National Conference I FSM
of Insurance Guaranty Funds

November 27, 2007

Ladies and gentlemen:

We are pleased to provide the first in a series of reviews of property and casualty guaranty fund
expenses. The information in this review covers the period from 2001 through 2004, which was the
busiest period in state fund history to date. Over $6 billion in claim payments were made by
guaranty associations during this period, representing 41 percent of all payments made since
inception of the system in 1968. The guaranty funds incurred $1.7 billion in expenses over this time
in paying these claims.

Guaranty fund expenses have been compared to analogous property and casualty industry
(“industry”) expenses, by line, during the same period. Industry claims costs were chosen as the
benchmark for measurement because had it not been declared insolvent, the insurer would
otherwise have adjusted and paid them.

This is the first review of its kind and represents our current thinking about how the functions of
guaranty funds and private sector insurance company claims operations can be credibly compared.
While NCIGF believes this comparison is valid, it is open for refinement, a process we will
undertake to achieve transparency to policyholders and taxpayers who pay the cost of insolvency.

This review reveals that guaranty fund expenses compare favorably to those of industry over the
2001-2004 review period. These findings include:

e The loss adjustment expense (“LAE”) ratio for guaranty fund loss expenses was roughly
three to four percentage points higher than the industry measures (23.8 percent compared to
industry ratios of 18.0 — 20.6 percent), whereas the general expense ratio for all other
guaranty fund expenses was lower than the industry ratio by roughly the same amount (4.9
percent compared to industry ratios of 7.7 — 9.9 percent).

e Guaranty fund ratios fell in the range of industry ratios both on an overall basis and for the
workers compensation line of business, which represented 70 percent of total guaranty fund
payout. The guaranty fund ratio of claims expenses for workers compensation was 18.3
percent, which compared favorably to industry ratios, which ranged from 14.0 percent to
20.0 percent.
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Independent actuary Kevin Robbins of Actuarial, Insurance and Management Services, Inc. (AIM)
was retained by the NCIGF board of directors to develop the methodology for the project which
required development of readily available data expense measures to enable evaluation of guaranty
fund expense levels associated with the guaranty funds’ principal activity of the adjustment and
payment of claims. To provide a credible comparison with industry, Mr. Robbins developed ratios
of expenses to claims amounts for both guaranty funds and industry. While the claims function of
the guaranty funds and industry are similar, there are many fundamental differences in their
operations and responsibilities that make a “pure” comparison complicated. Adjustments were
made where possible to help reconcile these fundamental differences. The actuarial work performed
by Mr. Robbins was formally peer-reviewed by another actuary.

In contrast to the property/casualty industry, which is bound by statutorily-imposed uniform
accounting and financial reporting rules, this study seeks to “bridge” the various financial reporting
practices that pertain to the individual state-based guaranty fund operations to achieve uniformity
often elusive where no central uniform accounting and financial reporting rules exist. In the end it
was the team’s ability to build the bridge to assemble available data that permitted the comparison
to industry.

In considering this report, it is important to note a number of factors that impact a comparison of
guaranty fund expenses to industry expenses. These factors relate to the differences in the
fundamental purposes for the two groups (for-profit vs. not-for-profit), the differences in the nature
of their operations (claims as part of a larger enterprise vs. claims as the primary statutory purpose),
the unique provisions of guaranty fund laws and the different characteristics of the claims
populations for which each is responsible.

The study’s guaranty fund data is “raw” information received from the various guaranty funds --
any adjustments made were only to industry data; guaranty fund expenses included all expenses for

the period in question, even expenses that were not charged to insolvencies.

Thank you for your attention to this study. We welcome the responsibility that goes with meeting
our statutory obligations to policyholders, claimants and taxpayers.

Sincerely,

R H. Schmelzer
President & CEO
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BACKGROUND

The National Conference of Insurance Guaranty Funds (OCIGFQ engaged
Actuarial, Insurance and Management Services, Inc. (AIMQ to conduct an operating
expense review of the property and casualty insurance guaranty funds (@GFsQ.
Since a review of this nature has not previously been performed, the primary

purposes of the review are:

1) To enhance the GFsCknowledge of their overall operating expense structure,

and

2) To identify and/or develop valid comparative measures for assessing the
operating expense performance of the GFs as compared to the insurance
industry.
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EXECUTIVE SUMMARY

One purpose of this review is to identify and/or develop valid comparative measures
for assessing the operating expense performance of the GFs as compared to the
insurance industry. The report describes numerous differences between these
industries, leading AIM to adjust the insurance industry data in order to make the
resulting operating expense measures more comparable to those of the GFs. The
Technical Appendix provides more details on these adjustments in the order they are
performed. The following table summarizes the operating expense measures

developed by AIM to compare the GF experience for 2001-2004 to the insurance

industry:
Comparison of Operating Expense Measures
2001-2004
LAE! General®
GFs 23.8% 4.9%
Insurance Industry
Net® 19.6% 9.0%
Direct® 18.9% 7.8%
Net D Adjusted 20.6% 9.9%
Direct B Adjusted 18.0% 7.7%

Note: Ratios are relative to claim amounts.
Ratios are shown to one decimal place; actual results are not rounded.

L LAE includes all expenses associated with managing claims, including Defense Cost and
Containment ((DCCQ and Adjusting and Other (AOQ payments. Using previous NAIC terminology,
LAE includes allocated (ALAEQ and unallocated (WLAEQloss adjustment expenses.

% General Expenses (i.e., administrative expenses) include all operating expenses other than LAE,
acquisition expenses (e.g., advertising, commissions/brokerage, marketing, new business underwriting,
policy issuance, etc.), taxes, licenses, fees, and investment expenses.

? irectOrepresents the results from policies issued by the insurance industry without adjustment for
the effects of reinsurance. MetOrepresents the Direct results adjusted for the effects of assumed and
ceded reinsurance.
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These results suggest that the operating expenses of the GFs are somewhat higher
than the insurance industry for Loss Adjustment Expenses (RAEQ! and lower than
the insurance industry for General Expenses®. AIM believes these comparative
results are driven by the significant environmental differences in which these two
groups conduct business. Such differences include the fundamental purpose for the
two industries, the nature of their operations, the unique provisions of the GF laws,

and the characteristics of the claim populations.

AIM adjusted the insurance industry results (shown as OAdjusteddn the table
above) to reflect a claim environment more typical of the GFs, thereby permitting
a more valid comparison to the GF data, which is unadjusted. AIM was not able
to adjust for all environmental differences between the GFs and the insurance
industry. The majority of the unquantified differences creates a high-side bias in
the GF results for LAE, as set forth in Exhibit 2. This is because most of the
differences likely result in relatively higher GF loss expense payments and/or
lower GF claim payments, any combination of which would cause the GF ratio of
LAE to claims to be higher than the insurance industry. If this assessment is
correct, and if data were available to develop adjustments for these differences
and eliminate the bias, those adjustments would increase the adjusted industry
ratios for LAE, making them closer to the GF ratios. Similarly, the unquantified
differences create a high-side bias in the insurance industry results for General
Expenses, which if adjusted would lower the adjusted industry ratios, making

them closer to the GF ratio for General Expenses.

In summary, having evaluated the likely effects of the unadjusted environmental
differences on the operating expense measures, it is AIMOsopinion that if

adjustments could be made to reflect all environmental factors, the operating
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expense measures would move closer together (i.e. the adjusted LAE ratio for
the insurance industry would increase and the adjusted General Expense ratio

for the insurance industry would decrease).

WORKERS COMPENSATION b The GF experience is dominated by claims for

Workers Compensation insurance, which represents almost 70 percent of all GF

claims. The LAE comparative measures for Workers Compensation are summarized

in the following table”.

Comparison of Operating Expense Measures

Workers Compensation

2001-2004
LAE

GFs 18.3%
Insurance Industry

Net 20.0%
Direct 17.4%
Net D Adjusted 16.1%
Direct B Adjusted 14.0%

Note: Ratios are relative to claim amounts.
Ratios are shown to one decimal place; actual results are not rounded.

The comparative results for Workers Compensation are closer than for all lines of

business combined.

* The GF administrative expenses provided for this review were not allocated by line of business, so the
expense comparison by line of business focuses on LAE.
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It is interesting to note that the adjusted insurance industry results for Workers
Compensation are much lower than the unadjusted results. This is driven by the
adjustment to reflect the GFsQolder claim population. Based on insurance industry
data, the expenses paid within the first year of a Workers Compensation claim are
much higher relative to paid claims than the on-going future expenses relative to
future claim payments. This is apparently due to the high initial costs of claim
investigation and handling that are not consistently repeated in future years of the
open claims for this coverage. Thus, when adjusting the insurance industry data to
reflect an older claim population for Workers Compensation, the higher initial
expense level is removed and the resulting insurance industry measures are

reduced.

OTHER LINES OF BUSINESS P Comparative results for the GFsCther main lines of

business are shown in Exhibit 3. The LAE ratios for the GFs are higher than the

insurance industry for General Liability and Automobile. This result is likely driven by
the ExhaustionOprovision® in GF laws, which produces higher GF ratios for these
coverages than would exist in the absence of these provisions. The LAE ratios for
the GFs are within the range of insurance industry results for Medical Malpractice,
and lower than the insurance industry on an @djustedObasis for the total of all
remaining lines of business. AIM believes that if adjustments could be made to
reflect all environmental differences between the two industries, the comparative

results would be much closer and reflect more favorably towards the GFs.

ORGANIZATION OF GF EXPERIENCE b AIM organized the GF experience for
2001-2004 into a form that permitted a direct comparison to insurance industry

results, as shown in the following table:

® Exhaustion provisions require that insurance coverage provided by other solvent insurers must first be
exhausted before GFs are obligated to pay claims (see Exhibit 2, Item 9).
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GF Operating Expense Measures

2001-2004
Legal Expenses B Administrative 1.6%
All Other Administrative Expenses 3.3%
Total (General Expenses) 4.9%
Claims-Related Legal Expenses - Unallocated 0.0%
Adjuster Salaries & Benefits 4.9%
Total (Unallocated LAE) 4.9%
Allocated LAE 18.9%
Total LAE 23.8%

Note: Ratios are relative to claim amounts.
Ratios are shown to one decimal place; actual results are not rounded.

The remainder of this report discusses the development of these results in greater
detall, including important considerations in comparing the two industries, the basis
for comparison, adjustments made to enhance the comparisons, and data
considerations. In addition, a Technical Appendix accompanies this report to provide
a more thorough illustration of certain calculations underlying these results. It is
important to bear in mind that while the organization and adjustment of data in this
review may involve complex calculations, the resulting figures are still rough
estimates and do not quantify or reflect many important differences between the
operations of the GFs and the insurance industry.
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CONSIDERATIONS IN COMPARING THE TWO INDUSTRIES

In order to properly compare operating expense measures between the GFs and the
insurance industry, it is important to understand the significant differences in how the
two groups conduct business. A fundamental function for both insurance companies
and GFs is their ability to appropriately pay claims. Beyond that, it is much easier to

find differences between the industries than similarities.

These differences begin with the fundamental purpose for the two industries and
continue through the nature of their operations, the characteristics of the claim
populations, and the unique provisions of the GF laws. Exhibit 2 supplements the
following discussion by providing a detailed listing of the differences between the GFs

and the insurance industry.

INSURANCE INDUSTRY B For the most part, the insurance industry is comprised of

businesses that pool insurable risk in order to generate a profit. Most insurance

companies specialize in underwriting certain types of risk, and thus focus their
operations toward obtaining and servicing such business in a way that creates
competitive advantage, efficiency and profit. One way in which the insurance
industry manages its financial risk is through reinsurance and diversification among

selected lines of business.

While both the GFs and the insurance industry are involved in managing and settling
insurance claims, the insurance industry also routinely performs many functions that
have no counterpart in the GFs. For example, the insurance industry incurs material
acquisition expenses® associated with the solicitation of business. The insurance

industry also incurs expenses for taxes, licenses and fees that are not applicable to

® Acquisition expenses include advertising, commissions/brokerage, marketing employees, new
business processing (e.g., underwriting, policy issuance, etc.) and related systems, etc.
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the GFs. While both industries generate various general (i.e., administrative)
expenses such as accounting, actuarial, legal, management systems, etc., the
insurance industry general expenses support a broader scope of operations than the
GFs.

The insurance industry is regulated by state insurance departments, who work
together in many areas through the National Association of Insurance
Commissioners (INAICQ. One important area impacted by the NAIC is accounting
practices. The NAIC promulgates statutory accounting principles and the annual
reporting of detailed financial statements known as Annual Statements. The
insurance departments enforce conformity with these accounting standards pursuant
to state law through a coordinated system of financial examinations, and further
require annual audit opinions from independent auditors. Many insurance
companies also report publicly according to generally accepted accounting principles
(BAAPQ. The result of the above is that the insurance industry reports financial
information using a uniform set of accounting rules and a common financial

statement format.

GUARANTY FUNDS b The purpose of GFs is to protect certain segments of the

insured public against the financial consequences of insurance company
insolvencies. GFs are state-mandated organizations that pay the claims of insolvent
insurance companies according to provisions set forth in state law. GFs operate on a
breakeven basis by balancing the aggregate amount of GF claim payments and

operating expenses with the various sources of GF funding’.

