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MINUTES OF THE _House = COMMITTEE ON Insurance

The meeting was called to order by Rep. Dale Spradgue

Chairperson

3:30  x¥./p.m. on March 25 1987in room _531-N

All members were present except:
rep. King

Committee staff present
urtwright, Research Department
‘*;s, Revigor’s Office

Willard, Committee Secretary

Conferees appearmg before the committee:

Department
Credit Union League
Lawvers Associabtion
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room _231-N Statehouse, at — 3:30  ¥n /p.m. on March 25

mtatute provides the JUA be "no profit, no loss.’

are paid by the Health Care SHtabillization Fund;
,hw tunwu Coverage can be obtalined through ths

niﬁrx in

T . cheaper than in the normal market. It the
mandatory x%quir@m@ﬂt were struck, h@aLTh care providers would
!

have to be self~insured if they couldn’t eobtain coverage. The
plan wasn’t set up to distinguish between thosze who should and
ahouldn't be practicing.

A member stated that the sunset provision sends a message That
the JUA dis still being looked at, whereas striking the sunset
creates a vehilcle whereby evervone can buy insurance endlessly.
The Chairman noted that the medical society hasn’t dpp@dr“d On
the Dbill, perhaps assuming that the sunset will be eliminated

5

and the insurance pool will continue to be avallable.

Hearing on: 8B 133 -~ Group life insurance; prolicy regulirements

Staff explained that the bill would allow group credit life
insuranc to  be sold in an amount not to exceed the greater of
ih@ acheduled or actual amount of the debt or $100,000, whichsever
less, It clogely parallels HB 2128 recommended favorably by
this committes.

My. Jerel Wright, Kansas Credit Unilon League, presented testimony
in  support of  the bhill. He said the repeal of +the ? 5, 000
celling would provide egual tr 2atment for all credit 115@
insurance, whether individual or group. (Att. 3.)

in

He said the Senate does not plan hearings on HBE  2128. An
amendment on the Senate floor added a $100,000 Qeiling, rather
than no limit. The Senate committee chalr saild they would concur
with amendments to the 11 to reflect earlier action of this
committes,

p.

o

o
e

Hearing on: oB 247 - Insurance; recording and reporting of loss

and expense experience

Statff explained that the bill would amend two statutes which
would authorize the Commissioner to develop statistical plans

EWQQWE’Mg property and casualty insurance companies to record and

~aport loss and expense experlence on Speulﬁlc clagsifications of
insurance. It was introduced following the adverse reporting of
Sk 23 which would have nandated specific gathering of

information,
My . Brock explained that the bill would allow the Commissioner to
raeguire an insurer to report itz loss  experience o1 a
classification basis different from the iﬂ“&f@?'% rating svstem.
It would allow gath@rlﬂg of data on a specific clagsification,
i dﬂv care centers, rather than the rate class which 1nﬁ“udeq
ome s The majcer changes are contained in lines 48-573

He stated that it makes little sense for information +to he
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room

__531-NStatehouse, at ___3:30  @%K./p.m. on March 25

collected just for the sake of the information; it should have a
planned function. He mentioned that some information has hbeen
sported as reguired since 1875 but that it has only been used
oncee  and satid it iz an expensive process for the department and
others involved. Tnformation he distributed is attached.
4.)

He said the Insurance Department likes BB 247, some of  the
desired information could have been obtained through 8B 23 on a

selective basis through rules and regulations. He saild the
department does not formally adopt regula%ians but rather reviews
statizstical plans developed by statistic agents. Hometimes
changes are made; the department adopts bhb plans by approval.
Information obtalned through BB 247 would be available +to the

pubnlic.

Written testimony was distributed from Mr. Ron Smith, Kansas Bar
Association, expressing support for 8B 247 as it would allow the

Commissioner +to require property/casualty mmpani@& to file
statistical information plans to support rate increases. {(Att.
ey )
[

Me, HEd Hund, KTLA, said he has no objection to the bill but it
loe go  Tar enough. He spoke of the controversy of Ttort
f@iﬁ”m versus insurance reform” and sald there isn’t evidence of
what the insurance companies have been doling except what they ares
willing +to provide. He said evidence should be available for
future policvmaking, i.e. premium earned, number of claims and
pavouts, investment returns, expenses. He offered amendments
that mirror 5B 23 and the interim committee suggestions. (ALt

Jeveral committee members sxpresse d concern that the insurancs
industry doesn’'t provide needed statistics. There was discussion
asz to whether amending the bill wuuld cause 1t to be defea bed;
the opinion was expressed that the committee should take a uk
o 8B 23 and amend this bill if the consensus is that it ﬁlouic

bds

The meeting was adjourned at 4:45 p.m.

Page 3 of

3




GUEST REGISTER

HOUSE

COMMITTEE ON INSURANCE

Date: 3- 25

-5 7

{6

NAME ORGANIZATION ADDRESS PHONE
/f////[// et /4///& AT ///‘J’ (0 //’d//p/— Zel 2o
jwf/ M 7% Odit /, /z//f/ J@é/ R -H552
/Dﬁ/pvg A 7 Secom e B2 D
( il CAQ/ )/(t/~ 177 55 Ceigma . ‘e ﬂ o A C‘)\;—/.;«/;r
UZCK Kepeers 8-S 70 LEA ?4/ ‘; 5
geeéfﬁ;;:é)é/%/w/iaﬁ, Qlliance oP Gmehican Dhsurers SW% L 3910). 9635
v e _—_ :
1)1/19”/ vyj%lcmwy /s [anek r/gz/vankw U /M,éa@i $LA67-7088
)7’7/7 / 7’1)/ o 24 ] o /z»/# L ? j \VV/Q / /7&// P R5I-75F,

D 1 e

72()' ﬁe//’ /

&y




Explanatory Memorandum For
House Bill No. 99
(Legislative Proposal No. 3)

K.S.A. 40-447 was enacted by the 1977 Session of the Kansas Legislature.
The purpose and intent of this legislation was quite clear in that it was
designed to provide life insurers an incentive to pay death claims quickly
and to require the payment of interest if they didn't. However, there is an
inconsistency contained within this law which requires clarification.
Specifically, subsection (a) of this bill provides that, if interest on
death proceeds becomes payable, it shall be computed from the date due proof
of death is received whereas subsection (c) requires the beneficiary to be
notified that interest is payable from the date of death.

Since subsection (a) is the operative section that imposes the actual
obligation on the insurer, since subsection (¢) simply requires the
beneficiary to be mnotified of the insurer's obligation; and since the
legislative sponsor of the bill has confirmed it was his intent that
interest be computed from the date of receipt of due proof of death; it has
generally been assumed the language of subsection (a) controls the manner in
which the interest is computed. Despite several previous efforts, the
inconsistency between the two subsections has not been changed and House
Bill No. 99 will address the problem.

The Senate amendment is simply for clarification and has no effect on the
original intent of the bill.

House Insurance Committee
- March 25, 1987
Att. 1



Explanatory Memorandum For
House Bill No., 103
(Legislative Proposal No. 5)

The Health Care Provider Insurance Act provides for the establishment of a
mechanism which enables health care providers to obtain required medical
malpractice insurance if they are wunable to do so from the voluntary
insurance market. From the inception of the act in 1976, these particular
provisions have been subject to a sunset provision whereby the requirements
pertaining to the residual market mechanism or medical malpractice JUA as it
is often called would expire as of a given date. Current law provides for
an expiration date of July 1, 1987, This means 1if there is no amendment
enacted into law by this session of the legislature, health care providers
will still be subject to a compulsory insurance requirement but may not be
able to obtain the required coverage.

House Bill WNo. 103 addresses this problem by suggesting that the sunset
provision be totally removed from the law. An alternative would, of course,
be to simply amend '1987" to some later year. However, as long as there is
a compulsory insurance requirement, an availability mechanism will be
necessary. Therefore, the proposal would simply eliminate the provisions
relating to expiration of the plan and, by so doing eliminate periodically
requiring the legislature to extend its life.

House Insurance Committee
. March 25, 1987
Att., 2




TESTIMONY ON

SENATE BILL 133

HOUSE INSURANCE COMMITTEE

MARCH 25, 1987

House Insurance Committee
1 = March 25, 1987
Att. 3



I am Jerel Wright, legislative representative for the Kansas

Credit Union League (KCUL) which is the financial trade associa-
tion for credit unions in Kansas. Approximately 96% of all Kan-
sas credit unions, state and federally chartered, are members of

KCUL.

One of the many services offered to credit union members is
credit life insurance. Most credit unions allow each member the
option to establish credit life insurance on each loan received
through the credit union. This insurance is offered through a
group credit life insurance policy issued to the credit union
making the loan. We are here today to regquest an amendment to
K.S.A. 40-433(2)(d) to remove the $25,000 ceiling on credit life

insurance offered through a group credit life insurance policy.
Current Law

Kansas law permits group credit life insurance to be written in
an amount not exceeding the amount of indebtedness or $25,000,
whichever is less. Individual credit life insurance can be writ-
ten in an amount not exceeding the indebtedness. The repeal of
the $25,000 ceiling would provide equal treatment for all credit

life insurance, whether individual or group.
Purpose of Limits

The original purpose of dollar amount limits on group insurance

policies was to insure the safety and soundness of insurers by



imposing statutory underwriting restrictions when group insurance
was a revolutionary and untested insurance product. Such dollar
amount limits have long since been demonstrated to be unneces-
sary. The Model Group Life Insurance Bill of the National As-
sociation of Insurance Commissioners, on which the Kansas statute
is patterned, contained similar limitations for all group life
insurance policies when it was initially adopted in 1956. This
Model was substantially amended by the National Association of
Insurance Commissioners in 1980 and all reference to dollar
amount limits was deleted. 1In Kansas, dollar amount limits no
longer apply to any kind of group insurance except group credit

life insurance.
Other States

In other states, the updating of group life insurance laws has
occurred in a piecemeal, but rather steady, fashion over ap-
proximately the last 20 years. Currently, only 20 other states
have any group credit life insurance dollar amount limits and
only 6 have dollar amount limits as low as $25,000. Of the 4
states adjoining Kansas, only Oklahoma has a dollar amount limit
for group credit life insurance and the Oklahoma limit is
$100,000. Clearly, the $25,000 limit in Kansas is outdated and

should be repealed.

Credit insurance may be written using either group forms or in-
dividual forms. Group forms and individual forms are subject to

identical or parallel statutes and regulations, except for the



current $25,000 statutory limit on the amount that can be written
under a group form. Use of group forms for credit life insurance
is significantly more efficient than is the use of individual
policy forms and existence of an amount limit for group forms
deprives Kansas insurers, creditors and consumers alike of the

benefits derived from greater efficiency.

The current Kansas dollar amount limits can be avoided by some
larger groups having multi-state operations by use of a group
policy issued in another state. Thus, the statutory amount
limits also unfairly discriminate against smaller, local
creditors (including all or virtually all credit unions located

in Kansas) and the people they were designed to serve.

Many credit unions, in fact, provide group credit life insurance

on all eligible loans without a specific charge to the borrowers.
The statutory limit effectively prevents these credit unions from
insuring that part of any loan balance exceeding $25,000, even

though there would be no charge to the debtor for such coverage.

Mr. Chairman, these problems can be eliminated by approving our
proposed amendments to this law. For these reasons, we urge the

favorable consideration of our proposal.
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MEMORANDUM (\ PY
TO: Gary Stotts

Acting Director of the Budget

FROM: Fletcher Bell
Commissioner of Insurance

SUBJECT: Senate Bill No. 247

DATE: February 27, 1987

Senate Bill No. 247 proposes to amend K.S.A. 40-937 and 40-1118 which concern
loss and expense reporting requirements for property and casualty insurance
companies. Specifically, this bill would eliminate the statutory requirement
which prohibits the Insurance Department from requiring an insurer to report
its loss experience on a classification basis that is inconsistent with the
insure;'s rating system. In effect, the Commissioner of Insurance would be
authorized to develop statistical plans and require insurers to submit annual
reports that are consistent with those plans.

