
Memorandum 
From:    Div 66 Actuarial 

Michael Tranfaglia 
Emily Turek 

To:  E. Allen, S. Leeret, B. Harris, R. D’Alfonso, J. Parker, R. Simmons, M. Stembridge 

CC:  J. Johnson, K. Hanna, J. Heaney, C. Steinbach, R. Cole, D. Schafer, B. McCoy,  
I. Robbin, A. Markham, J. Stracher 

Date:  5/1/2014 

Re:  Division 66 – 2014 Forest Products US Profitability Study 

 

I. Executive Summary 
 

A. Introduction –  
This program provides Commercial Auto, General Liability, Umbrella and Property coverage for risks in the 
logging and lumbering industry.  Coverage is ISO based and written on admitted paper via The New Hampshire 
Group (National Union for Umbrella).  The program is written nationwide excluding New York State.  
A profitability analysis using 10 years of data and various actuarial methods was completed in the 1st quarter of 
2014 using data 
 
Last year’s analysis resulted in an overall post-rate change PY 2014 Ultimate Loss Ratio indication of 72.1% 
which yielded a RAP neutral rate need of 12.6% based on 2013 RAP values. 
 
The year to date rate change for 2014 is 16.1% for all lines of business. 

 
 
B. Summary of Results 
 

ILAE evaluated as of:  1st Quarter 2014 
Currency Employed: USD 
 

 
 

II. Discussion of Material Findings – On a pre-RC basis, the PY14 loss ratio deteriorated slightly excess of the loss 

trend going from 72.1% to 77.2%.  This was driven largely by some deterioration in the historical APD results.  On a 

post-RC basis, the program is nearly RAP BE.  Per underwriting’s request, we broke out the California business 

(~20% of the book) and estimated the CA PY14 pre-RC ULR to be around +8% higher than the non-CA business.      

Frequency/severity and loss development patterns remain in line with expectations.   

 

 

Exhibit 1:

2014 Projected RAP

Budgeted Ultimate Breakeven

Line of Sub- Policy GWP IL and LAE Combined Target RAP Rate Projected

Business Segment Year (000) Ratio Ratio Combined Ratio Need RAP $ *

GL N/A 2014 1,964 58.8% 92.8% 98.0% -7.9% 68

AL N/A 2014 4,598 62.0% 93.5% 97.7% -6.3% 130

Property N/A 2014 399 59.2% 92.7% 91.5% 2.0% (3)

APD N/A 2014 2,607 83.0% 114.5% 97.0% 26.3% (307)

Excess Liability N/A 2014 947 63.3% 96.5% 98.0% -2.3% 9

TOTAL 10,515 66.6% 98.8% 97.4% 2.1% (103)

* Includes PY 2014 rate change achieved

** Assumes a tax rate of 35%



III. Assumptions/Limitations/Data Quality/Other 
 

A. Assumptions – 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.  LDF selections were based on the historical 
experience, to the extent credible, and on the overall Division 66 factors.  Final selected ILF’s are based on a 
credibility weighting of program experience and industry factors. 
 

B. Limitations/Weakness – The projected PY 2014 loss ratio shown in Exhibit 1 of this report assumes that the YTD 
rate change achieved in 2014 will be consistent throughout the remainder of the year.  To the extent that the 
annual rate change does not equal the YTD rate change, then the results of this report will vary.  Besides that, 
there are no significant limitations/weaknesses with regards to this study outside of standard actuarial caveats 
that normally apply to projecting future losses.  These include, but are not limited to, actual emerged 
actuarial parameters (LDF’s, ILFs, ELR’s, trend, etc.) not being in line with selected parameters; miss-
coding/inaccurate representation of the data relied upon in this analysis; and future regulatory/judicial 
changes affecting the frequency/severity of the results.   

 
C. Data Quality – The data for all lines of business in this analysis is pulled from Sandbox which aggregates the 

data from CRS. There was an adjustment made for one account, Joel Olson, because the insured had changed 
its exposure from local hauling to long hauling; when this was discovered the policy was non-renewed.  There 
were no other material adjustments made to the data.    

 
D. Other – N/A 

 

IV. Methodology  
 
A review of several claim diagnostics shows no clear evidence of case reserve strengthening for this book of 
business (no consistent increase in average outstanding or decrease in paid to incurred ratios).  In addition, a 
review of implied claim disposal rate does not show any clear evidence of claims closure rate changes. 

   
Several methodologies have been used to project loss & legal expenses to ultimate.  This includes the following: 
paid and incurred loss development and Bornhuetter-Ferguson methods (on a paid and incurred basis) all for losses 
uncapped and at varying capped levels.  Frequency and severity is employed along with ultimate ILAE ratio 
selections to select a final PY 2014 ultimate loss ratio.  The selected frequency and severities are somewhat 
consistent in comparison to the prior profit study. 

The commissions and underwriting expenses are program specific.  The RAP neutral ratio is calculated based 
program specific RAP profit loads.  Rate need is based on a ratio of the ultimate ILAE ratio and the target ILAE 
ratio. 

 

V. Actuarial Next Steps – We will continue to monitor these results through quarterly actual versus expected analyses. 
 

VI. Underwriting Action Plans –Below is the response provided by MaryAlice Stembridge from an email dated July 8, 
2014. 

 

The 2014 profit study shows significant improvement with regard to the RAP neutral rate need from the 2013 profit 
study.  On the 2013 study, two lines of business were driving the rate need, the General Liability and Auto Physical 
Damage.  The General Liability was driven by 3 California fires one of which has since been determined to not be 
the insured’s fault.  It is also important to note that there has not been a forest fire claim on this book in the last 
3+ years.  The Auto Physical Damage is a line that is struggling among all programs that have a heavy auto 
exposure. 
 
Overall, the improved results for Forest are attributed to a combination of efforts as follows: 

• Positive rate impact – rate increase achieved in 2013 = 6.7% and May YTD in 2014 = 14.6%(GL: 11.6% and 
APD 14.1%) 

• Diversification away from the fire prone state of California into the southeastern part of the United States 
• Accounts that are written in the state of California are now better risks due to new fire watch laws now in 

place 
• We keep our California writings to accounts that work in the northern (wetter) part of the state. 
• For the most part the Auto lines are written in the standard or non-standard company and the physical 

damage is rated with maximum modifications applied. 
 

The plan for the balance of 2014 is to continue with these efforts.  
 

 
  



Appendix - Methodology: 
 
Please note that the analysis has seven sections: 
 
 Section I – General Liability 

Section II – Auto Liability 
Section III – Property 
Section IV – Auto Physical Damage 
Section V – Excess 
 

Exhibit 1 – Summarizes PY 2014 ultimate ILAE ratios and PY 2014 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 2014 and selection of PY 2014 ultimate ILAE ratios.  
 
Exhibit 4 – Frequency/Severity method used to calculate an indicated PY 2014 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 and >$250,000 for Excess).   
 
Exhibit 14 – Class breakdown of Multiple Claims Non-Renewal List.  

 
 
Please let me know if you have any questions or comments regarding this study. 
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