The GFs are primarily in the business of paying insurance claims, but the

environment in which this is performed is much different than the insurance industry.

" Sources of GF funding include recoveries from the insolvent estate, statutory recoveries,

assessments charged to the insurance industry, investment income, etc.
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For example, GFs are not able to maintain consistent claims operations like their
counterparts in the insurance industry, since the types and volumes of claims can
vary substantially over time depending on the nature and number of insolvencies
being managed. GFs must incur expenses to maintain minimum staffing levels,
equipment and systems during periods of limited claim activity and upon notification
of an insolvency, be able to quickly transform into a fully functional claims operation
capable of handling claims for any covered line of business. This is similar in nature

to the preparedness required of a fire station.

The characteristics of the GF claim population are also quite different than that of the
insurance industry. Claims presented to the GFs are the outstanding claims from
insolvent insurers. Since these companies often go through a period of run-off
and/or rehabilitation before being declared insolvent, the outstanding claim
population is generally comprised of older claims that often have complicating
factors. In addition, the claims may have been poorly managed near the time of
insolvency and may also be entangled in problematic claim systems, all of which
complicate the GF claim management effort.

Furthermore, while the insurance industry pays claims according to the terms of its
policy contracts, GFs must also overlay additional conditions and obligations
mandated by the GF laws. For example, most GF laws exclude a number of
coverages, such as Accident and Health, Financial and Mortgage Guaranty, Fidelity,
Surety, Reinsurance, etc. For covered claims, the GF laws often limit certain claim
payments below the terms of the underlying insurance policies by excluding the
claims of policyholders with high net worth, requiring exhaustion of other insurance,
imposing deductibles, applying @er claimOlimits, excluding punitive damages, etc.
These additional conditions and obligations impact the review and administrative

costs for the GF paid claims.
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The GFs report their audited financial results on a regular basis to the state insurance
departments, the insolvent estates, and the GF boards of directors. The accounting

procedures for the GFs are generally not specified by statutes and thus may vary
from state to state.
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BASIS FOR COMPARISON

One of the objectives for this review is to develop tools and methods for meaningful
comparisons of the expense structures for the GFs and insurance industry.

OPERATING EXPENSE MEASURES b The most common operating measures for

the insurance industry are operating ratios to premium and rates of return, neither of

which is pertinent to the GFs since they do not have premium, equity or policyholder
surplus to use in developing such measures. Thus, it was necessary to develop
measures that permit a valid comparison between the GFs and the insurance

industry.

Claims amounts (i.e., losses) seem to be the best available base for comparative
measures between the GFs and the insurance industry. As discussed earlier, if the
insurance industry were to account for GF operating expenses, they would likely
segregate them into two categories: LAE and General Expenses.? AIM® approach
involves developing ratios of LAE and General Expenses relative to claim amounts
for both industries, making adjustments as necessary to facilitate a valid comparison
of results. Other types of expenses incurred by the insurance industry are excluded

from this comparison®.

Another base considered for the denominator of the comparative ratios was claim
counts. The insurance industry reports claim counts in Schedule P of their statutory

Annual Statements. However, there is no uniform basis of reporting claim counts for

8 See page 2, footnotes 1 and 2 for definitions of LAE and General Expenses.

® Insurance industry expenses excluded from this comparison include acquisition; taxes, licenses and
fees; and investment expenses. See page 7, footnote 6 for an expanded definition of acquisition
expenses.
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the insurance industry (e.g., depending on the insurance company, counts may
represent accident occurrences, claimant counts, cause of loss counts, etc.). Thus, it
is not possible to define GF claim counts in a way that enables an objective

comparison to the insurance industry.

DATA CHARACTERISTICS B Most GF acts provide coverage of unearned premium

claims, where the policyholder makes a claim for the unearned premium associated

with their policy being terminated due to the insurance company® insolvency. The
GFs incur material expenses (relative to claim payout) managing unearned premium
claims. Thus, it is appropriate to include unearned premium claim payments along
with traditional policy claim payments when calculating the expense ratios for the
GFs.

One of the complicating factors in comparing the GFs to the insurance industry is
reinsurance. Since the GFs do not participate in the reinsurance of the insolvent
insurer, one might conclude that the direct (before reinsurance) experience of the
insurance industry should be used in comparisons with the GFs. On the other hand,
the various claim limitations contained in the GF laws have similar effects on the
operating expense measures as reinsurance (i.e., adding expenses and/or reducing
claim amounts), suggesting that the net (after reinsurance) experience of the
insurance industry might be better for comparison purposes. AIM believes that the
most appropriate comparative data lies somewhere between the direct and net
experience of the insurance industry. We utilize both net and direct insurance

industry data in this analysis to compare with the GF experience.

Data availability is another consideration in developing comparative expense ratios
for the GFs and the insurance industry. One of the objectives for this review is to

utilize data that is readily available. Reflecting on the earlier discussion of

Page 12

Actuarial, Insurance and Management Services, Inc.



National Conference of Insurance Guaranty Funds

REVIEW OF PROPERTY AND CASUALTY INSURANCE
GUARANTY FUND EXPENSES

CONSIDERATIONS IN COMPARING THE TWO INDUSTRIES, it is also important
for the data to be available by line of business and reflect a refined definition of
expenses. The Insurance Expense Exhibit (QEEQ satisfies these objectives for the
insurance industry. It is the only readily available data source for the insurance
industry that contains a refined breakdown of expenses and claims amounts by line

of business on both a net and direct basis.

The IEE data is reported on an incurred basis, whereas the review data for the GFs
represents paid amounts. AIM combined the data for the four-year review period to
help minimize potential distortions associated with comparing paid expense ratios to
incurred expense ratios. While it is desirable to have both sets of data on a
comparable basis of accounting, AIM believes the potential distortion associated with
this difference does not impact the integrity of the comparison or the results of this
review. We confirmed this by estimating insurance industry paid amounts for the
review period (calendar years 2001-2004) from Schedule P data, finding that the paid
LAE ratio for the insurance industry was only 0.5 percent higher than the incurred
LAE ratio. Considering the limitations associated with estimating insurance industry
paid amounts from Schedule P, AIM believes its use of IEE data is preferable and

produces valid comparative results.
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ADJUSTMENTS TO ENHANCE COMPARISONS

In comparing LAE and General Expense ratios between the two industries, it is
important to give consideration to the various operational differences discussed
earlier and shown in Exhibit 2. AIM adjusted the reported insurance industry results
to reflect a claim environment more typical of the GFs, making the resulting ratios
more comparable. The Technical Appendix to this report describes these
adjustments in detail and readers should refer to the Technical Appendix for
additional information on the adjustments and how they were applied.

Using the available information, it is not currently possible to adjust for the effects of
all differences between the GFs and the insurance industry. Exhibit 2 describes the
more significant environmental differences, identifies whether adjustments were
made, and includes a subjective assessment of any bias that might remain in the
operating expense measures. Of the sixteen differences identified in Exhibit 2, AIM
made adjustments to the analysis or the insurance industry data for six items. Most
of the unadjusted items result in GF ratios that are overstated in comparison to the
insurance industry ratios (i.e., if it were possible to make an adjustment, the GF ratios

would compare more favorably to the insurance industry).

LINE OF BUSINESS b One important adjustment that was made neutralizes the

impact of different claim distributions by line of business. Exhibit 5 shows the
distributions of claims for the two industries. The most notable difference is Workers
Compensation, which represents almost 70 percent of total claims for the GFs but
less than 10 percent of total claims for the insurance industry. Since expenses
(especially LAE) can vary materially by line of business, the overall expense ratios for
the GFs are skewed towards Workers Compensation much more so than the

industry.
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The adjustment for line of business is accomplished by weighting insurance industry
results together using the GF claim distribution by line of business. The resulting
ratio represents an estimate of the insurance industry expense level assuming they
handled the same mix of claims (in terms of lines of business) as the GFs. For
example, the adjusted ratios for the insurance industry reflect a 70 percent weight
applied to its Workers Compensation results, which replicates the GF composition of

Workers Compensation claims.

AGE OF CLAIM POPULATION B Another important adjustment is made to reflect

the older claim population of the GFs. As noted earlier, GF claims are mostly

comprised of the outstanding claim inventory of insolvent insurers. In contrast,
roughly half of the claims paid by the insurance industry each year represent claims

that were first reported in that year.

The difference in age of claim population has implications for the relationship
between LAE and claim amounts. For many lines of business, it is relatively more
expensive to manage claims that remain outstanding for long periods of time.
However, the opposite is also true for certain lines of business where the initial

investigation and/or legal expenses occur well in advance of claim payment.

AIM assumed that the age of claim distribution for the GFs was one year older than
the insurance industry in the aggregate. This assumption was based on AIM®
judgment considering that many insolvent insurers go through a period of run-off
and/or rehabilitation before being declared insolvent, thereby significantly reducing
the percentage of total GF claims that are paid within one year of occurring. AIM
utilized insurance industry data from Schedule P to derive factors that adjust the

insurance industry LAE measures to reflect the older claim population assumed for
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the GFs. These calculations are shown in the Technical Appendix to this report. A
summary of these adjustments for the major GF lines of business is shown in Exhibit
6.

Using the Workers Compensation line of business as an example, Exhibit 6 shows

that the ratio of LAE to claim amounts for the insurance industry is reduced by 19.3

percent due to the adjustment for the age of claim population. This means that the

insurance industry incurs a proportionately large amount of expense in the initial year

of claim occurrence for Workers Compensation, and relatively lower amounts of

expense to continue paying these claims over future years. Since the GFs pay

existing claims over future years, it makes sense to adjust the reported LAE

measures for the insurance industry downward to permit a more @pples-to-applesO
comparison of the two industries.

NET WORTH PROVISIONS B We also made an adjustment intended to help reflect
the impact of net worth provisions in some GF laws. The net worth provision

generally means that claims for policyholders with high net worth are ultimately not
covered by the GFs. The typical net worth provision requires that the claim first be
paid by the GF, with the policyholder then obligated to reimburse the GF for such
payments. These provisions affect the comparative ratios for the GFs in two ways.
First, additional expenses are incurred in implementing net worth provisions that are
unique to the GFs. Second, the impact of these provisions is to reduce the claim
amounts. Both of these effects, additional expenses along with reduced claim

amounts, serve to increase the ratio of expenses to claim amounts for the GFs.

Data is not currently available to perform a completely objective adjustment for net
worth provisions. We relied on the judgment of a senior claims manager for the GFs

to develop estimates of the effect of net worth provisions. Specifically, it was
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assumed that net worth provisions reduce GF claim amounts by 10 percent for
Medical Malpractice, 5 percent for General Liability, and O percent for other lines of
business. Since several GF laws do not include net worth provisions, AIM estimated
that the overall impact of these net worth assumptions on a countrywide basis would
be diluted to 6.5 percent for Medical Malpractice claims and 1.2 percent for General

Liability claims.

These percentages are applied to the insurance industry claim amounts so that the
resulting expense ratios will be more directly comparable to the GF expense ratios.
The overall net worth adjustment is fairly minimal since Medical Malpractice and
General Liability represent less than 20 percent of all GF claims. It should be noted
that since conservative assumptions were used (i.e., net worth provisions actually
affect other coverages to some extent, including the dominant Workers
Compensation coverage), the adjustment made for net worth does not likely reflect

the total actual impact of these provisions on all GF claims.
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DATA CONSIDERATIONS

INSURANCE INDUSTRY DATA B The insurance industry data used in this review
was obtained from the A.M. Best Company. The primary source of data reflected in

the comparative ratios is the Insurance Expense Exhibit (which is filed with the
statutory Annual Statements) for 2001-2004 as compiled by A.M. Best. The
Insurance Expense Exhibit is unique in providing a refined classification of expenses
by line of business for both net (after reinsurance) and direct (before reinsurance)

results.

Schedule P from the statutory Annual Statements is used to develop the adjustments
for age of claim population. The calculation of these adjustments is shown in the

Technical Appendix.

GF DATA b The GF experience used in this review was provided in response to a
special call for claims and expense data for 2001-2004. The GFs reported this data
to the NCIGF, who assembled the data for AIM® use. A thorough discussion of this
extensive data collection process is described in a letter from the NCIGF, which is

included in the Appendix to this report.

Paid amounts on policy claims, unearned premium claims, and allocated LAE were
derived from these sources and certified by the GFs. The following adjustments
were made by AIM to the GF claims data provided for this review:
¥ Data that was not submitted with a line of business code were allocated to
line of business.
¥ Data that was revised subsequent to the certification process was

updated.

Page 18
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National Conference of Insurance Guaranty Funds

REVIEW OF PROPERTY AND CASUALTY INSURANCE
GUARANTY FUND EXPENSES

The GFs reported administrative expenses for the following expense categories:
Legal, Adjuster Salaries, and All Other. A subsequent survey was sent to the GFs
seeking clarification of the reported data. Based on the survey responses, an
actuary from the GFs made various adjustments to reallocate expenses among
categories, and also to include additional expenses subsequently reported by the
GFs. The GF administrative expenses include all paid expenses defined on a
@rossObasis (i.e., the GF paid expenses have not been reduced by distributions

and/or recoveries from insolvent estates).

