-CR-2015-032

CRIME AND FIDELITY MULTISTATE LOSS COSTS REVISION
BEING FILED

KEY MESSAGE

This filing revises multistate advisory prospective loss costs for Crime and Fidelity
for an overall multistate advisory loss cost level change of -12.1%.

Proposed Effective Date: 06/01/2016
Filing ID: CR-2015-RLA1
Caution: Not yet implemented

JURISDICTIONS

In accordance with individual state requirements, we will submit the attached multistate filing to the
Insurance Department in each applicable 1SO jurisdiction.

Note:
In Hawaii thisfiling will be recommended to the independent bureau.

ISO ACTION
Thisfiling revises multistate advisory prospective loss costs for Crime and Fidelity.

The overall multistate advisory loss cost level changes are:

Fidelity Coverages -10.5%
Burglary & Theft Coverages -30.0%
Overall -12.1%

The Burglary & Theft indication was tempered to moderate swingsin [oss costs.
Refer to the attached explanatory material for complete details on thisfiling.
We are also filing a companion rule revision CR-2015-REL 1 for a concurrent effective date.

CAUTION

We are not yet implementing these filings. You should not submit any filings referencing these
materials until we announce implementation in a subsequent circular.

WWW.is0.com INSURANCE SERVICES OFFICE, INC.
© Insurance Services Office, Inc., 2015 545 Washington Boulevard, Jersey City, NJ 07310-1686 Page 1 of 3







LI-CR-2015-032

PROPOSED EFFECTIVE DATE

Thisfiling is being submitted with a proposed effective date of June 1, 2016 in jurisdictions where
I SO establishes an effective date. In subsequent circulars announcing approvals and implementation,
we will provide the achieved effective date and the rule of application for each jurisdiction.

RATING SOFTWARE IMPACT
No new attributes are being introduced with this revision.

RELATED RULES REVISION

In circular L1-CR-2015-033, we are announcing the filing of a companion multistate rules supplement
filing in most jurisdictions.

FUTURE ISO ACTION

We will advise you of 1SO's filing action and the implementation status of this filing in each
jurisdiction.

REFERENCE(S)
LI1-CR-2015-033 (10/07/2015) Crime And Fidelity Multistate Rules Revision Being Filed

ATTACHMENT(S)
Filing CR-2015-RLA1

ACKNOWLEDGMENT OF ACTUARIAL QUALIFICATIONS

The American Academy of Actuaries "Qualifications Standards for Actuaries Issuing Statements of
Actuarial Opinion in the United States' requires that an actuary issuing a Statement of Actuarial
Opinion should include an acknowledgment with the opinion that he/she has met the qualification
standards of the AAA. ISO considers this loss cost review a Statement of Actuarial Opinion;
therefore we are including the following acknowledgment:

I, Igor Pogrebinsky, am a Director of Actuarial Operations for 1ISO and | am a member of the
American Academy of Actuaries and the Casualty Actuarial Society. |, Randy Jacobson, am a
Manager and Assistant Actuary for ISO and | am a member of the American Academy of Actuaries
and the Casualty Actuarial Society. We are jointly responsible for the content of this Statement of
Actuarial Opinion. We are both members of the American Academy of Actuaries and we meet the
Quadlification Standards of the American Academy of Actuaries to render the actuarial opinion
contained herein.

PERSON(S) TO CONTACT
If you have any questions concerning:

e theactuarial content of thiscircular, please contact:

Ari Walfish

Actuarial Operations

(201) 469-2304
AWalfish@verisk.com
propertyactuarial @verisk.com

© Insurance Services Office, Inc., 2015 Page 2 of 3
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LI-CR-2015-032

o the content of thiscircular, please contact:
L akeisha Hunt
Production Operations, Compliance and Product Services
(201) 469-2899
L hunt@iso.com

propertyactuarial @verisk.com

e other issuesfor thiscircular, please contact Customer Support:

E-mail: info@verisk.com
Phone; 800-888-4476

Callers outside the United States, Canada, and the Caribbean may contact us using our global
toll-free number (International Access Code + 800 48977489). For information on al SO products,
visit us a www.iso.com. To keep abreast of the latest Insurance Lines Services updates, view
www.iso.com/ils/.

© Insurance Services Office, Inc., 2015 Page 3 of 3
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IMPORTANT NOTICE FOR USERS OF
ISO PRODUCTS AND SERVICES

Please _make sure that your company has authorized your use of this product and has complied with the
requirements applicable in the jurisdiction where you plan to use it.

We distribute both state-specific and multi-state products and services. We do not distribute all the multi-state
products and services for use in every jurisdiction due to corporate policy, regulatory preference, or variations or
lack of clarity in state laws.

We provide participating insurers with information concerning the jurisdictions for which our products and services
are distributed. Even in those jurisdictions, each insurer must determine what filing requirements, if any, apply
and whether those requirements have been satisfied.

Now, as in the past, all of our products and services are advisory, and are made available for optional use by
participating insurers as a matter of individual choice. Your company must decide for itself which, if any, 1ISO
products or services are needed or useful to its operation and how those selected for use should be applied. We
urge that you be guided by the advice of your attorneys on the legal requirements.

Copyright Explanation

The material distributed by Insurance Services Office, Inc. is copyrighted. All
rights reserved. Possession of these pages does not confer the right to print,
reprint, publish, copy, sell, file, or use same in any manner without the
written permission of the copyright owner. Permission is hereby granted to
members, subscribers, and service purchasers to reprint, copy, or otherwise
use the enclosed material for purposes of their own business use relating to
that territory or line or kind of insurance, or subdivision thereof, for which
they participate, provided that:

A. where ISO copyrighted material is reprinted, copied, or otherwise used
as a whole, it must reflect the copyright notice actually shown on such
material.

B. where ISO copyrighted material is reprinted, copied, or otherwise used
in part, the following credit legend must appear at the bottom of each
page so used:

Includes copyrighted material of Insurance Services Office, Inc., with its
permission.

© Insurance Services Office, Inc., 2015 Edition 11-03







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2015-RLA1

EXECUTIVE SUMMARY

PURPOSE This document;

e revises advisory prospective loss costs for Fidelity coverages. These
loss costs represent an overall change of -10.5% from the current loss
cost level;

e revises advisory prospective loss costs for Burglary & Theft coverages.
These loss costs represent an overall change of -30.0% from the current
|oss cost level;

e providesthe analyses used to derive these advisory |0ss costs.

RELATED Filing CR-2015-REL1 - RulesFiling

FILING

DEFINITION OF Advisory prospective loss costs in this document are that portion of a rate
THE I1SO that does not include provisions for expenses (other than loss adjustment
ADVISORY expenses) or profit, and are based on historical aggregate losses and loss
PROSPECTIVE adjustment expenses adjusted through development to their ultimate value
LOSS COSsT and projected through trending to a future point in time.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 ES1







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2015-RLA1

EXECUTIVE SUMMARY

LOSS COST The overall multistate advisory loss cost level changes are;

LEVEL

CHANGES Coverage Indicated Selected *
Fidelity Coverages - 10.5% - 10.5%
Burglary & Theft Coverages - 60.9% - 30.0%
Overall - 14.7% -12.1%

Indicated and selected loss cost level changes are changes from the current
loss cost level.

! The Burglary & Theft indication was tempered to moderate swingsin loss
costs.

2 The overall indicated and selected changes are derived based on a
weighted average of the indicated and selected changes for the Fidelity and
Burglary & Theft coverages. The applicable weights are the multistate
Aggregate Loss Costs at Current Level for the latest year which are
304,573,026 and 27,553,808, as shown in Table 1 for Fidelity and in Table
7 for Burglary & Theft, respectively.

HISTORICAL The data used in this review for Fidelity is:
SOURCE DATA

e SO and SFAA reporting companies' experience;
e Fivepolicy years ending 12/31/2013, evaluated as of 12/31/2013.

The data used in thisreview for Burglary & Theft is:
e |SO reporting companies experience;

e Five calendar/accident years ending 6/30/2014, evaluated as of
9/30/2014.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 ES-2







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2015-RLA1

EXECUTIVE SUMMARY

ADJUSTMENTS
TO REPORTED
EXPERIENCE

The period of use of this review is assumed to begin on June 1, 2016. To
adjust the loss data to levels expected to prevail during the period in which
the revised loss costs are anticipated to be in effect, historical losses have
been multiplied by net trend factors. These net trend factors are estimates of
changes in claim costs, claim frequency, and exposure that are expected to
arise between the historical experience period and the prospective period
during which the revised loss costs are anticipated to be in effect. The
selected average annual multistate net trend is +0.4% for Fidelity and -2.7%
for Burglary & Theft.

Standard actuarial procedures have been used in calculating the loss costs,
including adjusting losses to ultimate settlement level, and reflecting all loss
adjustment expenses.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 ES-3







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2015-RLA1

EXECUTIVE SUMMARY

COMPANY
DECISION

We encourage each insurer to decide independently whether the judgments
made and the procedures or data used by ISO in developing the loss costs
contained herein are appropriate for its use. We have included within this
document the information upon which 1SO relied in order to enable
companies to make such independent judgments.

For Fidelity, the data underlying the enclosed material comes from
companies reporting to Insurance Services Office, Inc., and to the Surety
and Fidelity Association of America For Burglary & Theft, the data
underlying the enclosed material comes from companies reporting to
Insurance Services Office, Inc. Therefore, this experience permits the
establishment of a much broader statistical ratemaking base than could be
employed by using any individual company's data. A broader database
enhances the validity of ratemaking analyses derived therefrom. At the
same time, however, an individual company may benefit from a comparison
of its own experience to the aggregate experience, and may reach valid
conclusions with respect to the manner in which its own costs can be
expected to differ from | SO's projections based on the aggregate data.

Some calculations included in this document involve areas of staff
judgment. Each company should carefully review and evauate its own
experience in order to determine whether the ISO advisory loss costs are
appropriate for its use.

This material has been developed exclusively by the staff of Insurance
Services Office, Inc.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 ES4







COMMERCIAL CRIME INSURANCE

FIDELITY AND BURGLARY & THEFT EXPERIENCE REVIEW

TABLE OF CONTENTS
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TABLE OF CONTENTS
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

METHODOLOGY OVERVIEW

OBJECTIVE Fidelity advisory prospective loss costs are determined by
evaluating the adequacy of the current loss costs to pay for our best
estimate of the losses and all loss adjustment expenses that will be
incurred in the prospective (or future) period.

CALCULATION OF The first step in this process is the calculation of the multistate loss
MULTISTATE LOSS cost indication. This procedure projects what percentage change,
COST INDICATION on average, must be made to the current loss costs in order to

achieve adequacy in the prospective period. The percentage change
ispresented in Table 1.

APPLICATION OF The next and last step is the calculation of the advisory prospective
PERCENTAGE loss costs. Thisis achieved by applying the selected change to each
CHANGE of the current loss costs.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 A-2







COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

CALCULATION OF MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

OBJECTIVE

DESCRIPTION

EXPERIENCE
INCLUDED

The objective of this procedure is to determine the indicated multistate
advisory loss cost level change. This procedure answers the question: what
percentage change, on average, must be made to the current loss costs in
order for them to be adequate to cover indemnity losses and all loss
adjustment expenses incurred in the prospective period in which it is
anticipated that the revised loss costs will be used?

This procedure compares trended and developed incurred losses and loss
adjustment expenses with the aggregate loss costs at current loss cost level,
which is the aggregate amount that would have been collected if the current
loss costs were used during the entire experience period. This experience
ratio (losses and loss adjustment expenses divided by aggregate |oss costs)
is calculated for five policy years and a weighted average is calculated,
whichistheindicated loss cost level change.

The review of the multistate loss cost level is based on the latest available
experience for Fidelity policies reported to 1SO under the Commercial
Statistical Plan (CSP) and the Commercia Minimum Statistical Plan
(CMSP), and experience from the Surety and Fidelity Association of
America (SFAA). In this review we have used policy year data through
December 31, 2013, evaluated as of December 31, 2013.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 A-3







COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TABLE1

CALCULATION OF FIDELITY MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

@ @ (&) @ ®) 6)
Aggregate Incurred Weighted
Policy Loss Costs L osses and Experience Experience
Y ear at Current Loss Adj. Ratio Ratios
Ending Level Expenses ()2 Weights (Ax(5)
2009 315,673,710 331,411,746 1.050 0.10 0.105
2010 309,072,105 267,281,043 0.865 0.15 0.130
2011 316,914,665 281,220,149 0.887 0.20 0.177
2012 313,518,597 268,459,449 0.856 0.25 0.214
2013 304,573,026 272,460,332 0.895 0.30 0.269
(7) Weighted Experience Ratio 0.895
(8) Indicated Loss Cost Level Change - 10.5%
(9) Selected Loss Cost Level Change - 10.5%
© Insurance Services Office, Inc., 2015 CR-2015-RLA1 A-4







COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

EXPLANATORY NOTESTO TABLE 1

COLUMN (1)

COLUMN (2)

COLUMN (3)

COLUMN (4)

EXPERIENCE PERIOD

The experience for the five latest available policy years is displayed. Policy year ending
refers to all policies expiring within that year, assuming annua policies. For example,
policy year ending 2011 includes all policies written between January 1, 2010 and
December 31, 2010, and thus expiring between January 1, 2011 and December 31, 2011.

