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Antitrust Notice

The Casualty Actuarial Society is committed to adhering strictly to 
the letter and spirit of the antitrust laws.  Seminars conducted 
under the auspices of the CAS are designed solely to provide a 
forum for the expression of various points of view on topics 
described in the programs or agendas for such meetings.  

Under no circumstances shall CAS seminars be used as a means 
for competing companies or firms to reach any understanding –
expressed or implied – that restricts competition or in any way 
impairs the ability of members to exercise independent business 
judgment regarding matters affecting competition.  

It is the responsibility of all seminar participants to be aware of 
antitrust regulations, to prevent any written or verbal discussions 
that appear to violate these laws, and to adhere in every respect to 
the CAS antitrust compliance policy.
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LOB-3: Wheels Down

This session will address the continuing commercial auto issues 

from a pricing and reserving perspective. We will approach the 

issues by looking walking through the last decade to understand the 

trends and drivers behind these trends  

We will break down the overall results into the latest frequency and 

severity trends, rate changes, pressures on increased limits factors, 

lengthening development factors and resulting profitability issues. 

Cross-line comparisons including a review of the commercial auto 

component of umbrella will be addressed. 

We will also discuss tests devised to spot outlier companies early 

on, including market differentiating features such as average case-

reserving practices, last-reserve-to-settlement amounts, and 

duration matching. 

Lastly presenters will cover the qualitative and quantitative features 

to address the drivers and results through the cycle, including          

a look at trend drivers into the future. 
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Swiss Re | Trend Spotting | 2017

©2017 Swiss Re. All rights reserved.

US Commercial auto insurance industry results have been 
deteriorating since 2010 driven by several waves of activity
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US Auto CY Combined Ratio

Source: 2015 and prior: Conning Insurance Segment Report: Commercial Auto, Mid-Year 2017. 2016 estimate and 2017-2019 forecasts: Conning Total Industry Forecasts 
2017Q2

Wave1

What is 
next?

Wave 2



CLRS: Wheels Down 

View at 2010

– Will frequencies (and rates) ever stop dropping?

Wave 1: 2010 – 2013
– Red ink is flowing.  Why is this happening?

Wave 2: 2014 – Today 

– Another Wave?  Déjà vu?

Forensic Analysis
– Diving a little deeper

A Look to the Future
– What’s next?

Q&A 5
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Commercial Auto

View at 2010
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Commercial Auto – View at 2010
Overall Frequency and Severity

Frequency

Severity
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Commercial Auto Liability - Rate Changes
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Commercial Auto – TTT - ERLI Warning
View at 2010: Ex-ante 5 years – excess layer 900x100k

+15.2%
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Prior to 2010 the industry benefited from and began to 
expect continued decline in accident rates 
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Crashes Per Registered Vehicle 
Indexed to 1995

Source: U.S. Department of Transportation, Bureau of Transportation Statistics, National Transportation Statistics,  
http://www.bts.gov/publications/national_transportation_statistics/ and Swiss Re Analysis. Note: 2008 and prior restated to adjust for methodology changes in VMT and 
Registered vehicles

VMT and  Reg Vehicles
All Motor Vehicles Indexed to 1995

Miles per Registered Vehicle 

http://www.bts.gov/publications/national_transportation_statistics/
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Commercial Auto

Wave 1: 2010-2013
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Commercial Auto – Lengthening Loss Development
Compare to 2010: Ex-ante 5 years – excess layer 900x100k
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Wave 1 rise in commercial auto was driven by worsening 
experience in trucking, the largest segment 

1. Source: ISONet, Swiss Re analysis. st and 3rd party covers, CAGR: Compound Annual Growth Rate; Heavy; 20,000-45,000 lbs; Extra Heavy: >45,000 lbs
2. Source: U.S. Department of Transportation, Bureau of Transportation Statistics, National Transportation Statistics, 

http://www.bts.gov/publications/national_transportation_statistics/

CAGR*1

2009-2013

Earned Premium1

2009-2013
Fatality Rate2

per 100 million vehicle miles travelled

Injury Rate2

per 100 million vehicle miles travelled

6.8%

1.3%

3.1%

0.8%

Inc
L&ALAE

# 
ClaimsSeverity

Medium

Private Pass

8.9%5.2%Extra Heavy 3.5%

3.6%

0.4%

2.5%1.1%1.4%US Cml Auto
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Trucking loss rise partly explained by economic conditions 
where growth outpaced other sectors early in the decade
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New Retail Vehicle Sales