AIM adjusted the expense data to eliminate the effect of significant prior period
adjustments for two GFs that distorted the reported results for the review period.

This adjustment increased the expenses originally reported by the affected GFs.

DATA VALIDITY B AIM relied on the data provided for this review as described

above. AIM did not audit the data or otherwise validate its accuracy. Any errors in

the data provided for this review could impact the reported results and conclusions.

Page 19
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REVIEW OF PROPERTY AND CASUALTY INSURANCE
GUARANTY FUND EXPENSES

LIMITED DISTRIBUTION AND USE

This report has been prepared for the use of the NCIGF and its membership. In the
event that this report is shared with third parties, the report must be provided in its
entirety and AIM must be informed of this additional distribution. AIM recommends
that any party receiving a copy of this report have their own experts review the report
to ensure that the party fully understands the nature of the analysis and the

associated limitations.

AIM will be available to answer questions regarding this review if authorized to do so
by the NCIGF.
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REVIEW OF PROPERTY AND CASUALTY INSURANCE
GUARANTY FUND EXPENSES

CLOSING

It has been a pleasure working with the NCIGF and its membership on this
challenging project. Several individuals with the NCIGF and its membership put forth
significant effort in order to refine the data and results provided in this report. That

effort is both recognized and appreciated by AIM.
Respectfully submitted,

Huvin B Ablos—

Kevin B. Robbins, FCAS, MAAA
Consulting Actuary
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National Conference of Insurance Guaranty Funds Exhibit 1
Study of Guaranty Fund Expenses

Comparison of Operating Expense Measures

2001-2004
Loss
Adjustment General
Expenses Expenses
Guaranty Funds 23.8% 4.9%
Insurance Industry
Net (After Reinsurance) 19.6% 9.0%
Direct (Before Reinsurance) 18.9% 7.8%

Insurance Industry - Adjusted
Net (After Reinsurance) 20.6% 9.9%
Direct (Before Reinsurance) 18.0% 7.7%

Note: Ratios are relative to claim amounts.
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Study of Guaranty Fund Expenses J

Significant Differences Between Guaranty Funds and the Insurance Industry

Difference Produces A
High-Side Bias *

Description Adjustment Made: Y/N LAE General Expense
1. |Insurance industry data includes payments and expenses of insurance funds that are Yes (Excluded)
run by state agencies.
2. |Insurance industry expenses includes certain quantifiable items for activities with no Yes (Excluded)

GF counterpart (e.g., advertising, commissions/brokerage, marketing employees,
new business processing (e.g., underwriting, policy issuance, etc.) and related
systems, taxes, licenses, fees).

3. |General expenses for insurance industry include unquantifiable expenses for certain No Industry
activities with no GF counterpart (e.g., certain actuarial, accounting, legal and
underwriting functions and related systems).

4. |The insurance industry uses reinsurance to manage excess exposures; GFs do not| Insurance industry data is
receive benefit of insolvent insurer's reinsurance, nor do GFs maintain their own| shown for both net and
reinsurance cover. direct results

5. |Difference in distribution among lines of business. Yes
(e.g., While insurance industry payments on Workers Compensation claims are less
than 10% of total payments, GF payments on Workers Compensation claims are
almost 70% of total payments).

In order for there to be a meaningful comparison, it was necessary to re-weight
insurance industry data according to GF line of business distributions, so that
comparisons were not distorted by different mixes of business.

6. |Age of claim population. Yes
Different lines of business tend to have different expense characteristics depending
on the age of the claim. GFs typically take over older claims. It was therefore
important to adjust insurance industry data to remove the effect of, for example, first
year claim expenses, in order for insurance industry expenses to be more similar to
those of GFs.

* The described difference produces a high-side bias (i.e., an overstated ratio) for the GFs or insurance industry.
For example, item (3) causes an overstated general expense ratio for the insurance industry relative to the GFs.
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Significant Differences Between Guaranty Funds and the Insurance Industry

Difference Produces A
High-Side Bias *

Description Adjustment Made: Y/N LAE General Expense
7. |"Net Worth" adjustment for Medical Malpractice and General Liability lines. Yes GF GF

GF statutes often contain provisions that limit the coverage for claims of high-net-|
worth insureds. These statutory provisions have the effect of reducing indemnity|
payments and increasing expenses. A conservative adjustment for the impact of net
worth statutes was made for Medical Malpractice and General Liability lines off
business.

8. |"Net Worth" adjustment for Workers Compensation and other lines. No GF GF
Data did not exist to permit a net worth adjustment for Workers Compensation (which
comprises the vast majority of GF payments) or other lines.

9. |Adjustment for "Exhaustion" provisions. No GF GF
Data did not exist to estimate an adjustment for Exhaustion provisions. Exhaustion
provisions require insurance coverage provided by other solvent insurers to first be
exhausted before GFs are obligated to pay claims. Almost all GF laws contain these
provisions, which have the effect of reducing indemnity payments and increasing
expenses. This is a significant factor for General Liability and Automobile, but not for|
Workers Compensation.

10.|Adjustment for "Per Claim" limits. No GF GF
An adjustment for GF "Claim Caps" was also not possible. Almost all GF laws|
contain provisions that limit the amount per claim that a GF is obligated to pay
(although most laws exclude Workers Compensation claims from this limitation).
Similar to Net Worth and Exhaustion, these claims cap provisions have the effect off
reducing indemnity payments and increasing expenses.

* The described difference produces a high-side bias (i.e., an overstated ratio) for the GFs or insurance industry.
For example, item (3) causes an overstated general expense ratio for the insurance industry relative to the GFs.
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Study of Guaranty Fund Expenses J

Significant Differences Between Guaranty Funds and the Insurance Industry

Difference Produces A
High-Side Bias *

Description Adjustment Made: Y/N LAE General Expense
11.|Cost of minimum staffing levels. No GF GF

GFs are required by law to promptly pay claims of insolvent insurers. This requires a
minimum level of staffing that at times may not be commensurate with the inventory|
of unpaid claims being adjusted. This forces GF expenses to be higher when
compared to the insurance industry.

12.|Other costs unique to GFs arising from statutory obligations. No GF GF
GFs are obligated by law to adjust and pay all covered claims, which come from the
majority of property and casualty lines of business. In contrast, most insurers
specialize in certain lines of business, which increases efficiencies and reduces
insurance industry expenses. Furthermore, because of the nature of their statutory|
obligations, it is sometimes necessary for GFs to dramatically increase or decrease|
staffing levels in very short periods of time. This results in certain inefficiencies that
otherwise would not exist. In addition, GFs often must litigate to enforce the various|
statutory provisions in the GF laws. The insurance industry does not have
corresponding forces in play.

13.|Transition costs associated with insolvent insurer. No GF GF
For each new insolvency, the GFs incur costs to familiarize themselves with the
operations and claim files of the insolvent company. Operations of insolvent]
insurance companies may not have been well managed, especially near the time off
insolvency (e.g., risks may have been poorly underwritten; claims may not have been
handled well and may have even been neglected, etc.). This can result in revisions
of case reserves, and changes of claims counsel and other outside resources.
These factors all increase the costs for the GFs relative to the insurance industry.

* The described difference produces a high-side bias (i.e., an overstated ratio) for the GFs or insurance industry.
For example, item (3) causes an overstated general expense ratio for the insurance industry relative to the GFs.
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Significant Differences Between Guaranty Funds and the Insurance Industry

Exhibit 2
Page 4

Difference Produces A
High-Side Bias *

Description

Adjustment Made: Y/N

LAE

General Expense

14.

GF expenses incurred prior to liquidation.

It is sometimes necessary for GFs to incur expenses prior to being triggered by a
liquidation order and paying claims. This may be necessary in connection with
monitoring a troubled company, a company in runoff or a rehabilitation proceeding.
These expenses are incurred even though the GF is not yet processing and paying
claims. This causes overall GF expenses to be higher in relation to current GF
claims activity as compared to the insurance industry.

No

GF

15.

Effects of lump sum settlements.
Shortly following insolvency, it is common for claimants to accept discounted lump-
sum settlements. This practice is less common for the insurance industry in general.
This lowers overall claim amounts for the GFs relative to the insurance industry,
thereby increasing the GF ratios.

No

GF

GF

16.

Effects of large deductible policies.

The insurance industry data is reported net of large deductible recoveries and
reserves. Many GF payments on large deductible policies during the study period
are not offset by such recoveries or reserves. For large deductible claims, the
reported claim amounts for the GFs are relatively higher than the insurance industry|
results, so the insurance industry ratios are overstated to some extent.

No

Industry

Industry

17.

Difference in distribution among states.

It seems likely that the distribution of claims by state varies between the GFs and the
insurance industry, and that the ratio of expenses to claim amounts also varies by
state. The insurance industry data required to make an adjustment for this potential
difference is not available. The bias associated with this potential difference is
unknown.

No

Unknown

Unknown

* The described difference produces a high-side bias (i.e., an overstated ratio) for the GFs or insurance industry.
For example, item (3) causes an overstated general expense ratio for the insurance industry relative to the GFs.
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Study of Guaranty Fund Expenses

Comparison of LAE Measures

2001-2004
Insurance Industry LAE Ratios
Net (After Reinsurance) Direct (Before Reinsurance)
GF Claim

Distribution GF LAE Ratio Actual Adjusted Actual Adjusted
Workers Comp 69.4% 18.3% 20.0% 16.1% 17.4% 14.0%
Medical Malpractice 8.7% 40.8% 43.2% 42.6% 37.4% 36.8%
General Liability 8.2% 47.5% 30.2% 32.1% 24.9% 26.5%
Automobile 9.2% 26.2% 19.6% 18.0% 18.6% 16.9%
Other Lines of Business 4.6% 27.2% 15.6% 32.5% 16.0% 30.0%
ALL Lines of Business 100.0% 23.8% 19.6% 20.6% 18.9% 18.0%

Note: Ratios are relative to claim amounts.



GF Data

Legal Fees - Unallocated Claims Expense
Legal Fees - Administrative

Adjuster Salaries (and related benefits)
All Other Administrative Expenses

Total Administrative Expense

Allocated Loss Adjustment Expenses
Total Expenses

Policy Claim Payments
Unearned Premium Claim Payment

Total Claim Payments

GF Data - Categories for Comparison

National Conference of Insurance Guaranty Funds
Study of Guaranty Fund Expenses

Guaranty Fund Data

Legal Fees - Administrative
All Other Administrative Expenses
Total (General Expenses)

Legal Fees - Unallocated Claims Expense
Adjuster Salaries (and related benefits)
Total (ULAE)

Allocated Loss Adjustment Expenses
Total Loss Adjustment Expenses

Total Expenses

2001-2004

2001 2002 2003 2004
105,861 212,632 344,128 422,297
17,011,478 18,549,158 29,190,972 34,542,632
53,833,559 72,467,018 90,188,393 79,818,103
42,778,939 47,036,020 55,143,887 55,323,877
113,729,837 138,264,828 174,867,380 170,106,909
125,072,657 266,842,674 373,132,100 378,841,926
238,802,494 405,107,502 547,999,480 548,948,835
859,182,518 1,513,479,500 1,860,549,008 1,714,236,880
34,334,101 29,546,395 27,263,638 24,730,498
893,516,619 1,543,025,895 1,887,812,645 1,738,967,378

2001 2002 2003 2004
17,011,478 18,549,158 29,190,972 34,542,632
42,778,939 47,036,020 55,143,887 55,323,877
59,790,417 65,585,178 84,334,859 89,866,509
105,861 212,632 344,128 422,297
53,833,559 72,467,018 90,188,393 79,818,103
53,939,420 72,679,650 90,532,521 80,240,400
125,072,657 266,842,674 373,132,100 378,841,926
179,012,077 339,522,324 463,664,621 459,082,326
238,802,494 405,107,502 547,999,480 548,948,835

Note: Operating Expense Ratios are relative to claim amounts.