Both SFAA and | SO data have been included.

AGGREGATE LOSS COSTS AT CURRENT LEVEL

Since the objective of the review procedure is to test the adequacy of the current loss costs,
the aggregate loss costs for each year in the review period must be adjusted to the level at
which they would have been collected had the current loss costs applied throughout the
experience period. Reported premiums are adjusted to current level by applying a factor
equal to all loss cost level changes that have been implemented subsequent to the writing of
the policy. These adjusted premiums are then converted to aggregate loss costs at current
level. Aggregate loss costs are adjusted to the 1SO multistate monoline manual level based
on reported Rate Modification Factors and Loss Cost Multipliers. Where appropriate,
certain reported data el ements have been adjusted prior to being used in the calculations.

INCURRED LOSSES AND LOSS ADJUSTMENT EXPENSES

In order to determine future loss cost level needs, incurred losses must be adjusted to the
levels expected to apply during the period in which the revised loss costs are anticipated to
bein effect. Losses are adjusted to reflect net trend from the average date of loss of each
year under review to December 1, 2017, the average date of loss in the prospective period.
In addition, losses have been brought to their ultimate settlement values by the application
of policy year incurred loss development factors. Also, losses have been loaded for all 1oss
adjustment expenses by the application of a multistate loss adjustment expense factor.
Where appropriate, certain reported data elements have been adjusted prior to being used in
the calculations.

EXPERIENCE RATIO

The experience ratios in this column are calculated by dividing the incurred losses and loss
adjustment expenses in column (3) by the aggregate loss costs at current level in column

).

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 A-5







COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW

EXPLANATORY NOTES TO TABLE 1 (Continued)

COLUMN (5)

COLUMN (6)

LINE (7)

LINE (8)

LINE (9)

WEIGHTS

Weights of 10%, 15%, 20%, 25%, and 30% are used to weight the yearly experience ratios,
with the greatest weight assigned to the most recent year. These weights recognize the need
to balance responsiveness and stability.

WEIGHTED EXPERIENCE RATIOS

The weights are applied to the yearly experience ratios to yield annual weighted experience
ratios.

WEIGHTED EXPERIENCE RATIO

The annual weighted experience ratios of column (6) are summed to yield the cumulative
weighted experience ratio.

INDICATED LOSS COST LEVEL CHANGE

The indicated loss cost level change is equa to the weighted experience ratio. The
indication is converted to a percentage by subtracting one, and multiplying by 100%.

SELECTED LOSS COST LEVEL CHANGE

The selected loss cost level change is shown.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 A-6







COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW

TABLE OF CONTENTS
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COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW

MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE

OBJECTIVE The reported indemnity losses must be loaded for both allocated and unallocated loss
adjustment expenses (LAE).

A factor representing the ratio of the sum of the incurred indemnity losses plus all LAE to
the sum of the incurred indemnity losses was selected based on the multistate financial data
shown in Table 2. For this review, a factor of 1.145 was selected.

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 B-2







COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW
TABLE 2
MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE
Insurance Expense Experience
Loss Adjustment Expenses: 2004-2013

Fidelity Insurance

Agency and Direct Writers Combined

M @ (G)=@/m

Direct Ratio of Loss
Direct Loss Adjustment Adjustment Expenses
Year Losses Incurred Expenses Incurred Incurred to Losses Incurred®
2004 $554,733 $84,920 15.3%
2005 505,275 82,511 16.3%
2006 448,290 73,506 16.4%
2007 400,928 80,943 20.2%
2008 470,679 89,488 19.0%
2009 517,323 77,544 15.0%
2010 565,528 92,301 16.3%
2011 497,001 67,522 13.6%
2012 593,431 90,081 15.2%
2013 505,938 66,481 13.1%

Average Loss Adjustment Expense Ratios

) ®) ©)

3-year S-year 10-year
2011-2013 2009-2013 2004-2013
14.0% 14.6% 16.0%

*Loss Adjustment Expense ratios are on a direct basis, rather than net of reinsurance.

Note: Columns (1) and (2) are based on Insurance Expense Exhibit information compiled by A.M. Best,
and are expressed in thousands of dollars.
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TREND PROCEDURE

OBIJECTIVE

CLAIM
SEVERITY AND
FREQUENCY
TREND

EXPOSURE
TRENDS

NET TREND

The prospective loss cost level established in this document reflects projected cost levels
for the period in which the new loss costs are anticipated to be in effect.

The application of loss trend factors to historical data recognizes two important ratemaking
concepts. First, loss costs are being calculated for use in a future period based on historical
experience. Second, due to economic and social factors, cost levels continue to change
from those underlying the historical data.

Claim severity and frequency trend factors are calculated using selected annual rates of
change. The selection of these rates takes into account observed changes in claim costs and
occurrences for multistate Fidelity experience on monoline and multiline divisible premium
policies.

The method of trend determination used in this review makes use of the Least Squares
Method fitted to the reported time series data; specifically, an exponential curve represented
by the equation

Y = Ae®

is fitted to the claim data, which have been developed to their ultimate settlement value.
The parameters A and B are constants; x is the unit of time; e is the natural logarithm base
with the numerical value of 2.7182818...; and Y is the fitted value on the curve. The claim
cost and occurrence curves were calculated for the latest 10-year experience period; the
underlying data and the indicated and selected annual rates of change in claim severity and
frequency are shown in Table 3 and Table 4, respectively.

The Fidelity experience necessary to properly quantify exposure trend is not available.
Based on a survey of several measures of these trends using Commercial Property data, an
annual exposure trend of +1.5% was selected.

Based on the trend selections described above, the annual net trend is calculated as:

Claim Severity Trend x Claim Frequency Trend / Exposure Trend

1.040 * 0.980 / 1.015

1.004, or +0.4%
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TABLE 3

CLAIM SEVERITY TREND CALCULATION

(6]
Policy
Year

Ending

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

(2)
Developed
Incurred
Losses

139,362,520
120,052,610
164,023,731
201,580,788
204,586,637
271,137,582
213,893,674
229,082,060
216,106,616
228,182,844

10-year annual rate of change in claim severity fit

S-year annual rate of change in claim severity fit

Selected annual rate of change in claim severity

© Insurance Services Office, Inc., 2015
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Developed
Incurred Claim
Claims Severity
2,083 66,905
2,088 57,496
2,083 78,744
2,065 97,618
2,169 94,323
2,255 120,238
2,081 102,784
1,919 119,376
1,823 118,544
1,859 122,745
+ 8.20%
+1.86%
+4.00%
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COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW
TABLE 4
CLAIM FREQUENCY TREND CALCULATION

1 () 3) “
=(2)/(3)x1,000

Aggregate Claim
Policy Developed Loss Costs Frequency
Year Incurred At Current Per $1,000
Ending Claims Level of ALCCL
2004 2,083 226,194,459 0.009209
2005 2,088 211,840,179 0.009856
2006 2,083 275,153,115 0.007570
2007 2,065 298,231,474 0.006924
2008 2,169 318,287,142 0.006815
2009 2,255 315,673,710 0.007143
2010 2,081 309,072,105 0.006733
2011 1,919 316,914,665 0.006055
2012 1,823 313,518,597 0.005815
2013 1,859 304,573,026 0.006104
10-year annual rate of change in claim frequency fit -5.05%
S-year annual rate of change in claim frequency fit -4.51%
Selected annual rate of change in claim frequency' -2.00%

"' Selection reflects tempering of the fits, coupled with the uncertainty inherent in projecting
future claim frequency based on historical claim frequency patterns.
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

LOSS DEVELOPMENT PROCEDURE

OBIJECTIVE

APPLICATION
OF LOSS
DEVELOPMENT
FACTORS

The application of loss development factors reflects the important ratemaking concept that
not all of the losses for a particular policy year have been finally determined at the time
experience is compiled.

The incurred losses underlying the multistate loss cost level indication were evaluated as
of December 31, 2013.

For example, the policy year ending December 31, 2011, encompasses all policies written
from January 1, 2010, through December 31, 2010. Losses for that policy year include all
losses paid or outstanding on those policies as of December 31, 2011—24 months after the
inception of the policy year.

The immature experience reported as of 24, 36, 48, 60, and 72 months for policy years
ending 12/31/2013, 12/31/2012, 12/31/2011, 12/31/2010, and 12/31/2009, respectively,
must be adjusted to an ultimate settlement basis. This adjustment is accomplished through
the use of loss development factors.

Table 5 details the calculation of the loss development factors. Incurred losses, individual
age-to-age factors, various average factors and selected age-to-age factors, as well as the
final cumulative factors, are shown.

Table 6 details the calculation of claim development factors, which were used to determine
developed claims in Tables 3 and 4.
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TABLE 5

POLICY YEAR INCURRED LOSS DEVELOPMENT

POLICY POLICY YEAR LOSSESASOF
YEAR 24 36 48 60 72 84 96 108 120 > 120
ENDING Months Months Months Months Months Months Months Months Months Months
2004 100,281,578 | 135,253,763 | 143,139,585 | 143,007,277 | 142,302,992 | 140,343,187 | 139,589,582 | 140,355,313 | 139,587,742 | 139,362,520
2005 89,624,946 | 114,538,403 | 120,992,782 | 124,838,557 | 127,324,704 | 126,581,442 | 125,792,391 | 120,421,054 | 120,052,610
2006 121,460,663 | 151,577,626 | 161,134,760 | 166,041,007 | 167,976,635 | 166,419,386 | 164,484,656 | 164,023,731
2007 116,426,903 | 166,279,246 | 177,671,189 | 193,257,884 | 194,186,759 | 202,348,870 | 201,580,788
2008 124,455,740 | 190,899,727 | 203,306,081 | 203,851,225 | 203,479,214 | 204,586,637
2009 192,612,003 | 250,904,205 | 273,872,635 | 276,600,481 | 271,137,582
2010 134,934,911 | 194,745,098 | 206,758,878 | 213,893,674
2011 148,023,535 | 199,588,902 | 223,494,693
2012 133,746,018 | 196,104,007
2013 145,896,959
POLICY POLICY YEAR DEVELOPMENT FACTORS
YEAR 24 to 36 36 to 48 48 to 60 60 to 72 72 to 84 84 to 96 96 to 108 108 to 120 | 120to> 120
ENDING Months Months Months Months Months Months Months Months Months
2004 1.349 1.058 0.999 0.995 0.986 0.995 1.005 0.995 0.998
2005 1.278 1.056 1.032 1.020 0.994 0.994 0.957 0.997
2006 1.248 1.063 1.030 1.012 0.991 0.988 0.997
2007 1.428 1.069 1.088 1.005 1.042 0.996
2008 1.534 1.065 1.003 0.998 1.005
2009 1.303 1.092 1.010 0.980
2010 1.443 1.062 1.035
2011 1.348 1.120
2012 1.466
3-Year Avg 1.419 1.091 1.016 0.994 1.013 0.993 0.986 - -
5-Year Avg 1.419 1.082 1.033 1.003 1.004 - - - -
5-Year Avg
Ex High-Low* 1.419 1.075 1.025 1.005 0.997 - - - -
SELECTED 1.419 1.075 1.025 1.000 1.000 1.000 1.000 1.000 1.000
CUMULATIVE | 24toUlt 36 to Ult 48 to Ult 60 to Ult 72 to Ult 84 to Ult 96 to Ult 108 to Ult 120 to Ult
FACTORS 1.564 1.102 1.025 1.000 1.000 1.000 1.000 1.000 1.000
* 5-year average excluding the highest and lowest values.
Subject to rounding.
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COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW
TABLE 6
POLICY YEAR INCURRED CLAIM DEVELOPMENT

POLICY POLICY YEAR CLAIMSASOF
YEAR 24 36 48 60 72 84 96 108 120 > 120
ENDING Months Months Months Months Months Months Months Months Months Months
2004 1,857 2,051 2,096 2,094 2,093 2,091 2,091 2,089 2,085 2,083
2005 1,920 2,051 2,080 2,090 2,092 2,087 2,091 2,093 2,088
2006 1,847 1,999 2,057 2,089 2,088 2,084 2,083 2,083
2007 1,803 2,001 2,063 2,078 2,069 2,064 2,065
2008 1,937 2,163 2,195 2,177 2,171 2,169
2009 2,055 2,183 2,253 2,249 2,255
2010 1,825 2,008 2,061 2,081
2011 1,663 1,862 1,909
2012 1,543 1,766
2013 1,619
POLICY POLICY YEAR DEVELOPMENT FACTORS
YEAR 24 10 36 36 to 48 48 to 60 60 to 72 72 to 84 84 t0 96 96to0 108 | 108 to 120 | 120to> 120
ENDING Months Months Months Months Months Months Months Months Months
2004 1.104 1.022 0.999 1.000 0.999 1.000 0.999 0.998 0.999
2005 1.068 1.014 1.005 1.001 0.998 1.002 1.001 0.998
2006 1.082 1.029 1.016 1.000 0.998 1.000 1.000
2007 1.110 1.031 1.007 0.996 0.998 1.000
2008 1.117 1.015 0.992 0.997 0.999
2009 1.062 1.032 0.998 1.003
2010 1.100 1.026 1.010
2011 1.120 1.025
2012 1.145
3-Year Avg 1.122 1.028 1.000 0.999 0.998 1.001 1.000 - -
5-Year Avg 1.109 1.026 1.005 0.999 0.998 - - - -
5-Year Avg
Ex High-Low* 1.112 1.027 1.005 0.999 0.998 - - - -
SELECTED 1.112 1.027 1.005 1.000 1.000 1.000 1.000 1.000 1.000
CUMULATIVE | 24toUlt 36 to Ult 48 to Ult 60 to Ult 72 to Ult 84 to Ult 96 to Ult 108 to Ult 120 to Ult
FACTORS 1.148 1.032 1.005 1.000 1.000 1.000 1.000 1.000 1.000

* 5-year average excluding the highest and lowest values.
Subject to rounding.