During the 1986 session, this legislation (Senate Bill No. 729) was passed by
the Senate; however, it died in the House Insurance Committee. Our fiscal note
for Senate Bill No. 729 indicated the need for 3 new positions to implement and
maintain uniform statistical plans and reporting requirements. Much of the
work we envisioned doing with regard to Senate Bill No. 729 will now be
performed by the National Association of Insurance Commissioners (NAIC) in
the near future. Specifically, the NAIC has adopted an action plan to:

1. Explore new mechanisms for obtaining classification detail for commercial
lines;
2. Review the current Fast Track report and recommend improvements to assist

in the identification of emerging trends or problems in commercial
liability lines of insurance;

3. Recommend changes +to the NAIC Statistical Handbook to implement any
changes that have been identified during this review;

4, Explore the Possibility of using the State Computing Network +to speed
distribution of fast track and other information;

5. Develop appropriate guidelines for use’ by the states to implement the
procedures and measures associated with the NAIC Statistical Handbook;

6. Promptly convey to state regulators the recommendations and urge the
states to review and adopt the reporting requirements of the NAIC
Statistical Handbook as modified; and

Fouse Insurance Committee
- March 25, 1987
Att. 4




Gary Stotts/Senate Bill, No. 247
February 27, 1987
Page 2

7. Establish an appropriate standing statistical task force to review and

ensure that mechanisms for collecting and reporting insurance data are
current.

As a result of the NAIC's activity in this area, enactment of Senate Bill No.
247 could be accomplished without any fiscal impact on the Insurance Department.

Respectfully submitted,

i Lo

Fletcher Bell
Commissioner of Insurance

FB:bf
cc: Carolyn Rampey
Legislative Research Department

0317




2.1

PRIMARY INSURERS— AVAILABLE DATA

The property and casualty insurance industry
currently collects more useful information and
provides more important statistics than any
other industry in the United States.

Property and casualty insurers collect and analyze
vast amounts of data to meet their responsibilities
to government, to provide a basis for business deci-
sions, and to share relevant information with inves-
tors and consumers.

Although each of these three interests—regulator,
company, and customer—may need or want data
for different purposes, all insurance data comes
from just one source: fundamental, everyday busi-
ness transactions. Each time a premium is col-
lected, a claim is paid, an expense incurred, or an
investment is made, an insurance company data
reporting system captures and compiles informa-
tion. The sum of these individual transactions
forms the pool of data available for the industry to
fulfill its public and corporate obligations.

The data pool is a collection of information about
individual company financial operations and insur-
ance programs. It is structured to be cost-effective
and operated efficiently so that insurer expenses
and, ultimately, the premiums charged to policy-
holders can be kept as low as possibie.

The data pool is also sufficiently flexible to allow for
detailed analysis by accountants, actuaries, econo-
mists, regulators, statisticians, securities analysts,
stockholders, underwriters and others. Whatever
their purpose—solvency, profitability, ratemaking—
these groups have access to insurance data that
are timely, accurate, and complete.

This report demonstrates that data from basic
insurance business transactions—collecting pre-
miums, paying losses, managing investments—
form the basis of all analyses, simple or complex.
It identifies the kinds of data that are available
and explains their uses. From this report, it will

be apparent that the recent federal legislative pro-
posals and many of the state initiatives for addi-
tional data collection have their foundation in a
misunderstanding of the value and amount of data
currently produced.

Although the descriptions, procedures, data and
reports mentioned throughout this document are
generally applicable to most of the property and
casualty lines of insurance, the Advisory Commit-
tee has directed its comments to the major com-
mercial lines, excluding Workers’ Compensation.



All insurance data come from the same source—
the individual business transactions of an insur-
ance company. The manner in which the data are
compiled is a function of the purpose for which
they will be used. Two basic types of data are
compiled: financial and statistical.

Financial data are needed to measure the overall
solvency and profitability of insurance companies.
Solvency is a basic goal of insurance public policy:
an insurer must be financially able to satisfy its
future obligations to protect customers and com-
pensate injured victims. Profitability is also impor-
tant: sufficient capital must be attracted to meet the
current and future demands for insurance by Amer-
ica’s businesses and individuals.

Insurance financial data focus on quarterly or
annual performance. They are useful only as a one-
time “snap shot” view of a financial picture that is
both larger in scope and longer in duration. They
are not intended, nor are they sufficient to be a fully
accurate measure of the long-term insurer stability
that sound public policy and economics require. To
achieve their basic objective—measuring solvency
and profitability—insurance financial data must
also take into account the long-term liabilities
assumed by insurance companies as part of their
unique risk-taking function. The methods for this
analysis are prescribed by law and regulation and
are known collectively as ''Statutory Accounting
Principles.”

2.2

“Statutory Accounting Principles’ are purposefully
different from the accounting methods (“GAAP”
accounting, or Generally Accepted Accounting
Principles) used by other, non-insurance busi-
nesses. '‘Commentary "' compares the differences
in greater detail.

Still, the regulatory specifications for reporting
financial data encompass the information neces-
sary to convert to a GAAP basis. In fact, many anal-
yses of insurance data are conducted on a GAAP
basis, particularly when the analysis includes a
comparison to other industries.

By requiring insurers to report specific types of
financial data, state insurance regulators, the Inter-
nal Revenue Service, the Securities and Exchange
Commission, and others have direct access to
insurers’ most important financial information.
Indeed, comprehensive financial information exists
as a matter of public information to permit the per-
formance of even the most complex analyses. Dur-
ing the public debates of the past year, critics

of the industry would have been unable to prepare
their commentaries had not such a degree of finan-
cial data been available for public consumption.

The “Report on Liability Insurance” is an example
of the type of analysis that can be performed using
financial data. It is included later in this section.
Data in that report, when.compared to other indus-
tries, has been adjusted to a GAAP basis.
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COMMENTARY |

Statutory Accounting Principles (SAP) and Generally Accepted Accoun-
ting Principles (GAAP) are different accounting methods for measuring
assets and liabilities. Insurers are required to report their financial infor-
mation on a SAP basis. Its focus is solvency on a liquidation basis. Thus,
it measures an insurer’s ability to fulfill its financial responsibilities to the
public. Other businesses report on a GAAP basis, which emphasizes

profitability on the transactions conducted over a given period of time.

There are two philosophical differences between SAP and GAAP . First, SAP are designed to demonstrate
an insurance company’s ability to meet all of its obligations to its policyholders and claimants in the event
that it were to be liquidated. GAAP are designed to demonstrate profitability over a given period of time.
Second, SAP stresses the importance of surplus adequacy, whereas GAAP contempilates the deferral of
certain costs to accounting periods, where related revenues are earned. lt is recognized that SAP is con-
servative in order to protect the interests of policyholders, while GAAP relates more to economic reality by
matching earned revenue with those expenses incurred in producing that revenue.

The principal specific differences between SAP and GAAP are:

1. Under SAP, certain acquisition costs that are related to written premiums, such as premium taxes
and agents’ commissions, are charged against current income. In the case of liquidation, dollars
expended up-front would not be available to pay policyholder claims. Under GAAP, these amounts
are capitalized as an asset and then amortized by periodic charges to earnings over the terms of the
applicable insurance policies.

2. Under SAP, some assets are excluded from the statutory balance sheet, since their value is not
readily convertible into cash to pay claims. These “non-admitted” assets include certain furniture
and equipment and leasehold improvements, whose value under forced-sale conditions is likely to
be substantially less than book value; premium balances over ninety days due, which are consid-
ered uncollectible for Annual Statement purposes; and reinsurance recoverable from unauthorized
companies. Under GAAP, these amounts are restored to the balance sheet.

3. Under SAP, certain loss reserves are required to be established by conservative statutory formulae.
Under GAAP, actual ultimate reserve estimates are used.

4. Under SAP, dividends to policyholders are not recorded as liabilities until declared; up until then, the
dollars are available for claim costs. GAAP requires that all undeclared policyholder dividends be
accrued at the balance sheet date, using the best estimates available.

5. GAAP requires that a liability be established for future federal income taxes applicable to prepaid
acquisition costs, to unrealized appreciation on equity-type securities, and to other timing differ-
ences. Under SAP, insurance companies are generally not allowed to provide for deferred federal
income taxes; they are entered at such time as the dollars are payable and hence no longer availa-
ble to pay policy claims.



The Annual Statement is the primary source doc-
ument for insurer financial information. It is a
“living” document, developed and reviewed
continually by the National Association of Insur-
ance Commissioners (NAIC). Because it pro-
vides a uniform data reporting format and is
required by all states, the Annual Statement
facilitates the analysis of financial information
from insurers throughout the country.

The Annual Statement is designed to assist state
regulators in evaluating individual insurer’s sol-
vency and solidity. It is the prime data source for
estimating individual insurer and overall industry
profitability. All companies, regardless of their size
or market share, are required to submit Annual
Statements. The Annual Statement is illustrated in
Exhibit 1.

Generally, the Annual Statement provides detailed
information about assets and liabilities including

24

data on premiums, losses, reserves, expenses,
dividends, taxes and investments. When possible,
Annual Statement financial data are separately
identified by line of business, by state, or both. The
lines of business reported on the Annual Statement
are listed in Exhibit 2.

The Annual Statement is much more comprehen-
sive than a balance sheet. Typically, it provides over
60 pages of important financial information and,
depending upon the complexity of an insurer’s
investments, may exceed several hundred pages.
In addition to its basic financial presentation, the
Annual Statement includes numerous special
schedules and supplements that contain more
detailed information about particular lines of busi-
ness (e.g., medical malpractice) or certain line
items (e.g., expenses). The schedules and supple-
ments included in the Annual Statement are listed
in Exhibit 3.



2.5
Exhibit 1
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The Annual Statement is designed to assist state file these statements annually with the insurance
regulators in evaluating individual insurer's regulator in each state in which they are licensed.
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2.6
Exhibit 2
[
Vi
Financial data by state for each of these 32 lines Detailed expense information for these same lines
are contained in the Annual Statement, e.g., is provided in the Insurance Expense Exhibit (see
written and earned premiums; dividends paid to Exhibit 8).

policyholders; paid, incurred, and unpaid losses.

LINES OF BUSINESS

Fire

Allied Lines

Farmowners Multiple Peril

Homeowners Multiple Peril

Commercial Muitiple Peril

Ocean Marine

inland Marine

Medical Malpractice

Earthquake

Group Accident and Health

Credit Accident and Health (Group and Individual)
Collectively Renewable Accident and Health
Non-Cancellable Accident and Health
Guaranteed Renewable Accident and Heaith
Non-Renewable for Stated Reasons Only
Other Accident Only

All Other Accident and Health

Workers' Compensation

Other Liability (General Liability)

Private Passenger Auto No-Fault (Personal Injury Protection)
Other Private Passenger Auto Liability
Commercial Auto No-Fault (Personal Injury Protection)
Other Commercial Auto Liability

Private Passenger Auto Physical Damage
Commercial Auto Physical Damage

Aircraft (All Perils)

Fidelity

Surety

Glass

Burglary

Boiler and Machinery

Credit




2.7
Exhibit 3

!
I

ANNUAL STATEMENT EXHIBITS AND SCHEDULES

Balance Sheet
Statement of Income, including analysis of changes in surplus

Cash Flow
Underwriting and Investment Exhibit
Part 1 Interest Dividends and Real Estate Income

Part 1A Capital Gains and Loss on Investments

Part 2 Premiums Earned

Part 2A  Premiums in Force

Part 2B Recapitulation of All Premiums

Part 2C Premiums Written

Part 3 Losses Paid and Incurred

Part 3A  Unpaid Losses and Loss Adjustment Expenses
Part 4 Expenses

Exhibit 1— Analysis of Assets
Exhibit 2— Analysis of Non-Admitted Assets
Exhibit 3— Reconciliation of Ledger Assets

Exhibit of Premiums and Losses in the State of also known as
‘Page 14" —this state specific exhibit includes a summary by line of the direct underwriting experience in
each state where the insurer is licensed.

General Interrogatories—data on dividends, shares outstanding, loans to officers, accounting and
reinsurance, etc.

