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Experience vs. Exposure Rating

Experience Rating
Rely primarily on insured(s) experience
Exposure Rating

Rely primarily on insured(s) characteristics that we think will
influence future experience

Experience Hybrid Exposure
Rating Rating Rating

N v
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Loss
Data

Credible
Loss Data

No Loss
Data

General Approach for Loss Cost Projections

Frequency layer vs severity layer approach

Relying on experience for individual prospect vs larger group, by layer
(Group Captives)

Assume loss experience for individual risks is 100% credible in
primary loss layer

Rely on latest 5+ years of premium/loss/exposure data
Incorporate benchmark ELR’s, loss development patterns,
trend, benefit levels, ILF’s (ELF)

Determine nature of risk’s operations

Identify projected exposures




General Approach for Loss Cost Projections (Cont.)

Identify nature of exposures
— General Liability — premises, products, contractors, M&C, OL&T

— Auto — long-haul, traditional commercial, garage, etc.

— Workers Compensation —largest jurisdictions

Use experience rating for excess layer for group as a
whole (Group Captives)

Can limit percent of change from one year to next
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Development of $125,000 Loss Pick
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Development of $125,000 Loss Pick
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Loss Dev. Method = Limited Losses / % of Ult. Report
= [(6a) - (6b)] / (7)
= 39,413 /78.8% = 50,005

B - F Method = Premium x Expected Loss Ratio x (1 - % of Ult.) + Limited Losses
=(4) x(5)x [1~(7)] + (6a) — (6b)
=200,000 x 69.4% x (1 —78.8%) + 39,413 = 68,822
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Example Loss Pick Summary

$125,000 Total
Line of Afund ‘ Estimated 225 x125 B Fund $350,000
Coverage | Exposure Loss Cost Afund % s As8 Fund
1) () 3 (4) (5a) (5b) (6)
6L 7,640 9995 76,362 43.0% 32836
AL 63 352 22176 37.0% 8,205
APD 82 70 5,740 3.0% 172
we 8,100 258 208,980 44.0% 91951
Total 313,258 133,164 446,422
Column

(2)  Projected GL Payroll, Power Units, Total Units, WC Payroll provided by Client

(3)  From ExhibitB, Col (15) [CALand APD coverages subject to $50 minimum loss cost]
[WC coverage subject to $0.02 minimum loss cost]

(4)  Col (2)xCol (3) [x10for WC]

(5a)  Based on Pinnacle analysis of excess limits data for Group Captive members
and insurance industry. Note these relate to 225 x 125 layer of coverage
relative to $125,000 loss cost.

(5b)  Col (4)x Col (a)

(6)  Col (4)+Col (Sb)




Common Submission Issues

Incomplete data (premium, losses, exposure, evaluation
dates)

Deductibles, retentions

Overlapping policy periods

Multiple locations

Subrogation recoveries (how/when to reflect)

Unusual coverages (pollution, etc.)
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Special Considerations

Data Availability (Premium, Losses, Claim Counts, Exposure)
Operational Changes (new mgmt., acquisition/divestiture,
etc.)

Policy provisions (Occ/CM, limits/deductibles, coordination of
benefits, treatment of LAE by layer, subrogation recoveries)

Homogeneity of risks

Credibility (statistical, process, judgment)

Loss development

Trends (premiums, severity, frequency, exposure, LAE)
Catastrophe/unusual claims

Benchmark assumptions

Other influences (judicial, regulatory, 2" injury funds, etc.)
JUDGEMENT
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