
Memorandum 
To:               E. Allen, S. Leeret, B. Harris, R. D’ Alfonso, J. Parker, A. Yasan,  R. Condell 

 
CC: R. Cole, A. Markham 

From: Division 66 Actuarial 

  Mike Tranfaglia (617) 772 - 4556 

  Emily Turek (617) 235 - 7929 

Date:            12/2/2013 

Re:             Division 66 – Siegel Social Services 2013 Profitability Study 

Attached please find the combined profitability analysis for the Siegel Social Services program using gross policy year data as of 3rd 

quarter 2013.  Estimated incurred and LAE (ILAE) ratios for PY 2013 are shown below: 

Estimated incurred and LAE (ILAE) ratios for PY 2013 are shown below:  

LOB PY 2013 GWP

Gross PY 

2013 

Ultimate ILAE 

Ratio *

RAP Neutral 

Target Ratio#

RAP Neutral PY 

2013 Rate 

Need*#

UW Neutral 

Target 

Ratio#

UW Neutral 

PY 2013 

Rate Need*

PY 2013 

Rate 

Achieved

GL: 15,700 71.6% 61.5% 16.0% 67.6% 5.8% 7.2%

AL: 17,213 79.6% 64.6% 22.7% 67.3% 17.9% 10.5%

Prop - incl Cat & XOL: 14,400 55.2% 60.6% -8.6% 66.8% -16.9% 4.5%

APD: 2,837 75.2% 64.7% 15.8% 67.5% 11.1% 5.9%

Excess Liability: 8,500 64.5% 62.3% 3.4% 68.4% -5.6% 5.4%

Total: 58,650 69.1% 62.5% 10.3% 67.4% 2.4% 7.2%
 

* - Before impact of 2013 rate change 

# - RAP rate need based on overall Div 66 breakeven combined ratio of 94.3% 

Headlines: 

• General Liability: The ultimate loss ratio increased 4.5% and the expenses have decreased 0.4%.  
 

• Auto Liability & PhysDam: This program is one of Div 66’s largest auto writers.  The auto segment (auto liability 
and auto physical damage) comprise almost 40% of the program. AL is in line with expectations. The ultimate loss 
ratio for AL has decreased less than 1% and the expenses have increased 1.2%. The ultimate loss ratio for APD has 
increased 3.2% and the expenses have increased 1.3%. 

 

• Property:  This line of business is in line with expectations. The ultimate loss ratio has increased 0.5% and the 
expenses have decreased 1.5%.  

 

• Excess Liability:  There have been 26 excess claims since 2003. The RAP rate need on the excess is being driven 
primarily by the overall Division 66 Excess study completed as of 9/30/2012 which produced an expected loss 
ratio of 68.5%.  For purposes of this analysis, we use a credibility weighted average of the program’s results with 
the 68.5%, adjusted for relative break-even loss ratio differences between this program and the Division, as the 
compliment of credibility. 

 
 
 

For purposes of this analysis, the loss ratio indications are based on a 3.5% trend assumption for GL, 4% for AL, 5% for XS and 
0.0% for Property and APD. 
 
 
 
 
 
 
 
Data and Limitations: 



 
The data for all lines of business in this analysis is pulled from Sandbox which aggregates the data from CRS.  No material data 
adjustments were made for this analysis.   
 
 
Property Cat Load: 

The division 66 cat models produce average annual loss (AAL) estimates for named storms and earthquakes.  The property 
analysis for PY’s 2012 and prior will result in “ex-cat” property ultimate loss ratios.  The expected losses from these modeled 
events are reflected in the form of a program specific cat load of 9.9%, calculated based on the current catastrophe exposure.  
The current year rate need indications incorporate this cat load, as it is critically important to price for modeled cats.  The cat 
load is applied to the PY 2013 “ex-cat” ultimate loss ratio at the bottom of exhibit 3.  For your reference, an all year average 
empirical cat load, based on the program’s actual modeled cat history, is also displayed.  In this case it came out to 8.1%.  The 
“including cat-load” PY 2013 ultimate loss ratio will flow through to exhibit 1 (property policy year rate needs) and summary 
sheets 1 and 2 (policy year rate need summaries). 
 
Corporate Cat Reinsurance Charge: 
 
We have incorporated a corporate catastrophe charge of 2.5% to the property portion of this analysis.  This charge is program 
specific and is based on the corporate cat reinsurance that AIG buys.  The charge factor is applied to the PY 2013 ultimate loss 
ratio as a reduction in premium by dividing the PY 2013 ultimate loss ratio plus the AAL load by 1 minus the corporate cat 
factor. 
 