© Insurance Services Office, Inc., 2015

CR-2015-RLA1

B-9








COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

TABLE OF CONTENTS
Page
Section C - Calculation of Burglary & Theft Changes
MethOdolOgY OVEIVIEW.........ccuiie ettt e ne s C-2
Calculation of Multistate Advisory Loss Cost Level Change..........ccocevveveenieneenene. C-3-6

© Insurance Services Office, Inc., 2015 CR-2015-RLA1 C-1







COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

METHODOLOGY OVERVIEW

OBJECTIVE Burglary & Theft (B&T) advisory prospective loss costs are determined by
evaluating the adequacy of the current loss costs to pay for our best
estimate of the losses and all loss adjustment expenses that will be incurred
in the prospective (or future) period.

CALCULATION OF The first step in this process is the calculation of the multistate loss cost
MULTISTATE LOSS indication. This procedure projects what percentage change, on average,
COST INDICATION must be made to the current loss cost level in order to achieve adequacy in

the prospective period. The percentage changeis presented in Table 7.

APPLICATION OF The next and last step is the calculation of the advisory prospective B& T
PERCENTAGE rating factors. These factors are shown in companion rules filing CR-2015-
CHANGE REL1.

The B&T rating agorithm directly follows the Fidelity (Employee Theft)
rating algorithm, with the same starting-point loss costs as Fidelity; hence
the selected Fidelity loss costs level change must be divided out to
determine the percentage change to the B& T rating factors. This change is
then applied to the current rating factors to determine the advisory
prospective B& T rating factors.

The revised rating factors are calculated as follows:
Proposed B& T Rating Factor =
Current B& T Rating Factor x
(1 + Selected Changeto B& T Loss Cost Level) +
(1 + Selected Change to Fidelity Loss Cost Level)
The selected change to the Fidelity loss cost level is -10.5%, as shown in
Line 9 of Table 1, and the selected changeto the B& T loss cost level is

-30.0%, as shown in Line 9 of Table 7. Hence, each proposed B&T rating
factor equals:

Current B& T Rating Factor x [1 + (-30.0%)] + [1+ (-10.5%)]
or Current B& T Rating Factor x [1+ (- 21.8%)]
In summary, each current B&T rating factor is reduced by 21.8%. This

change reconciles to an overall loss cost level change of -10.5% for
Fidelity and -30.0% for B&T.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

CALCULATION OF MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

OBJECTIVE

DESCRIPTION

EXPERIENCE
INCLUDED

The objective of this procedure is to determine the indicated multistate advisory
loss cost level change. This procedure answers the question: what percentage
change, on average, must be made to the current loss costs in order for them to be
adequate to cover indemnity losses and all loss adjustment expenses incurred in
the prospective period in which it is anticipated that the revised loss costs will be
used?

This procedure compares trended and developed incurred losses and loss
adjustment expenses with the aggregate loss costs at current loss cost level, which
is the aggregate amount that would have been collected if the current loss costs
were used during the entire experience period. This experience ratio (losses and
loss adjustment expenses divided by aggregate loss costs) is calculated for five
calendar/accident years and a weighted average is calculated, which is the
indicated loss cost level change.

The review of multistate loss cost level is based on the latest available experience
on Burglary & Theft policies reported to 1SO under the Commercial Statistical
Plan (CSP) and the Commercia Minimum Statistical Plan (CMSP). In this
review we have used accident year data through June 30, 2014, evaluated as of
September 30, 2014.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

TABLE7

CALCULATION OF BURGLARY & THEFT MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

@ @) (©) (&) ©) (6)
Calendar/
Accident  Aggregate Incurred Weighted
Year Loss Costs Losses and Experience Experience
Ending at Current Loss Adj. Ratio Ratios
6/30/xxxx Level Expenses Q)2 Weights  4x()
2010 13,520,284 10,316,831 0.763 0.10 0.076
2011 15,561,220 7,059,962 0.454 0.15 0.068
2012 20,323,165 8,383,898 0.413 0.20 0.083
2013 24,927,122 9,949,686 0.399 0.25 0.100
2014 27,553,808 5,887,295 0.214 0.30 0.064
(7) Weighted Experience Ratio 0.391
(8) Indicated Loss Cost Level Change - 60.9%
(9) Selected Loss Cost Level Change - 30.0%
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

EXPLANATORY NOTESTO TABLE 7

COLUMN (1)

COLUMN (2)

COLUMN (3)

EXPERIENCE PERIOD

The experience for the five latest available calendar/accident years is used. Each
calendar/accident year ends on June 30 of the named year. For example, calendar/accident
year ending 2012 covers the period from July 1, 2011, through June 30, 2012.

AGGREGATE LOSS COSTS AT CURRENT LEVEL

Since the objective of the review procedure is to test the adequacy of the current loss costs,
the aggregate loss costs for each year in the review period must be adjusted to the level
which would have been collected had the current loss costs applied throughout the
experience period. Reported premiums are adjusted to current level by applying a factor
equal to all loss cost level changes that have been implemented subsequent to the writing of
the policy. These adjusted premiums are then converted to aggregate loss costs at current
level. Aggregate loss costs are adjusted to the SO multistate monoline manual level based
on reported Rate Modification Factors and Loss Cost Multipliers. Where appropriate,
certain reported data el ements have been adjusted prior to being used in the calculations.

The multiline aggregate loss costs are aso adjusted to monoline level based on the current
Commercial Package Policy (CPP) Implicit Package Modification Factor (IPMF). The
IPMF reflects the underlying multiline modification based on Burglary & Theft experience
aone. Thisdiffersfrom the published Package Modification Factor, which is an average of
the IPMF's for the various coverages included in the CPP.

INCURRED LOSSES AND LOSS ADJUSTMENT EXPENSES

In order to determine future loss cost level needs, incurred losses must be adjusted to the
levels expected to apply during the period in which the revised loss costs are anticipated to
be in effect. Losses are adjusted to reflect net trend from the average date of loss of each
year under review to December 1, 2017, the average date of loss in the prospective period.
In addition, losses have been brought to their ultimate settlement values by the application
of accident year incurred loss development factors. Also, losses have been loaded for all
loss adjustments expenses by the application of a multistate loss adjustment expense factor.
Where appropriate, certain reported data el ements have been adjusted prior to being used in
the calculations.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW

EXPLANATORY NOTESTO TABLE 7 (Cont'd)

COLUMN (4)

COLUMN (5)

COLUMN (6)

LINE (7)

LINE (8)

LINE (9)

EXPERIENCE RATIO

The experience ratios in this column are calculated by dividing the incurred losses and loss
adjustment expenses in column (3) by the aggregate loss costs at current level in column

).

WEIGHTS

Weights of 10%, 15%, 20%, 25%, and 30% are used to weight the yearly experience ratios,
with the greatest weight assigned to the most recent year. These weights recognize the need
to balance responsiveness and stability.

WEIGHTED EXPERIENCE RATIOS

The weights are applied to the yearly experience ratios to yield annual weighted experience
ratios.

WEIGHTED EXPERIENCE RATIO

The annual weighted experience ratios of column (6) are summed to yield the cumulative
weighted experience ratio.

INDICATED LOSS COST LEVEL CHANGE

The indicated loss cost level change is equal to the weighted experience ratio. The
indication is converted to a percentage by subtracting 1 and multiplying by 100%.

SELECTED LOSS COST LEVEL CHANGE

For Burglary & Theft coverages, indications were tempered to moderate swings in loss
costs.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW

MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE

OBJECTIVE The reported indemnity losses must be loaded for both allocated and unallocated loss
adjustment expenses (LAE).

A factor representing the ratio of the sum of the incurred indemnity losses plus all LAE to
the sum of the incurred indemnity losses was selected based on the multistate financial data
shown in Table 8. For thisreview, afactor of 1.220 was selected.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE
TABLES8
I nsurance Expense Experience
Loss Adjustment Expenses. 2004-2013

Burglary & Theft Insurance

Agency and Direct Writers Combined

@ @ (3)=@11)
Direct Ratio of Loss
Direct L oss Adjustment Adjustment Expenses
Year Losses Incurred Expenses Incurred Incurred to Losses Incurred®
2004 $33,382 $5,299 15.9%
2005 25,224 4,324 17.1%
2006 21,056 4,797 22.8%
2007 25,834 5,391 20.9%
2008 31,259 7,514 24.0%
2009 20,156 7,847 38.9%
2010 36,968 8,926 24.1%
2011 39,855 4,635 11.6%
2012 45,899 8,540 18.6%
2013 22,472 6,136 27.3%

Average L oss Adjustment Expense Ratios

@ ®) ®)
3-year 5-year 10-year
2011-2013 2009-2013 2004-2013
19.2% 24.1% 22.1%

L oss Adjustment Expense ratios are on a direct basis, rather than net of reinsurance.

Note: Columns (1) and (2) are based on Insurance Expense Exhibit information compiled by A.M. Best,
and are expressed in thousands of dollars.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

TREND PROCEDURE

OBJECTIVE

CLAIM
SEVERITY AND
FREQUENCY
TREND

EXPOSURE
TRENDS

NET TREND

The prospective loss cost level established in this document reflects projected cost levels
for the period in which the new loss costs are anticipated to be in effect.

The application of loss trend factors to historical data recognizes two important ratemaking
concepts. First, loss costs are being calculated for use in a future period based on historical
experience. Second, due to economic and social factors, cost levels continue to change
from those underlying the historical data.

Claim severity and frequency trend factors are calculated using selected annual rates of
change. The selection of these rates is informed by observed changes in claim costs and
occurrences for multistate Burglary & Theft experience on monoline and multiline divisible
premium policies.

The method of trend determination used in this review employs the Least Squares Method
fitted to the reported time series data; specifically, an exponential curve represented by the
equation

Y = Ae¥

is fitted to the claim data, which have been developed to their ultimate settlement value.
The parameters A and B are constants; X is the unit of time; e is the natural logarithm base
with the numerical value of 2.7182818...; and Y is the fitted value on the curve. The claim
cost and occurrence curves were calculated for the latest 10-year experience period; the
underlying data and the indicated and selected annual rates of change in claim severity and
frequency are shown in Table 9 and Table 10, respectively.

The Burglary & Theft experience necessary to properly quantify exposure trend is not
available. Based on a survey of severa measures of these trends using Commercial
Property data, an annual exposure trend of +1.5% was selected.

Based on the trend selections described above, the annual net trend is calcul ated as:

Claim Severity Trend * Claim Frequency Trend / Exposure Trend
= 1.040* 0.950/ 1.015
= 0.973, or -2.7%
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

TABLE9

BURGLARY & THEFT CLAIM SEVERITY TREND CALCULATION

@ @) ® @=(2)/(3)
Accident
Y ear Developed Developed
Ending Incurred Incurred Claim
6/30/xxxXX L osses Claims Severity
2005 $8,087,987 1,805 $4,481
2006 8,556,949 1,722 4,969
2007 9,258,988 1,497 6,185
2008 9,341,857 1,386 6,740
2009 17,991,119 1,208 14,893
2010 10,504,868 1,107 9,489
2011 6,988,954 933 7,491
2012 8,084,762 963 8,395
2013 9,331,213 864 10,800
2014 5,373,777 782 6,872
10-year annua rate of changein claim severity fit + 6.68%
5-year annual rate of change in claim severity fit -2.76%
Selected annual rate of change in claim severity* + 4.00%

! Selection reflects the middle of the range between 5 and 10 year fits.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
TABLE 10

BURGLARY & THEFT CLAIM FREQUENCY TREND CALCULATION

@ @) ® Q)
=[(2)/(3)]x1,000
Accident Aggregate Claim
Y ear Developed Loss Costs Frequency
Ending Incurred At Current Per $1,000
6/30/xxxX Claims Level of ALCCL
2005 1,805 $10,378,075 0.174
2006 1,722 9,997,879 0.172
2007 1,497 11,736,612 0.128
2008 1,386 12,555,198 0.110
2009 1,208 12,832,723 0.094
2010 1,107 13,520,284 0.082
2011 933 15,561,220 0.060
2012 963 20,323,165 0.047
2013 864 24,927,122 0.035
2014 782 27,553,808 0.028
10-year annual rate of change in claim frequency fit - 18.89%
5-year annual rate of change in claim frequency fit - 23.57%
Selected annual rate of change in claim frequency® - 5.00%

! Selection reflects tempering of the fits, coupled with the uncertainty inherent in projecting
future claim frequency based on historical claim frequency patterns.
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BURGLARY & THEFT EXPERIENCE REVIEW

LOSS DEVELOPMENT PROCEDURE

OBJECTIVE

APPLICATION
OF LOSS
DEVELOPMENT
FACTORS

The application of loss development factors recognizes the important ratemaking concept
that not all of the losses for a particular accident year have been finally determined at the
time experience is compiled.