Notes to Financial Statements—descriptive information in support of the balance sheet valuations.
Special Deposit Schedule, Schedule of all Other Deposits

Schedule of Examination Fees and Expenses

Five-Year Historical Data

Schedule A —Real Estate Owned, Acquired or Sold

Schedule B — All Long-Term Mortgages held during year

Schedule BA —-Other Long-Term Invested Assets

Schedule C -~ Collateral Loans

Schedule D — Stocks and Bonds

Schedule DA — Short-Term Investments

Scheduie DB — Financial Options and Futures

Schedule F  —Reinsurance

Schedule G — Fidelity and Surety Experience

Schedule K — Credit Reserves

Schedule H — Accident and Health Exhibit

Schedule M — Payments to regulators, agents, lawyers, trade groups
Schedule N - Bank Accounts

Schedule O — Loss and loss expense development for non-liability coverages
Schedule P —Loss and loss expense development for liability coverages
Schedule X -——Unlisted Assets

Schedule Y —Organizational Chart

Schedule T — Exhibit of Premiums written by state

SUPPLEMENTS FILED WITH INSURANCE DEPARTMENTS

Insurance Expense Exhibit
Medical Malpractice Supplement to Schedule T
Stockholder Information Supplement
Statement of Opinion Relating to Loss and Loss Adjustment Expense Reserves
Product Liability Supplement
. Accident and Health Policiy Experience Exhibit
Credit Life and Accident and Health Policy Exhibit
Medicare Supplement Insurance Experience Exhibit




The Underwriting and Investment Exhibit, the
Page 14 Exhibit of Premiums and Losses, and
the display of Five-Year Historical Data are fre-
quently referenced examples of the basic financial
data that are required as part of the Annual State-
ment. From these portions of the Annual State-
ment, detailed profit and loss information by line,
market share information by line and state, and
historic performance profiles can be calculated.

It is important to note that information from these
sources can only be accurately evaluated as long
as the analysis appropriately recognizes the long-
term obligations assumed by insurance compan-

2.8

ies. The use of “Statutory Accounting Principles,”
as discussed earlier, provides the necessary
accounting information but is itself insufficient
unless the analysis also includes the proper finan-
cial statement line items. For example, the basis
for a proper analysis of insurer profitability goes
beyond the compilation of written premiums and
paid loss data. This concept is explained in more
detail in “Commentary I.”

The Underwriting and Investment Exhibit, Annual
Statement Page 14 and the Five-Year Historical
Data exhibit are iliustrated in Exhibits 4, 5, and 6,
respectively.
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COMMENTARY II

Comparing written premiums and paid losses is not an accurate measure
of insurer profitability. It does not account for the long-term contractual
obligations assumed by insurers as part of their unique risk-taking
function. And like other loss ratio analyses, it does not recognize the
fixed and variable expenses that any business must incur to generate its
revenue.

The “pyramid” scheme is a classic financial sham. In a “pyramid,” ever-increasing numbers of partici-
pants make investments that are used immediately to compensate their predecessors. This sustains the
“pyramid” on the attractive notion that its obligations need never be satisfied, just transferred again and
again to future groups of participants. In theory at least, the “pyramid” is successful until, for whatever
reason, its obligations can no longer be transferred. When that happens, the “pyramid” collapses.

No one benefits if insurance companies are only as stable as “pyramid” schemes. That's why insurance
regulators and stockholders insist upon strict adherence to the fundamental accounting principle that
revenue must be matched with the expenses that were incurred to generate it. Unlike other businesses,
where revenue and payout sequences follow one another closely, insurers accept premium in exchange
for a more long-term obligation. For some lines of coverage, notably liability coverages, many losses are
paid years after the policy period in which they were incurred. Thus, to be used in an analysis of insurer
profitability, the premiums paid for a given set of insurance policies must be compared to all the losses—
paid and outstanding—that the policies will ultimately be called on to pay.

Measuring insurer profitability on a cash flow or a written premium/paid loss basis has the characteristics
of a “pyramid” approach. The written premium/paid loss analysis does not recognize the existence of
long-term obligations assumed under insurance contracts—instead, it presumes that these obligations
can be effectively transferred to succeeding business years. Indeed, as long as future premiums are gen-
erated in sufficient quantity to sustain a continuous transfer of obligations, an insurer will undoubtedly
appear to be in a better financial position than it actually is. Unfortunately, once growth slows or stops—or
the potential liabilities are realized to be larger than first thought—the insurer, like the “pyramid,” will be
unable to meet its obligations and will collapse.

Positive cash flow does not assure that an insurer is solvent, much less does it indicate that the company
is profitable. Aimost any insurer with an expanding book of business will show a positive cash flow, not-
withstanding its lack of profitability or its weak financial condition. Some illustrations might be helpful.
Ambassador Insurance Company, with over $160 million in assets in 1982, had total positive cash flow of
$62.8 million from 1979 to 1982 and yet was declared insolvent in 1984. Mission Insurance Group, with
almost $900 million in assets in 1983, and positive cash flow of $362.2 million from 1979-1984 has been
placed in rehabilitation.

Like all loss ratio analyses, the written premium/paid loss comparison also fails on another, more obvious
account. It completely ignores the fixed and variable expenses that every business incurs in order to pro-
duce its products. Certainly, if the final cost of a product reflected only the cost of the raw materials needed
to make the product, there would never be enough income to pay for related expenses—salaries, fixed
plant, utilities, research, advertising, distribution, sales, and taxes, to name a few. Insurer expenses must
still be included in any analysis that intends to accurately evaluate insurer profitability.

\
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This Annual Statement exhibit provides a summary

of a company's overall investment resuits as well

insurance.
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Exhibit 5

!
Vi

This exhibit for each state, known as Page 14,
provides a summary of written and earned
premium and paid, unpaid and incurred losses and

dividends paid to policyholders for each of the 32
lines of insurance.

"
ANNUAL STATCMENT FOR THe YEAR {935 OF THE
foim 2
EXHIBIT OF PREMIUMS AND LOSSES
BUSINESS IN THE S1ATE OF wtte DURING THE YEAR 1985
Oloss;:mmms In(mm;.b“u-m and 1 s 5 )
Memoesship Fees Less Return Fremiums
1 488 Premiums un Potaes o Biren b Dewgensspagor Duect Losses 1
Liag of Buniness 2 1 Ceedited 10 Duect Losses Ditect osses
) Polcynolders on {deducting Incutied Unpid
D"“:,t:":‘n'"m u""z:;‘(’:f“"“ Drrect Busness sahage) Y "o
i e Jub, 98y [RLYSBE] 238,32 414,192 175,863
21 Migdines E13,20% Y5.008 29,760 62,772 33,012
3 Farmomnees multiple perd
o« Homeomners mulliple perd 0,116,930 2,090,219 6,130,672 8,993,920 2,863,248
S Commercul muitiple perd 1,508 1,508
8 Ocean minae
§  ishind manae 137.58u 52,830 93.218 143,396 50,178
10
11 Medxal malgiacice
12, Eartnquare 7,094 J.o18
13, Group sccident and heaiin
14 Credt AL H {Group and
Indivsduat)
15 ] Coltectively tenewadie AL H
152 Ron-anceltadie AL H
153 Guaninteed rentwabie AL H
15.4 Ron-renemable lor stated
easons only
155 Other accadent oaly
156 Atother ASH*
16 Workert’ compensation
17 Other labildy 12,604 3.0 1,039 3,234 5,886
191 Prtvate passenger auto no faul
197 0 (ptrsonalinjury profechion)
1het previle passenget N
llll%:lblhlpy 1 12,302,522 11,843,435 7,498,195 9,370,521 9,414,353
193 Commescat auto ao lautt
ipessonal injury piriecton)
194 Oher commercaal auto baddily
21 Prvate passenges auto physkal
damage 10,207,486 Y, 748,650 7,422,097 7,801,365 1,788,373
21.2 Commercut auto physat
qimige
22 Auctatt {all penls)
23 Fdenty
24 Seteyy
25 guss <3 (B 3 3
26 Buiglaty and Iheh
27 Boderand machinery
B Creda
3 Totas 29,266,081 25,578,737 21,413,310 26,789,404 14,331,016
hinange and setvice charges nol imctuded n Lines 101 §
“Direct premams earnrd may b eshmated by 10tmuts o the Dasis ol COuRIry-wide 1alios 1ot the respectve hnes of business eacept mhere 30jusiments are tequired 10 tecogmie specut sitvalions
1. Column b. Direct Losses incurred, reflects a change {n allocation method of 12-31-84 and 12-31-85 IBNR by
state lor private passenger to buses.
CREDIT ACCIDENT AND HEALTH INSURANCE
({Inciuded in the Above Exhibit)
I 2 J ¢ $ § 7
Direct Premuums Ouedt Premaums Drwends Pad
.ni Red 14 widends Pad o1
(Ex:?:;:‘;mtan:;;‘n"ux‘ 18013 fo Dimgends aua Created on Duect °"“'§ L'guu Duect Losses Duect Losses
Deauction of Retrospective Rate Busines: ¢ Incuried unpas
Rengutance Cededd | (12215 Pad ot Crediec)
321 Grup A & H Policies = Loans
of 60 o1 LESS months’ dutation
322 Group A & H Poltes ~ Loans ot
GREATER THAN 60 MON
DURATION BUT NOT GREATER
THAK 120 MOXTHS
33 Other A & H Poticses
30 Totaus (ftams 32.1+32 2+ 33
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This exhibit provides five years of data taken from
or developed from Annual Statements for
corresponding years for 69 separate items.

fom2 ANNUAL STATEMENT FOR THE YEAR 1985 OF THE

FIVE-YEAR HISTORICAL DATA

{Continued)
[} 2 3 ¢ 4
1585 L] 1983 1512 183

Caplal and Sucyhus Accounts (Page 4}
39 Ket Unrerkaes Capial Gaing or Lossas {Hem 20). ..
4. Drvdindt ta (G {hea
41 Change 1 Surpivs a8 Regirds Poicyhok

for e Year (Hem 38) ... ...,

Genas Losses Poid (Page 8, Paat 3, Cola
42, Ulabdety Uses {ttems 11,16, 17 119)
AL Propecty Lines (tens 1,2,9,12. 28, 2

U Propery and Lll“ty M Lnts
{ems 3.4, 5,

“ AID\M(MIIMI: l& l!. 1,15, l.
% Total {tiem 1) .
ummmmns Pl Cd.ll
47. Liabity Lives (ems )1, 16, 17 8. 15)
AL Property Uisen (ems 1,2.9,12,20, 2
4%, Propurty and Linbidy Coadened Lingt
Ueas 3, 4.5, 8, 22820 .
«@ MO(ML\M!(!MM IO.U I, |$ 1
BB
S Toud {tem Jll
Opesatiag Rates (Page 4}
(M-(madnhnl Rem 1) 2 100(
2. Premmims facned (Ram .
S3. Losses cwrred (Kem2) .........
3 Lows Expenses incurned (Hem )
S5 Other Usderwrting Expeasas icuened {
5. But Usdecmeding Gain of (Less} {Rem T
Otkor Ratise
S1, Othar Usdermetng Lxpestes 1o et Pt
{Page 4, Rems 445 1) drvided by Py
Col 4, 2em 32 1000) . ooveenss
38 Losses aad Loss Expesses Incueres lo
(P4, Keas 243 Bnded by Page 4, )
49, Nel Pramsnms Writen to Polcydolsen’
P2, G 4, Rem I, hﬂdnhp
CLlal0o0)...........vee
Om Yoac Loss Devalagment {000 amas
Schedute 0", Pags 54
£0. Deveiopment M tstinaled Kadity on vs
weurted poos 1o currest yewr (M 1,
61, Drveiopment w eshaled hadikdy lor fo
S RSHE UM PO 0 SwIEN yiBt
Schacnie P, Page 89
§2. Developaent w estimated bosses and

TS PIRH 10 Cuiresd yw (hn L0
Cot. 7 sz Cet. §)

[*8 wamnmw,mu

§4. Rabo of deveiopment of bass and loss ¢
10 pokcyhokdery’ surples of pronous yt
1bove dmided by Page &, Mum 21, Col.
Tos Your Loss Oeveiopment (000 vl
Schacuis "0, Page 4

£5. Otrelopenent 1a eslimaled Rabikty 0a u
Yossas sacurred 2 yeas befors the outt
ad poor (Fart 1, Hem 31, Cal 19). ..

66, Developmand in estimated Ksdddy for k
npensat oa lises cvied 2 reas N
cattert yeu and pooe (Part 2, Hes 31,
Schacule P, Page $9

§2. Devetopmanl 8 estumated Rostas and k
weuired 2 yeat belort dhe curiesd yel
(hAZ nem §, Col. Thess ol 5)

68. %ol of above ftems 65, 66 & &7

£9. Rateo of Grveiopment of ions 3ad oss 11Dt
13 £eporied potiutoideny’ KapAve of $acon
ede 03 {Hem 68 above mided by Page d
Col. 221000}

ANNUAL STATEMENT FOR THE YEAR 1585 OF THE

FIVE-YEAR HISTORICAL DATA

At Figures Taden From of Developed From Aanual Sutements of Cotrespanding Years
$how amaunts 1n whole dottars only, a0 cents: show rabios and percentages to one decimal place, 1.¢. 17.6.