2001 - 2004

$ 1,084,918
99,294,240
296,307,074
200,282,722

$ 596,968,954

1,143,889,357
$ 1,740,858,311

5,947,447,906
115,874,632

$ 6,063,322,538

2001 - 2004

$ 99,294,240
200,282,722
$ 299,576,963

$ 1,084,918
296,307,074
$ 297,391,991

1,143,889,357
$ 1,441,281,349

$ 1,740,858,311

Operating Expense
Measures

1.6%
3.3%
4.9%

0.0%
4.9%
4.9%

18.9%
23.8%

28.7%

Exhibit 4
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Claim Distributions by Line of Business

2001-2004
GF Industry Paid Claims Insurance Industry Incurred Claims

Amount Percent Amount Percent
Workers Comp $ 4,208,388,210 69.4% $ 83,443,622,000 8.7%
Medical Malpractice 526,565,730 8.7% 23,216,651,000 2.4%
General Liability 494,548,629 8.2% 80,569,863,000 8.4%
Automobile 556,544,472 9.2% 421,231,374,000 43.9%
Other Lines of Business 277,275,496 4.6% 351,656,949,000 36.6%

ALL Lines of Business $ 6,063,322,538 100.0% $960,118,459,000 100.0%

Exhibit 5
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Study of Guaranty Fund Expenses

Claim Distributions by Line
2001-2004

Workers Comp

Medical Malpractice
General Liability
Automobile

Other Lines of Business

ALL Lines of Business

Note: Results derived in Technical Appendix.

of Business

Age of Claim
Adjustment

-19.3%
-7.8%
5.2%
-11.3%
11.8%

-3.0%

Exhibit 6
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Guaranty Fund Data

Exhibit 7

2001-2004

Unearned ALAE to LAE to
Line of Business Paid Claims Premium Total Claims | Allocated LAE Total Claims ULAE Total Claims
Fire. .. ... . . . . 3,368,512 318,374 3,686,887 478,716 13.0% 17.9%
AlliedLines.............................. 10,000 - 10,000 12,485 124.9% 129.8%
Farmowners Multiple Peril . . . ............... 541,085 98,780 639,864 103,810 16.2% 21.1%
Homeowners Multiple Peril ... .............., 43,908,166 1,593,843 45,502,009 4,071,471 8.9% 13.9%
Commercial Multiple Peril . .. ...............] 181,866,230 5,412,438 187,278,668 41,932,229 22.4% 27.3%
Mortgage Guaranty . . . ....................
OceanMarine . ........................... 2,231,937 12,935 2,244,872 683,323 30.4% 35.3%
InlandMarine . . .......................... 2,346,162 6,393 2,352,555 216,676 9.2% 14.1%
Financial Guaranty. . . . .................... 4.9%
Medical Malpractice . . . .................... 520,684,577 5,881,153 526,565,730 189,065,842 35.9% 40.8%
Earthquake . ... ... ... .. .. ... .. ... ... ... 1,070,553 - 1,070,553 103,854 9.7% 14.6%
Group A & H (See Interrogatory 1). ... ........ 205,797 - 205,797 3,149
CreditA&H. ............................
Other A & H (See Interrogatory 1) . ... ........ 17,855 62,845 80,700 1,774 2.2% 7.1%
WorkersO Compensation................... .4,160,738,619 47,649,591 | 4,208,388,210 563,663,775 13.4% 18.3%
Other Liability . . . ....... . ... .. ... ... . ..... 484,928,385 9,620,244 494,548,629 210,526,125 42.6% 47.5%
Products Liability. . . ...... ... ... ... . ..... 7,968,833 14,766 7,983,599 3,878,343
Private Passenger Auto Liability . . . ..........| 284,118,312 42,704,660 326,822,972 54,179,065 16.6% 21.5%
Commercial Auto Liability . . . ..............., 216,211,354 1,937,190 218,148,545 62,092,795 28.5% 33.4%
Private Passenger Auto Physical Damage. . . ... 7,432,613 61,839 7,494,452 6,135,415
Commercial Auto Physical Damage . .......... 4,048,188 30,315 4,078,504 743,975
Aircraft (allperils) . . . ... ... .. .. ... . ... 14,939,586 56,439 14,996,025 4,485,515 29.9% 34.8%
Fidelity. . ... .o 140,935 7,618 148,552 2,930 2.0% 6.9%
SUMBLY . ot 8,174,787 193,720 8,368,507 1,205,105 14.4% 19.3%
Burglaryand Theft. . ... ... . ... ... .....
Boilerand Machinery . . ....... ... . ... . ..., 1,162,619 3,716 1,166,335 9,401 0.8% 5.7%
Credit. . .............. ... ... ............ - 15,483 15,483 65 0.4% 5.3%
International . . ...........................
Reinsurance . ............................
Aggregate write-ins for other lines of business . . 1,332,800 192,291 1,525,091 293,518 19.2% 24.2%
Total 5,947,447,906 115,874,632 | 6,063,322,538 | 1,143,889,357 18.9% 4.9% 23.8%

Note: ULAE percentage is taken from Exhibit 4.
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Study of Guaranty Fund Expenses Page &
Insurance Industry Data - Net (After) Reinsurance
2001-2004
($000s Omitted)
Incurred
Losses General Expenses Incurred Loss Adjustment Expenses Incurred
Reported Adjusted Reported Adjusted

Line of Business Reported Reported % to Loss % to Loss Reported % to Loss % to Loss

Fire o o 14,235,538 1,827,953 12.8% 12.8% 1,496,855 10.5% 11.5%
Allied Lines . .. ..o 19,463,397 1,821,739 9.4% 9.4% 1,659,036 8.5% 9.3%
Farmowners Multiple Peril . . .. .............. 4,481,971 429,133 9.6% 9.6% 610,990 13.6% 13.4%
Homeowners Multiple Peril . . .. .............] 104,311,997 8,420,579 8.1% 8.1% 17,725,966 17.0% 16.7%
Commercial Multiple Peril . . .. .............., 55,510,595 6,454,561 11.6% 11.6% 16,196,075 29.2% 40.3%
Mortgage Guaranty . . .. ...t .. 6,226,573 2,155,967 34.6% 34.6% 294,511 4.7% 4.2%
Ocean Maring . .. ...vuii iy 5,777,437 648,343 11.2% 11.2% 813,325 14.1% 15.4%
InlandMarine . . ... . 13,678,776 2,004,713 14.7% 14.7% 1,814,549 13.3% 14.5%
Financial Guaranty. . .. ............ ..o .. 583,168 1,102,338 189.0% 189.0% 91,601 15.7% 13.9%
Medical Malpractice . . .. ... ..., 23,216,651 1,965,193 8.5% 9.1% 10,038,412 43.2% 42.6%
Earthquake . .. ... ... ... i 1,182,189 295,801 25.0% 25.0% 290,777 24.6% 26.8%
Group A & H (See Interrogatory 1). . ... ....... 24,331,936 1,377,498 5.7% 5.7% 1,413,081 5.8% 6.0%
CreditA&H. ... .. . 202,427 323,584 159.9% 159.9% 9,620 4.8% 4.9%
Other A & H (See Interrogatory 1) . . .. ........ 11,038,671 939,123 8.5% 8.5% 689,413 6.2% 6.5%
WorkersO Compensation . . ................. . 83,443,622 8,446,740 10.1% 10.1% 16,653,757 20.0% 16.1%
Other Liability . . ... ... 80,569,863 7,067,551 8.8% 8.9% 24,309,798 30.2% 32.1%
Products Liability. . .. ... ... .o 10,618,853 572,114 5.4% 5.4% 5,275,876 49.7% 50.1%
Private Passenger Auto Liability . . ...........] 223,235,041 17,370,457 7.8% 7.8% 47,683,920 21.4% 17.9%
Commercial Auto Liability . .. ..............., 43,151,306 4,471,020 10.4% 10.4% 9,012,157 20.9% 18.2%
Private Passenger Auto Physical Damage. . . ... 140,008,312 12,066,931 8.6% 8.6% 23,785,465 17.0% 16.7%
Commercial Auto Physical Damage . .......... 14,836,715 1,736,492 11.7% 11.7% 2,102,968 14.2% 14.0%
Aircraft (allperils) . . ... ... . 3,318,958 289,270 8.7% 8.7% (23,230) -0.7% -0.8%
Fidelity. . . oo 2,050,008 303,505 14.8% 14.8% 291,329 14.2% 13.7%
SUIELY .« et 7,406,000 1,183,909 16.0% 16.0% 1,453,401 19.6% 19.0%
Burglaryand Theft. .. .. ... .. ... .. .......4 139,943 31,334 22.4% 22.4% 19,925 14.2% 15.5%
Boilerand Machinery . .. .. ... ... ... ..., 1,739,549 697,118 40.1% 40.1% 229,440 13.2% 14.4%
Credit, . oo 1,380,397 298,402 21.6% 21.6% 103,483 7.5% 7.8%
International . . ... ... ... 1,214,758 98,908 8.1% 8.1% 76,041 6.3% 6.3%
ReiNsurance . . . .......ouiuiiiiii .. 56,459,950 1,609,732 2.9% 2.9% 3,937,750 7.0% 7.0%
Aggregate write-ins for other lines of business . . 6,303,858 778,413 12.3% 12.3% 410,916 6.5% 6.8%
Total 960,118,459 86,788,421 9.0% 9.9%| 188,467,207 19.6% 20.6%

Note: Data excludes State Funds and Federal Flood Insurance.
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Insurance Industry Data - Direct (Before) Reinsurance
2001-2004
($000s Omitted)
Incurred
Losses General Expenses Incurred Loss Adjustment Expenses Incurred
Reported Adjusted Reported Adjusted

Line of Business Reported Reported % to Loss % to Loss Reported % to Loss % to Loss
Fire . ... 17,626,190 1,789,907 10.2% 10.2% 1,563,919 8.9% 9.7%
AlliedLines.......... ... ... .. o, .. 32,561,383 1,818,027 5.6% 5.6% 2,036,761 6.3% 6.8%
Farmowners Multiple Peril .. . ..............| 5,045,903 354,913 7.0% 7.0% 614,447 12.2% 11.9%
Homeowners Multiple Peril ................. 114,708,552 8,118,901 7.1% 7.1% 18,448,409 16.1% 15.8%
Commercial Multiple Peril ... ............... 67,380,490 6,729,825 10.0% 10.0% 17,738,345 26.3% 36.4%
Mortgage Guaranty . . . .................... 4,145,094 1,530,321 36.9% 36.9% 227,246 5.5% 4.9%
Ocean Marine .. ...........iiiiinnnnn.. 6,744,950 563,914 8.4% 8.4% 794,486 11.8% 12.9%
InlandMarine . . .......... ... ... ... .. ..., 20,617,408 2,025,128 9.8% 9.8% 2,064,948 10.0% 10.9%
Financial Guaranty. . . ..................... 705,722 1,069,510 151.5% 151.5% 98,344 13.9% 12.4%
Medical Malpractice . . ....................] 29,899,070 1,973,560 6.6% 7.1% 11,173,956 37.4% 36.8%
Earthquake ............................. 1,359,490 266,376 19.6% 19.6% 327,715 24.1% 26.3%
Group A & H (See Interrogatory 1). . ........., 23,860,355 1,149,203 4.8% 4.8% 1,278,789 5.4% 5.6%
Credit A&H. ........ ... ... ... .. . ... 392,090 355,065 90.6% 90.6% 19,943 5.1% 5.3%
Other A & H (See Interrogatory 1) . . ........., 11,857,785 758,917 6.4% 6.4% 670,824 5.7% 5.9%
WorkersO Compensation .. ................ 104,322,871 8,250,239 7.9% 7.9% 18,102,298 17.4% 14.0%
Other Liability . . ......................... 126,559,804 6,961,802 5.5% 5.6% 31,471,746 24.9% 26.5%
Products Liability. . ....................... 17,399,944 733,830 4.2% 4.2% 7,215,777 41.5% 41.8%
Private Passenger Auto Liability . . ........... 234,363,407 17,101,782 7.3% 7.3% 47,724,648 20.4% 17.1%
Commercial Auto Liability . ................. 51,860,189 4,354,234 8.4% 8.4% 9,867,277 19.0% 16.6%
Private Passenger Auto Physical Damage. . . . . | 146,027,921 12,025,117 8.2% 8.2% 23,544,805 16.1% 15.9%
Commercial Auto Physical Damage . ......... 15,201,217 1,743,547 11.5% 11.5% 2,067,964 13.6% 13.4%
Aircraft (allperils) . ....................... 6,994,241 286,720 4.1% 4.1% 789,326 11.3% 12.4%
Fidelity. .. .............. ... ............. 2,209,123 289,534 13.1% 13.1% 292,803 13.3% 12.8%
SUIBLY . . 9,639,910 1,264,836 13.1% 13.1% 1,675,155 17.4% 16.8%
Burglaryand Theft. .. ..................... 127,292 26,582 20.9% 20.9% 16,655 13.1% 14.3%
Boiler and Machinery . ....................] 1,258,534 490,751 39.0% 39.0% 147,945 11.8% 12.9%
Credit. . . ... 1,469,894 285,739 19.4% 19.4% 70,641 4.8% 5.0%
International . . .......... ... . ... .. . ... ... 119,431 32,191 27.0% 27.0% 30,018 25.1% 25.1%
Aggregate write-ins for other lines of business . . 9,858,889 665,987 6.8% 6.8% 730,821 7.4% 7.4%
Total 1,064,317,149 83,016,458 7.8% 7.7%| 200,806,011 18.9% 18.0%

Note: Data excludes State Funds and Federal Flood Insurance.
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llinois Risk Management Services EXHIBIT A-1

May 29, 2007

Mr. Kevin Robbins

Actuarial, Insurance and Management Services, Inc.
P.O. Box 50099

Indianapolis, IN 46250

RE: STUDY OF GUARANTY FUND EXPENSES

This letter confirms that I have reviewed the actuarial assumptions, methodologies and
conclusions underlying the reports entitled, “National Conference of Insurance Guaranty
Funds, Study of Guaranty Fund Expenses” and “National Conference of Insurance
Guaranty Funds, Study of Guaranty Fund Expenses, Technical Appendix”. In my
opinion the analysis was conducted using appropriate actuarial principles supplemented
with sound actuarial judgments.

In forming my opinion, I relied upon data and related information prepared by you. 1
evaluated that data for reasonableness and consistency but did not conduct an audit or
verification of the data. In other respects, my examination included such review of the
actuarial assumptions and methods used and such tests of the calculations as I considered
necessary.