The incurred losses underlying the multistate loss cost level indication were evaluated as
of September 30, 2014.

For example, the accident year ending June 30, 2014, includes all losses paid and all losses
outstanding on claims with accident dates from July 1, 2013, through June 30, 2014, where
paid and outstanding loss amounts are evaluated on September 30, 2014, or 15 months
after the beginning of the accident year.

The immature experience reported as of 15, 27, 39, 51, and 63 months for accident years
ending 6/30/2014, 6/30/2013, 6/30/2012, 6/30/2011, and 6/30/2010, respectively, must be
adjusted to an ultimate settlement basis. This adjustment is accomplished through the use
of loss development factors.

Table 11 details the calculation of the loss development factors. Incurred losses,
individual age-to-age factors, various average factors and selected age-to-age factors, as
well asthe final cumulative factors, are shown.

Table 12 details the calculation of claim development factors, which were used to
determine developed claimsin Tables 9 and 10.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
TABLE 11
ACCIDENT YEAR INCURRED LOSS DEVELOPMENT

ACCIDENT ACCIDENT YEAR LOSSESASOF
YEAR ENDING 15 27 39 51 63 75 87 99 111 >111
6/30/xxxX Months Months Months Months Months Months Months Months Months Months
2005 7,995,049 7,552,968 8,126,451 8,232,080 8,161,004 8,049,349 8,116,320 8,095,726 8,090,353 8,087,987
2006 7,612,841 8,439,924 8,407,872 8,446,608 8,565,744 8,449,039 8,567,379 8,563,349 8,556,949
2007 8,231,364 9,133,931 9,130,526 9,286,528 9,257,691 9,239,234 9,272,690 9,258,988
2008 7,241,482 9,100,295 9,389,149 9,418,483 9,353,981 9,339,657 9,341,857
2009 7,818,611 8,394,825 17,399,976 17,703,157 17,847,255 | 17,991,119
2010 6,062,471 10,119,518 | 10,497,189 10,520,813 10,504,868
2011 6,935,354 7,507,734 7,023,318 6,988,954
2012 6,706,681 7,629,176 8,084,762
2013 6,658,215 8,946,513
2014 4,337,189
ACCIDENT ACCIDENT YEAR DEVELOPMENT FACTORS
YEAR ENDING 15to0 27 271039 39to 51 51to 63 63t0 75 75to 87 87t0 99 99to111 | 111to>111
6/30/XXxX Months Months Months Months Months Months Months Months Months
2005 0.945 1.076 1.013 0.991 0.986 1.008 0.997 0.999 1.000
2006 1.109 0.996 1.005 1.014 0.986 1.014 1.000 0.999
2007 1.110 1.000 1.017 0.997 0.998 1.004 0.999
2008 1.257 1.032 1.003 0.993 0.998 1.000
2009 1.074 2.073 1.017 1.008 1.008
2010 1.669 1.037 1.002 0.998
2011 1.083 0.935 0.995
2012 1.138 1.060
2013 1.344
3-Year Avg 1.188 1.011 1.005 1.000 1.001 1.006 0.999 - -
5-Year Avg 1.262 1.227 1.007 1.002 0.995 - - - -
5-Year Avg
Ex High-L ow* 1.188 1.043 1.007 1.001 0.994 - - - -
SELECTED 1.188 1.043 1.000 1.000 1.000 1.000 1.000 1.000 1.000
CUMULATIVE 15to Ult 27 to Ult 39to Ult 51to Ult 63 to Ult 75 to Ult 87 to Ult 99 to Ult 111 to Ult
FACTORS 1.239 1.043 1.000 1.000 1.000 1.000 1.000 1.000 1.000

* B-year average excluding the highest and lowest values.
Subject to rounding.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
TABLE 12
ACCIDENT YEAR INCURRED CLAIM DEVELOPMENT

ACCIDENT ACCIDENT YEAR CLAIMSASOF
YEAR ENDING 15 27 39 51 63 75 87 99 111 >111
6/30/XXxX Months | Months Months Months Months Months Months Months Months Months
2005 1,860 1,808 1,814 1,812 1,811 1,812 1,809 1,807 1,805 1,805
2006 1,761 1,720 1,720 1,722 1,721 1,723 1,723 1,723 1,722
2007 1,601 1,500 1,494 1,499 1,499 1,498 1,497 1,497
2008 1,524 1,390 1,387 1,388 1,386 1,386 1,386
2009 1,338 1,218 1,206 1,211 1,209 1,208
2010 1,246 1,111 1,106 1,108 1,107
2011 1,077 943 935 933
2012 1,001 963 963
2013 991 868
2014 890
ACCIDENT ACCIDENT YEAR DEVELOPMENT FACTORS
YEAR ENDING 15t027 | 27t039 39to 51 51to0 63 63to 75 75t0 87 871099 99to 111 111to> 111
6/30/xxXX Months Months Months Months Months Months Months Months Months
2005 0.972 1.003 0.999 0.999 1.001 0.998 0.999 0.999 1.000
2006 0.977 1.000 1.001 0.999 1.001 1.000 1.000 0.999
2007 0.937 0.996 1.003 1.000 0.999 0.999 1.000
2008 0.912 0.998 1.001 0.999 1.000 1.000
2009 0.910 0.990 1.004 0.998 0.999
2010 0.892 0.995 1.002 0.999
2011 0.876 0.992 0.998
2012 0.883 1.000
2013 0.876
3-Year Avg 0.878 0.996 1.001 0.999 0.999 1.000 1.000 - -
5-Year Avg 0.887 0.995 1.002 0.999 1.000 - - - -
5-Year Avg
Ex High-Low* 0.884 0.995 1.002 0.999 1.000 - - - -
SELECTED 0.884 0.995 1.000 1.000 1.000 1.000 1.000 1.000 1.000
CUMULATIVE 15toUlt | 27to Ult | 39to Ult 51to Ult 63 to Ult 75 to Ult 87 to Ult 99 to Ult 111 to Ult
FACTORS 0.879 0.995 1.000 1.000 1.000 1.000 1.000 1.000 1.000

* B-year average excluding the highest and lowest values.
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COMMERCIAL LINESMANUAL
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COMMERCIAL LINESMANUAL
DIVISION THREE
CRIME AND FIDELITY

COMMERCIAL AND GOVERNMENT ENTITIES

LOSS COST PAGES
COVERAGE FORMS AND POLICIES
SUPPLEMENTAL TABLES
Rules 27., Rules 27., Rules 27., Rules 27.,

42.,57.,58., 42.,57.,58., 42.,57.,58., 42.,57.,58.,

73.,84., 87., 73.,84., 87., 73.,84., 87., 73.,84., 87.,
Class 91., 92, 94. Class 91., 92, 94. Class 91.,92., 94. Class 91.,92., 94.
Code Employee Code Employee Code Employee Code Employee

Theft Theft Theft Theft

1100 $ 0.606 4218 $ 0.804 4920 $ 0.682 5618 $ 0.684
2150 0.520 4219 1.225 4930 1.007 5620 0.905
2210 0.561 4221 0.772 5111 0.597 5630 0.927
2211 0.501 4222 1.024 5112 0.666 5640 0.660
2330 0.874 4223 0.908 5125 0.762 6111 0.472
2350 0.874 4225 1.323 5135 0.859 6210 0.303
3110 1.123 4226 0.695 5145 1.053 6216 0.303
3121 1.092 4227 0.804 5222 1.986 6220 0.440
3122 1.092 4228 1.114 5223 0.608 6230 0.366
3130 0.840 4229 0.718 5224 1.802 6240 0.366
3140 0.840 4230 1.323 5225 1.752 7110 0.569
3150 1.447 4240 1.012 5229 1.986 7112 0.489
3160 0.952 4410 1.274 5232 1.757 7120 0.253
3210 0.790 4413 1.322 5233 1.687 7130 0.569
3225 0.790 4420 1.206 5234 0.608 7132 0.569
3230 0.643 4430 1.206 5239 0.568 7139 0.432
3240 1.156 4440 0.922 5241 0.290 7215 1.179
3250 1.088 4451 0.797 5242 0.608 7225 0.870
3254 0.933 4452 0.692 5252 0.089 8111 0.835
3260 0.816 4453 0.689 5253 0.062 8112 0.835
3270 0.917 4461 0.643 5310 0.476 8121 0.800
3310 0.925 4462 0.899 5312 0.485 8122 0.294
3320 0.925 4470 1.322 5313 0.704 8123 0.807
3330 1.156 4480 0.754 5320 0.738 8129 0.931
3347 1.214 4483 1.150 5405 0.657 8131 0.199
3350 1.156 4510 0.465 5409 0.657 8133 0.208
3367 0.729 4520 0.848 5413 0.657 8139 0.323
3370 0.790 4530 0.465 5414 0.657 8140 0.729
3380 1.749 4540 0.848 5415 0.657 8141 0.405
3395 0.952 4543 0.686 5416 0.657 8142 0.541
4210 1.012 4810 1.325 5417 0.657 9202 0.230
4211 1.117 4820 0.981 5418 0.677 9203 0.265
4212 0.618 4835 1.162 5419 0.657 9204 0.179
4213 0.772 4840 0.970 5613 0.660 9205 0.223
4214 1.012 4850 0.981 5614 0.660 9206 0.183
4215 0.629 4860 0.533 5615 0.927 9250 0.197
4216 1.171 4870 0.959 5616 0.660
4217 0.806 4880 0.970 5617 0.660

Table #1(LC) Annual Loss Costs (Codes 1100 To 9250)

© Insurance Services Office, Inc., 2015
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LOSS COSTS - FILING OR SUBMISSION NOVEMBER 12, 2013
FROM: VIRGINIA STEELE, SENIOR ANALYST Il

CRIME AND FIDELITY LI-CR-2013-043

CRIME AND FIDELITY MULTISTATE LOSS COSTS REVISION
ANNOUNCED; PROPOSED 2014 IMPLEMENTATION

This circular announces the filing of multistate advisory prospective loss costs for
the Crime and Fidelity program.

ADVANCE PLANNING NOTICE

This circular is intended EXCLUSIVELY for 1SO participating insurers for their information and
advance planning.

JURISDICTIONS

Alabama Louisiana Ohio

Alaska Maine Oklahoma
Arizona Maryland Oregon
Arkansas Massachusetts Pennsylvania
Cdifornia Michigan Rhode Island
Colorado Minnesota South Carolina
Connecticut Mi ssissippi South Dakota
Delaware Missouri Tennessee
Digtrict of Columbia Montana Texas

Florida Nebraska Utah

Georgia Nevada Vermont
Idaho New Hampshire Virginia
Illinois New Jersey Washington
Indiana New Mexico West Virginia
lowa New Y ork Wisconsin
Kansas North Carolina Wyoming
Kentucky North Dakota

We are providing this circular including the attached Crime and Fidelity explanatory material and
revised loss costs pages for ONLY those jurisdictions listed above. We will notify you of the filing
of this material in additional jurisdictions in subsequent circulars. Please retain this circular for
future reference for use with those additional jurisdictions.

WWW.is0.com INSURANCE SERVICES OFFICE, INC.
© Insurance Services Office, Inc., 2013 545 Washington Boulevard, Jersey City, NJ 07310-1686 Page 1 of 4







LI-CR-2013-043

ISO ACTION
Thisfiling revises multistate advisory prospective loss costs for Crime and Fidelity.
The overall multistate advisory loss cost level changes are:

Fidelity Coverages -10.0%
Burglary & Theft Coverages -25.0%
Overall -11.0%

The Fidelity and Burglary & Theft indications were tempered to moderate swingsin 10ss costs.
We are also filing a companion rules revision CR-2013-REL 1 for a concurrent effective date.
Refer to the attached explanatory material for complete details about the filing.

PROPOSED EFFECTIVE DATE
The I1SO revision is subject to the following rule of application:

Alabama, Arizona, Colorado, District of Columbia, Georgia, 1daho, Indiana, lowa, Kansas,
Maine, Michigan, Mississippi, Missouri, Montana, Nebraska, New Hampshire, New Jersey,
North Dakota, Ohio, Oregon, Pennsylvania, South Dakota, Tennessee, Utah, Vermont,
Virginia, Washington, West Virginia and Wisconsin:

These changes are applicable to all policieswritten on or after JUNE 1, 2014.
Alaska, Connecticut, Maryland and North Carolina:
These changes are applicable to all policies effective on or after JUNE 1, 2014.

This effective date applies only to those insurers who have filed their Crime and Fidelity loss cost
adjustments to be automatically applicable to future SO loss cost revisions.

Arkansas, California, Delaware, Florida, lllinois, Kentucky, Louisiana, Massachusetts,
Minnesota, Nevada, New Mexico, New York, Rhode Idand, South Carolina, Texas and
Wyoming:

We do not establish an effective date for Crime and Fidelity loss cost revisions in these jurisdictions.
Each insurer that elects to utilize this revision is responsible for determining its own effective date.