1
L1t

? 3
1984 1963

[
1982

]
1881

Cooss Pramwms weetea (Page 4, P 26, Cols 14 D)
1. Lisbady Lines thems 11.16.17 & 13)
2. Property Lunes (hems 1, 2.9. 12,20, 2580 1)
L and Lutaty Contened Lines (iem

A Oniyng "

& AX Oxwer Linet (Rems 10,13, 04,15, ),
130

Mllllal :n
Sl Promioms Wittea (Page 8. P2 2C. Cob )
6. Lisbadty Lanes {Xems 11, 16, 17 & 19}
2. Propay Lines {hees §,2, 4,12, 20,2581 3)
[N PIM and lllg,uy Conbuned lml(ltn

S. Al&hulnumn 10031618, 23. 2
nn

Mﬁ(l«l -\l) e
Sateoment of facome {P12e 4}
11 Kt Undecwating Gaa of Losi (Hem 1)
T Mt lovestment Gun of Loss {tem 34} .
11, Total Other fncome (ttem 12).. . ..
1. Dedends 4o Polcyhokiers (Hem 1BA) . . . N
15. Frcserd and Focega Income Tases tocured { em 19} 1,229
18, Ket hcome (item 20)
Bataacy Shant Bess (Pages 208d 3}
17, Total Mooed Astets {aga 2. tam 20)
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18,1 3 Courst of Cohacton e 8.1, .
182 Dedorred and Hot Yot Due litem 8 2)
19, Totak Ludidns (Fage 3, Mem 20} ..
20. Losses (Page 3, Nem 1}
0. Lost Adpstantsd Expeases (Page ), Kem 2)
L Unearned Prossums (Page 3, Rem 10) .
23. Captal Paid Up (Page 3, Marms 254 and 298)
. Swrphet a3 Regards Polcyholders {(Page 3,02 20)

Porcastage Disinbetion o

{Page 2) (Hem dorded by Page 2, Mem 13) 1 100.0
5 Wadt{tenl). ... e 980
2. Stocks (Mews 2.1 and 2.2}
20, Morigags Loant on Real Estate them 3)
el Estaia (Rams 41 and 4.2},
9. Cokalerst Loans (Hem 8}

30, Cash aad siwet-term brvasimaats (Hems 5.0 300 6.2} {10Y,
L TP

30, Othar fevesied Assals (hem 1) .

L Cah and beented Asuets {tiem i} s 100
resmasts I Pacend, Sulidlacies and
AMXsiay

13, MG Bonds {Page 29, Ham 23, €L §)
M. Asdaled Pretucied Siochs (Page 29, Rea 47 € 3)
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l am 271 100.0) "
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10,832,457
6,118,438

29,266,081

-7
263,671

260,669

3,983,246

52,316

1,000,000
3,910,870
of Cash and Jivesle | Aasals.

........ 9

wh a0d MMH W

10,402,214
8,634,746

8,283,400
nane
-0- 0

19,036,960..1 15,407,199 ..

6,004,477
4,660,352
~0-

10,685,000

218,17

HTIWITIN REREIRY

4,133

s

3,210,008

20,976

1000

3,002,189
2,226,642
“o-

5,268,801

-1.890
211,328

L 45.08
193,600

308,812

19,537

1,000,000
2,399,280

100

fom 2
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Schedule P of the Annual Statement is a repre-
sentative example of the necessary analytical infor-
mation that insurers report in addition to their basic
“bottom line” financial data. Generally, Schedule P
provides an analysis of reserve development for the
so-called "'long tail"” lines—those characterized by
a time lag between the occurrence that gives rise to
the claim, the report of the claim, and the ultimate
settlement. Examples of these long-tail lines
include automobile liability, other liability, medical
malpractice and the multiple-peril coverages. Using
Schedule P, the adequacy of historic loss reserve
levels can be evaluated. The information required
by Schedule P is illustrated in Exhibit 7.

The Insurance Expense Exhibit is the most promi-
nent of the supplements required in conjunction
with the Annual Statement. It allocates expenses

(e.g., loss adjustment expenses, acquisition
expenses, taxes) to each Annual Statement line- of
business. The Insurance Expense Exhibit is illus-
trated in Exhibit 8.

The Quarterly Statement is a streamlined version
of the Annual Statement. It contains a balance
sheet, income statement and statement of changes
in financial position, but with less supporting detail
than the Annual Statement provides. While the
Quarterly Statement is not universally required,
many states have established criteria for its use. In
some states, all licensed companies are required
to file a Quarterly Statement. In others, only newly
organized companies or companies identified as
being in potential financial difficulty are required

to file.



Exhibit 7

Schedule P can be used to evaluate the adequacy lag in claim reporting and settlement, i.e., the
. . . . . - . - A
of historic loss reserve levels by an analysis of their longer-tail” lines like auto liability, other liability,
development over time. Information is provided for medical malpractice, and multiple-peril lines.
the lines of insurance, which are characterized by a
SCHEDULE P
SCHEDULE P—PART 1B—OTHER LIABILITY t _
1 Prior 10 1876 215,292 85,024 12,989 14.8 8,409 5.6 109,422 .50.8 109,422 50.8 1] ¢
2 1976 84,611 15,212 715 4.7 895 5.9 16,822 19.3 16,822 19.912
3 1877 91,676 18,758 1,732 9.6 1,832 3.8 22,322 24.3 22,322 24.313
N 1978 88,786 20,342 8,719 42.9 1,600 7.9 30,661 34.5 30,661 34.5[4
5 1979 110,683 25,573 4,864 19.0 4,796 18.8 35,233 31.8, 35,233 31.81s
g 1980 10,376 12,251 6,746 55.1 2,003 16.3 21,000 19.0 21,600 19.04 6
1981 81,150 18,666 1,370 7.3 6,427 34.4 26,463 32.6 26,463 32.6(7
8 1982 76,805 16,860 352 2.1 18,692 10.9 35,904 46.7 35,904 46.7) 8
9 1983 110,768 17,790 2,599 14.6 25,571 h43.7 45,950 41.5 1 100 5 46,065 41.61 9
10 :gg; 73,332 14,581 368 2.5 17,132 117.5 32,081 43.7 1 100 24 32,205 43.9 110
u 68,832 6,208 1,897 30.6 11,390 183.5 19,495 28.3 31 34 844 23,789 34,611
12 TolaLs 1.112.311 2540265 420351 1617 997747 33,8 395,353 35.5 3 3:428 873 3537886 36.0f12
COMPUTATION OF EXCESS OF STATUTORY RESERVE OVER STAYEMENT RESERVES—OTHER LIABILITY
19855 17,483 198: £ 11,806 19833 14,132 e 43,421 o eem e 600 e R R T
See Schecule P~ Part 1 ‘. duainotes
SCHEDULE P—PART 2B - OTHER LIABILITY
! Prot 1o 1980 231 212 221 215 214 215 XXxx XXXK XXXK XXXX XXX XXXX
: 1980 23 20 23 24 24 21 2009 | 18.2 | 20.9| 21.8| 21.8 | 19.1
3 Cumatative Total 254 252 244 239 238 236 KXXX XXXK XXXX XXXx XXX XXXX
4 1981 XXX 45 26 27 26 26 XXX 55.6 32,1 33.3) 32.1 | 32.1
5 Cumulate Total XX 297 270 266 264 262 XXXX XXX XXXX XXXx XXXX XXXX
6 1982 XXX AXKX 44 37 36 36 XXXX XXXK 57.11 48.1 ] 46.8 46.8
7 Cumulative Total XXX XXX 314 303 300 298 XXXX XXxX XXXX XXxx XXKK XAXK
8 1983 XXXX XXXX peted 54 47 46 XXKX KXXX XXRX 8.6 | 42.3 41.4
9 Cumulatie Total oax XXXX XXX 357 347 344 XXXX xXXX XXXX XXKX XXXX XXX
10 1984 XXX KXXX XXXX XXXX 34 32 XXXX XXXX XXXX XXXX 46.6 43.8
i8] Cumulatve Total XXXX XXXX XXXX XXXX 381 376 XXXX XXX XXXX XXxXx XXXX XXXX
12 1985 XX XA Xxex xRXx KX 20 | P SCHEDULE P—PART 3B—OTHER LIABILITY
Calendar Year Premiums Earned. Accident Year Loss and Loss Expense Incurred
Dottars (000 omitted) _ Fercentages
1 2 s T 5 ' 7 ) 9 1o'n|lzlx3 14
1979 j weo | resr D ose2 . 1ee3 reee ;o 1988 1979 . 1980 1981 | 1982 | 1983 | 1984 | 1985
- R . = AU S P : o i . a. L 4 L
I S Summary Data from Srhedule P Pact 18 e . R
1 Premiums Earned 111 l 110 ‘ 81 l 77 ] 11 ] 7 [ 69 Imoo ‘llooo EIWO] 100 l 1000 [ 1000 { 1000
2 Loss & Loss Exp Inc 35 21 26 36 46 32 24 31,5l 19.1 32,11 4s.8l41.4 143.8 1 34,8
. e e Loss & Loss Expense through I year o 7 ) X
3 Pag 22 l 10 l 8 I 33 t 38 } 28 [ 19 Fs.s‘[ 5.1 9.9] 42.8]30.2 ‘35.3'27.5
& Reserve (27— () 13 1 18 3 8 4 s 17l o222t 38l 721551 7.2
R Loss & Loss Expense through 7 years e . e i
S Pad 24 ‘ 12 ‘ 26 ‘ 36 ‘ 46 K 12 ] XX | 21.;[ 10.9! 32.11-46.7]41.4 {43.;]' xx
6 Reserve {2) - (5} 11 9 0 0 0 o XX 99l 82 o ° ° ° XX
Loss & Loss Expense through I years
7P
- 25 l 20 l 27 l 36 ] 46 xx ] xx |?2.5{1e.z]33.3j 46.7 ql.J rX ] X
8 Resewve (2) - (1) 10 1 (1 [} ° xx 1 g.0f .slr2d o o R oRx
Loss & Loss Expease through 4 years
.
9 Pad , 32 l 21 i 26 [ 36 ] XX 1 XX i xx Izs.s 19.1 32.1[45.7 X I XX xx
10 Reserve {2} - {9 3 0 0 ° XX XX xx 2.7 o ° 0 XX XX XX
Loss & Loss Expense Ihtough 5 years.
11 Pad 35 21 26 XX o XX XX 31.5 19.x[32.1 oo ooc oo T
12 Reserve {2) - (10 0 4] 0 XX XX XX XX 0 0 l 0 XX XX ! Xx XX
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Exhibit 8

b
This exhibit provides an allocation of expenses and taxes, licenses and fees to each of the 32
such as loss adjustment expense, commissions Annual Statement lines of business listed o
and other acquisition expense, general expenses Exhibit 2. '

INSURANCE EXPENSE EXHIBIT — 1986

FOR THE YEAR ENOED DECEMBER 31, 1986

OF THE . ... ... INSURANCE COMPAKY
ADDRESS {Cily, State and Zip Code)
NAIC Group Code . . . . e o NAICCompany Code ..
REPORT TO THE STATE OF
GENERAL INSTRUCTIONS (To Be Filed Not Later Than Aprii 1, 1987)

(1) Refer to tnstructions for Uniform Classifications of Expenses for delintbions of Expense Groups and instruchions for aliocation of expenses to fines of business.

(2) Compule all ratios fo nearest third place and express s percentages, eg. 483

(3) Theie should be submitled with thes exhibit 2 detaded slatement or footnote willr respect to any tem or items requiring special comment of explanation.