Employment Over Time

Source: Ward’s communication, Bureau of Labor Statistics, U.S. Department of Transportation, Bureau of Transportation Statistics , and Swiss Re Analysis

Total Tonnage Transported
per 1 million registered trucks

Driver Age & Experience



Recap – Wave 1 highlights

Adverse prior year reserve development 
for third consecutive year 

Turn in frequency trend with continued positive severity trends

Increased Trucking activity and exposure post-recession

Rate increases in the low to mid-single-digit rate

Direct written premium up 9% in 2014

Source: Compiled by ISO from Dowling & Partners Securities, LLC IBNR Reports (1H2015) – Used with Permission
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Commercial Auto

Wave 2: 2014 - 2016
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Source: ISO MarketWatch – released 6/15/2016; further details in Commercial Actuarial Panel – December 2016 

Incremental Rate Changes Through 3/31/2016
Liability & Physical Damage

27



© 2017 Insurance Services Office, Inc. All rights reserved.  Confidential and Proprietary.

Commercial Auto – CAu (3 markets) - ERLI Warning
View of 2014: Ex-ante 2 years – excess layer 900x100k
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Wave 2: increases driven by an upward shift in frequency 
while severity continues to show a consistent trend
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Source: U.S. Department of Transportation, Bureau of Transportation Statistics, National Transportation Statistics, 
http://www.bts.gov/publications/national_transportation_statistics/, ISO Verisk Commercial Auto Trends CA-2017_002 and Swiss Re Analysis

Crashes Per Registered Vehicle 
Indexed to 1995

Commercial Auto Severity
Indexed to 1995

http://www.bts.gov/publications/national_transportation_statistics/
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Recent frequency trends driven by economic factors that 
have lead to increased miles and vehicles on the road
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Source: Energy Information Administration, U.S. All Grades All Formulations Retail Gasoline Prices (Dollars per Gallon); Oxford Economics,   U.S. Department of 
Transportation, Bureau of Transportation Statistics, National Transportation Statistics, http://www.bts.gov/publications/national_transportation_statistics/ and Swiss Re 
Analysis. Note: 2008 and prior restated to adjust for methodology changes in VMT and Registered vehicles

Fuel Prices

Unemployment

Vehicles Miles Traveled
Indexed to 1995

http://www.bts.gov/publications/national_transportation_statistics/
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Commercial Auto Severity is also impacted by rise in costs 
and drivers of accident severity
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CPU, PPI & PCE Trends 
Indexed to 1995

Truck Tonnage
Indexed to 1995

Source: Bureau of Economic Analysis, Bureau of Labor Statistics, U.S. Department of Transportation, Federal Highway Administration
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Commercial Auto – TTT - ERLI Warning through 2015
Adverse Development from Initial Estimate – Total by Calendar Year
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update with better resolution

Commercial Auto – Comparing TTT to PPT
Adverse Development from Initial Estimate – Total by Calendar Year
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Commercial Auto – Comparing TTT to PPT
Adverse Development from Initial Estimate – Total by Accident Year



Recap – Through Wave 2

Industry caught off guard by shift in activity and trends post-2010

– Delayed recognition and response – average payment duration up to 3.5 years

Ground up experience

– Loss costs increased close to 40% 

– Severity increase close to 30%

– Development 7% – 16% worse than expected in calendar years 2012 to 2014, 
with continuing adverse in 2015

Large loss experience

– Excess Frequency 21% higher

– Excess Loss ratios 53% higher

Rates did not increase until 2012

– Rate changes tapering

– more impact on larger fleets
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Commercial Auto