Sincerely,

Mark J. Cafn, FCAS MAAA
Consulting Actuary

1151 East Warrenville Road

P.0. Box 3015

Naperville, lllinois 60566

630.276.5400

www.ihatoday.org/public/prodserv/insur.htm An Affiliate Corporation of the Hlinois Hospital Association
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National Conference
of Insurance Guaranty Funds

Date July 17,2007

To:  Guaranty fund managers and industry representatives

Ladies and gentlemen:

We provide this appendix to the National Conference of Insurance Guaranty Funds (“NCIGF”)
Study of Property and Casualty Insurance Guaranty Fund Expenses to explain the methodology
of the report and the processes that ensure the report’s quality and completeness.

The data represents claim payments and expenses from all guaranty funds (“GF”) for the years
2001, 2002, 2003 and 2004. The data was accumulated by the NCIGF, summarized and
subsequently affirmed as correct and whole by each GF. The data was then supplied to Mr.
Kevin B. Robbins, FCAS, MAAA an independent consulting actuary of the firm Actuarial,
Insurance and Management Services, Inc. (“AIM”). Robbins organized the financial information
and provided the NCIGF with a summary of the collected data. The data was then reconciled to
the data collected from the GE’s. The data used by AIM has been reconciled and confirmed as
complete by reconciling that information to the data submitted by the GF’s.

Background and Accumulation

In 2005, the Operations Committee of the NCIGF initiated a project to develop guaranty fund
expense data that would permit a comparison to property/casualty insurance industry (industry)
expenses. To accomplish the study, the NCIGF retained the services of Robbins.

The original call for data went to all guaranty fund managers on August 19, 2005 requesting
claim and administrative expense data for the years 2001, 2002, 2003 and 2004. This original
call requested data from the UDS “C” record (transactional claim information) and
administrative expense data charged to insolvencies for the four calendar years. Those GF’s not
wishing to submit the transactional data (the “C” records) could respond to the request by
submitting summary data by line of business. The NCIGF recognized that in order to compare
the expenses to industry, which is bound by statutorily-imposed uniform accounting and
reporting rules, the GF’s would be required to refine its submission of data to better align with
industry requirements. Based on preliminary observations, the GF’s were requested to submit
its administrative expenses broken down to three categories: 1) legal fees, 2) adjuster salaries and
related benefits and 3) all other. Furthermore, the GF’s were requested to include all expenses,
not just those charged to insolvencies. To enable the study to better assess the composition of
the administrative expenses, the GF’s were requested to complete a questionnaire to clarify and
define the expenses, quantify certain elements of the submission, and provide a better
understanding of the information submitted to AIM for analysis.
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Page 2
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Upon completion of the data accumulation process, the NCIGF returned a summary of the data
to the respective GF’s and sought an affirmation as to completeness and quality. The NCIGF
received a confirmation from all GF’s. The NCIGF provided the financial data to AIM for
analysis; AIM then provided the NCIGF a summary of the data received and incorporated in its
analysis. The NCIGF successfully reconciled the summary to the complete listing of GF data,
assuring completeness and quality of data used by the actuary.

Sincerely,
‘ p PR e e
E 4/{/,:, (R s o /
“James J. Lund

Vice President Financial Policy
& Information Management, Treasurer
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National Conference of Insurance Guaranty Funds

STUDY OF PROPERTY AND CASUALTY INSURANCE
GUARANTY FUND EXPENSES

Technical Appendix

BACKGROUND

The National Conference of Insurance Guaranty Funds (QICIGFQ engaged
Actuarial, Insurance and Management Services, Inc. (AIMO to conduct an operating
expense study of the property and casualty insurance guaranty funds (@BFsQ. This
Technical Appendix supports the report produced for this study. It provides certain
data and calculations underlying the results discussed in the report. As a technical
appendix, it is written such that another qualified actuary or professional should be

able to follow the calculations and descriptions.

One purpose of this study is to identify and/or develop valid comparative measures
for assessing the operating expense performance of the GFs as compared to the
insurance industry. The report describes numerous differences between these
industries, leading AIM to adjust the insurance industry data in order to make the
resulting operating expense measures more comparable to the GFs. The remainder
of this Technical Appendix will discuss these adjustments in the same order that they
are performed. The adjustments include the effect of net worth provisions, the older

claim population, and the distribution of claims by line of business.

ADJUSTMENT FOR NET WORTH PROVISIONS

Several GF laws contain provisions which exclude claims for policyholders with high
net worth from coverage by the GFs. Exhibit TA-1 provides a summary of the net

worth provisions for the 2001-2004 study period, as prepared by the NCIGF.

The GFs pay expenses associated with net worth claims (e.g., investigation,
correspondence, legal, etc.), but those expenses ultimately are associated with no

Page 1
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National Conference of Insurance Guaranty Funds

STUDY OF PROPERTY AND CASUALTY INSURANCE
GUARANTY FUND EXPENSES

Technical Appendix

claim amounts. This creates a high-side bias in the expense measures for the GFs

in comparison to the insurance industry. The approach used to adjust for this bias is:

1) Estimate the effect of net worth provisions on overall GF claim amounts,

2) Apply that effect to the insurance industry claim amounts.

This correction is intended to produce a comparable effect of net worth provisions in
both sets of data. Please note that it would be equivalent to remove the effect of net
worth provisions from the GFs, but the objective was to adjust the insurance industry

structure to reflect a GF environment.

Data is not currently available to perform an objective adjustment for net worth
provisions. We relied on the judgment of a long-term GF claim management
employee to develop estimates of the effect of net worth provisions. This expert
recommended that a conservative set of assumptions would be a 10 percent
reduction of claims for Medical Malpractice, a 5 percent reduction of claims for
General Liability, and no reduction for other coverages.

AIM used these assumptions to gross-up the reported GF claim amounts for states
with net worth provisions, and then aggregated the amounts to produce GF claim
amounts by line of business without the effects of net worth provisions. The
aggregate data reflecting these net worth calculations is shown in Exhibit TA-2
(please note that the purpose for this report precludes the disclosure of individual GF
data reflecting the underlying calculations). As shown in this exhibit, the effect of net
worth provisions is reduced in aggregate to 6.5 percent for Medical Malpractice and

1.2 percent for General Liability.

The effects of net worth provisions are then applied to the insurance industry claim

amounts to produce adjusted insurance industry claim amounts, as shown in Exhibit

Page 2
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TA-3. Since Medical Malpractice and General Liability represent less than 20
percent of all GF claims, the resulting adjustment is fairly minimal in total.

ADJUSTMENT FOR AGE OF CLAIM POPULATION

The GFs pay certain policyholder claims of insolvent insurance companies. It is
common for such companies to have completed a period of rehabilitation and run-off
prior to being declared insolvent. As a result, the claims paid by the GFs are older
than those paid by the insurance industry, which pays a significant amount of claims
during the first year after occurrence.

The relationship of loss adjustment expenses (QAEQ to claim amounts varies
depending on the age of a claim. This variation differs by line of business. In order
to make the insurance industry operating measures better reflect the claim
environment in which the GFs operate, AIM has adjusted the insurance industry LAE

for age of claim effects.

The age of claim adjustment factors were based on an analysis of Schedule P data
as reported in the statutory Annual Statements, as aggregated and published by the
A.M. Best Company. For calendar year 2004 paid LAE and claims, amounts on
claims that occurred during 2004 were segregated from paid amounts on older
claims. The ratios of LAE to claim amounts were calculated for the older claim group
as well as for all claims. The age of claim adjustment factor is calculated by dividing
the older claim group ratio by the ratio for all claims. These calculations are shown in
Exhibit TA-4.

The age of claim adjustment factors are applied to the actual LAE to claim amount

ratios for the insurance industry, producing adjusted LAE to claim amount ratios.

Page 3

Actuarial, Insurance and Management Services, Inc.



National Conference of Insurance Guaranty Funds

STUDY OF PROPERTY AND CASUALTY INSURANCE
GUARANTY FUND EXPENSES

Technical Appendix

Multiplying the adjusted LAE to claim amount ratios by incurred losses equals
adjusted LAE amounts that reflect an older claim population.

ADJUSTED LAE AND GENERAL EXPENSE RATIOS

Using the adjusted incurred losses (reflecting the effect of net worth provisions),
adjusted LAE (reflecting the age of claim population), and the reported general
expenses for the insurance industry, adjusted ratios of expense to claim amount are

calculated. The results of this calculation are shown in Exhibit TA-6.

ADJUSTMENT FOR LINE OF BUSINESS DISTRIBUTION

The distribution of claims by line of business for the GFs varies materially from the
insurance industry. Expenses (particularly LAE) differ by line of business. Thus, our
final adjustment involves recalculating the overall adjusted ratio of expenses to claim
amount for the insurance industry by weighting the ratios by line of business

according to the GF claim distribution. This calculation is shown in Exhibit TA-7.

Page 4
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NATIONAL CONFERENCE OF INSURANCE GUARANTY FUNDS

Exhibit TA-1

2001 SUMMARY OF PROPERTY AND CASUALTY INSURANCE GUARANTY Page 1
ASSOCIATION ACTS OF THE VARIOUS STATES AND U.S. TERRITORIES
SUMMARY BY PROVISION
DEDUCTIBLE/ WORKERS’ COMP NET WORTH

STATE | COVERED CLAIM | MAXIMUM PER CLAIM PAID IN FULL? PROVISION
NAIC NONE $300,000/CLAIMANT YES YES
NCIGF NONE $300,000/CLAIMANT YES YES

AL $100 $150,000 YES YES $25M 1°7 3%P

AK NONE $500,000 YES NONE

AZ $100 $100,000 WC NOT CVRD (4) NONE

AR NONE $300,000 5) YES $50M 157, 3RP

CA $100 (3) $500,000 YES NONE

CO $100 $100,000 YES YES $10M 157, $25M 3RP

CT $100 $300,000 YES YES $50M SUBRO

DE NONE $300,000 YES YES $10M IST, $25M SUBRO

DC NONE $300,000 YES YES $50M SUBRO

FL $100 $300,000 (14) WC NOT CVRD (9) NONE
FLWC NONE NONE YES NONE

GA $25 (3) $100,000 YES YES $3M 1°7, 3RP

HI NONE $300,000 YES YES $25M I*, $50M SUBRO

1D NONE $300,000 YES NONE

IL NONE $300,000 YES YES $25M 137, 3%° SUBRO

IN NONE $100K/CLAIM; $300K/OCC. (5) YES $5M 1%, $50Mm 3%P

IA NONE $300,000 YES NONE (16)