Oklahoma:

The ISO revision is subject to the following rule of application:

Crime:

These changes are applicable to al policies written on or after JUNE 1, 2014.

This effective date applies only to those insurers who have filed their Crime loss cost adjustments to
be automatically applicable to future 1SO loss cost revisions.

Fidelity:

We are not establishing an effective date for the Fidelity portion of this revision. Each insurer that
electsto utilize thisrevision is responsible for determining its own effective date.

© Insurance Services Office, Inc., 2013 Page 2 of 4
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RATING SOFTWARE IMPACT
No new attributes are being introduced with this revision.

CAUTION
In all jurisdictions EXCEPT California:

This filing has not yet been approved. You should not submit any filing referencing this material
until we inform you in a subsequent circular that the revisions have been approved.

In California:
Thisfiling has NOT yet been approved.

If you decide to use these filing materials and incorporate them in your own filing, you may NOT
do so until or unlessthis filing has been approved.

RELATED RULES REVISION
We are announcing in a separate circular the filing of a corresponding rules revision. Please refer to
the Reference(s) block for identification of that circular.
REFERENCE(S)
LI-CR-2013-042 (11/12/2013) Crime and Fidelity Multistate Rules Revision Announced; Proposed
2014 Implementation
ATTACHMENT(S)
e Filing CR-2013-RLA1
e Prior Revision Circular/Effective Date Chart
DISTRIBUTION OF ATTACHMENTS:
(1) We are sending the Executive Summary to ALL recipients of this circular letter.
(2) We send attachments only to recipients who asked to be put on the mailing list for attachments.
If you need the attachment(s) for this circular, contact your company's circular coordinator.
ACKNOWLEDGMENT OF ACTUARIAL QUALIFICATIONS

The American Academy of Actuaries "Qualifications Standards for Actuaries Issuing Statements of
Actuarial Opinion in the United States' requires that an actuary issuing a Statement of Actuarial
Opinion should include an acknowledgment with the opinion that he/she has met the qualification
standards of the AAA. ISO considers this loss cost [filing/document] a Statement of Actuarial
Opinion; therefore we are including the following acknowledgment:

I, Igor Pogrebinsky, am an Assistant Vice President and Actuary for 1SO and | Randy Jacobson, am
an Actuarial Manager for 1SO. We are jointly responsible for the content of this Statement of
Actuarial Opinion. We are both members of the American Academy of Actuaries and we meet the
Qualification Standards of the American Academy of Actuaries to render the actuarial opinion
contained herein.

© Insurance Services Office, Inc., 2013 Page 3 of 4
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EMERGING ISSUES

ISO actively pursues emerging issues and long-term trends that may affect the United States and
international insurance industry.

Currently available to all 1SO participating insurers via |SOnet is the Emerging Issues portal. The
portal features in-depth information on a variety of emerging topics of interest to insurance industry
professionals. To help you remain up-to-date on important issues, the portal includes Today's Hot
Link and a News Feed to highlight new developments. The Emerging Issues portal can be accessed
without additional charge at:

https://www5.iso.com/erm/app/EmergingHomePage.action

PERSON(S) TO CONTACT
e For actuarial information on advisory prospective loss costs analysis CR-2013-RLA1, please

contact:
Igor Zhitnitsky
Speciaty Commercia Lines Actuarial Division (20-4)
201-469-2814 Fax: 201-748-1595
izhitnitsky @iso.com

If you have any questions concerning:

o the content of thiscircular, please contact:
Virginia Steele
Commercia Casualty Division (20-4)
201-469-2792 Fax: 201-748-1225
clrating@iso.com

vsteel e@iso.com
o themailing or distribution of this circular, please contact Customer Support:
E-mail: info@verisk.com
Fax: 201-748-1472
Phone: 800-888-4476

Follow Verisk Customer Support on Twitter! www.twitter.com/verisksupport

e other products or services, please contact either Customer Support or your | SO representative.

Callers outside the United States, Canada, and the Caribbean may contact us using our global
toll-free number (International Access Code + 800 48977489) or by e-mail at info.global @iso.com.
For information on all ISO products, visit us at www.iso.com. To keep abreast of the latest
Insurance Lines Services updates, view www.iso.com/ils/.

© Insurance Services Office, Inc., 2013 Page 4 of 4
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IMPORTANT NOTICE FOR USERS OF
ISO PRODUCTS AND SERVICES

Please _make sure that your company has authorized your use of this product and has complied with the
requirements applicable in the jurisdiction where you plan to use it.

We distribute both state-specific and multi-state products and services. We do not distribute all the multi-state
products and services for use in every jurisdiction due to corporate policy, regulatory preference, or variations or
lack of clarity in state laws.

We provide participating insurers with information concerning the jurisdictions for which our products and services
are distributed. Even in those jurisdictions, each insurer must determine what filing requirements, if any, apply
and whether those requirements have been satisfied.

Now, as in the past, all of our products and services are advisory, and are made available for optional use by
participating insurers as a matter of individual choice. Your company must decide for itself which, if any, 1ISO
products or services are needed or useful to its operation and how those selected for use should be applied. We
urge that you be guided by the advice of your attorneys on the legal requirements.

Copyright Explanation

The material distributed by Insurance Services Office, Inc. is copyrighted. All
rights reserved. Possession of these pages does not confer the right to print,
reprint, publish, copy, sell, file, or use same in any manner without the
written permission of the copyright owner. Permission is hereby granted to
members, subscribers, and service purchasers to reprint, copy, or otherwise
use the enclosed material for purposes of their own business use relating to
that territory or line or kind of insurance, or subdivision thereof, for which
they participate, provided that:

A. where ISO copyrighted material is reprinted, copied, or otherwise used
as a whole, it must reflect the copyright notice actually shown on such
material.

B. where ISO copyrighted material is reprinted, copied, or otherwise used
in part, the following credit legend must appear at the bottom of each
page so used:

Includes copyrighted material of Insurance Services Office, Inc., with its
permission.

© Insurance Services Office, Inc., 2013 Edition 11-03







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2013-RLA1

EXECUTIVE SUMMARY

PURPOSE This document;

e revises advisory prospective loss costs for Fidelity coverages. These
loss costs represent an overall change of -10.0% from the current loss
cost level;

e revises advisory prospective loss costs for Burglary & Theft coverages.
These loss costs represent an overall change of -25.0% from the current
|oss cost level;

e providesthe analyses used to derive these advisory |0ss costs.

RELATED Filing CR-2013-REL1 - RulesFiling

FILING

DEFINITION OF Advisory prospective loss costs in this document are that portion of a rate
THE I1SO that does not include provisions for expenses (other than loss adjustment
ADVISORY expenses) or profit, and are based on historical aggregate losses and loss
PROSPECTIVE adjustment expenses adjusted through development to their ultimate value
LOSS COSsT and projected through trending to a future point in time.

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 ES1







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2013-RLA1

EXECUTIVE SUMMARY

LOSS COST The overall multistate advisory loss cost level changes are;

LEVEL

CHANGES Coverage Indicated Selected *
Fidelity Coverages -12.9% - 10.0%
Burglary & Theft Coverages - 44.0% - 25.0%
Overall - 14.9% - 11.0%

Indicated and selected loss cost level changes are changes from the current
loss cost level.

! The Fidelity and Burglary & Theft indications were tempered to moderate
swingsin loss costs.

2 The overall indicated and selected changes are derived based on a
weighted average of the indicated and selected changes for the Fidelity and
Burglary & Theft coverages. The applicable weights are the multistate
Aggregate Loss Costs at Current Level for the latest year, as shown in
Table 1 for Fidelity and in Table 7 for Burglary & Theft.

HISTORICAL The dataused in thisreview for Fiddlity is:
SOURCE DATA
e SO and SFAA reporting companies' experience;
e Fivepolicy years ending 12/31/2011, evaluated as of 12/31/2011.

The data used in this review for Burglary & Theft is:
e SO reporting companies experience;

e Five calendar/accident years ending 6/30/2012, evauated as of
9/30/2012.

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 ES-2







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2013-RLA1

EXECUTIVE SUMMARY

ADJUSTMENTS
TO REPORTED
EXPERIENCE

The period of use of this review is assumed to begin on June 1, 2014. To
adjust the loss data to levels expected to prevail during the period in which
the revised loss costs are anticipated to be in effect, historical losses have
been multiplied by net trend factors. These net trend factors are estimates of
changes in claim costs, claim frequency, and exposure that are expected to
arise between the historical experience period and the prospective period
during which the revised loss costs are anticipated to be in effect. The
selected average annual multistate net trend is +1.4% for Fidelity and -2.2%
for Burglary & Theft.

Standard actuarial procedures have been used in calculating the loss costs,
including adjusting losses to ultimate settlement level, and reflecting all loss
adjustment expenses.

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 ES-3







COMMERCIAL CRIME INSURANCE

ADVISORY PROSPECTIVE LOSS COST LEVEL REVIEW

FILING CR-2013-RLA1

EXECUTIVE SUMMARY

COMPANY
DECISION

We encourage each insurer to decide independently whether the judgments
made and the procedures or data used by ISO in developing the loss costs
contained herein are appropriate for its use. We have included within this
document the information upon which 1SO relied in order to enable
companies to make such independent judgments.

For Fidelity, the data underlying the enclosed material comes from
companies reporting to Insurance Services Office, Inc., and to the Surety
and Fidelity Association of America For Burglary & Theft, the data
underlying the enclosed material comes from companies reporting to
Insurance Services Office, Inc. Therefore, this experience permits the
establishment of a much broader statistical ratemaking base than could be
employed by using any individual company's data. A broader database
enhances the validity of ratemaking analyses derived therefrom. At the
same time, however, an individual company may benefit from a comparison
of its own experience to the aggregate experience, and may reach valid
conclusions with respect to the manner in which its own costs can be
expected to differ from | SO's projections based on the aggregate data.

Some calculations included in this document involve areas of staff
judgment. Each company should carefully review and evauate its own
experience in order to determine whether the ISO advisory loss costs are
appropriate for its use.

This material has been developed exclusively by the staff of Insurance
Services Office, Inc.

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 ES4







COMMERCIAL CRIME INSURANCE

FIDELITY AND BURGLARY & THEFT EXPERIENCE REVIEW
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

METHODOLOGY OVERVIEW

OBJECTIVE Fidelity advisory prospective loss costs are determined by
evaluating the adequacy of the current loss costs to pay for our best
estimate of the losses and all loss adjustment expenses that will be
incurred in the prospective (or future) period.

CALCULATION OF The first step in this process is the calculation of the multistate loss
MULTISTATE LOSS cost indication. This procedure projects what percentage change,
COST INDICATION on average, must be made to the current loss costs in order to

achieve adequacy in the prospective period. The percentage change
ispresented in Table 1.

APPLICATION OF The next and last step is the calculation of the advisory prospective
PERCENTAGE loss costs. Thisis achieved by applying the selected change to each
CHANGE of the current loss costs.

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 A-2







COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

CALCULATION OF MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

OBJECTIVE

DESCRIPTION

EXPERIENCE
INCLUDED

The objective of this procedure is to determine the indicated multistate
advisory loss cost level change. This procedure answers the question: what
percentage change, on average, must be made to the current loss costs in
order for them to be adequate to cover indemnity losses and all loss
adjustment expenses incurred in the prospective period in which it is
anticipated that the revised loss costs will be used?

This procedure compares trended and developed incurred losses and loss
adjustment expenses with the aggregate loss costs at current loss cost level,
which is the aggregate amount that would have been collected if the current
loss costs were used during the entire experience period. This experience
ratio (losses and loss adjustment expenses divided by aggregate |oss costs)
is calculated for five policy years and a weighted average is calculated,
whichistheindicated loss cost level change.

The review of the multistate loss cost level is based on the latest available
experience for Fidelity policies reported to 1SO under the Commercial
Statistical Plan (CSP) and the Commercia Minimum Statistical Plan
(CMSP), and experience from the Surety and Fidelity Association of
America (SFAA). In this review we have used policy year data through
December 31, 2011, evaluated as of December 31, 2011.
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TABLE1

CALCULATION OF FIDELITY MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

@ @ (&) @ ®) 6)
Aggregate Incurred Weighted
Policy Loss Costs L osses and Experience Experience
Y ear at Current Loss Adj. Ratio Ratios
Ending Level Expenses (342 Weights (4)x(5)
2007 312,698,360 257,055,744 0.822 0.10 0.082
2008 335,195,873 269,460,917 0.804 0.15 0.121
2009 333,891,762 349,699,042 1.047 0.20 0.209
2010 323,950,826 272,056,309 0.840 0.25 0.210
2011 340,032,674 282,593,476 0.831 0.30 0.249
(7) Weighted Experience Ratio 0.871
(8) Indicated Loss Cost Level Change -12.9%
(9) Selected Loss Cost Level Change - 10.0%
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

EXPLANATORY NOTESTO TABLE 1

COLUMN (1)

COLUMN (2)

COLUMN (3)

COLUMN (4)

EXPERIENCE PERIOD

The experience for the five latest available policy years is displayed. Policy year ending
refers to all policies expiring within that year, assuming annua policies. For example,
policy year ending 2009 includes all policies written between January 1, 2008 and
December 31, 2008, and thus expiring between January 1, 2009 and December 31, 20009.

Both SFAA and | SO data have been included.

