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Discussion	Topics

 Current state of the use of credit
 Approaches to incorporating credit data into 
commercial lines pricing

 Additional data sources for underwriting scores
 Implementation issues when using credit
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Current	State	of	the	Use	of	Credit

 Most companies are using credit…for personal 
lines (commercial still lagging, esp. small insurers)

 All but the largest companies are using/starting 
from a commercially available score

 Many credit analyses have either relied on 
imperfect analyses

 No‐hits/thin files still a material issue for small 
business insurance, but it’s improving



Workers	Compensation	Tiering	Example



Commercial	Auto	Scorecard	Example



BOP	Example

Sophisticated Model 
including:including:
• Claims History
• Years in Business
I d V l• Insured Values

• Credit Data
• Pay Plan/History
• Many Additional Factors



Approaches to Incorporating Credit Data 
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Ways	of	Using	Credit

 Rating
 Tiering
 Underwriting ScoringUnderwriting Scoring
 Schedule/Individual Risk Rating Plans
U d iti Eli ibilit Underwriting Eligibility
 Marketing
 Payment & Dividend Plans
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Workers	Compensation	Tiering	Example



Underwriting	Score

 Definition – A scaling of multiple predictive 
model factors into a single metric resulting in 
a single premium modification and/or an 
eligibility threshold.  



Underwriting	Scorecard	‐ Farmers
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Underwriting	Scorecard	‐ Farmers



Scorecard	Advantages

 Regulatory
 Preserve Competitive Advantage
 Small & Class Specific FactorsSmall & Class Specific Factors
 Response to Counter‐Intuitive Results 
I t iti L k & F l Intuitive Look & Feel
 Ability for Underwriter/Agent Feedback
 Tracking of Exceptions from Pricing Guidance



Lots	of	Small	Factors



Class‐Specific	Scoring



Intuitive	Look	&	Feel

Other	intuitive	scaling	approaches	are	also	quite	common.



Additional Data Sources 
for Underwriting Scores



Additional	Data	Sources	for	U/W	Scores
 Internal Data
 Additional Credit Variables

M d l AIR RMS EQECAT B li Modelers: AIR, RMS, EQECAT, Baseline
 Statistical Agents: NCCI, ISO
 Insurers (Competitive Intelligence): 

 Commercial Auto: Progressive, Hartford, Great West
 Medical Malpractice: The Doctors Company, Medical Protective, 

ProAssurance, (also NCMIC, PICA  in specialties)
C lt & P k P CNA Z i h H tf d F T l Casualty & Package Programs: CNA, Zurich, Hartford, Farmers, Travelers

 Additional Data Collectors: 
 Commercial Auto: RL Polk, Central Analysis Bureau, MVRs

P t MSB Property: MSB, 
 Medical Malpractice: PointRight, NPDB, State Closed Claims Databases

 Prior Claims Experience Databases



Internal	Data

 Rating  Multiline information (auto, a g
 Underwriting

 Cancellation

u e o a o (au o,
WC, umbrella, broadening 
endorsements, etc.)

 Reinstatement
 Endorsements

 Affiliations/Associations
 Claims

 Agency
 Marketing

 Application Information
 Billing Plan

 Loss Prevention  Payment history



Loss	Control	Survey	as	Scorecard	Input



Internal	Data	– ACORD	BOP	Application

• Percent Occupied •  Elevators
Y i B i Y f S M• Years in Business •  Years of Same Mgt.

• Age of Building •  Updated Systems
• Alarms • Sole Occupancy• Alarms •  Sole Occupancy
• Computer Back Ups •  Hours of Operation
• Building Height •  Deliveries?g g
• Swimming Pools •  Franchisee
• Safety Program •  # of Employees/Leasing



When	is	Credit	More	than	Credit?

 Years in Business
 Standard Industrial Classification codes 
 Business Size

R Revenues
 Capital
 Net Worth
 Number of Employees

 Structure of the Business (e.g. LLC, C Corp.)