The Story Doesn’t End

Forensic Analysis in 2017
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Source: SOLM 2017v1 pre-release
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Source: SOLM 2017v1 pre-release
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Comparison On-Level Loss Ratios and Per Exposure Loss Costs
Commercial Auto Trend – TTT
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Source: SOLM 2017v1 pre-release; losses developed using 7-yr VWA; uses ISO MarketWatch 12/31/2016 rate changes –
CA-TTT Liability; power units in months
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Source: SOLM 2017v1 pre-release using on-level premium as base
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Source: SOLM 2017v1 pre-release using on-level premium as base
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Source: SOLM 2017v1 pre-release using on-level premium as base
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Source: SOLM 2017v1 pre-release using on-level premium as base
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Source: SOLM 2017 v1 using top 40 National Companies (market cap > $1B); regional is <250M market cap) 
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Source: SOLM 2017 v1 using 108 slowest reporting companies for Commercial Auto  (SOLM bifurcation analysis)



© 2017 Insurance Services Office, Inc. All rights reserved.  Confidential and Proprietary.
46

Commercial Auto – Continuing Lengthening Loss Development
Compare 2010 through 2016: Ex-ante 6 years – Ground-up
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Commercial Auto – TTT - ERLI Warning through 2016
Adverse Development from Initial Estimate – Total by Calendar Year
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Commercial Auto – TTT - ERLI Warning through 2016
Adverse Development from Initial Estimate – Total by Accident Year
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Commercial Auto Trend Components – Umbrella
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Source: SOLM 2015 v4; data as of 12/31/2015.
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Umbrella and Excess: Commercial Auto Component
Average Severities and Policy Limits

Source: ISO SOLM-UXS
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Comparison: 2009-2013 Loss Ratios to 2014 and 2015 Rate Changes
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Excess Frequency>10k @ 12/2015

Using On-Level Premium and Assuming 3% Severity Trend

Commercial Auto – TTT – State Differences
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Excess Partial Loss Ratios 900x100k @12/2015

Using On-Level Premium and Assuming 3% Severity Trend

Commercial Auto – TTT – State Differences
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Individual state activity can vary, resulting in varied 
commercial auto responses
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Change in Real GDPI

Unemployment
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Loss Development Variations by Company
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Impact of Company Speed and Average Outstanding 
Case Reserves
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Source: ISO SOLM 2017 v1 (pre-release); further details on Market Differentiation see ISO London Workshop March 2017 
and CARe DC 2017 C24 Size of Loss Trend Matters 



Commercial Auto Conclusions

Early to mid-2000’s: frequency and rate changes in alignment

Mid-to-late 2000’s: frequency leveled off and rates continued to softened

Wave 1: Loss ratios increased over 25%, from mid 50%’s to close to 70%:

– long-term severities increased

– development factors lengthened

– frequencies started to rise, excess layer %’s increased

– rates were still dropping 

Wave 2: prices started to rise, improving loss ratios

– frequency continued upward trend 

– currently, loss ratios trending up again towards the mid 60% and low 70s

It appears trends may not have been spotted by many carriers

– late emerging losses

– significant subsequent years reserve strengthening

Significant state and commercial auto type differences
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Commercial Auto

A Look to the Future
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What’s the next wave for commercial auto?

Plaintiff attorney focus on auto 

and nuclear verdicts

Distracted driving

Telematics adoption & usage 

based insurance

Autonomous Vehicles & Safety 

Innovation

Premium leakage 

& rate adequacy

Stress in the trucking industry
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Appendix
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Commercial Auto – PPT – 900x100k Loss – National Carriers

Source: Gauge pointer is on the same year scale as the gauge values (1.8 years is near the green endpoint of 2 years)
The Infographics Gauge pointers denote the duration from 0-10 years for easier comparison across segments
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Frequency Trend Assessment Matrix - Illustrative
Impact Illustration #1 – Personal and Commercial Auto Cycle Components
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Source: CARe Seminar (IT1)– JBuchanan – 6/2015
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Frequency/Severity Trend Assessment Matrix – Illustrative
Impact Illustration #1 –Commercial Auto Cycle Components   (In Progress)

Source: ISO SOLM 2016 v1
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Qualitative Matrix (Frequency)
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NAICS accuracy

66

40-50% of 2-digit NAICS is typically classified incorrectly

• Accurate: Supported by manual verification

• Comprehensive: Information on 26 million businesses

• Current: Targeted currency of  6 months, with 24 month max

• Actionable: 8 digit proprietary NAICS code provides 10x more granularity

OR

A recent study showed over 80% of businesses classified as local delivery (NAICS 

48411) are actually long distance trucking companies (NAICS 48412)
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Profitability requires good data

67

of  risks were overpriced
• Adverse selection

• Retention threats

of  risks were underpriced 
(premium leakage)

54%

46%

Correct Construction Class

Incorrect Construction Class

Construction Class for carrier’s book of business

Studies show that in nearly 50 percent of  policies, the commercial property rating data is wrong; early indications say the 

same for BOP.

