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Scoping the Problem: a huge opportunity for insurers 

The “80:20 Rule” is alive and well in the personal and commercial 
property insurance business 
 

–  Fire is a very low frequency but very high severity loss driver 
–  Fire is typically Top 2 loss cost driver but lowest frequency event 
–  Statistics by company vary - typical commercial property fire loss 

results are 5-7% of claim counts and 30-40% of total loss costs 

–  However, US fire departments respond to a fire every 23 seconds 
–  A structure fire every 85 seconds and outside fire every 46 seconds 

–  In 2011, total industry fire losses were from HO (55%), CMP (22%) 
and Commercial Property (23%) – 484,500 structure fires in 2011 

 
2011: Property fire losses = $23.5 billion ($75.35 / capita) 

Source: Insurance Information Institute 2013 Insurance Industry Fact Book 
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Scoping the Problem: a huge opportunity for insurers 
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How have insurers tried to solve the problem to date? 

•  Bureau multi-company data pooling 
•  No experience rating usage (unlike GL) – past not predictive of 

future? 
•  Historical loss experience by territory, building type, type of 

business / usage, etc. 
•  Analysis of physical, structural, and proximity characteristics 

– Wood, Brick, Masonry, Roof Composition etc 
–  Distance to hydrant, fire house, emergency drive time 
–  Surroundings for catastrophic events (wildfire locations) 
–  Equipment age, electrical, boiler, code compliance 
–  Personal credit (proxy variable widely used for other loss 

predictions and fraud) 

• Assumption that fire loss & cat loss is random – bad luck? 
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Varied Data Sources for Improved Segmentation 
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Behavioral factors appear to play an important role 

Except for very large cat losses (hurricanes, earthquakes) or extreme large losses 
due to extraordinary events (area explosions), property losses are correlated with 
behavioral risk characteristics 
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Homeowner Credit – a behavioral proxy for fire losses 
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The importance of continued innovation and R&D 

•  There are no single magic bullet variables 
•  Carriers need to continue to innovate and seek signals – 

proxies and direct – indicative of fire risk and incorporate them 
into their multivariate analyses of fire risk 

•  Clearly the societal benefit to prevent fires is great 
•  And the financial benefit to appropriately sense and price for 

fire risk is great as well 

Let’s now discuss an example of an interesting new 
innovation in Geospatial Property Fire Risk Analytics 