{4) Report alk amounts to the nearer thausand or thiough Lruncation of digits beiow a thousand. (Example: $602.503 may be reported as $603 by rounding or as $602 by truncation.}

(5} An individuat company expense exhubul must be submitted. Pooled expense exhibits will nol be accepted. The individual expense exhidit must reconcite to the indmidual company's annual statement
PART 1 ALLOCATION TO EXPENSE GROUPS

Other Underwnting Expenses

i 7 0] T 5 6
Ooé:?:'fcfa g:';" Loss Acquisition, Field General Taxes, Invesiment Totat
Adpustment Superviston and Expenses Licenses Expenses Expenses
Expenses Collection Expenses and Fees

Claim adjusimenl services.
a, Direct

b. Reinsurance assumed
€. Reinsurance ceded

d. Met claim adjustment services {a + b~ ¢)...... .. .

~

. Commission and brokerage:
2. Direct

b. Reinsurance assumed

¢, Rensurance ceded
d. Contingent— nel

¢. Policy and membership fees

1. Rat commission and brokerage (a+bdb—c+d+4) .

Atowances to managers and agents

Advertising. ... . . B B Y I e A H O R UTUTT BT

. Boards, bureaus and associations
Suiveys and underwriting reports
Audit of assureds’ records
Salanies

W o o o e

Emoployee telalions and wellare

10 Insurance

11 Durectors’ fees

12. Travel and lavet tems

3. Rentand rent items

14 Equipment

1S Prnting and stalionery .
16 Postage. telephone and lelegraph. exchange and express
17. Legatand audiing

1a Tolals (Rems 3t0l7)

18. Taxes, heenses and fees:

3. Slate and tocal insurance taxes
b. tnsurance depariment hicenses and fees.
¢ Payrofitaes 0

d Afl other (exct. Fed and lorergn income and real estale}
¢. Tolal taxes, ticenses and lees {a + b + ¢ + d).. .

19. Realestate expenses
B Realestateraes. L b
21 Miscelianeous {itemize)
:
b
[
22 TOTAL EXPENSES INCURRED
AFEIDAVIT
STATE OF
COURTY OF *
. . and .
{Name} (Tdle) (Hame) (Titte}
of (Herewmnaites called the lasurer), being duly sworn, each for humsell declares

1 That he 1s famdiar with (he matters to which the withia exhibits, the answers, and the iformation, Hf any, refer
2 That he 15 duly authonzed to make. and daes made. the foliowing declarabion on behall of the Insurer

3 Thal the within extibits. the 2nswers. and the mformation, any, are full and e statements of the malters respectively descnbed herein, according 1o his best knowledge. nformation
ang behel

Subscribed and sworn to before me this
PPN dayol ...... . . 1987
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Annual statements alone do not satisfy all of
the financial data reporting obligations placed
upon insurers. Because insurance companies
are businesses, they must also comply with
the requirements of government agencies that
monitor the activities of the general business
community.

The Securities and Exchange Commission
(SEC) requires corporations with securities, either
listed on national exchanges or registered under
the Securities Act of 1933, to furnish shareholders
with periodic information. Generally, such corpora-
tions must register their securities if their assets
exceed three million dollars, and the number of
their shareholders for any one class of equity secu-
rities exceeds five hundred. Many insurance com-
panies fall within these categories, and thus are
subject to the requirements of the SEC.

Form 10-K is customarily used to fulfill SEC annual
reporting requirements. Companies filing the form
have the option of incorporating, by reference, cer-
tain information included in the annual report to
shareholders, or publishing the same information
again in Form 10-K. Form 10-K contains a number
of insurance supplements, which include informa-
tion on premium revenue, investment income,
losses and loss expenses, operating expenses, and
reserves.

The Internal Revenue Service (IRS) also specifies
a detailed level of financial data reporting for all
businesses, especially insurance companies. The
data requirements of the IRS fall into the same
basic categories as those required by other public
agencies. IRS activity thus represents one more
level of government review of insurer financial data.

Regulators specify the financial data that must
be reported. Review by insurance professionals,
financial analysts, and regulatory examiners
assure the accuracy of these reports.

General requirements for reporting financial data
have their basis in statute. Reporting details—
frequency, format, data elements—are more often
specified by regulations or related administrative
bulletins.

The documents themselves, and the number and
kinds of schedules and supplements, are adequate
testimony to the fact that the statutory and regula-
tory reporting requirements are not static. They are
the product of continuous review and revision, like
that conducted by the NAIC Blanks Committee.
This dynamic regulatory environment assures that
the reported financial data keep pace with ever-
changing business demands and social expecta-
tions. Reguiators expect the industry to provide
useful, timely reports that can be substantiated.

To ensure the integrity of the information provided
in the Annual Statement, some states require inde-
pendent verification by a certified public accountant
(CPA). Because the overwhelming majority of insur-
ance business is written by interstate writers of
property/casualty insurance, the mandatory CPA
verification effectively covers more than 90% of

the business. In addition to the CPA verification,
many states require that loss reserves be certified
by actuaries or other designated loss reserve
specialists.

Because financial data must ultimately be recon-
ciled to statistical data (as will be discussed later),
another degree of verification is achieved.

Insurers are also subject to financial examinations
by state regulators and reviews by the SEC and
IRS. Generally, state financial examinations of
insurers occur at three- to five-year intervals. Regu-
lators also have the responsibility and legal author-
ity to examine an insurer any time they have reason
to believe its financial condition may be in jeopardy.
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State regulators and private service organiza-
tions compile the Annual Statements filed by
individual companies into computerized finan-
cial data bases. These data bases facilitate analy-
sis of individual companies and the industry as a
whole. In particular, the NAIC Data Base helps
identify companies that may be financially trou-
bled. Information from the NAIC Data Base
assists regulators in discharging their responsi-
bility to protect policyholders and claimants
from insurer insolvency.

The NAIC Support Services Office compiles key
financial data from the Annual Statements of all
licensed insurers doing business in the United
States. This compilation is accomplished through
the NAIC’s own data base, linked via the NAIC
State Telecommunications Network, to terminals in
the office of every state regulator. As soon as the
data enter the NAIC Data Base—usually within a
week of the time Annual Statement filings are
required to be submitted to the states and the
NAIC—individual states may directly access key
information to perform solvency/solidity analyses.
Important information regarding market share rank-
ings and profitability is also made routinely availa-
ble for the states. With appropriate lead time,
customized reports about particular states, com-
panies, or insurance lines can also be produced.
Samples of the reports available through the NAIC
State Telecommunications Network are contained
in Exhibit 9.

The Insurance Regulatory Information System

(IRIS), generally known as the Early Warning Sys- -

tem, is a valuable feature of the NAIC Data Base.
Under RIS, the NAIC calculates a series of finan-
cial ratios (e.g., ratio of written premium to policy-
holder’s surplus) for each insurance company.
These ratios serve as preliminary tests of the com-
pany’s financial condition. The tests measure sol-
vency, liquidity, profitability, and other aspects of
insurance company operations. Exhibit 10 contains
a list of the IRIS tests and a sample IRIS report.

If a company’s IRIS results do not meet established
criteria, the information is presented to an NAIC
examiner team. The examiner team is composed of
fifteen select regulatory professionals, who meet to
review the IRIS information and possibly identify
causes for the results. They determine the level of
regulatory attention that may be required. If imme-
diate attention is necessary, the team notifies the
regulator in the state of domicile, and the NAIC
zone examination coordinators, who then become
responsible for undertaking specific remedial
action. The NAIC examiner team reconvenes at a
later date to review the remedial steps, and to rec-
ommend additional measures if necessary.

The NAIC Repcrt on Profitability By Line and By
State was created to establish a standard format for
estimating profitability. Since this report requires
the allocation of line items that are not actualiy sep-
arable by line and state (e.g., surplus, investment
income) the report has recognized limitations. An
illustration of the NAIC Profitability Report is con-
tained in Exhibit 11.



Exhibit 9

unpaid losses; market share; dividends; guaranty
fund assessments.

Telecommunications Network, which includes
written and earned premium; paid, incurred, and

The staff of the state insurance departments can
access information via the NAIC State

DATE: 06/25/86 PENNSYLVANIA INSURANCE DEPARTMENT PAGE: 1
1984 AGGREGATE PROPERTY COMPANIES LOSS RATIO LICENSED COMPANIES
DIRECT CUMULATIVE DIRECT DIRECT LOSS RATIO
PREMIUMS MARKET MARKET PREMIUM LOSSES EXCLUDING
LINE OF BUSINESS WRITTEN SHARE SHARE EARNED INCURRED ALL LAE
FIRE 150,098,860 2.44 2.44 156,207,692 74,933,129 .4797
ALLIED LINES 120,968,756 3.21 3.21 132,356,789 30,990,158 L6545
FARMOWNERS MULTIPLE PERIL 140,419,427 2.28 2.28 120,478,945 20,567,012 .7896
NEW HAMPSHIRE INSURANCE DEPARTMENT
DATE: 06/26/86 1984 AGGREGATE STATE PAGE DATA PAGE: 1
FIRE AND CASUALTY LICENSED COMPANIES
DIRECT DIRECT DIRECT DIRECT DIRECT N
PREMIUMS PREMIUMS LOSSES LOSSES LOSSES -
LIMNE OF BUSINESS WRITTEN EARNED DIVIDENDS PAID INCURRED UNPAID 0
FIRE 14,098,005 14,033,415 151,928 8,788,012 6,438,753 3,100,531
ALLIED LINES 11,078,432 12,033,432 138,730 1,563,793 1,540,350 1,254,655
HOMEOWNERS MULTIPLE PERIL 76,163,468 74,640,797 1,607,109 4,792,279 4,986,867 2,069,254
DATE: 06/26/86 NEW HAMPSHIRE INSURANCE DEPARTMENT PAGE: 1
1984 STATE PAGE DATA LICENSED COMPANIES
LINE OF BUSINESS: 11 -~ WMEDICAL MALPRACTICE
Zero Companies Excluded.
DIRECT DIRECT DIRECT DIRECT DIRECT
NAIC COMPANY PREMIUMS PREMIUMS LOSSES LOSSES LOSSES
CODE NAME DoM WRITTEN EARNED DIVIDENDS PAID INCURRED UNPAID
20354 COMPANY A NY 768,136 714,395 105,663 805,408 285,802
15156 COMPANY B OH 270,367 534,897 102,586 847,902 225,179
14356 COMPANY C GA 279,498 321,467 231,678 946,321 421,356
01/19/86 NEW MEXICO GUARANTY FUND ASSESSMENT FOR YEAR ENDING DECEMBER 31, 1984 Page: 1
WITHOUT REGARD TO PREVIOUS ASSESSMENTS
ASSESSMENT $500,000.00 .
CAP 5% OTHER LIABILITY Zero Companies Excluded.
SHARE MAXIMUM
DIRECT NET OF ANNUAL EXCESS
NAIC COMPANY WRITTEN WRITTEN TOTAL CURRENT ASSESSMENT OF
CODE NAME DOM PREMIUM DIVIDENDS PREMIUM PREM ASSESSMENT WITH CAP CAP
68241 COMPANY X NJ 21,267,703 8,748,187 12,519,516 .0632 31,644.59 625,975.80 .00
66915 COMPANY Y NY 17,129,002 6,146,177 10,982,825 .0555 27,760.42 549,141.25 .00
62944 COMPANY Z NY 13,180,502 2,683,593 10,496,909 .0530 26,532.21 524,845.45 .00




Exhibit 10

The NAIC calculates and compares these ratios by company results are then reviewed by a team of four NAIC zones.
with a “usual range” of results for each ratio. The examiners and financial analysts representing the

Insurance Regulatory Information System (IRIS)
NAIC Property and Liability Financial Ratios

Prem Chng Surp 2 Yr Inv Chng Liab Agnt 1 Yr 2 Yr Crnt Key Annual Statement Info
Company to In Aid/ Ov Op In /Liq Bal’ Res Res Res ($Thousands)
No. Company Name Surp Writ Surp Ratio Yid Surp Asset > Devl Devl Defic
Capital Net
and Written

Surplus  Premium Assets

DC 242 28 89* 133* 5.4 185* 111* 12589 30468 81650
Deleted VA 178 -24 116* 109 4.7 195* 76* 13351 23733 87849
co 229 -26 95%* 110* - 117* 19 13660 33963 97629
OH 186 - -4 3 113* 97* 13 13172 24441 63109
MN  421* -7 18 1 41* 156* 6038 25439 57612