AGGREGATE LOSS COSTS AT CURRENT LEVEL

Since the objective of the review procedure is to test the adequacy of the current loss costs,
the aggregate loss costs for each year in the review period must be adjusted to the level at
which they would have been collected had the current loss costs applied throughout the
experience period. Reported premiums are adjusted to current level by applying a factor
equal to all loss cost level changes that have been implemented subsequent to the writing of
the policy. These adjusted premiums are then converted to aggregate loss costs at current
level. Aggregate loss costs are adjusted to the 1SO multistate monoline manual level based
on reported Rate Modification Factors and Loss Cost Multipliers. Where appropriate,
certain reported data el ements have been adjusted prior to being used in the calculations.

INCURRED LOSSES AND LOSS ADJUSTMENT EXPENSES

In order to determine future loss cost level needs, incurred losses must be adjusted to the
levels expected to apply during the period in which the revised loss costs are anticipated to
bein effect. Losses are adjusted to reflect net trend from the average date of loss of each
year under review to December 1, 2015, the average date of loss in the prospective period.
In addition, losses have been brought to their ultimate settlement values by the application
of policy year incurred loss development factors. Also, losses have been loaded for all 1oss
adjustment expenses by the application of a multistate loss adjustment expense factor.
Where appropriate, certain reported data elements have been adjusted prior to being used in
the calculations.

EXPERIENCE RATIO

The experience ratios in this column are calculated by dividing the incurred losses and loss
adjustment expenses in column (3) by the aggregate loss costs at current level in column

).
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COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW

EXPLANATORY NOTES TO TABLE 1 (Continued)

COLUMN (5)

COLUMN (6)

LINE (7)

LINE (8)

LINE (9)

WEIGHTS

Weights of 10%, 15%, 20%, 25%, and 30% are used to weight the yearly experience ratios,
with the greatest weight assigned to the most recent year. These weights recognize the need
to balance responsiveness and stability.

WEIGHTED EXPERIENCE RATIOS

The weights are applied to the yearly experience ratios to yield annual weighted experience
ratios.

WEIGHTED EXPERIENCE RATIO

The annual weighted experience ratios of column (6) are summed to yield the cumulative
weighted experience ratio.

INDICATED LOSS COST LEVEL CHANGE

The indicated loss cost level change is equa to the weighted experience ratio. The
indication is converted to a percentage by subtracting one, and multiplying by 100%.

SELECTED LOSS COST LEVEL CHANGE

For Fidelity coverages, indications were tempered to moderate swings in 10ss costs.
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COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW

MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE

OBJECTIVE The reported indemnity losses must be loaded for both allocated and unallocated loss
adjustment expenses (LAE).

A factor representing the ratio of the sum of the incurred indemnity losses plus all LAE to
the sum of the incurred indemnity losses was selected based on the multistate financial data
shown in Table 2. For this review, a factor of 1.160 was selected.
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COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW
TABLE 2
MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE
Insurance Expense Experience
Loss Adjustment Expenses: 2002-2011

Fidelity Insurance

Agency and Direct Writers Combined

M @ (G)=@/m

Direct Ratio of Loss
Direct Loss Adjustment Adjustment Expenses
Year Losses Incurred Expenses Incurred Incurred to Losses Incurred®
2002 $535,457 $64,292 12.0%
2003 424,703 60,077 14.1%
2004 560,147 85,963 15.3%
2005 503,182 82,617 16.4%
2006 448,900 73,880 16.5%
2007 401,897 81,013 20.2%
2008 470,199 89,593 19.1%
2009 515,303 77,462 15.0%
2010 566,354 92,506 16.3%
2011 496,805 61,328 12.3%

Average Loss Adjustment Expense Ratios

) ®) ©)

3-year S-year 10-year
2009-2011 2007-2011 2002-2011
14.6% 16.6% 15.7%

*Loss Adjustment Expense ratios are on a direct basis, rather than net of reinsurance.

Note: Columns (1) and (2) are based on Insurance Expense Exhibit information compiled by A.M. Best,
and are expressed in thousands of dollars.
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TREND PROCEDURE

OBIJECTIVE

CLAIM
SEVERITY AND
FREQUENCY
TREND

EXPOSURE
TRENDS

NET TREND

The prospective loss cost level established in this document reflects projected cost levels
for the period in which the new loss costs are anticipated to be in effect.

The application of loss trend factors to historical data recognizes two important ratemaking
concepts. First, loss costs are being calculated for use in a future period based on historical
experience. Second, due to economic and social factors, cost levels continue to change
from those underlying the historical data.

Claim severity and frequency trend factors are calculated using selected annual rates of
change. The selection of these rates takes into account observed changes in claim costs and
occurrences for multistate Fidelity experience on monoline and multiline divisible premium
policies.

The method of trend determination used in this review makes use of the Least Squares
Method fitted to the reported time series data; specifically, an exponential curve represented
by the equation

Y = Ae®

is fitted to the claim data, which have been developed to their ultimate settlement value.
The parameters A and B are constants; x is the unit of time; e is the natural logarithm base
with the numerical value of 2.7182818...; and Y is the fitted value on the curve. The claim
cost and occurrence curves were calculated for the latest 10-year experience period; the
underlying data and the indicated and selected annual rates of change in claim severity and
frequency are shown in Table 3 and Table 4, respectively.

The Fidelity experience necessary to properly quantify exposure trend is not available.
Based on a survey of several measures of these trends using Commercial Property data, an
annual exposure trend of +1.5% was selected.

Based on the trend selections described above, the annual net trend is calculated as:

Claim Severity Trend x Claim Frequency Trend / Exposure Trend

1.050 * 0.980 / 1.015

1.014, or +1.4%

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 B-4







COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TABLE 3

CLAIM SEVERITY TREND CALCULATION

(6]
Policy
Year

Ending

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

(2)
Developed
Incurred
Losses

158,415,300
112,630,218
130,649,207
116,795,175
159,026,990
184,685,116
196,334,203
272,312,764
204,105,452
218,691,349

10-year annual rate of change in claim severity fit

S-year annual rate of change in claim severity fit

Selected annual rate of change in claim severity'

! Selection reflects tempering of the fits.
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Developed
Incurred Claim
Claims Severity
2,207 71,779
1,775 63,454
1,845 70,813
1,846 63,269
1,880 84,589
1,845 100,100
1,998 98,265
2,084 130,668
1,877 108,740
1,765 123,904
+8.35%
+5.42%
+5.00%
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COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW
TABLE 4
CLAIM FREQUENCY TREND CALCULATION

1 () 3) “
=(2)/(3)x1,000

Aggregate Claim
Policy Developed Loss Costs Frequency
Year Incurred At Current Per $1,000
Ending Claims Level of ALCCL
2002 2,207 158,806,539 0.013897
2003 1,775 195,429,131 0.009083
2004 1,845 236,401,368 0.007805
2005 1,846 218,149,921 0.008462
2006 1,880 285,281,701 0.006590
2007 1,845 312,698,360 0.005900
2008 1,998 335,195,873 0.005961
2009 2,084 333,891,762 0.006242
2010 1,877 323,950,826 0.005794
2011 1,765 340,032,674 0.005191
10-year annual rate of change in claim frequency fit - 8.30%
S-year annual rate of change in claim frequency fit -2.80%
Selected annual rate of change in claim frequency' -2.00%

"' Selection reflects tempering of the fits, coupled with the uncertainty inherent in projecting
future claim frequency based on historical claim frequency patterns.

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 B-6







COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

LOSS DEVELOPMENT PROCEDURE

OBIJECTIVE

APPLICATION
OF LOSS
DEVELOPMENT
FACTORS

The application of loss development factors reflects the important ratemaking concept that
not all of the losses for a particular policy year have been finally determined at the time
experience is compiled.

The incurred losses underlying the multistate loss cost level indication were evaluated as
of December 31, 2011.

For example, the policy year ending December 31, 2011, encompasses all policies written
from January 1, 2010, through December 31, 2010. Losses for that policy year include all
losses paid or outstanding on those policies as of December 31, 2011—24 months after the
inception of the policy year.

The immature experience reported as of 24, 36, 48, 60, and 72 months for policy years
ending 12/31/2011, 12/31/2010, 12/31/2009, 12/31/2008, and 12/31/2007, respectively,
must be adjusted to an ultimate settlement basis. This adjustment is accomplished through
the use of loss development factors.

Table 5 details the calculation of the loss development factors. Incurred losses, individual
age-to-age factors, various average factors and selected age-to-age factors, as well as the
final cumulative factors, are shown.

Table 6 details the calculation of claim development factors, which were used to determine
developed claims in Tables 3 and 4.
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COMMERCIAL CRIME INSURANCE

FIDELITY EXPERIENCE REVIEW

TABLE 5

POLICY YEAR INCURRED LOSS DEVELOPMENT

POLICY POLICY YEAR LOSSESASOF
YEAR 24 36 48 60 72 84 96 108 120 > 120
ENDING Months Months Months Months Months Months Months Months Months Months
2002 95,371,737 | 135,666,014 | 140,952,166 | 159,068,689 | 158,416,779 | 159,662,629 | 159,209,479 | 158,626,984 | 158,571,243 | 158,415,300
2003 91,450,894 | 107,303,469 | 114,627,396 | 115,680,624 | 115,667,678 | 114,448,389 | 113,567,860 | 113,107,161 | 112,630,218
2004 92,044,641 | 125,095,080 | 132,904,194 | 131,830,192 | 131,951,639 | 130,000,086 | 129,755,971 | 130,649,207
2005 83,503,829 | 105,676,028 | 111,543,076 | 115,846,475 | 118,246,270 | 117,532,007 | 116,795,175
2006 114,650,609 | 143,870,397 | 153,575,199 | 158,381,555 | 160,560,315 | 159,026,990
2007 110,431,475 | 159,726,540 | 170,458,325 | 184,835,426 | 184,685,116
2008 119,912,242 | 184,883,075 | 194,743,394 | 196,334,203
2009 187,240,639 | 243,592,255 | 265,412,051
2010 129,917,599 | 187,081,074
2011 143,592,481
POLICY POLICY YEAR DEVELOPMENT FACTORS
YEAR 24 to 36 36 to 48 48 to 60 60 to 72 72 to 84 84 to 96 96 to 108 108 to 120 | 120to> 120
ENDING Months Months Months Months Months Months Months Months Months
2002 1.422 1.039 1.129 0.996 1.008 0.997 0.996 1.000 0.999
2003 1.173 1.068 1.009 1.000 0.989 0.992 0.996 0.996
2004 1.359 1.062 0.992 1.001 0.985 0.998 1.007
2005 1.266 1.056 1.039 1.021 0.994 0.994
2006 1.255 1.067 1.031 1.014 0.990
2007 1.446 1.067 1.084 0.999
2008 1.542 1.053 1.008
2009 1.301 1.090
2010 1.440
3-Year Avg 1.428 1.070 1.041 1.011 0.990 0.995 1.000 - -
5-Year Avg 1.397 1.067 1.031 1.007 0.993 - - - -
5-Year Avg
Ex High-Low* 1.396 1.063 1.026 1.005 0.991 - - - -
SELECTED 1.396 1.063 1.026 1.000 1.000 1.000 1.000 1.000 1.000
CUMULATIVE | 24toUlt 36 to Ult 48 to Ult 60 to Ult 72 to Ult 84 to Ult 96 to Ult 108 to Ult 120 to Ult
FACTORS 1.523 1.091 1.026 1.000 1.000 1.000 1.000 1.000 1.000
* 5-year average excluding the highest and lowest values.
Subject to rounding.
© Insurance Services Office, Inc., 2013 CR-2013-RLA1 B-8








COMMERCIAL CRIME INSURANCE
FIDELITY EXPERIENCE REVIEW

TABLE 6
POLICY YEAR INCURRED CLAIM DEVELOPMENT
POLICY POLICY YEAR CLAIMSASOF
YEAR 24 36 48 60 72 84 96 108 120 > 120
ENDING Months Months Months Months Months Months Months Months Months Months
2002 1,855 2,148 2,214 2,213 2,209 2,213 2,207 2,209 2,210 2,207
2003 1,673 1,768 1,788 1,784 1,793 1,784 1,782 1,776 1,777
2004 1,624 1,807 1,844 1,847 1,849 1,843 1,845 1,845
2005 1,696 1,815 1,835 1,845 1,845 1,842 1,848
2006 1,641 1,792 1,854 1,881 1,883 1,882
2007 1,607 1,794 1,840 1,860 1,851
2008 1,770 1,956 2,009 2,002
2009 1,867 2,006 2,076
2010 1,651 1,817
2011 1,555
POLICY POLICY YEAR DEVELOPMENT FACTORS
YEAR 24 to 36 36 to 48 48 to 60 60 to 72 72 to 84 84 t0 96 96 to 108 108 to 120 | 120 to> 120
ENDING Months Months Months Months Months Months Months Months Months
2002 1.158 1.031 1.000 0.998 1.002 0.997 1.001 1.000 0.999
2003 1.057 1.011 0.998 1.005 0.995 0.999 0.997 1.001
2004 1.113 1.020 1.002 1.001 0.997 1.001 1.000
2005 1.070 1.011 1.005 1.000 0.998 1.003
2006 1.092 1.035 1.015 1.001 0.999
2007 1.116 1.026 1.011 0.995
2008 1.105 1.027 0.997
2009 1.074 1.035
2010 1.101
Straight Avg 1.098 1.025 1.004 1.000 0.998 1.000 0.999 1.001 0.999
3-Year Avg 1.093 1.029 1.008 0.999 0.998 1.001 0.999 - -
5-Year Avg 1.098 1.027 1.006 1.000 0.998 - - - -
5-Year Avg
Ex High-Low* 1.099 1.029 1.006 1.001 0.998 - - - -
SELECTED 1.099 1.029 1.006 1.001 0.998 1.000 0.999 1.001 0.999
CUMULATIVE | 24toUlt 36 to Ult 48 to Ult 60 to Ult 72 to Ult 84 to Ult 96 to Ult 108 to Ult 120 to Ult
FACTORS 1.135 1.033 1.004 0.998 0.997 0.999 0.999 1.000 0.999

* 5-year average excluding the highest and lowest values.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

METHODOLOGY OVERVIEW

OBJECTIVE Burglary & Theft (B&T) advisory prospective loss costs are determined by
evaluating the adequacy of the current loss costs to pay for our best
estimate of the losses and all loss adjustment expenses that will be incurred
in the prospective (or future) period.