KS $100 $300,000 YES NONE

KY NONE $300,000 YES YES $25M 1°", SUBRO

LA $100 $150K/CLAIM/$300K/OCC. YES YES $25M 15T, 3RP

ME NONE $300,000 YES NONE

MD $100 $300,000/CLAIM YES YES $50M 157

MA NONE $300,000 YES NONE

MI $10 .05% OF P/Y PREM (6) YES .1% OF AGG PREM PRCDG YR

MN NONE $300,000 YES YES $25M 1°', SUBRO

MS $100 $300,000 YES NONE

MO $100 $300,000 YES YES $25M 1°7, 3%

MT $100 $300,000 YES YES $50M SUBRO

NE $100 $300,000 YES NONE

NV NONE $300,000 YES YES $25M 157 3RP

NH $50 $300,000 YES NONE

NJ NONE $300K/CLM;$75K/AUTO CLM WC NOT CVRD (9) NONE

NM $25 $100K PER CLM OR CLMNT YES NONE

NY NONE $1MM/CLM;$5MM/POL (NONRES) | WC NOT CVRD (9) NONE

NC $50 $300,000 YES YES $50M SUBRO

ND NONE $300,000 ) YES $10M 1°7, $25M 3RP

OH $100 (3) $300,000 ) YES $50M SUBRO

OK NONE $150,000 YES YES $50M SUBRO

OR NONE $300,000 YES YES $25M 1%

PA NONE $300,000 WC NOT CVRD (9) | YES $25M 1%, $50M SUBRO
PAWC NONE (29) YES NONE

PR $100 $150,000 (11) NONE

RI NONE $300,000 YES YES $50M SUBRO

SC $250 $300,000 YES YES $10M 1%, $25M SUBRO

SD NONE $300,000 YES YES $50M 1°, SUBRO

TN $100 $100,000 YES YES $10M 157, $25M SUBRO

TX NONE $300,000 YES YES $50M SUBRO

uT NONE $300,000 YES YES $25M 157, SUBRO

VT NONE $300,000 YES NONE

VI $50 $50,000 5) NONE

VA NONE $300,000 YES YES $50M SUBRO

WA $100 $300,000 WC NOT CVRD (7) NONE

WV $100 $300,000 WC NOT CVRD (7) NONE

Wi $200 $300,000/RISK, LOSS OR LIFE (6) YES OLD MODEL SUBRO PROV

WY $250 $150,000/CLAIMANT @) NONE

JULY 31, 2001



NATIONAL CONFERENCE OF INSURANCE GUARANTY FUNDS Exhibit TA-1
2002 SUMMARY OF PROPERTY AND CASUALTY INSURANCE GUARANTY ASSOCIATION ACTS Page 2
e ) SUMMARY BY PROVISION B e
DEDUCTIBLE/ WORKERS’ COMP NET WORTH
STATE | COVERED CLAIM | MAXIMUM PER CLAIM PAID IN FULL? PROVISION
MNAIC ~ NONE $300,000/CLAIMANT YES YES
- NCIGF NONE $300,000/CLAIMANT YES YES
AL C$100 | $150,000 -  YES YES $25M 1T, 3RP o
AK NONE $500,000 ~ YES ~ NONE
AZ __$100 $100,000 N _WC NOT CVRD (4) NONE |
AR NONE $300,000 _ ® | YES $somrT 3@
CA $160 (3) $500,000 ~_YES NONE
_co | $100 | $100,000 ~ YES YES $10M 15T, $25M 3°° B
CT $100 $300,000 - ~ YES YES $50M SUBRO ]
DE NONE $308,0006 YES | YES $10M 1ST, $25M SUBRO
DC | NONE $300,000 B L YES YES $50M SUBRO
FL $100 $300,000 (14)  WCNOTCVRD (9) | NONE |
FLWC NONE NONE YES , NONE
GA | $25(3) | $100,000 . . YES YES $3M 157, 3R°
oHr NONE . $300,000 B YES YES $25M 1%, $50M SUBRO }
D NONE $300,000 _ YES B MNONE ]
L NONE $300,000 o YES YES $25M 1%, 3%°, SUBRO |
N ~ NONE $100K/CLAIM; $300K/OCC. 5) YES $5M 157, $50M 3™
1A NONE $300,000 o YES NONE (1)
XS $100 | $300,000 o YES NONE !
KY NONE | $300,000 YES | YES $25M 1", SUBRO =
LA $100 $150K/CLAIM/$300K/0CC. YES YES $25M 157, 3%
ME NONE $300,000 B YES YES $25M 157 -
MD 100 $300,000/CLAIM YES YES $soM 1YY
MA NONE $300,000 - YES NONE
MI $16 .05% OF P/¥ PREM ) | YES .1% OF AGG PREM PRCDG YR
MM NONE $300,000 . YES _YES $25M i¥,SUBRC
__MS§ $100 $300,000 YES  NONE o
| MO - $160 1 $300,000  ¥YES | YES $25M 1%, 3@ .
L MT $100 | $300,000 _ XES _YES $50M SUBRO
| ME $108 $300,000 YES , NONE
oMY NONE $300,000 YES YES  $25M 157, 3R }
[REE _$50 | $300,000 - YES NONE
Ny NONE $300K/CLM$75K/AUTO CLM WC NOT CVRD (9) | i NONE
NM $25 $100K PER CLMORCLMNT |  YES NONE
NY ~ NONE $1MM/CLM;$5MM/POL (NONRES) | WCNOTCYRD () | NONE -
Ne | $50 | $300,000 i . YES | YES $50M SUBRO
[R1 _ NONE | $300,000 - B N | YES $10M 15, $25M 3" -
OH $100 (3) $300,000 (N | YES $50M SUBRO
OK MONE | $150,000 - YES | YES $50M SUBRC o
OR NONE $300,000 . , YES YES $25M 1 B .
. PA NONE $300,000 WC NOT CVRD (9) | YES $25M 57, gsom 3%
PAWC 1,, NONE 29) - ~ YES ~ NONE
PR $100 $150,0006 (11) - NONE
RI NONE $300,000 ) ) YES YES $50M SUBKO o
. 8C $250 $300,000 YES | YES $10M 1%, $25M SUBRC
5D NONE $300,000 B YES YES $50M 1%, SUBRO
TN $160 $100,000 YES YES $10M 17, $25M 3°°
- TX NONE $300,000 YES YES $50M SUBRO B
uT NONE $300,000 B o YES B YES $25M 1%T, SUBRO -
YT NONE $300,000 YES o NONE e
Vi $50 $50,006 (5) ) ~ NONE o
VA NONE $300,000 | ¥Es YES $50M SUBRO |
WA | $100 $300,00¢ . WC NOT CVRD (1) ~ NONE |
WV | $100 $360,000 W NOT CYRD (1) NONE
WwE $200 $300,000/RISK, LOSS OR LIFE _(6) YES OLD MODEL SUBRC PROV |
WY $250 $150,000/CLAIMANT VES NONE i

fulv 312002



SUMMARY BY PROVISION

NATIONAL CONFERENCE OF INSURANCE GUARANTY FUNDS
2003 SUMMARY OF PROPERTY AND CASUALTY INSURANCE GUARANTY ASSOCIATION ACTS

Exhibijt TA-1
Page 3

DEDUCTIBLE/ WORKERS’ COMP NET WORTH
STATE | COVERED CLAIM MAXIMUM PER CLAIM PAID IN FULL? PROYVISION
NAIC NONE $300,000/CLAIMANT YES YES
NCIGF NONE $300,000/CLAIMANT YES YES
AL $100 $150,000 YES YES $25M 157, SUBRO
AK NONE $500,000 YES NONE
AZ $100 $100,000 WC NOT CVRD (4) NONE
AR NONE $300,000 (&) YES $50M 157, 3%P
CA $100 (3) $500,000 YES NONE
Cco $100 $100,000 YES YES $10M 157, $25M SUBRO
CcT $100 $300,000 YES YES $25M 157, $50M SUBRO
DE NONE $300,000 YES YES $10M 157, $25M SUBRO
DC NONE $300,000 YES YES $50M SUBRO
FL $100 $300,000 (14) WC NOT CVRD (9) NONE
FLWC NONE NONE YES NONE
GA $25 (3) $100,000 YES YES $3M 1°7, 3%
HI NONE $300,000 YES YES $25M 157, $50M SUBRO
ID NONE $300,000 YES NONE
IL NONE $300,000 YES YES $25M 157, 3R, SUBRO
IN NONE $100K/CLAIM; $300K/OCC. (5) YES $5M 157, $50M 3%P
TIA NONE $300,000 YES NONE (16)
KS $100 $300,000 YES NONE
KY NONE $300,000 YES YES $25M 157, SUBRO
LA $100 $150K/CLAIM/$300K/OCC. YES YES $25M 157, SUBRO
ME NONE $300,000 YES YES $25M 157
MD $100 $300,000/CLAIM YES YES $50M 157
MA NONE $300,000 YES NONE
MI $10 .05% OF P/Y PREM (6) YES .1% OF AGG PREM PRCDG YR
MN NONE $300,000 YES YES $25M 157, 3f°, SUBRO
MS $100 $300,000 YES NONE
MO $100 $300,000 YES YES $25M 15T, 3k
MT $100 $300,000 YES YES $50M SUBRO
NE $100 $300,000 YES NONE
NV NONE $300,000 YES YES $25M 157, 3%°, SUBRO
NH $50 $300,000 YES YES $25M 157, 3%°
NJ NONE $300K/CLAIM WC NOT CVRD (9) NONE
NJWC NONE NONE YES NONE
NM $25 $100K PER CLM OR CLMNT YES NONE
NY NONE $1IMM/CLM;$5MM/POL (NONRES) | WC NOT CVRD (9) NONE
NC $50 $300,000 YES YES $50M 1°T, SUBRO
ND NONE $300,000 ()] YES $10M 15", $25M SUBRO
OH $100 (3) $300,000 ) YES $50M SUBRO
OK NONE $150,000 YES YES $50M SUBRO
OR NONE $300,000 YES YES $25M 157
PA NONE $300,000 WC NOT CVRD (9) | YES $25M 157, $50M SUBRO
PAWC NONE 29) YES NONE
PR $100 $150,000 (11) NONE
RI NONE $300,000 YES YES $50M SUBRO
SC $250 $300,000 YES YES $10M 1%, $25M SUBRO
SD NONE $300,000 YES YES $50M 1%, SUBRO
TN $100 $100,000 YES YES $10M 157, $25M SUBRO
TX NONE $300,000 YES YES $50M I**, SUBRO
uT NONE $300,000 YES YES $25M 157, SUBRO
VT NONE $300,000 YES NONE
V1 $50 $50,000 5) NONE
VA NONE $300,000 YES YES $50M SUBRO
WA $100 $300,000 WC NOT CVRD (7) NONE
WV $100 $300,000 WC NOT CVRD (7) NONE
WI $200 $300,000/RISK, LOSS OR LIFE 6) YES OLD MODEL SUBRO PROV
WY $250 $150,000/CLAIMANT YES NONE

July 31, 2003



NATIONAL CONFERENCE OF INSURANCE GUARANTY FUNDS

Exhibit TA-1

2004 SUMMARY OF PROPERTY AND CASUALTY INSURANCE GUARANTY ASSOCIATION ACTS Page 4
SUMMARY BY PROVISION
DEDUCTIBLE/ WORKERS’ COMP NET WORTH

STATE | COVERED CLAIM MAXIMUM PER CLAIM PAID IN FULL? PROVISION
NAIC NONE $300,000/CLAIMANT YES YES
NCIGF NONE $300,000/CLAIMANT YES YES

AL $100 $150,000 YES YES $25M 157, SUBRO

AK NONE $500,000 YES NONE

AZ $100 $100,000 WC NOT CVRD (4) NONE

AR NONE $300,000 6 v YES $50M 157, 3RD

CA $100 3) $500,000 YES NONE

Cco $100 $100,000 YES YES $10M 1°7, $25M SUBRO

CT $100 $300,000 YES YES $25M 157, $50M SUBRO

DE NONE $300,000 YES YES $10M 157, $25M SUBRO

DC NONE $300,000 YES YES $50M SUBRO

FL $100 $300,000 (14) WC NOT CVRD (9) NONE (15)
FLWC NONE NONE YES NONE (15)

GA $25 (3) $100,000 YES YES $3M 157, 3RP

HI NONE $300,000 YES YES $25M 157, $50M SUBRO

ID NONE $300,000 YES NONE

IL NONE $300,000 YES YES _$25M 17, 3%°, SUBRO

IN NONE $100K/CLAIM; $300K/OCC. 6V YES $5M 157, $50M 3%P

1A NONE $300,000 YES NONE (16)

KS $100 $300,000 YES NONE

KY NONE $300,000 YES YES $25M 157, SUBRO

LA $100 $150K/CLAIM/$300K/OCC. YES YES $25M 157, SUBRO

ME NONE $300,000 YES YES $25M 17

MD $100 $300,000/CLAIM YES YES $50M 17

MA NONE $300,000 YES NONE

MI $10 .05% OF P/Y PREM ©) YES .1% OF AGG PREM PRCDG YR

MN NONE $300,000 YES YES _$25M 17, 3%°, SUBRO

MS $50 $300,000 YES NONE

MO NONE $300,000 YES YES $25M 157, 3RP

MT $100 $300,000 YES YES _$50M SUBRO

NE $100 $300,000 YES NONE

NV NONE $300,000 YES YES $25M 1°7, 3*°, SUBRO

NH $50 $300,000 YES YES (34)

NJ NONE $300K/CLAIM WC NOT CVRD (9) NONE
NJWC NONE NONE YES NONE

NM $25 $100K PER CLM OR CLMNT YES NONE

NY NONE $1MM/CLM;$5MM/POL (NONRES) | WC NOT CVRD (9) NONE

NC $50 $300,000 YES YES $50M 157, SUBRO

ND NONE $300,000 ) YES $10M 1°7, $25M SUBRO

OH $100 (3) $300,000 ) YES _$50M SUBRO

OK NONE $150,000 YES YES $50M SUBRO

OR NONE $300,000 YES YES _$25M 157

PA NONE $300,000 WC NOT CVRD (9) | YES $25M 157, $50M SUBRO
PAWC NONE (29) YES NONE

PR $100 $150,000 anp v NONE

RI NONE $300,000 YES YES $50M SUBRO

SC $250 $300,000 YES YES $10M 1%, $25M SUBRO

SD NONE $300,000 YES YES _$50M 1%, SUBRO

TN $100 $100,000 YES YES $10M 17, $25M SUBRO

TX NONE $300,000 YES YES _$50M 1, SUBRO

UT NONE $300,000 YES YES _$25M 157, SUBRO

VT NONE $300,000 YES NONE

VI $50 $50,000 5) NONE

VA NONE $300,000 YES V YES _$50M SUBRO

WA $100 $300,000 WC NOT CVRD (7) NONE

WV $100 $300,000 WC NOT CVRD (7) NONE

WI NONE $300,000/RISK, LOSS OR LIFE (6) YES OLD MODEL SUBRO PROV

WY $250 $150,000/CLAIMANT YES NONE

July 31, 2004



National Conference of Insurance Guaranty Funds

Study of Guaranty Fund Expenses

Estimated Effect of Net Worth Provisions

GF Paid Claims
Grossed-Up for

Year State ASL Actual Net Worth Net Worth Effect
ALL ALL 1 3,368,512 3,368,512 1.000
ALL ALL 2 10,000 10,000 1.000
ALL ALL 3 541,085 541,085 1.000
ALL ALL 4 43,908,166 43,908,166 1.000
ALL ALL 5 181,866,230 181,866,230 1.000
ALL ALL 8 2,231,937 2,231,937 1.000
ALL ALL 9 2,346,162 2,346,162 1.000
ALL ALL 11 520,684,577 556,909,895 0.935
ALL ALL 12 1,070,553 1,070,553 1.000
ALL ALL 13 205,797
ALL ALL 15 17,855 17,855 1.000
ALL ALL 16 4,160,738,619 4,160,738,619 1.000
ALL ALL 17 484,928,385 490,931,540 0.988
ALL ALL 18 7,968,833
ALL ALL 19.1 19,843,544
ALL ALL 19.2 264,274,769 264,274,769 1.000
ALL ALL 19.3 1,432,626
ALL ALL 19.4 214,778,728 214,778,728 1.000
ALL ALL 21.1 7,432,613
ALL ALL 21.2 4,048,188
ALL ALL 22 14,939,586 14,939,586 1.000
ALL ALL 23 140,935 140,935 1.000
ALL ALL 24 8,174,787 8,174,787 1.000
ALL ALL 27 1,162,619 1,162,619 1.000
ALL ALL 28 -
ALL ALL 33 1,332,800 1,332,800 1.000