Publicly	Available	Rate	Filings



Central	Analysis	Bureau	(Part	1)
Out	of	Service	

(Interstate	Only): No	 Out	of	Service	Date: None	

Legal Name: KA BULK TRANSPORT LLCLegal	Name: KA	BULK	TRANSPORT	LLC
DBA	Name: KLEMM	TANK	LINES

Physical	Address:
2204	PAMPERIN	RD

GREEN	BAY,	WI	 54313‐8931	

Phone: (920)	434‐6343

Mailing	Address:
P	O	BOX	11708

GREEN	BAY,	WI	 54307‐1798	

171830 State Carrier IDUSDOT	Number: State	Carrier	ID	
Number:

MC	or	MX	Number:
MC‐147216

DUNS	Number:
02‐320‐3300

54 636Power	Units: 547 Drivers: 636

MCS‐150	Form	Date:
10/14/2009 MCS‐150	Mileage	

(Year):
49,073,288	(2008)



Central	Analysis	Bureau	(Part	2)
Inspection results for 24 months prior to: 02/22/2010

Total inspections: 1105

Inspections: 
Inspection Type Vehicle Driver Hazmat
Inspections 859 1095 919
Out of Service 77 3 13Out of Service 77 3 13
Out of Service % 9% 0.3% 1.4% 
Nat'l Average %
(2007- 2008) 22.27% 6.60% 5.02%

Crashes reported to FMCSA by states for 24 months prior to: 02/22/2010

Crashes: 
Type Fatal Injury Tow Total

Crashes 1 20 28 49

The	new	SMS	system	from	FMCSA	offers	even	more	data	for	analytics!



ZIP	Code	Level	Demographics

 Data Available
l

 Sources
P bli l il bl f Population Density

 Traffic Density
 Population Growth

 Publicly available from 
census sources

 Useful for addressing 
 Population Growth
 Unemployment Rates
 Building Vacancy Rates

location specific issues

 Industry Mix
 Prosperity Indices
 Crime Statistics Crime Statistics



Implementation Issues 
Wh U i C diWhen Using Credit



Implementation	Issues

 No‐hits & thin files
 Interactions
 Renewal scoringRenewal scoring
 Regulatory



A	Hierarchical	Approach	to	No‐Hits

 Use a Commercial Score First
High hit rate for large more established businesses High hit rate for large, more established businesses

 Not great on small, new businesses

 N S ll B i ft h i l hi New, Small Businesses often have simple ownership 
structure
U P l C dit I f ti P i i l O Use Personal Credit Information on Principal Owner
 Close proxy to financial resolve of a small business
S f i l i l ll b i Some programs focusing exclusively on small business 
skip commercial score



Implementation	of	Credit	Scores
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Range	of	Credit	Relativities

One Way GLM with AdditionalOne-Way 
Analysis

GLM with Additional 
Elements

High Relativity 3.06 1.93
Low Relativity .69 .76
Ratio 4.44 2.54

43%	decrease	in	the	range
of	credit	score	relativities



Scoring	(or	Non‐Scoring)	of	Renewals

 Generates conditions for potential anti‐selection
Incentive for risks with increasing insurance score to Incentive for risks with increasing insurance score to 
shop

 Disincentives for risks with decreasing insurance score Disincentives for risks with decreasing insurance score 
to shop

 Potential for “gaming” systemote t a o ga g syste
 Significant cost, especially on small business

 Credit MVRs etc add up Credit, MVRs, etc. add up

 Consider study to determine decision rules



Filing	Alternatives

 Pricing “Guidance” ‐ Use multiple statutory 
i d IRPM/ h d l i i lcompanies and IRPM/schedule rating to implement 

without filing
 E t M d l Expert Model
 Introduce without Credit?



Thank You for Your Attention
Visit	us	at	www.pinnacleactuaries.com

Robert J. Walling III, FCAS, MAAA

309.807.2320
rwalling@pinnacleactuaries.com

Experience	the	Pinnacle	Difference!