CALCULATION OF The first step in this process is the calculation of the multistate loss cost
MULTISTATE LOSS indication. This procedure projects what percentage change, on average,
COST INDICATION must be made to the current loss cost level in order to achieve adequacy in

the prospective period. The percentage changeis presented in Table 7.

APPLICATION OF The next and last step is the calculation of the advisory prospective B& T
PERCENTAGE rating factors. These factors are shown in companion rules filing CR-2013-
CHANGE REL1.

The B&T rating agorithm directly follows the Fidelity (Employee Theft)
rating algorithm, with the same starting-point loss costs as Fidelity; hence
the selected Fidelity loss costs level change must be divided out to
determine the percentage change to the B& T rating factors. This change is
then applied to the current rating factors to determine the advisory
prospective B& T rating factors.

The revised rating factors are calculated as follows:
Proposed B& T Rating Factor =

Current B& T Rating Factor x

(1 + Selected Changeto B& T Loss Cost Level) +

(1 + Selected Change to Fidelity Loss Cost Level)
The selected change to the Fidelity loss cost level is -10.0%, as shown in
Line 9 of Table 1, and the selected changeto the B& T loss cost level is
-25.0%, as shown in Line 9 of Table 7. Hence, each proposed B&T rating
factor equals:

Current B& T Rating Factor x [1+ (-25.0%)] + [1 + (-10%)]
or Current B& T Rating Factor x [1+ (- 16.7%)]
In summary, each current B&T rating factor is reduced by 16.7%. This

change reconciles to an overal loss cost level change of -10.0% for
Fidelity and -25.0% for B&T.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

CALCULATION OF MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

OBJECTIVE

DESCRIPTION

EXPERIENCE
INCLUDED

The objective of this procedure is to determine the indicated multistate advisory
loss cost level change. This procedure answers the question: what percentage
change, on average, must be made to the current loss costs in order for them to be
adequate to cover indemnity losses and all loss adjustment expenses incurred in
the prospective period in which it is anticipated that the revised loss costs will be
used?

This procedure compares trended and developed incurred losses and loss
adjustment expenses with the aggregate loss costs at current loss cost level, which
is the aggregate amount that would have been collected if the current loss costs
were used during the entire experience period. This experience ratio (losses and
loss adjustment expenses divided by aggregate loss costs) is calculated for five
calendar/accident years and a weighted average is calculated, which is the
indicated loss cost level change.

The review of multistate loss cost level is based on the latest available experience
on Burglary & Theft policies reported to 1SO under the Commercial Statistical
Plan (CSP) and the Commercia Minimum Statistical Plan (CMSP). In this
review we have used accident year data through June 30, 2012, evaluated as of
September 30, 2012.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

TABLE7

CALCULATION OF BURGLARY & THEFT MULTISTATE ADVISORY LOSS COST LEVEL CHANGE

@

@

©)

Caendar/
Accident  Aggregate Incurred
Year Loss Costs Losses and
Ending at Current Loss Ad;.
6/30/xxxx Level Expenses
2008 15,242,692 12,508,334
2009 17,665,093 11,079,354
2010 18,439,342 13,776,475
2011 20,817,969 10,467,410
2012 23,990,243 8,683,554
(7) Weighted Experience Ratio

(8) Indicated Loss Cost Level Change

(9) Selected Loss Cost Level Change

© Insurance Services Office, Inc., 2013
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(6)

Weighted
Experience Experience
Ratio Ratios
Q)12 Weights  (ax)
0.821 0.10 0.082
0.627 0.15 0.094
0.747 0.20 0.149
0.503 0.25 0.126
0.362 0.30 0.109
0.560
- 44.0%
- 25.0%
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

EXPLANATORY NOTESTO TABLE 7

COLUMN (1)

COLUMN (2)

COLUMN (3)

EXPERIENCE PERIOD

The experience for the five latest available calendar/accident years is used. Each
calendar/accident year ends on June 30 of the named year. For example, calendar/accident
year ending 2010 covers the period from July 1, 2009, through June 30, 2010.

AGGREGATE LOSS COSTS AT CURRENT LEVEL

Since the objective of the review procedure is to test the adequacy of the current loss costs,
the aggregate loss costs for each year in the review period must be adjusted to the level
which would have been collected had the current loss costs applied throughout the
experience period. Reported premiums are adjusted to current level by applying a factor
equal to all loss cost level changes that have been implemented subsequent to the writing of
the policy. These adjusted premiums are then converted to aggregate loss costs at current
level. Aggregate loss costs are adjusted to the SO multistate monoline manual level based
on reported Rate Modification Factors and Loss Cost Multipliers. Where appropriate,
certain reported data el ements have been adjusted prior to being used in the calculations.

The multiline aggregate loss costs are aso adjusted to monoline level based on the current
Commercial Package Policy (CPP) Implicit Package Modification Factor (IPMF). The
IPMF reflects the underlying multiline modification based on Burglary & Theft experience
aone. Thisdiffersfrom the published Package Modification Factor, which is an average of
the IPMF's for the various coverages included in the CPP.

INCURRED LOSSES AND LOSS ADJUSTMENT EXPENSES

In order to determine future loss cost level needs, incurred losses must be adjusted to the
levels expected to apply during the period in which the revised loss costs are anticipated to
be in effect. Losses are adjusted to reflect net trend from the average date of loss of each
year under review to December 1, 2015, the average date of loss in the prospective period.
In addition, losses have been brought to their ultimate settlement values by the application
of accident year incurred loss development factors. Also, losses have been loaded for all
loss adjustments expenses by the application of a multistate loss adjustment expense factor.
Where appropriate, certain reported data el ements have been adjusted prior to being used in
the calculations.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW

EXPLANATORY NOTESTO TABLE 7 (Cont'd)

COLUMN (4)

COLUMN (5)

COLUMN (6)

LINE (7)

LINE (8)

LINE (9)

EXPERIENCE RATIO

The experience ratios in this column are calculated by dividing the incurred losses and loss
adjustment expenses in column (3) by the aggregate loss costs at current level in column

).

WEIGHTS

Weights of 10%, 15%, 20%, 25%, and 30% are used to weight the yearly experience ratios,
with the greatest weight assigned to the most recent year. These weights recognize the need
to balance responsiveness and stability.

WEIGHTED EXPERIENCE RATIOS

The weights are applied to the yearly experience ratios to yield annual weighted experience
ratios.

WEIGHTED EXPERIENCE RATIO

The annual weighted experience ratios of column (6) are summed to yield the cumulative
weighted experience ratio.

INDICATED LOSS COST LEVEL CHANGE

The indicated loss cost level change is equal to the weighted experience ratio. The
indication is converted to a percentage by subtracting 1 and multiplying by 100%.

SELECTED LOSS COST LEVEL CHANGE

For Burglary & Theft coverages, indications were tempered to moderate swings in loss
costs.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW

MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE

OBJECTIVE The reported indemnity losses must be loaded for both allocated and unallocated loss
adjustment expenses (LAE).

A factor representing the ratio of the sum of the incurred indemnity losses plus all LAE to
the sum of the incurred indemnity losses was selected based on the multistate financial data
shown in Table 8. For thisreview, afactor of 1.20 was selected.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
MULTISTATE LOSS ADJUSTMENT EXPENSE EXPERIENCE

TABLE 8

I nsurance Expense Experience
Loss Adjustment Expenses. 2002-2011

Burglary & Theft Insurance

Agency and Direct Writers Combined

@ @ (3)=@11)
Direct Ratio of Loss
Direct L oss Adjustment Adjustment Expenses
Year Losses Incurred Expenses Incurred Incurred to Losses Incurred®
2002 $20,334 $2,676 13.2%
2003 17,016 3,080 18.1%
2004 33,135 5,275 15.9%
2005 25,133 4,277 17.0%
2006 21,039 4,730 22.5%
2007 25,766 5,415 21.0%
2008 30,441 7,481 24.6%
2009 18,677 7,784 41.7%
2010 35,442 8,797 24.8%
2011 38,295 5311 13.9%

Average L oss Adjustment Expense Ratios

@ ®) ®)

3-year 5-year 10-year
2009-2011 2007-2011 2002-2011

26.8% 25.2% 21.3%

3-year 5-year 9-year
2008-2011 2006-2011 2002-2011

with 2009 omitted with 2009 omitted with 2009 omitted
21.1% 21.4% 19.0%

#Loss Adjustment Expense ratios are on a direct basis, rather than net of reinsurance.

Note: Columns (1) and (2) are based on Insurance Expense Exhibit information compiled by A.M. Best,
and are expressed in thousands of dollars.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

TREND PROCEDURE

OBJECTIVE

CLAIM
SEVERITY AND
FREQUENCY
TREND

EXPOSURE
TRENDS

NET TREND

The prospective loss cost level established in this document reflects projected cost levels
for the period in which the new loss costs are anticipated to be in effect.

The application of loss trend factors to historical data recognizes two important ratemaking
concepts. First, loss costs are being calculated for use in a future period based on historical
experience. Second, due to economic and social factors, cost levels continue to change
from those underlying the historical data.

Claim severity and frequency trend factors are calculated using selected annual rates of
change. The selection of these rates is informed by observed changes in claim costs and
occurrences for multistate Burglary & Theft experience on monoline and multiline divisible
premium policies.

The method of trend determination used in this review employs the Least Squares Method
fitted to the reported time series data; specifically, an exponential curve represented by the
equation

Y = Ae¥

is fitted to the claim data, which have been developed to their ultimate settlement value.
The parameters A and B are constants; X is the unit of time; e is the natural logarithm base
with the numerical value of 2.7182818...; and Y is the fitted value on the curve. The claim
cost and occurrence curves were calculated for the latest 10-year experience period; the
underlying data and the indicated and selected annual rates of change in claim severity and
frequency are shown in Table 9 and Table 10, respectively.

The Burglary & Theft experience necessary to properly quantify exposure trend is not
available. Based on a survey of severa measures of these trends using Commercial
Property data, an annual exposure trend of +1.5% was selected.

Based on the trend selections described above, the annual net trend is calcul ated as:

Claim Severity Trend * Claim Frequency Trend / Exposure Trend
=1.045* 0.950/ 1.015
=0.978, or -2.2%

© Insurance Services Office, Inc., 2013 CR-2013-RLA1 D-4







COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

TABLE9

BURGLARY & THEFT CLAIM SEVERITY TREND CALCULATION

@ @) ® @=(2)/(3)
Accident
Y ear Developed Developed
Ending Incurred Incurred Claim
6/30/xxxXX L osses Claims Severity
2003 12,368,358 2,859 4,326
2004 12,942,712 2,666 4,855
2005 10,961,444 2,338 4,688
2006 11,637,324 2,281 5,102
2007 11,514,103 2,065 5,576
2008 12,423,852 1,874 6,630
2009 10,773,390 1,666 6,467
2010 13,090,531 1,517 8,629
2011 9,735,314 1,325 7,347
2012 7,891,263 1,168 6,756
10-year annua rate of changein claim severity fit + 6.79%
5-year annual rate of change in claim severity fit +1.67%
Selected annual rate of change in claim severity* + 4.50%

! Selection reflects the middle of the range between 5 and 10 year fits.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
TABLE 10

BURGLARY & THEFT CLAIM FREQUENCY TREND CALCULATION

@ @) ® Q)
=[(2)/(3)]x1,000
Accident Aggregate Claim
Y ear Developed Loss Costs Frequency
Ending Incurred At Current Per $1,000
6/30/xxxX Claims Level of ALCCL
2003 2,859 17,030,136 0.168
2004 2,666 15,079,878 0.177
2005 2,338 12,599,559 0.186
2006 2,281 12,148,542 0.188
2007 2,065 14,680,052 0.141
2008 1,874 16,443,033 0.114
2009 1,666 18,893,148 0.088
2010 1,517 19,763,496 0.077
2011 1,325 22,217,683 0.060
2012 1,168 25,226,333 0.046
10-year annual rate of change in claim frequency fit - 14.65%
5-year annual rate of change in claim frequency fit - 19.73%
Selected annual rate of change in claim frequency® - 5.00%

! Selection reflects tempering of the fits, coupled with the uncertainty inherent in projecting
future claim frequency based on historical claim frequency patterns.
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COMMERCIAL CRIME INSURANCE

BURGLARY & THEFT EXPERIENCE REVIEW

LOSS DEVELOPMENT PROCEDURE

OBJECTIVE

APPLICATION
OF LOSS
DEVELOPMENT
FACTORS

The application of loss development factors recognizes the important ratemaking concept
that not all of the losses for a particular accident year have been finally determined at the
time experience is compiled.