TOTAL 5,947,447,906 5,948,744,777 1.000

Exhibit TA-2



National Conference of Insurance Guaranty Funds
Study of Guaranty Fund Expenses

Insurance Industry Experience
Net of Reinsurance

Adjustment for Effects of Net Worth Provisions

Incurred
Losses Adjustment for Statutory Remedies
Adjusted Incurred

Line of Business Reported Net Worth Loss

Fire........ ... ... ... ... ... ... .. ... ... 14,235,538 1.000 14,235,538
AliedLines............................. 19,463,397 1.000 19,463,397
Farmowners Multiple Peril . .. ............... 4,481,971 1.000 4,481,971
Homeowners Multiple Peril .. ............... 104,311,997 1.000 104,311,997
Commercial Multiple Peril . .. ............. .. 55,510,595 1.000 55,510,595
Mortgage Guaranty . .. .................... 6,226,573 6,226,573
OceanMarine .. ......................... 5,777,437 1.000 5,777,437
InlandMarine .. ...... ... ... ... ... ... . 13,678,776 1.000 13,678,776
Financial Guaranty. . . ..................... 583,168 583,168
Medical Malpractice . .....................| 23,216,651 0.935 21,706,478
Earthquake ............................. 1,182,189 1.000 1,182,189
Group A & H (See Interrogatory 1). . . ......... 24,331,936 24,331,936
Credit A&H............................. 202,427 202,427
Other A & H (See Interrogatory 1) ... ......... 11,038,671 1.000 11,038,671
Workers’ Compensation . .................. 83,443,622 1.000 83,443,622
Other Liability . . ......................... 80,569,863 0.988 79,584,648
Products Liability. . . ...................... 10,618,853 10,618,853
Private Passenger Auto Liability . ............ 223,235,041 1.000 223,235,041
Commercial Auto Liability . .. ............... 43,151,306 1.000 43,151,306
Private Passenger Auto Physical Damage. . . . . . 140,008,312 1.000 140,008,312
Commercial Auto Physical Damage . ......... 14,836,715 1.000 14,836,715
Aircraft (allperils) . .. ................... .. 3,318,958 1.000 3,318,958
Fidelity. . .. .......... ... ... ............. 2,050,008 1.000 2,050,008
Surety . ... 7,406,000 1.000 7,406,000
Burglaryand Theft. . . ..................... 139,943 139,943
Boilerand Machinery .. ................. .. 1,739,549 1.000 1,739,549
Credit. .......... ... . ... ... ... ... ... .... 1,380,397 1,380,397
International . ............... .. ... ..., .. 1,214,758 1,214,758
Reinsurance . ........................... 56,459,950 56,459,950
Aggregate write-ins for other lines of business . . 6,303,858 1.000 6,303,858
Total 960,118,459 957,623,070

Exhibit TA-3
Page 1

Amounts in Thousands



National Conference of Insurance Guaranty Funds
Study of Guaranty Fund Expenses

Insurance Industry Experience

Direct of Reinsurance

Adjustment for Effects of Net Worth Provisions

Incurred Adjustment for
Losses Statutory Remedies
Adjusted
Line of Business Reported Net Worth Incurred Loss
Fire..... ... .. ... . . .. . . . 00 .. 17,626,190 1.000 17,626,190
AlliedLines............................. 32,561,383 1.000 32,561,383
Farmowners Multiple Peril .. ............... 5,045,903 1.000 5,045,903
Homeowners Multiple Peril . ................ 114,708,552 1.000 114,708,552
Commercial Multiple Peril .. ................ 67,380,490 1.000 67,380,490
Mortgage Guaranty . .. .................... 4,145,094 - 4,145,094
OceanMarine .. ......................... 6,744,950 1.000 6,744,950
InlandMarine . .......................... 20,617,408 1.000 20,617,408
Financial Guaranty. . .....................| 705,722 - 705,722
Medical Malpractice . .. ................... 29,899,070 0.935 27,954,225
Earthquake . ............................ 1,359,490 1.000 1,359,490
Group A & H (See Interrogatory 1). . ......... 23,860,355 - 23,860,355
CreditA&H. ............................ 392,090 - 392,090
Other A & H (See Interrogatory 1) . .......... 11,857,785 1.000 11,857,785
Workers® Compensation . ................. . 104,322,871 1.000 104,322,871
Other Liability . . ......................... 126,559,804 0.988 125,012,219
Products Liability. . . ...................... 17,399,944 - 17,399,944
Private Passenger Auto Liability . .. .......... 234,363,407 1.000 234,363,407
Commercial Auto Liability . .. ............... 51,860,189 1.000 51,860,189
Private Passenger Auto Physical Damage. . . .. 146,027,921 1.000 146,027,921
Commercial Auto Physical Damage . ......... 15,201,217 1.000 15,201,217
Aircraft (allperils) . ....................... 6,994,241 1.000 6,994,241
Fidelity. . ......... .. .. ... ... .. ... .... 2,209,123 1.000 2,209,123
SUFetY . ..o 9,639,910 1.000 9,639,910
Burglaryand Theft. . ...................... 127,292 - 127,292
Boiler and Machinery . . ................... 1,258,534 1.000 1,258,534
Credit. . ....... .. ... . . i 1,469,894 - 1,469,894
International . ........................... 119,431 - 119,431
Aggregate write-ins for other lines of business . . 9,858,889 - 9,858,889

Total

1,064,317,149

1,060,824,720

Exhibit TA-3
Page 2

Amounts in Thousands



SCHEDULE P N PART 1A N HOMEOWNERS/FARMOWNER

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE
INCURRED

ONoGOAWNE
H
©
©
s3]

2004 Calendar Year
Total

Current Accident Year
Prior Accident Years
Age of Claim Load

National Conference of Insurance Guaranty Funds

Study of Guaranty Fund Expenses

Adjustment for Age of Claim Population

NET LOSS

PAID
48,988
16,735,432
20,021,316
15,573,569
19,742,914
20,277,522
24,013,548
27,161,428
23,653,564
24,251,374
20,100,179
211,579,834

27,006,433
20,100,179
6,906,254

Source: A.M. Best 2004 Schedule P

NET DCC
PAID

10,226
841,490
979,218
800,294
686,643
689,665
793,112
1,038,102
763,984
427,610
214,574
7,244,918

NET AOP
PAID

4,655
1,947,596
2,220,886
2,106,880
2,883,378
2,845,184
3,034,757
3,249,697
3,134,267
3,227,855
3,004,793
27,659,948

NET LAE

PAID
14,881
2,789,086
3,200,104
2,907,174
3,570,021
3,534,849
3,827,869
4,287,799
3,898,251
3,655,465
3,219,367
34,904,866

4,296,466
3,219,367
1,077,099

Exhibit TA-4
Page 1

LAE:LOSS
PAID
30.4%
16.7%
16.0%
18.7%
18.1%
17.4%
15.9%
15.8%
16.5%
15.1%
16.0%
16.5%

15.9%
16.0%
15.6%
98.0%

Amounts in Thousands



National Conference of Insurance Guaranty Funds
Study of Guaranty Fund Expenses

Adjustment for Age of Claim Population

SCHEDULE P N PART 1B N PRIVATE PASSENGER AUTO LIABILITY/MEDICA

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE
INCURRED

ONoGOAWNE
H
©
©
s3]

2004 Calendar Year
Total

Current Accident Year
Prior Accident Years
Age of Claim Load

NET LOSS

PAID
237,256
42,425,536
43,453,610
43,601,506
44,680,444
47,474,524
50,019,755
49,693,203
48,127,183
40,415,354
24,050,082
434,178,453

54,957,317
24,050,082
30,907,235

Source: A.M. Best 2004 Schedule P

NET DCC

PAID
31,279
2,968,814
3,164,778
3,142,144
3,001,997
3,042,284
3,057,906
2,858,260
2,154,962
1,156,252
389,225
24,967,901

NET AOP
PAID

17,063
5,287,522
5,845,548
6,372,558
6,508,630
6,668,952
6,953,480
7,036,778
7,310,189
7,116,186
5,684,602
64,801,508

L

NET LAE

PAID
48,342
8,256,336
9,010,326
9,514,702
9,510,627
9,711,236
10,011,386
9,895,038
9,465,151
8,272,438
6,073,827
89,769,409

11,483,343
6,073,827
5,409,516

Exhibit TA-4
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LAE:LOSS
PAID
20.4%
19.5%
20.7%
21.8%
21.3%
20.5%
20.0%
19.9%
19.7%
20.5%
25.3%
20.7%

20.9%
25.3%
17.5%
83.8%

Amounts in Thousands



National Conference of Insurance Guaranty Funds Exhibit TA-4

Study of Guaranty Fund Expenses Page 3
Adjustment for Age of Claim Population
SCHEDULE P N PART 1C N COMMERCIAL AUTO/TRUCK LIABILITY/MEDICA L
YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE NET LOSS NET DCC NET AOP NET LAE LAE:LOSS
INCURRED PAID PAID PAID PAID PAID

1.Prior............. 65,602 8,755 14,833 23,588 36.0%
2.1995........... 7,922,058 918,421 680,239 1,598,660 20.2%
3.1996........... 8,534,538 994,436 733,203 1,727,639 20.2%
4,1997........... 8,969,771 968,565 825,165 1,793,730 20.0%
5.1998........... 9,209,009 899,232 922,424 1,821,656 19.8%
6.1999........... 9,582,284 945,578 932,010 1,877,588 19.6%
7.2000........... 9,341,065 921,512 937,131 1,858,643 19.9%
8.2001........... 8,308,943 756,423 909,931 1,666,354 20.1%
9.2002........... 6,472,323 526,301 905,050 1,431,351 22.1%
10.2003........... 4,564,581 233,957 841,611 1,075,568 23.6%
11.2004........... 2,325,300 88,609 651,634 740,243 31.8%
Total 75,295,474 7,261,789 8,353,231 15,615,020 20.7%
2004 Calendar Year

Total 9,394,748 2,157,558 23.0%
Current Accident Year 2,325,300 740,243 31.8%
Prior Accident Years 7,069,448 1,417,315 20.0%
Age of Claim Load 87.3%

Source: A.M. Best 2004 Schedule P Amounts in Thousands



National Conference of Insurance Guaranty Funds
Study of Guaranty Fund Expenses

SCHEDULE P N PART 1D N WORKERSO COMPENSATIO N

Adjustment for Age of Claim Population

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE NET LOSS NET DCC
INCURRED PAID PAID

1.Prior............. 1,969,768 135,547
2.1995........... 15,860,125 1,397,192
3.1996........... 15,767,750 1,394,195
4,1997........... 16,395,322 1,407,973
5.1998........... 17,331,149 1,435,847
6.1999........... 16,842,129 1,391,579
7.2000........... 17,510,988 1,517,215
8.2001........... 17,517,908 1,419,318
9.2002........... 14,650,736 1,146,341
10.2003........... 10,838,807 809,130
11.2004........... 5,071,984 316,485
Total 149,756,666 12,370,822
2004 Calendar Year

Total 22,957,114

Current Accident Year 5,071,984

Prior Accident Years 17,885,130

Age of Claim Load

Source: A.M. Best 2004 Schedule P

NET AOP

202,601
2,014,108
2,061,752
2,237,924
2,271,820
2,101,772
2,167,476
2,237,911
2,075,593
1,975,329
1,318,844

20,665,130

NET LAE

Exhibit TA-4

Page 4
LAE:LOSS
PAID

338,148 17.2%
3,411,300 21.5%
3,455,947 21.9%
3,645,897 22.2%
3,707,667 21.4%
3,493,351 20.7%
3,684,691 21.0%
3,657,229 20.9%
3,221,934 22.0%
2,784,459 25.7%
1,635,329 32.2%
33,035,952 22.1%
4,404,587 19.2%
1,635,329 32.2%
2,769,258 15.5%
80.7%

Amounts in Thousands



SCHEDULE P N PART 1E N COMMERCIAL MULTIPLE PERI

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE
INCURRED

ONoGOA~WONE
H
©
©
s3]

2004 Calendar Year
Total

Current Accident Year
Prior Accident Years
Age of Claim Load

National Conference of Insurance Guaranty Funds

Study of Guaranty Fund Expenses

Adjustment for Age of Claim Population

NET LOSS

PAID
513,243
10,163,983
11,388,102
10,309,382
11,844,637
11,842,905
11,695,518
11,520,745
8,631,528
7,577,865
5,732,976
101,220,884