0c'e
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The NAIC publishes profitability reports by line of letter describing the contents, data sources, source data, and certain caveats about the use of
insurance and by state, along with a transmittal methods of allocation to states, adjustments to the the reports.
b |
ud/24/b84h NATIUNAL ASSUCIATION UF INSURANCE CUMMISSIONERS
12:03: 350 1985 PROFITABILITY RESULIS
CUUNTRY WIOE
——————————————— PERCENT OF PREMIUM EARNED ——— ————
L) 21 (3) t4) (5) (6) 7 (-3 (v) [ R 11}
PRTHIUNS LUSS TAXES DIV UNDERNRIYING UPER.
FARNED LossS ADJ GENKL SELL LIC. T0 PROFIT INYEST ttu PRUFIT
LINE NF GUSINESS t000°*s) INCR EXPNS EXPNS EXPNS FEES POL-HLDR (1)-(2) THRU (7} GAIn TAXLS le— REST
PRIV PASS AUTO LIABILITY 2639895759 82.9 12.7 4.9 17.2 3.0 .8 -21.5 10.1 ~7.0 -4.3
PRLY PASS AUTO PHYS DANAG 2050364402 67.2 8.1 4.6 17.6 2.9 .7 -1.1 3.0 -4 1.6
COMn AUTO LIABILIUIYY 745054852 90.7 13.6 7.2 21.0 3.7 .5 -36.7 13.3 ~13.2 ~10.3
COnm AUTO PHYS DAMG 3485945713 6l.5 6.9 6.5 21l.8 3.2 .3 —el 2.7 .4 2.0
HONEUNNERS 134695959406 70.8 9.3 5.7 23.8 3.1 5 -13.2 5.3 ~4.0 -3.4 E;
FARMUNNERS 803,397 T4.7 7.9 6.5 22.4 2.4 .3 —14.3 5.3 ~9.1 -3.9
COMM MULTIPLE PERIL 12+360,034 71.2 15.7 10.1 25.5 3.8 -2 ~26.6 9.1 -9.7 ~7«9
UCEAN ANU ATRCRAFT 2,038,032 73.7 7.4 6.6 18.2 1.7 .1 ~Teb6 9.3 -y 2.6
FIRE AND ALLIED LINES 10,421,833 59.3 5.4 8.7 24.3 3.9 3 ~1.9 4.4 «3 2.1
HEDICAL MALPRACTICE 2+660,985 121.6 44.0 Se4 8.4 2.8 o7 -82.8 35.5 -28.1 -19.3
UTHER LIABILITY . 12,380,205 105.0 36.8 7.3 20.8 3.8 3 -73.9 19.9 ~28.4 —2ve0
WORKERS® CUMPENSATION 19,1454960 43.3 9.7 6.0 8.8 4.7 8.2 -20.8 16.0 9.0 .3
GROUP ACCIUENT & HEALTH 4,127,572 86.2 2.6 7.9 5.8 1.1 -1 -3.6 13.7 2.2 1.9
CREDIT ACCIDENT & HEALTH® 52,046 40,7 1.3 5.7 23.7 2.6 -0 26.0 9.4 14.0 20.8
UTHEK ACCIDENT €& HEALTH 1s4ULl,023 62.6 4.5 5.6 24.3 1.9 .0 1.2 4.4 1.8 j.4
FTUDELITY AND SURETY 2+209,580 70.4 20.3 12.7 35.7 4.0 3 -43.5 k.6 -l6./ —12.2
CREDIT 6294101 84.7 4.8 T 10.1 23.5 4.2 -0 -27.2 19,1 -7.1 ~1.0
TOTAL ALL ULINWES 140,481,499 78.8 12.2 6.4 18.6 3.3 1.9% -20.9 10.0 -0.4 -4.1
¢ FIVURES FOR COUNTRY wIUf BY STATL PAGE AND [EF WILL UDIEFER TU JHE LXTENT THAT ASSUMED BUSINGSS FxOM ALL SIURCEY LXCHEDL Ctuto,
CUPYRIGHT 19806 NATIUNAL ASSOCEATIUN OF INSURANCr COMMISSIUNERS. ALL WHIGHTS RIDSExVEU.
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The A.M. Best Company is the most widely known
private sector organization providing compilations,
reports, and analyses of insurer Annual Statement
data. Best’s reports are available to regulators and
the general public for a broad range of purposes.
Best’s reports include the following publications:

* Best’s Executive Data Service compiles data from
Page 14 of the Annual Statement. It provides
various loss ratios, market share, and market
share trend information for the largest groups as
well as on an aggregate basis. It is available by
line of business and by state.

* Best's Aggregates and Averages contain special
reports based on Annual Statement data, consoli-

dated for all companies. One particular portion,
“Time Series,” displays industry trends over a
number of years, like those for industry loss and
expense ratios.

¢ Best’s Insurance Reports contain financial data
and information about the history, management
and operation of each insurance company.

Samples of exhibits from Best’'s Executive Data
Service and Best’s Aggregates and Averages are
contained in Exhibit 12.

Other private entities, like Conning & Company,
also analyze insurer data to develop financial com-
mentaries and provide investment services.



Exhibit 12

A.M. Best publishes both summary and company
detail for each of the major Annual Statement
exhibits.

1985 EXPERIENCE BY STATE
R

000 OMITTED P s
o neuREs =2 BEST'S EXECUTIVE DATA SERVICE

A2-17-01
. DVIDENDS 10 -
company MY DIRECT PREMIUMS POUCYHOLDERS | ORECT LOSSES LOSS RATKYS Group Rare__ Ovecat Rann -

©OSHR. WRITTEN w  EARNED @ © DIRECT o PAO p INCURRED « e e *ay Prem Rato Prem  Rato
X .

AETNA UFE & CAS GRP . EN 432" 344
AMER FINANCIAL GROUP
AMER GENERAL GROUP
AMER INTERN GROUP
AMERISURE COMPANIES
ARMCO NS GROUP
ATLANTIC COMPANIES
CMUBB GRP OF INS COS.

!

CIGNA GROUP

CNA NS COS YEAR

COMM URION TS COS

CONTINENTAL INS COS

CRUM & FORSTER COS 1966

FIREMAN § FUND COS 1967

GENERAL ACC GROUP

FANGRER NS COS 1968

HARTFORD INS GROUP 1969

HOME INS GROUP 1970

AEMPER GROUP

LINCOLN NAT GROUP 1971

O TASUALTY GRGUP 1972 N
00N 300U 1973 1
RELIANCE NS COS

ROYAL N5 GROUP 1974 w
SAFECC NS COS 1975

STPAGL GROUP 1976

TRANSAMERCA INS GRP 1977

THAVELERS INS GROUP

UNITED STATES F&G GR 1978
UTICA NATIONAL GROUP 1979
TURCH AWER INS GR 1980
NATLAGENCY COS* 31° 1981
AFFLATED £ M NS 1982
ALLIANCE INS GROUP 1963
ALUED WS GROUP

W 8 BEALEY CP GROUP 1984
BERKSHIRE MATHAWAY 1985

BREMEN FARMERS  myT
CIMALOON GROUS
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The other basic type of insurance information is
statistical data. The collection of statistical data
is required by statute to substantiate that the
rates charged by insurance companies are not
excessive, inadequate or unfairly discriminatory.

Like financial data, statistical data are derived from
the individual business transactions conducted by
an insurance company. They contain fundamental
information about insurance coverages, and the
premium and loss experience related to those cov-
erages. Statistical data are collected in all states,
regardless of whether insurance rates for those
states are introduced with the prior approval of the
regulator, or are implemented by the company and
subject to later regulatory review. *‘Countrywide
Results for Selected Commercial Liability Classes”
is an example of the type of analysis that can be
performed using statistical data. It is included later
in this section.

Statistical data assists regulators in analyzing
whether insurers’ rates meet the rate standards
encompassed in the model rating law: that they not
be “excessive, inadequate or unfairly discrimina-
tory.” Companies use statistical data in assessing
their underwriting and pricing performance.

For statistical data to be valuable in supporting
regulatory oversight of rate adequacy and pricing
structures, they must be analyzed in an appropriate
context. To test adequacy and fairness, the analysis
must relate premiums to losses for a given set of
policyholders. The analysis should include data in
a level of detail that allows the evaluation of the rate
structure and its component parts, e.g., class, terri-
tory and coverage. To assist in projecting future
costs, the analysis must accurately recognize loss
development, and loss frequency and severity
trends.

Specific statutory and regulatory requirements

- govern the collection and production of statisti-

cal data.

State laws and regulations empower insurance
regulators to collect the statistical data necessary
to evaluate the adequacy and fairness of the rates
and rating plans used in their states. These laws
are patterned after the All-Industry Model Rating
l.aw, adopted by the NAIC.

In most cases, the regulatory agencies appoint
designated statistical agents to perform this func-
tion on their behalf. In addition, some states accept
statistical data submissions directly from compan-
ies. The major statistical agents include:

¢ American Association of Insurance Services
¢ Insurance Services Office, Inc.

* National Association of Independent Insurers
* National Independent Statistical Service

Acting on behalf of state regulators, the statistical
agents develop detailed instruction books, called
statistical plans, which define the data elements
(e.g., line of business, coverage, class, state, terri-
tory, premium, etc.) as well as the formats and time-
frames for company reporting. The statistical plans
specify the way each insurer is to code and submit
its premium and loss data to the statistical agent.
They are continuously reviewed by the statistical
agents and are modified, when necessary, to cor-
respond to approved rating structures and coverage
programs.

Statistical plans are subject to review and approval
by individual states. Moreover, the statistical agents
are subject to regulatory examination to assure that
they are performing in accordance with regulatory
standards. The procedures of Insurance Services
Office, Inc. (ISO) and the National Association of
Independent Insurers (NAl) illustrate the role statis-
tical agents play in the data collection process.
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Data under the I1SO statistical plans are collected
on a unit transaction basis, i.e., arecord is
coded and reported to ISO every time a policy is
issued, a loss is paid, or a case reserve is estab-
lished or revised.

Companies reporting to ISO submit relevant infor-
mation about individual commercial lines policies.
Consistent with the purpose of statistical plans, the
reported data vary for each commercial line of
insurance. However, the data generally include
elements necessary for a thorough evaluation of
the rate structure for a given state, line, and class of
business.

1SO collects data on a “unit transaction” basis—
every premium and loss transaction is reported.
That means one or more premium records are gen-
erated each time a policy is written. In addition to
the premium dollars, the record captures substan-
tial information about the risk’s characteristics,
such as the line of business (e.g., general liability,
products and completed operations), the classifica-
tion (e.qg., dairy products manufacturing), the cover-
ages (e.g., bodily injury, property damage), the
exposure (e.g., units of area, receipts or sales), the
location (e.g., state and territory), policy limits and
deductible.

Exhibit 13 contains a list of the principal data ele-
ments captured by an ISO premium record.

Similar reporting is required on the loss side. A loss
record is generated every time a loss is paid, ora

case reserve is established or changed. Total loss
dollars are reported separately for paid losses and
outstanding losses. In addition to the risk charac-
teristics reported on the premium record—line,
class, coverage, state—information such as “type
of loss” and “claim count” is also collected. Exhibit
13 also contains a list of the principal items cap-
tured by an I1SO loss record.

To meet statutory demands, ISO provides data in v
the complete detail of approved coverage forms 7
and rating structures for each line of insurance. For
general liability insurance alone, 1SO collects pre-
mium and loss data for over 1,100 separate classes
in each state. These classes range from day care
centers to grocery stores to paper manufacturers.

To the extent that these classifications generate
enough data for a credible analysis, the data can be
used to review historic rate level adequacy for each
class, or as the basis for prospective rate levels.

A sample of the class data produced by ISO is dis-
played in Exhibit 14.

Processing this data at ISO may involve as many as
28 individual insurer data submissions per year:
monthly premium reports, monthly paid loss sub-
missions, and quarterly outstanding loss reports.
Each of those reports is provided in the detail
required by the statistical plan.

”{7{‘/ ot (Ov on (ﬂ Tk PY ‘.nl\i})\"’-’) s
thed ave consichant woith t@gjr
Vakiing ¢ Stutishical codes.