The incurred losses underlying the multistate loss cost level indication were evaluated as
of September 30, 2012.

For example, the accident year ending June 30, 2012, includes all losses paid and all losses
outstanding on claims with accident dates from July 1, 2011, through June 30, 2012, where
paid and outstanding loss amounts are evaluated on September 30, 2012, or 15 months
after the beginning of the accident year.

The immature experience reported as of 15, 27, 39, 51, and 63 months for accident years
ending 6/30/2012, 6/30/2011, 6/30/2010, 6/30/2009, and 6/30/2008, respectively, must be
adjusted to an ultimate settlement basis. This adjustment is accomplished through the use
of loss development factors.

Table 11 details the calculation of the loss development factors. Incurred losses,
individual age-to-age factors, various average factors and selected age-to-age factors, as
well asthe final cumulative factors, are shown.

Table 12 details the calculation of claim development factors, which were used to
determine developed claimsin Tables 9 and 10.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
TABLE 11
ACCIDENT YEAR INCURRED LOSS DEVELOPMENT

ACCIDENT ACCIDENT YEAR LOSSESASOF
YEAR ENDING 15 27 39 51 63 75 87 99 111 >111
6/30/xxxX Months Months Months Months Months Months Months Months Months Months
2003 11,504,533 | 12,371,646 | 12,960,809 12,569,392 | 12,495,018 | 12,396,835 | 12,383,930 | 12,379,460 | 12,370,216 | 12,368,358
2004 12,676,376 | 12,979,699 | 13,025,732 13,022,933 | 13,006,296 | 12,980,473 | 12,985,253 | 12,948,425 | 12,942,712
2005 11,337,641 | 10,898,964 | 10,991,850 11,098,525 | 11,027,349 | 10,915,213 | 10,982,038 | 10,961,444
2006 11,165,405 | 11,660,487 | 11,607,044 11,639,318 | 11,756,614 | 11,641,953 | 11,637,324
2007 10,922,837 | 11,321,241 | 12,485,869 11,554,898 | 11,521,320 | 11,514,103
2008 11,633,076 | 12,839,903 | 12,489,451 12,525,957 | 12,423,852
2009 10,156,755 | 10,399,383 | 10,417,650 10,773,540
2010 10,527,402 | 11,419,173 | 13,090,531
2011 9,365,618 9,424,312
2012 7,286,492
ACCIDENT ACCIDENT YEAR DEVELOPMENT FACTORS
YEAR ENDING 15to0 27 271039 39to 51 51to 63 63t0 75 75to 87 87t0 99 99to111 | 111to>111
6/30/XXxX Months Months Months Months Months Months Months Months Months
2003 1.075 1.048 0.970 0.994 0.992 0.999 1.000 0.999 1.000
2004 1.024 1.004 1.000 0.999 0.998 1.000 0.997 1.000
2005 0.961 1.009 1.010 0.994 0.990 1.006 0.998
2006 1.044 0.995 1.003 1.010 0.990 1.000
2007 1.036 1.103 0.925 0.997 0.999
2008 1.104 0.973 1.003 0.992
2009 1.024 1.002 1.034
2010 1.085 1.146
2011 1.006
Arithmetic Avg 1.040 1.035 0.992 0.998 0.994 1.001 0.998 1.000 1.000
Weighted Avg 1.041 1.034 0.991 0.998 0.994 1.001 0.998 0.999 1.000
5-Year Avg
Ex High-L ow* 1.048 1.033 1.005 0.997 0.993 - - - -
SELECTED 1.048 1.033 1.000 1.000 1.000 1.000 1.000 1.000 1.000
CUMULATIVE 15to Ult 27 to Ult 39to Ult 51to Ult 63 to Ult 75 to Ult 87 to Ult 99 to Ult 111 to Ult
FACTORS 1.083 1.033 1.000 1.000 1.000 1.000 1.000 1.000 1.000

* B-year average excluding the highest and lowest values.
Subject to rounding.
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COMMERCIAL CRIME INSURANCE
BURGLARY & THEFT EXPERIENCE REVIEW
TABLE 12
ACCIDENT YEAR INCURRED CLAIM DEVELOPMENT

ACCIDENT ACCIDENT YEAR CLAIMSASOF
YEAR ENDING 15 27 39 51 63 75 87 99 111 > 111
6/30/XXxX Months | Months Months Months Months Months Months Months Months Months
2003 2,882 2,875 2,870 2,866 2,862 2,860 2,861 2,860 2,859 2,859
2004 2,745 2,675 2,675 2,672 2,670 2,667 2,668 2,666 2,666
2005 2,404 2,341 2,346 2,344 2,343 2,343 2,341 2,338
2006 2,322 2,279 2,282 2,283 2,283 2,283 2,283
2007 2,167 2,061 2,056 2,069 2,069 2,067
2008 1,998 1,890 1,880 1,881 1,878
2009 1,797 1,675 1,669 1,669
2010 1,684 1,537 1,520
2011 1,486 1,333
2012 1,264
ACCIDENT ACCIDENT YEAR DEVELOPMENT FACTORS
YEAR ENDING 15t027 | 27t039 39to 51 51to 63 63t0 75 7510 87 871099 99to111 | 111to>111
6/30/xxXX Months Months Months Months Months Months Months Months Months
2003 0.998 0.998 0.999 0.999 0.999 1.000 1.000 1.000 1.000
2004 0.974 1.000 0.999 0.999 0.999 1.000 0.999 1.000
2005 0.974 1.002 0.999 1.000 1.000 0.999 0.999
2006 0.981 1.001 1.000 1.000 1.000 1.000
2007 0.951 0.998 1.006 1.000 0.999
2008 0.946 0.995 1.001 0.998
2009 0.932 0.996 1.000
2010 0.913 0.989
2011 0.897
Arithmetic Avg 0.952 0.997 1.001 0.999 0.999 1.000 0.999 1.000 1.000
Witd Avg 0.958 0.998 1.000 0.999 0.999 1.000 0.999 1.000 1.000
5-Year Avg
Ex High-Low* 0.930 0.996 1.000 1.000 0.999 - - - -
SELECTED 0.930 0.996 1.000 1.000 0.999 1.000 0.999 1.000 1.000
CUMULATIVE 15toUlt | 27to Ult | 39to Ult 51to Ult 63 to Ult 75 to Ult 87 to Ult 99 to Ult 111 to Ult
FACTORS 0.924 0.994 0.998 0.998 0.998 0.999 0.999 1.000 1.000
* B-year average excluding the highest and lowest values.
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COMMERCIAL LINESMANUAL
DIVISION THREE
CRIME AND FIDELITY

COMMERCIAL AND GOVERNMENT ENTITIES

LOSS COST PAGES
COVERAGE FORMS AND POLICIES
SUPPLEMENTAL TABLES
Rules 27., Rules 27., Rules 27., Rules 27.,
42.,57.,58., 42.,57.,58., 42.,57.,58., 42.,57.,58.,
73.,84., 87. 73.,84., 87. 73.,84., 87. 73.,84., 87.
Class Employee Class Employee Class Employee Class Employee
Code Theft Code Theft Code Theft Code Theft
1100 $ 0.677 4218 $ 0.898 4920 $ 0.762 5618 $ 0.764
2150 0.581 4219 1.369 4930 1.125 5620 1.011
2210 0.627 4221 0.863 5111 0.667 5630 1.036
2211 0.560 4222 1.144 5112 0.744 5640 0.737
2330 0.976 4223 1.014 5125 0.851 6111 0.527
2350 0.976 4225 1.478 5135 0.960 6210 0.339
3110 1.255 4226 0.777 5145 1.177 6216 0.339
3121 1.220 4227 0.898 5222 2.219 6220 0.492
3122 1.220 4228 1.245 5223 0.679 6230 0.409
3130 0.938 4229 0.802 5224 2.013 6240 0.409
3140 0.938 4230 1.478 5225 1.958 7110 0.636
3150 1.617 4240 1.131 5229 2.219 7112 0.546
3160 1.064 4410 1.423 5232 1.963 7120 0.283
3210 0.883 4413 1.477 5233 1.885 7130 0.636
3225 0.883 4420 1.348 5234 0.679 7132 0.636
3230 0.718 4430 1.348 5239 0.635 7139 0.483
3240 1.292 4440 1.030 5241 0.324 7215 1.317
3250 1.216 4451 0.890 5242 0.679 7225 0.972
3254 1.042 4452 0.773 5252 0.099 8111 0.933
3260 0.912 4453 0.770 5253 0.069 8112 0.933
3270 1.025 4461 0.718 5310 0.532 8121 0.894
3310 1.033 4462 1.004 5312 0.542 8122 0.329
3320 1.033 4470 1.477 5313 0.787 8123 0.902
3330 1.292 4480 0.843 5320 0.825 8129 1.040
3347 1.356 4483 1.285 5405 0.734 8131 0.222
3350 1.292 4510 0.520 5409 0.734 8133 0.232
3367 0.815 4520 0.947 5413 0.734 8139 0.361
3370 0.883 4530 0.520 5414 0.734 8140 0.814
3380 1.954 4540 0.947 5415 0.734 8141 0.453
3395 1.064 4543 0.767 5416 0.734 8142 0.604
4210 1.131 4810 1.481 5417 0.734 9202 0.257
4211 1.248 4820 1.096 5418 0.756 9203 0.296
4212 0.691 4835 1.298 5419 0.734 9204 0.200
4213 0.863 4840 1.084 5613 0.737 9205 0.249
4214 1.131 4850 1.096 5614 0.737 9206 0.204
4215 0.703 4860 0.595 5615 1.036 9250 0.220
4216 1.308 4870 1.072 5616 0.737
4217 0.901 4880 1.084 5617 0.737

Table #1(LC) Annual Loss Costs (Codes 1100 To 9250)
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PRIOR REVISION: CR-2011-RLA1

The following table shows, for each jurisdiction, the date of the filed or implementation circular, and the
effective or distribution date, of the prior Commercial Crime loss cost review, CR-2011-RLA1.

Filed/ Effective/ Filed/ Effective/
Implementation Distribution Implementation Distribution

State Circular Date Date* State Circular Date Date*
Alabama 12/12/11 06/01/12 Montana 12/12/11 06/01/12
Alaska 12/12/11 06/01/12 Nebraska 12/12/11 06/01/12
Arizona 12/12/11 06/01/12 Nevada 12/12/11 06/12
Arkansas 12/12/11 06/12 New Hampshire 12/12/11 06/01/12
Cdifornia 02/17/12 07/12 New Jersey 12/12/11 06/01/12
Colorado 12/12/11 06/01/12 New Mexico 12/12/11 06/12
Connecticut 12/12/11 06/01/12 New York 01/09/12 06/12
Delaware 12/12/11 06/12 North Carolina 01/09/12 06/01/12
D.C. 12/12/11 06/01/12 North Dakota 12/12/11 06/01/12
Florida 03/13/12 10/12 Ohio 12/12/11 06/01/12
Georgia 01/09/12 06/01/12 Oklahoma 12/12/11 06/01/12
Hawaii ** 08/12 Oregon 12/12/11 06/01/12
Idaho 12/12/11 06/01/12 Pennsylvania 12/12/11 06/01/12
Illinois 12/12/11 06/12 Rhode Island 12/12/11 06/01/12
Indiana 12/12/11 06/01/12 South Carolina 12/12/11 06/12
lowa 12/12/11 06/01/12 South Dakota 12/12/11 06/01/12
Kansas 12/12/11 06/01/12 Tennessee 12/12/11 06/01/12
Kentucky 12/12/11 06/12 Texas 01/31/12 06/12
Louisiana 12/12/11 06/12 Utah 12/12/11 06/01/12
Maine 12/12/11 06/01/12 Vermont 12/12/11 06/01/12
Maryland 12/12/11 06/01/12 Virginia 02/02/12 06/01/12
M assachusetts 02/28/12 06/12 Washington 12/12/11 06/01/12
Michigan 12/12/11 06/01/12 West Virginia 12/12/11 06/01/12
Minnesota 12/12/11 06/12 Wisconsin 12/12/11 06/01/12
Mississippi 12/12/11 06/01/12 Wyoming 12/12/11 06/12
Missouri 12/12/11 06/01/12

* Wedid not establish effective dates for CR-2011-RLA1 in Arkansas, California, Delaware, lllinois, Kentucky,
Louisiana, Massachusetts, Minnesota, Nevada, New Mexico, New Y ork, South Carolina, Texas and Wyoming.

This column shows the distribution date for those states, and the effective date in al other jurisdictions.

** \We do not issue loss cost circulars for Hawaii. However, CR-2011-RLA1 was submitted to the Hawaii Insurance

Department on 01/23/12.
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