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BOP Market Dynamics



Traditional BOP Rating Features
Large, traditional territory definitions
Clustering of occupations
Clustering of fire protection classes 
Simple approach to amount of insurance 
(AOI)
Significant U/W discretion (Schedule credits)
Bundled (composite) class rate



Businessowners Problems
Market has disagreed on:

Which classes to cluster/target
Construction relativities
Territory definitions
Occupancy factors (Malls, Single Occupancies, 
Multiple Occupancies w/ Restaurants)

Lots of information gathered on 
application, but not incorporated into rating
U/W Tiers & Schedule Credits        
Overwhelm Manual Rating



Current BOP Dynamics

Enhanced Rating Plan Accuracy
Territory Definitions
Class Factors 
By Peril Rating

Improved U/W Scoring/Tiering
Greater Use of Credit
Other “Who” Characteristics

Changes in Evaluating “Competitiveness”
THIS IS NOT A TEST!  IT’S HERE.  NOW.



BOP Enhancements



Rating Plan Opportunities

Territory Definitions
Class Factors 
By Peril Rating
Construction Class
Protection Class
Amount of Insurance
New Rating Factors



Territory Clustering



Territorial Refinement



Additional Geographic Data 

Sample Territory Analysis
Final run
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Indicated SIC Relativities
On-Balance

SIC 3 Description Exposure Relativity
171X Plumbing/HVAC 37,542  1.055        
173X Electrical Contractors 36,629  0.886        
175X Carpentry 32,404  0.969        
179X Misc. Contractors 23,829  0.982        
27XX Printing/Publishing 16,005  0.824        
35XX (o/t 357) Industrial Machinery 19,753  0.838        
507X Hardware Wholesaler 10,866  0.932        
514X Grocery Wholesaler 16,486  1.149        
571X Home Furnishings 11,795  0.918        
581X Restaurants 12,239  0.916        
59XX Misc. Retail 38,818  1.031        
64XX Insurance Agents 13,209  0.921        
65XX Real Estate 30,856  0.986        
721X Laundry/Dry Cleaning 13,341  1.373        
734X Building Services 19,012  1.145        
737X Computer Services 16,663  1.145        
76XX Misc. Repair Services 15,425  1.010        
80XX Health Services 18,607  1.068        
87XX Eng. & Mgt. Services 80,160  0.927        



Class Refinement



Class Refinement



Pricing By-Peril
Why is small business insurance rating still done 
on all perils combined?
Can rate accuracy be improved by looking at 
rating factors by individual risk?
How many rating factors are specific to only one 
or two perils? 
How many rating variables have no apparent 
relation to one or more variables?



By Peril Rating



By Peril Rating



AOI Model Results
Amount of Insurance Example
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Refined AOI Curves



Refined AOI Curves



Premium Size Credits



Multi-Policy Discounts



Industry Specific Rating Factors



New Rating Factors



Other Refinements



U/W Scoring/Tiering

Lots of ways to incorporate new data:
Internal Data
“Who” Characteristics 
External Data
Greater Use of Credit



Additional Internal Information
• Percent Occupied • Elevators
• Years in Business • Years of Same Mgt.
• Age of Building • Updated Systems
• Alarms • Sole Occupancy
• Computer Back Ups • Hours of Operation
• Building Height • Deliveries?
• Swimming Pools • Franchise?
• Safety Program • # of Employees/Leasing

Not to mention – Billing history, account experience



It’s not “What” but “Who”

Employees 
Shifts
FT/PT
Outsourcing
Turnover
Drug Testing
Driving Records

Organizational 
Credit
Ownership
Yrs. In Business

Safety 
Return to Work Program
Equipment
Safety Committee



Additional External Information
Credit Score

Commercial
Owner

Lots of Operational Info
Niche Specific, too

Professional Credentials/Memberships
Tenant Information

Adjacent Properties/Tenants
Driving Records
Geographic Data
Economic Data



Underwriting Scorecard Example

Credit Score

A 359,376                        1.000                  0.988 32
M 153,873                        1.081                  1.068 9
NS 90,760                          1.045                  1.032 19
S 106,681                        0.902                  0.891 62
U 26,131                          1.114                  1.101 0

 On Balance 
Indicated Credit Score  Exposure  Indicated 

Relativity 
Score 
Points



Underwriting Scorecard Example

Years of Percent
Current Score Building Score
Control Points Occupied Points

>10 150 >95% 100
6-10 75 65-95% 50
0-5 0 <65% 0

Part Time/ Score Safety Score
Full Time Points Program Points

<33% 50 Formal 50
33% - 67% 25 Informal 25

>67% 0 None 0

Building < 25 Yrs Old 25 Pts Owner on Premises 15 Pts
Central Alarm 25 Pts Franchise 10 Pts
No Parking Lot 10 Pts Closed by 9 pm 10 Pts
Offsite EDP Backup 5 pts No Delivery 5 pts



Underwriting Scorecards 
with Interactions
Multivariate analysis allows the modeling of interactions 

and facilitate implementing more complex tiering 
systems

Years of
Current
Control Contr. Habit. Off. Rest. Ret./Serv. Wholes.

0-3 60 115 120 70 95 100
4-6 100 130 125 85 100 110

7-10 120 135 135 100 120 125
10+ 150 150 150 150 150 150

Score Points



Underwriting Scorecard Example

Cumulative Tiering
Point Range Factor

0 - 99 1.00
100 - 199 0.92
200 - 299 0.84
300 - 399 0.76
400 - 499 0.68
500 - 599 0.60
600 - 700 0.52



Underwriting Scorecard



Underwriting Scorecard



Underwriting Scorecard



Tiering Refinement



Tiering Refinement



Customer Response Modeling
Modeling competition directly is difficult at best

...and now for 
something 
completely 
different…



Customer Response Metrics

Retention 
Conversion
Market Penetration



Customer Response Characteristics

Traditional Rating Factors
Industry/Class, Territory, Purchase of Optionals

Account Characteristics
# Years on Risk/ in Business
# of Policies, Account Size
Claims & Billing History, MVR History, WC Exp. Mod

Agent/Distribution Channel Issues
Satisfaction with Agent/Service
Distance to Agent

Renewal Pricing Change (% or $)
Financial Underwriting Score (Credit, D&B)



Customer Response Monitoring
Competitive Index
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Customer Response Monitoring

Premise: Why not let your actual results 
speak for your products’ competitiveness?

If a product (rates, eligibility, underwriting, 
service, agents, claims) is competitive what 
should happen?

Higher hit ratio
Higher retention ratio
Higher market penetration



Customer Response Monitoring
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Penetration by Territory



Penetration by SIC Code
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Benefits of Using GLM for BOP Pricing

Improves Predictive Accuracy of Net Pricing
Increases Underwriting Effectiveness
Increases Use of “Who” Characteristics
Creates Adverse Selection for Competitors
Reflects Interactions 
Fast, cost-effective tool for U/W Decisions

Demonstrated Success Personal Lines
Expand Your Markets
Smarter Soft Market Reaction



Parting Thoughts
When asked to divulge the secret of his playing strategy, 

ice hockey great Wayne Gretzky used to say, 

"I skate where the puck is going to be, 
not where it's been." 

The data’s ready,
The technology’s ready,
The industry’s moving

ARE YOU READY???