Exhibit 13
-

The ISO statistical plan requires the reporting of all

major risk identifying characteristics, including

coverage, class and premium for each policy

written. Similarly, for each loss a record is reported

with complete identifying detail. -

PRINCIPAL ISO PREMIUM CODING FIELDS

Company or Group Number
Transaction Type
Accounting Date

Inception Date

PD Limit

Bl Deductible
PD Deductible
State Exception

PRINCIPAL ISO LOSS CODING FIELDS

Company/Group Number
Transaction Type
Accounting Date
Inception Date

Entry into Claims Made Date
Receipt of Claims Notice Date
Status of Claim

Limits ID

Transaction Effective Date Zone Rating Loss Date Notice of Occurrence Date

Transaction Expiration Date Bl or Combined Premium State State Exception

State PD Premium Territory Accident State

Territory PIP Premium Type of Policy Zone Rating

Type of Policy PIP Limit Annual Statement L.O.B. PIP Unit x
Annual Statement L.O.B. PIP Deductible Subline PIP Deductible @
Subline PIP Rating Basis Class PIP Rating

Classification OTC Coverage Coverage PIP Limit

Coverage Collision Coverage Rating ID Anti-theft Device

Rating ID Anti-theft Device Construction Age

Construction Age Protection Value per Rating Unit

Protection Value per Rating Unit “Deductible Building and Open Lots

Deductible Building and Open Lots Type of Loss Original Cost New

Exposure/Amount of Insurance Original Cost New Claim Count Number of Employees

Rating Modification Factor
Rate Departure Factor
Premium Amount

Premium Record ID

Form

Policy Limits

Entry into Claims Made Date
Limits 1D

Bl or CSL Limit

OTC Premium

Collision Premium

Number of Employees

Rate Group

Type Rating Deductible
Area/Number of Apartments

Exposure/Amount of Insurance
Loss amount

Loss Record ID

Premium Record ID

Form

Policy Limits

Rate Group

Type

Rating Deductible
Actual Deductible
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The 1SO statistical plan captures information in each coverage. The classifications vary by line of Liability lines, there are 1,100 different class codes
individual class detail for each line of insurance and insurance and/or coverage. For the General captured.
\ I
INSURANCE SERVICES OFFICE
MONOLINE PRODUCTS LIABILITY 7
COUNTRYHIDE -
POLICY YEARS ENDING DEC. 31,1980 THROUGH 1984 ) i
PROPERTY DAMAGE u
*
CLASS POL.YR 4 = - - .- INCURRED LOUSSES - - - - - = = +
Icc ENDING EARNED NO. OF
DEC.31 PREMIUMS BASIC LIMIT EXCESS CLAIMS
20403 80 2318210 265921 276351 70
20403 81 2948008 235457 362947 43
20403 82 2077787 443104 88309 57
20403 83 1930021 320399 385285 75
20403 84 1453217 226048 31la767 62
ALL 10727243 1490929 16430359 307 N
N
\l
28905 80 1746180 129485 256943 26
28905 81 2330110 75202 105859 26
28905 82 832789 186407 163125 73
28905 83 676963 113770 272342 23
28905 84 611430 26099 20000 7
ALL 6195472 530963 Bi6269 155
30792 80 1398487 588971 7£8063 92
30792 81 1750420 307892 535074 Q6 )
30792 82 1261153 405304 778053 55
30792 83 9264366 206345 6£7890 41
30792 84 898137 114664 200205 36 H
ALL 6232563 1622976 2959285 270 i
33101 80 1769683 176885 133000 13
33101 81 1699115 32506 ] 4
33101 82 1251198 38473 54369 13
33101 83 949904 23919 32500 4
33101 84 678553 25956 1000 6
ALL 6348453 297739 220869 40
34703 80 674566 8963 35000 2
34703 8l 878904 61313 95000 [
24703 82 772581 265675 351124 9
34703 83 . 455327 52366 81693 7
34703 84 497468 170850 340985 12
ALL 3278846 559167 903802 36
% EXCLUDES ANY ADJUSTHENT FOR LOSS DEVELOPMENT AND UNALLOCATED LOSS ADJUSTMENT EXPENSES
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A comprehensive data quality program is an
integral part of the data processing function at
ISO. Any data errors that are detected during
processing are returned to the companies, who
are then responsible for correcting the errors
and resubmitting the data to ISO. This is not a
selective process—it applies to every company
and every submission without exception. In
addition, the data quality effort is supported by
a program of incentive assessments, which are
designed to encourage prompt and accurate
reporting.

Key steps in the data quality process include:

* Submission Balancing: Each company submis-
sion sent to ISO includes a transmittal letter con-
taining the control totals (number of records and
total dollar amounts) of all the data included in the
submission. After the data are processed and
summarized by IS0, the results are balanced
against the transmittal letter totals. These totals
then serve as the basis for control totals through-
out the report production process at 1SO.

* Record Editing: Each individual record is sub-
jected to a series of edits (checks) and rejected if
itisin error:

- Absolute Edits
Each field on the record is checked to be
sure it contains codes conforming to the
statistical plan.

- Field Relationship Edits
Codes determined to be valid by the abso-
lute edits are thereafter considered invalid if
inconsistent with codes in other fields. For
example, the presence of the lowa state
code and an otherwise valid territory code
that is not applicable in lowa causes the
record to be rejected.

* After the data have been aggregated, Distribu-
tional Editing is performed. By comparing the
submitted data with historic profiles for the com-
pany and the industry, systematic errors can be
discovered and corrected.

* Each year, the statistical data are also reconciled
to Annual Statement Page 14 in order to ensure
completeness.

The data included in ISO reports are not finally
accepted until the consolidated experience of all
companies is examined. Only after ISO has verified
that the reported data are valid, reliable and accu-
rate is a final data base created.
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NAIl Statistical Plans are designed for simplified
reporting. They respect the different territorial
classifications and rating plans of different com-
panies, and contain sufficient information for
the administration of rates as required in the
NAIC model rating law.

Data reported under NAII statistical plans are
collected on a summary basis. This means that
company records containing the same coded infor-
mation for all required data elements are summa-
rized together, thus minimizing the number of
records to be processed through NAll's systems.
This allows the company and NAIl to focus on vali-
dating those data elements, which are necessary to
support the statistical agent function. This level of
detail allows for the consolidation of premium and
loss statistics of all reporting companies resulting in
meaningful reports compatible with other statistical
agents. 4

Upon receipt at NAIl, company data enter NAll’s
validation system. This system provides controls
over the processing of the data in addition to vari-
ous types of editing and distributional checks. The

first processing step is to verify that the data proc-
essed through NAll's system match the company's
transmittal letter, which represents control totals.
The transmittal letter is submitted with each data
submission. Company data are then edited to
ensure the validity of statistical coding. For lines of
insurance reported in a manner compatible with
company financial data, reconciliations are per-
formed of statistical data to Page 14. In order to
ensure the reasonability of statistical data, NAll
performs distributional-type edits on each compa-
ny’s submission. This type of edit detects system-
atic errors through examination of company and
industry profiles. The usual method of performing
this edit is to compare a company’s current data to
the preceding year’s data. Distributions of company
experience include comparisons of coverage, class
and territory as well as the other required data ele-
ments included in a company’s submission.

All of these checks provide the means for errors
and questionable situations to be corrected or veri-
fied before the data is included in NAII’s data base.
This results in an output of quality data, which can
be used in NAll’s report system.
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Once the statistical data have been verified as an annual basis for each line of insurance with
valid, reliable and accurate, they can be reported  each state regulator. As the Statistical Handbook
to regulators to assist them in determining (Section 11, Page 1) explains:
whether existing rate systems are in compliance
with the insurance statutes of their states. The The statistical reports can be used to
NAIC Statistical Handbook specifies the statisti- review what the experience has been
cal reports that regulators receive to fulfill their both over broad categories and for indi-
statutory responsibilities. vidual coverages. The loss ratios, aver-

age claim costs, claim frequencies, and
The Statistical Handbook, adopted by the pure premiums appearing on the reports
National Association of Insurance Commissioners can be used to compare different cover-
(NAIC), defines the content and format of the ages and to determine trends. For exam-
reports that the statistical agents are required to ple, territory experience and that for the
produce on an annual basis. It suggests an efficient entire state can be contrasted and differ-
production schedule for the reports defined in the ences between coverages can be dis-
Handbook—and identifies other reports that can be cerned. Long term trends in loss ratio,
produced within a specified time of their request. claim cost and claim frequency can be
Moreover, it develops clear explanations of the data reviewed. Aggregate results may serve
capabilities of each of the statistical agents so that as indicators of areas which warrant
differences can be easily identified and compatibil- additional investigation.

ity promoted when possible.

A sample of the information contained in statistical
In accordance with the requirements of the Statisti-  filings is displayed in Exhibit 15.
cal Handbook, the statistical agents file reports on




Exhibit 15

The NAIC Statistical Handbook specifies reports coverage, class, and territory, as appropriate. upon request, with appropriate iead time.
produced each year by state, line of insurance, Additional reports are specified for production
i . - -
AUTOMOBILE LIABILITY EXPERIENCE _
ACCIDENT YEARS ENDED DECEMBER 31, 1980, 1981, 1982, 1983, 1984 -
ALL COMPANIES THAT FILED BODILY INJURY LIABILITY
EXPERIENCE WITH ISO
COMMERCIAL - VOLUNTARY RISK SAMPLE STATE
EARNED COLLECTED ----—- INCURRED LOSSES ------ AVG 4 3 4
ACC CAR EARNED 2 BASIC EXCESS NO. OF CLAIM CLAIM PURE
YR - YEARS PREMIUM LIMITS LIMITS CLAIMS COST FRER. PREM
LOCATION A
80 2485 573917 119897 40586 20 5995 0.80 48.25
81 2771 669075 347812 103181 39 8918 1.41 125.52
82 2762 736683 244379 13288 53 4611 1.92 88.48
83 2793 707954 126805 102220 27 4696 0.97 45.40
84 2765 791337 210401 106044 33 6376 1.19 76.09
TOT 13576 2478966 1049296 365319 172 6101 1.27 77.29 N
w
LOCATION B o
80 1586 163424 93169 31075 10 9317 0.63 58.74
81 1889 190836 32683 14 2335 0.7¢ 17.30
82 1855 232699 38633 9 4293 0.49 20.83
83 2126 269769 48808 15 3254 0.71 22.96
84 2379 342593 151408 10164 21 7210 0.88 63.64
TOT 9835 1199321 364701 41239 69 5286 0.70 37.08

STATEWIDE TOTALS

80 66194 6477273 2093316 1832380 292 7169 0.44 31.62

81 77153 8190157 2411004 2526170 374 6447 0.48 31.25

82 77566 9512761 2480173 2283985 297 8351 0.38 31.98

83 80884 9941807 2489515 3064414 275 9053 0.3% 30.78

84 77852 10476269 3219691 4307798 319 10093 0.41 41.36

T0T 379669 44598367 12693699 14014747 1557 8153 0.41 33.464
NOTES

2 PREMIUMS INCLUDE CHARGES FOR EXCESS
LIMITS (FOR BODILY INJURY THEY ALSO
INCLUDE PREMIUMS FOR MEDICAL PAYMENTS
AND U.M. COVERAGES)

3 CLAIM FREQUENCY IS PER 100 CARS DEVELOPED

4 BASIC LIMITS
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The requirements of the NAIC Statistical Hand-
book foster efficiency in the data collection
process.

The Statistical Handbook was drafted on the prem-
ise that the annual reports submitted to regulators
were, at that time, far in excess of their need for
information. What the Handbook did was to stream-
line the regulatory requirements to provide for an
overview of statistical developments, giving the
regulator the option to request more detailed statis-
tics if they are needed.

The Handbook drafters further recognized the need
for efficiency by permitting companies with limited
premium volume to report less detailed statistics.
The drafters properly reasoned that whatever bene-
fits could be derived from full detail reporting for all
companies were outweighed by improvements in
the timeliness of the reports and the elimination of
other problems. Not only does this lessen the bur-
den for smaller companies, but it allows for a
concentration of effort on the processing of data for
those groups which are more statistically
significant.

Finally, to the extent that the Handbook also allows
for flexibility in the submissions that insurers pro-
vide to the statistical agents, conversion and proc-
essing costs are minimized for companies with
independent or unique coverage and rating pro-
grams.

The requirements of the NAIC Statistical Hand-
book are designed to recognize that data must
be compiled in accordance with the purposes
for which they will be studied.

To evaluate financial results for any given year, data
are compiled on a calendar year basis. Calendar
year statistics are defined as experience developed
on premium and loss transactions occurring during
the twelve calendar months beginning January 1,
regardless of the effective dates of the policies on
which those transactions took place.