XOL Loss Cost: 
 
We have incorporated a XOL loss cost of 2.7% to the property portion of this analysis.  This is equal to the XOL Reinsurance 
Charge * (1 – Expenses). The XOL treaty has been non-renewed effective 7/1/2013. The XOL charge was previously used to 
account for the property XOL reinsurance treaty, which covers the portion of any property loss above $5M. The XOL loss cost is 
now used as a proxy for losses in the $35M excess of $5M layer. All property losses used in this analysis are capped at $5M.  
 
 
Comparison to Prior Profit Study 
 
The following table depicts an approximate comparison of results to our prior profit study, which was done on an accident year 
basis as opposed to the current study, which is on a policy year basis.  The prior year study was converted from an accident 
year to a policy year basis by taking the average of the current and the subsequent accident year as a proxy for the policy year.  
The comparison is based on years 2003 through 2011.  
 

 

Ultimate Loss Ratio PY 03 - 11 

  Valued Valued   

LOB @ 2012/3 @ 2013/3 Difference 

GL 54.2% 57.0% 2.8% 

AL  69.6% 70.1% 0.5% 

Property 34.6% 34.2% -0.4% 

APD 77.5% 80.5% 3.0% 

All Lines excl XS 55.2% 56.3% 1.1% 
 
 



 
Appendix - Methodology: 
 
Please note that the analysis is split into five sections: 
 
 Section I – General Liability 

Section II – Auto Liability 
        Section III – Property 
        Section IV- Auto Physical Damage 
        Section V- Excess Liability  
 
  
Exhibit 1 – Summarizes PY 2013 ultimate ILAE ratios and PY 2013 rate need. 
 
Exhibit 2 – PY reported incurred and paid loss and LAE ratios in triangle format. 
 
Exhibit 3 – Indexing PY 2003 – 2013 ultimate ILAE (incurred + LAE) ratios to PY 2013 and selection of PY 2013 ultimate ILAE 
ratios.  
 
Exhibit 4 – Frequency/Severity method used to calculate an indicated PY 2013 ultimate ILAE ratio 
 
Exhibit 5 – Summarizes various methods (Exhibit 6a – Exhibit 8f) used to calculate ultimate + LAE & ratios for PY’s 2003 – 2013.  

a) Policy Limits 
b) Capped at $250,000 
c) Capped at $100,000 

  
Exhibit 6 – Bornhuetter-Ferguson methods 

a)        Methodology 
b)        A Priori Loss Ratios 

 
Exhibit 7 – ILF selections 
 
Exhibit 8 – Loss development methods.  In general, the selected age to age loss development factors are determined by giving 
weight to the overall Division 66 loss development factors as well as historical results of the program. 

a)         Uncapped Incurred 
b)         Incurred Capped at $250,000 
c)         Incurred Capped at $100,000 
d)         Uncapped Paid 
e)         Paid Capped at $250,000 
f)         Paid Capped at $100,000 

  
Exhibit 9 – Gross Written Premium developed to an ultimate PY basis.  In general, the selected age to age premium 
development factors are determined by giving weight to the overall Division 66 premium development factors as well as the 
historical results of the program. 
 
Exhibit 10 – Total claim counts (excluding closed w/no-pay) developed to ultimate.  In general, the selected age to age loss 
development factors are determined by giving weight to the overall Division 66 claim development factors as well as the 
historical results of the program. 
 
Exhibit 11 – Open claim count, closed with payment claim count, closed without payment claim count and total claim count 
development. 
 
Exhibits 12 – Key diagnostic triangles.   

a)         Case Reserves per Open Claim 
 Paid & Legal per Closed With Payment 
 Paid per Closed With Payment 
b)         Paid & Legal to Incurred & Legal 
 Paid to Incurred 
 Closed W/Pay to Total Claim Count (Ex CWNP) 
c)         Legal to Indemnity 
d) Total Claim Count to Total Policy Count 
 Average Account Size - Total – GWP to Total Policy Count 

Average Account Size - New– GWP to New Policy Count 
Average Account Size – Renewal – GWP to Renewal Policy Count 
 

Exhibit 13 - Large loss listing (Incurred + LAE > $100,000).   
 
 
Please let me know if you have any questions or comments regarding this study. 
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