46%

21% 25%



John W. Buchanan
Verisk / ISO - Principal, Excess and Reinsurance

John.Buchanan@verisk.com

John Buchanan, FCAS, MAAA, is a principal in charge of ISO's Excess and Reinsurance Division. He has over 30 

years of experience as a front-line pricing actuary and consultant in the US, London, and other international 

reinsurance marketplaces. 

In John's career, he has conceptualized, developed and implemented extensive benchmarking and modeling services 

for various reinsurers, excess carriers, and industry groups. He has pioneered extensive work to extend information 

gathered in mature benchmarking markets, and extending that information to other International markets making use 

of local and customized knowledge. He was a frontline sign-off actuary for many domestic and international lines of 

business. While a consultant, he was also the main contact for many years for the Reinsurance Association of 

America and the Reinsurance Research Council of Canada as well as having worked extensively with the London 

and European reinsurance market through the Casualty Actuaries in Reinsurance in London.   He also formed and is 

the chairperson of the joint IFoA-CAS International Pricing Research Working Party.  The paper prepared for the 

2016 GIRO Conference, “Analyzing the Disconnect Between the Reinsurance Submission and Global Underwriter's 

Needs ‐ Property Per Risk”, won the UK Brian Hey award for best paper presented at the conference.

John's professional accomplishments in the property area also include being heavily involved with many international 

meteorological groups including NOAA, UK-Met, GLOBE, ACRE, and as chairperson of the CAS Climate Change 

Student Outreach subcommittee. He was in charge of the reinsurance educational tracks at the annual CARe 

conference, and previously at the CAS Ratemaking Seminar. He has been a moderator and panelist at dozens of 

industry seminars on the topic of domestic and international reinsurance pricing, the underwriting cycle, international 

benchmarking, etc.  

Prior to joining Verisk, John was a Senior Vice President at Platinum Underwriters (previously

St. Paul Reinsurance), a Principal at Tillinghast (now Towers Watson), and a Senior Consultant 

at KPMG, Peat Marwick. He also is competing as an amateur in the Global Salsa Championships,

and is determined to write the book "The Mathematician's Guide to Salsa Dancing". 
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Kirsten C. Hernan
Swiss Re – Senior Vice President, Head Trend Spotting 

Kirsten_Hernan@swissre.com

Kirsten Hernan leads Swiss Re’s Trend Spotting efforts, where she is charged with providing forward looking 

analysis, rooted in and quantitative methods, to help position Swiss Re's underwriting and improve risk assessment. 

Prior to joining Swiss Re, Kirsten was a managing director at Deloitte Consulting, focusing on strategy, operations 

and advanced analytics.  As a leader in Deloitte’s Insurance, she lead numerous engagements focused on leveraging 

analytics to deliver insights and enable understanding of business trends to drive better business decisions and 

processes.  She was also a co-inventor of Deloitte’s Claims Predictive Modeling solutions that enables enhanced 

segmentation strategies.

Prior to joining Deloitte, Kirsten was a Senior Vice President of ACE Limited (now Chubb), functioning in a variety of 

financial, operational and actuarial roles. Most recently, she was responsible for assessing and revamping internal 

pricing and cost allocation processes to more accurately project costs and improving the integrity and confidence in 

projected results for ACE’s subsidiary ESIS, Inc.

Prior roles include Division Financial and Operations Officer for several ACE USA divisions, where Kirsten was 

charged with all planning and financial analysis and management, identifying opportunities to improve results and 

maximize profit potential, increasing the efficiency and effectiveness of the organization through improved process 

flow and increased capabilities, and ensuring compliance with corporate and regulatory requirements and existence 

of adequate management controls for this business. Additionally, Kirsten has served in a variety of actuarial pricing 

and reserving functions related to both traditional and specialty lines. 

She is a Fellow of the Casualty Actuarial Society and a Member of the American Academy of Actuaries 
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Questions and 
Discussion