For evaluating rates or for ratemaking purposes,
running calendar year totals are generally not suf-
ficient to provide the necessary match of premiums
and losses for a given set of policyholders. There-
fore, data must be compiled on an accident year or
policy year basis. Accident year statistics include
exposures and premiums earned during a twelve-
month period, and the incurred losses and number
of claims resulting from accidents that occurred
during the same period. Policy year statistics rep-
resent an aggregate record of all transactions (pre-
miums and losses incurred) on contracts becoming
effective during a given twelve month period.

By their definitions, accident year data and policy
year data cannot be produced as quickly as calen-
dar year data. Nevertheless, they introduce a
degree of data maturity that is fundamental to any
rate or ratemaking analysis. A technical discussion
of these compilations is contained in Section Vi,
Appendix A of the NAIC Statistical Handbook,
which has been reproduced later in this section.

A sample of the information contained in the Statis-
tical Handbook is displayed in Exhibit 16.



Exhibit 16

In addition to the detail of the annual reports, the production schedules for each line of insurance, is also specified, i.e., calendar year, accident year,
NAIC Statistical Handbook specifies the consistent with each line’'s compilation basis, which policy year.
HOMEOWNERS AND
PERSONAL PROPERTY OTHER THAN HOMEOWNERS
\ZI 3/ 1\'2/\
AAIS | CALENDAR YEAR ,
i1k 1 1 it 1 1 t ll!llllllllllllllll‘lll
year one yeoar two year three year four
23l a3 2a v/
IS0 CALENDAR ACCTDENT YEAR o
§ S JNUU A DN S SN NN SN N DN TN S N | [ SN DO NN JUU WU WS GUN VNN TUIUOS SRS N SN NN SN U SN SN NN VHNS S R | w
12] 1/1% vi
NAII CALENDAR ACCIDENT YEAR
| S U NS W S U A I S N S S S (S WU WOONS SN SO DD WSt ONE S SN NN SUUDN WU W S SN NN SUUN O N S S
fee]
T
12431 L =
NISS CALENDAR YEAR
) i r % 1 s f 1 it | WS N S U WURYS VRV NS SNNNS SUN JUNI NS SN NN NN VR NN N SN S N N S |
COMPANY DATA PROCESSING STATISTICAL AGENT DATA PROCESSING
« Data Due at Statistical « Receipt and Acceptance Processing
Agent on Final Date « Company Error Corrections
« Report Production
e Overall Review
» Statistical Reports Suppited to
Regulators on Final Date
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In addition to the report requirements specified
in the Statistical Handbook, the statistical
agents are also required to compile data for the
NAIC Fast Track Monitoring System.

Under the Fast Track Monitoring System, loss
ratio data, compiled by state and in the aggregate
for the major lines of insurance, are used to give an
early indication of the by line underwriting experi-
ence of the industry.

To produce Fast Track data, companies that
together write a large percentage of the industry’s
premium for Fast Track lines report highly summa-
rized accounting data by quarter, on an accelerated
schedule, to the two major statistical agents. The
statistical agents, ISO and NAII, combine these
data and make them available to regulators.

A sample of the Fast Track data is included in
Exhibit 17.



Exhibit 17
—

Similar data is available for the following lines:
Commercial Fire and Allied Lines, Dwelling Fire and
Allied Lines, Medical Professional Liability,

o Lisaiu1ty

counerciaL MUY

R10%
P‘ QIRS

EnNOING

Commercial Multiple Peril, Private Passenger
Automobile, General Liability, Homeowners, and
Farm Business. Details include: countrywide net

Onep,
INgy REsy
URRep Las§§?'v‘

(with respect to reinsurance) loss ratio data; claim
cost and frequency; and direct loss ratio data on a

countrywide basis and by state.

Loss RA;;

.77,
o.aso
0.82,
O 763
o, 7‘5
0.743
:, 707
€16
0. 6og
0.59¢
O 6gq
9.73¢
0.759
[ IR 20
O.72¢
0.g67
O 6y
O.54p
O «sg




March 25, 1987

L SB 247

KANSAS BAR
ASSOCIATION

1200 Harrison
P.O. Box 1037
Topeka, Kansas 66601
(913) 234-5696

Mr. Chairman. Members of the House Insurance Committee. I am
Ron Smith, KBA Legislative Counsel.

KBA Supports SB 247,

This legislation is similar to 1986 SB 729. Last year KBA did
not have positions on such insurance matters. Over the summer, our
legislative committee studied these issues and the Kansas Bar Associa-
tion now supports legislation which allows the Insurance Commissioner
to adopt or require property-casualty insurance companies to file
statistical information plans to support rate increases.

Current law restricts the authority of the commissioner to require
PC companies to file statistical information to support such increas-
es. This legislation should provide the commissioner with authdrity to
develop statistical plans requiring most PC companies to record and
report loss and expense experience on specific classes of insurance in

a more timely and efficient manner.

House Insurance Committee
" March 25, 1987
Attt 5



PROPOSED AMENDMENT TO
SENATE BILL No. 247

AN ACT relating to insurance; concernlng recording and
reporting of loss and expense experience; amendlng K.S.A.
40-937 and 40-1118 and repealing the existing sections.

Be it enacted by the Legislature of the State of Kansas:
Section 1. K.S.A. 40-937 is hereby amended to read as

follows: 40-937. (a) Recording and reporting of loss and

expense experience. The commissioner shall -premulgate- develop

reasonable-ﬁaéee—aﬁé-statlstlcal plans -@eaeenab%y—aéep%eé—%e—

4%em—€&me—%e—%tme—aﬁ&*whlch shall be used—éhe%e&é%e%—by each
insurer in the recordlng and reporting of its loss and

+de- expense experience, in order that the experience of all
insurers may be made available at least annually in such form
and detail as may be necessary to aid-him the commissioner in
determining whether rating systems comply with the standards
set forth in K.S.A. 40-927, and amendments thereto.
Information supplied by the statistical plan shall include but
not be limited to the following:

(1) Premiums earned;

(2) premiums written;

(3) number of claims;

(4) number of new claims during the reporting period;

(5) number of claims closed during the reporting period
and actual payouts;

(6) number of claims outstanding at the end of the
reporting period; .

(7) total losses incurred;

(8) total losses incurred as a percentage of premiums

earned;

(9) total number of policies in force on the last day
of the reporting period;

(10) total number of policies canceled;

(11) total number of policies nonrenewed;

(12) net underwriting gain or loss;

(13) separate allocating of expenses for commissions,
other acquisition costs, general office expenses, taxes,
licenses, fees and other expenses;

(14) whether or not the company sets reserves for claims
for losses which have been incurred, but not reported;

(15) all reserves established in connection with the
company ' s casualty line;

(16) how dollars reserved are treated in each of the
catagories listed for federal income tax purposes;

(17) with respect to amount paid in claims for the vyear
next preceding the filing of each annual report, each company
shall provide the following information:

House Insurance Committee
= March 25, 1987
Att. 6
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(A) Total amounts reserved with respect to those claims;

(B) the year in which the reserves were set; and

(C) the amounts set in each year;

(18) the value of the securities held in the company's
investment portfolio as of December 31 of the year next
preceding the filing of each annual report. Such information
should be submitted in the same manner as provided by K.S.A.
40-225 and amendments thereto; and

(19) any published annual reports to shareholders or
policyholders shall be submitted with the report.

Such -sules—and- plans may also provide for the recording
and reporting of expense experience items which are specially

appllcable to this state-aaé—a%e-ae&—s&seep%%b%e—e%—

developlng such
plans, the commissioner shall give due consideration to the
rating systems on file with-him- the commissioner and, in order
that such -sules—and-plans may be as uniform as is practicable
among the several states, -to—the—srules—and to the form of the
plans used Eor such ratlng systems in other states. Mo—insurer-

»e%ass&ééea%&e&—basks—EhaE~bs4H%%nm&gsené—w*th—cha—%a&asg~

wsys%em-éeieé—by-&iw The commissioner may designate one or more
rating organizations or other agencies to assist-hdm- the
commissioner in gathering such experience and making
compilations thereof, and such compilations shall be made
available, 3 by the

comm1381oner, to 1nsurers and rating organlzatlons s

(b) 1Interchange of rating plan data. Reasonable-xrules-
-afd- plans may be-premuigated developed by the commissioner for
the interchange of data necessary for the application of rating
plans.

(c) Consultation with other states. 1In order to
further uniform administration of rate regulatory laws, the
commissioner and every insurer and rating organization may
exchange information and experience data with insurance
supervisory officials, insurers and rating organizations in
other states and may consult with them with respect to rate
making and the application of rating systems.
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(d) Rules and regulations. The commissioner may make
reasonable rules and regulations necessary to effect the
purposes of this act.

Sec. 2. K.S.A. 40-1118 is hereby amended to read as
follows: 40-1118. (a) Recording and reporting of loss and

expense experience. The commissioner shall premulgate—rules—
ﬂmyé-develop statlstlcal plans —fe&seﬁba%ymaéepfeém%e~eaehwf&%

-%ﬁﬁe—%e~%&me-&ﬁé~wh1ch shall be used-&he%e&%&ef~by each insurer
in the recordlng and reporting of its loss and

expense experience, in order that the experience of all
insurers may be made available at least annually in such form
and detail as may be necessary to aid -him-the commissioner in
determining whether rating systems comply with the standards
set forth in K.S.A. 40-1112, and amendments thereto.

Information supplied by the statistical plan shall
include but not be limited to the following:

(1) Premiums earned;

(2) premiums written;

(3) number of claims;

(4) number of new claims during the reporting period;

(5) number of claims closed during the reporting period
and actual payouts;

(6) number of claims outstanding at the end of the
reporting period;

(7) total losses incurred;

(8) total losses incurred as a percentage of premiums

earned;

(9) total number of policies in force on the last day
of the reporting period;

(10) total number of policies canceled;

(11) total number of policies nonrenewed;

(12) net underwriting gain or loss;

(13) separate allocating of expenses for commissions,
other acquisition costs, general office expenses, taxes,
licenses, fees and other expenses;

(14) whether or not the company sets reserves for claims
for losses which have been incurred, but not reported;

(15) all reserves established in connection with the
company's casualty line;

(16) how dollars reserved are treated in each of the
catagories listed for federal income tax purposes;

(17) with respect to amount paid in claims for the year
next preceding the filing of each annual report, each company
shall provide the following information:
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(A) Total amounts reserved with respect to those claims;

(B) the year in which the reserves were set; and

(C) the amounts set in each year;

(18) the value of the securities held in the company's
investment portfolio as of December 31 of the year next
preceding the filing of each annual report. Such information
should be submitted in the same manner as provided by K.S.A.
40-225 and amendments thereto; and

(19) any published annual reports to shareholders or
policyholders shall be submitted with the report.

Such sules—and- plans may also provide for the recording
and reporting of expense experience items which are specially

appllcable to thlS state4mm}4Hﬁ&ﬁﬁﬁ&ﬁﬁﬁmf$%é%%e~ﬁé—
—eﬁpef%eﬂeeu in promulaatlng such-%a%es—aﬁ&-plans, the

commissioner shall give due consideration to the rating systems
on file with-him the commissioner and, in order that such -sutes-
-ard plans may be as uniform as is practicable among the several

states , ~bo—the—xrules—and to the form of the plans used for such
ratlng systems in other states. MNo—ingurer—shall-be—required-

The commissioner may deSLgnate one or more ratlng organlzatlons
or other agencies to assist him the commissioner in gathering
such experience and making compilations thereof, and such

compilations shall be made available, 1Hﬂf%&ﬁ&4%%¥€ﬁﬁeﬁ&b%e— A\\

by the comm1831oner, to 1nsurers and rating

(b) 1Interchange of rating plan data. Reasonable-rules—

—ands plans may be-premulgated- developed by the commissioner for
the interchange of data necessary for the application of rating

plans.

(c) Consultation with other states. In order to
further uniform administration of rate regulatory laws, the
commissioner and every insurer and rating organization may
exchange information and experience data with insurance
supervisory officials, insurers and rating organizations in
other states and may consult with them with respect to rate
making and the application of rating systems.

(d) Rules and regulations. The commissioner may make
reasonable rules and regulations necessary to effect the
purposes of this act.
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Sec. 3. K.S.A. 40-937 and 40-1118 are hereby repealed.

Sec. 4. This act shall take effect and be in force from
and after its publication in the statute book.