12,975,715
5,732,976
7,242,739

Source: A.M. Best 2004 Schedule P

NET DCC

PAID
268,568
1,856,537
1,944,449
1,828,234
1,809,007
1,811,017
1,665,442
1,428,065
864,139
389,828
117,969
13,983,255

NET AOP
PAID

45,372
947,879
1,058,888
1,104,818
1,286,939
1,174,468
1,172,851
1,221,299
1,027,459
1,012,150
812,687
10,864,810

NET LAE

PAID
313,940
2,804,416
3,003,337
2,933,052
3,095,946
2,985,485
2,838,293
2,649,364
1,891,598
1,401,978
930,656
24,848,065

4,079,725
930,656
3,149,069

Exhibit TA-4
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LAE:LOSS
PAID
61.2%
27.6%
26.4%
28.5%
26.1%
25.2%
24.3%
23.0%
21.9%
18.5%
16.2%
24.5%

31.4%
16.2%

43.5%
138.3%

Amounts in Thousands



National Conference of Insurance Guaranty Funds

Study of Guaranty Fund Expenses

Adjustment for Age of Claim Population

SCHEDULE P N PART 1F N SECTIONS 1+2 N MEDICAL MALPRACTICE N ALL FORM S

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE
INCURRED

ONoGOAWNE
H
©
©
s3]

2004 Calendar Year
Total

Current Accident Year
Prior Accident Years
Age of Claim Load

NET LOSS

PAID
159,751
3,175,353
3,329,697
3,702,079
3,911,264
3,595,201
3,091,580
2,827,911
1,770,189
623,527
70,328
26,256,880

4,099,757
70,328
4,029,429

Source: A.M. Best 2004 Schedule P

NET DCC

PAID
37,022
1,221,758
1,245,019
1,317,460
1,457,379
1,461,117
1,405,104
1,283,528
998,235
531,857
102,758
11,061,237

NET AOP
PAID

8,587
428,643
372,697
320,955
322,278
324,835
319,636
307,771
282,381
193,380
111,419
2,992,582

NET LAE

PAID
45,609
1,650,401
1,617,716
1,638,415
1,779,657
1,785,952
1,724,740
1,591,299
1,280,616
725,237
214177
14,053,819

2,275,020
214,177
2,060,843

Exhibit TA-4
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LAE:LOSS
PAID
28.6%
52.0%
48.6%
44.3%
45.5%
49.7%
55.8%
56.3%
72.3%
116.3%
304.5%
53.5%

55.5%
304.5%
51.1%
92.2%

Amounts in Thousands



National Conference of Insurance Guaranty Funds

Exhibit TA-4

Study of Guaranty Fund Expenses Fage 7
Adjustment for Age of Claim Population
SCHEDULE P N PART 1G N SPECIAL LIABILITY (OCEAN MARINE, AIRCRAFT,
BOILER AND MACHINERY)
YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE NET LOSS NET DCC NET AOP NET LAE LAE:LOSS
INCURRED PAID PAID PAID PAID PAID

1.Prior............. 72,797 9,191 5,125 14,316 19.7%
2.1995........... 1,788,324 159,173 78,244 237,417 13.3%
3.1996........... 1,896,803 147,388 94,564 241,952 12.8%
4,1997........... 2,055,028 159,528 101,325 260,853 12.7%
5.1998........... 2,166,132 121,678 133,295 254,973 11.8%
6.1999........... 2,156,692 148,990 128,215 277,205 12.9%
7.2000........... 2,172,016 131,794 115,780 247,574 11.4%
8.2001........... 1,915,616 122,411 113,153 235,564 12.3%
9.2002........... 1,649,741 90,694 105,596 196,290 11.9%
10.2003........... 1,541,559 60,351 113,463 173,814 11.3%
11.2004........... 887,825 26,836 93,363 120,199 13.5%
Total 18,302,533 1,178,034 1,082,123 2,260,157 12.3%
2004 Calendar Year

Total 2,455,463 399,153 16.3%
Current Accident Year 887,825 120,199 13.5%
Prior Accident Years 1,567,638 278,954 17.8%
Age of Claim Load 109.5%

Source: A.M. Best 2004 Schedule P

Amounts in Thousands



SCHEDULE P N PART 1H N SECTIONS 1+2 N OTHER LIABILITY N ALL FORM

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE
INCURRED

ONoGOAWNE
H
©
©
s3]

2004 Calendar Year
Total

Current Accident Year
Prior Accident Years
Age of Claim Load

National Conference of Insurance Guaranty Funds

Study of Guaranty Fund Expenses

Adjustment for Age of Claim Population

NET LOSS
PAID
2,543,170
8,288,747
8,773,762
10,064,199
12,050,089
11,578,739
10,917,824
9,753,084
7,625,182
4,568,579
2,074,518
88,237,893

15,174,596
2,074,518
13,100,078

Source: A.M. Best 2004 Schedule P

NET DCC

PAID
826,629
2,366,188
2,339,435
2,570,587
2,503,143
2,363,965
2,516,426
2,206,687
1,692,076
739,736
158,249
20,283,121

NET AOP
PAID
238,196
790,404
897,622
877,959
1,001,820
943,789
890,395
971,130
768,064
689,788
489,780
8,558,947

S

NET LAE

PAID
1,064,825
3,156,592
3,237,057
3,448,546
3,504,963
3,307,754
3,406,821
3,177,817
2,460,140
1,429,524
648,029
28,842,068

7,033,891
648,029
6,385,862

Exhibit TA-4
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LAE:LOSS
PAID
41.9%
38.1%
36.9%
34.3%
29.1%
28.6%
31.2%
32.6%
32.3%
31.3%
31.2%
32.7%

46.4%
31.2%
48.7%
105.2%

Amounts in Thousands



SCHEDULE P N PART 11 N SPECIAL PROPERTY (FIRE, ALLIED LINES, INLAND
MARINE, EARTHQUAKE, BURGLARY AND THEFT )

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE
INCURRED
1.Prior.............

2004 Calendar Year
Total

Current Accident Year
Prior Accident Years
Age of Claim Load

Adjustment for Age of Claim Population

NET LOSS
PAID
1,236,439
9,133,745
6,826,530
17,196,714

10,865,555
6,826,530
4,039,025

NET DCC
PAID
171,248
146,892
74,465
392,605

SCHEDULE P N PART 1J N AUTO PHYSICAL DAMAG E

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE
INCURRED

2004 Calendar Year
Total

Current Accident Year
Prior Accident Years
Age of Claim Load

NET LOSS
PAID
-205,400
38,653,490
35,595,446
74,043,536

37,541,463
35,595,446
1,946,017

Source: A.M. Best 2004 Schedule P

NET DCC
PAID
80,815
263,684
188,179
532,678

NET AOP
PAID
68,268
740,966
691,220
1,500,454

NET AOP
PAID
86,253
6,035,440
5,560,754
11,682,447

National Conference of Insurance Guaranty Funds
Study of Guaranty Fund Expenses

NET LAE
PAID
239,516
887,858
765,685
1,893,059

1,287,620
765,685
521,935

NET LAE
PAID
167,068
6,299,124
5,748,933
12,215,125

6,058,029
5,748,933
309,096

Exhibit TA-4
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LAE:LOSS

PAID
19.4%
9.7%
11.2%
11.0%

11.9%
11.2%
12.9%
109.0%

LAE:LOSS

PAID
-81.3%
16.3%
16.2%
16.5%

16.1%
16.2%
15.9%
98.4%

Amounts in Thousands



National Conference of Insurance Guaranty Funds

Study of Guaranty Fund Expenses

Adjustment for Age of Claim Population

SCHEDULE P N PART 1K N FIDELITY/SURET Y

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE NET LOSS NET DCC
INCURRED PAID PAID
1.Prior............. 612,510 214,832
2.2003........... 1,453,794 86,671
3.2004........... 472,789 25,890
Total 2,539,093 327,393
2004 Calendar Year
Total 2,030,207
Current Accident Year 472,789
Prior Accident Years 1,557,418

Age of Claim Load

SCHEDULE P N PART 1L N OTHER (INCLUDING CREDIT, ACCIDENT AND HEALTH

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE NET LOSS NET DCC
INCURRED PAID PAID
1.Prior............. 1,119,143 18,059
2.2003........... 5,132,843 67,886
3.2004........... 4,689,602 57,760
Total 10,941,588 143,705
2004 Calendar Year
Total 8,460,904
Current Accident Year 4,689,602
Prior Accident Years 3,771,302

Age of Claim Load

Source: A.M. Best 2004 Schedule P

51,588
111,077
105,882
268,547

32,084
271,391
226,377
529,852

266,420
197,748
131,772
595,940

510,985
131,772
379,213

50,143
339,277
284,137
673,557

529,661
284,137
245,524
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LAE:LOSS

PAID

43.5%
13.6%
27.9%
23.5%

25.2%
27.9%
24.3%
96.7%

LAE:LOSS

PAID

4.5%
6.6%
6.1%

6.2%

6.3%
6.1%
6.5%
104.0%

Amounts in Thousands
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Adjustment for Age of Claim Population
SCHEDULE P N PART 1R N SECTIONS 1+2 N PRODUCTS LIABILITY N ALL FORM S
YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE NET LOSS NET DCC NET AOP NET LAE LAE:LOSS
INCURRED PAID PAID PAID PAID PAID

1.Prior............. 688,577 401,888 69,645 471,533 68.5%
2.1995. . ......... 824,305 379,942 131,630 511,572 62.1%
3.1996. . ......... 796,107 373,861 131,765 505,626 63.5%
4.1997........... 873,834 397,016 111,198 508,214 58.2%
5.1998........... 801,462 321,397 103,158 424,555 53.0%
6.1999........... 821,292 336,385 104,262 440,647 53.7%
7.2000........... 521,033 278,695 101,855 380,550 73.0%
8.2001........... 586,213 199,130 94,568 293,698 50.1%
9.2002........... 265,464 102,032 70,926 172,958 65.2%
10.2003........... 143,222 48,372 57,662 106,034 74.0%
11.2004. .......... 68,518 11,427 45,006 56,433 82.4%
Total 6,390,027 2,850,145 1,021,675 3,871,820 60.6%
2004 Calendar Year

Total 1,513,170 1,490,433 98.5%
Current Accident Year 68,518 56,433 82.4%
Prior Accident Years 1,444,652 1,434,000 99.3%
Age of Claim Load 100.8%

Source: A.M. Best 2004 Schedule P Amounts in Thousands
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Study of Guaranty Fund Expenses J

Adjustment for Age of Claim Population

SCHEDULE P N PART 1S N FINANCIAL GUARANTY/MORTGAGE GUARANT Y

YEARS IN
WHICH PREMIUMS
WERE
EARNED AND
LOSSES WERE NET LOSS NET DCC NET AOP NET LAE LAE:LOSS
INCURRED PAID PAID PAID PAID PAID
1.Prior............. 702,505 35,020 24,552 59,572 8.5%
2.2008........... 1,008,503 32,634 32,318 64,952 6.4%
3.2004........... 186,295 13,076 7,652 20,728 11.1%
Total 1,897,303 80,730 64,522 145,252 7.7%

2004 Calendar Year

Total 1,704,149 98,646 5.8%
Current Accident Year 186,295 20,728 11.1%
Prior Accident Years 1,517,854 77,918 5.1%
Age of Claim Load 88.7%

Source: A.M. Best 2004 Schedule P Amounts in Thousands
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Study of Guaranty Fund Expenses Paged
Insurance Industry Experience
Net of Reinsurance
Adjustment to LAE Ratio for Age of Claim Population
Incurred
Losses Loss Adjustment Expenses Incurred
Reported Adjustment Adjusted Adjusted

Line of Business Reported Reported % to Loss Factor % to Loss Amount

Fire. ... ... . ... .. . . . 14,235,538 1,496,855 10.5% 1.090 11.5% 1,632,240
AliedLines............................. 19,463,397 1,659,036 8.5% 1.090 9.3% 1,809,089
Farmowners Multiple Peril ... ............... 4,481,971 610,990 13.6% 0.980 13.4% 598,967
Homeowners Multiple Peril . ................ 104,311,997 17,725,966 17.0% 0.980 16.7% 17,377,156
Commercial Multiple Peril ... ............... 55,510,595 16,196,075 29.2% 1.383 40.3% 22,396,984
Mortgage Guaranty . . ..................... 6,226,573 294,511 4.7% 0.887 4.2% 261,178
OceanMarine .. ......................... 5,777,437 813,325 14.1% 1.095 15.4% 890,317
InlandMarine . ..........................| 13,678,776 1,814,549 13.3% 1.090 14.5% 1,978,668
Financial Guaranty. . ...................... 583,168 91,601 15.7% 0.887 13.9% 81,234
Medical Malpractice . .. ...................| 23,216,651 10,038,412 43.2% 0.922 39.9% 9,252,079
Earthquake ............................. 1,182,189 290,777 24.6% 1.090 26.8% 317,077
Group A & H (See Interrogatory 1). .. ......... 24,331,936 1,413,081 5.8% 1.040 6.0% 1,469,564
Credit A&H............................. 202,427 9,620 4.8% 1.040 4.9% 10,005
Other A & H (See Interrogatory 1) . .. ......... 11,038,671 689,413 6.2% 1.040 6.5% 716,970
WorkersO Compensation . ................. 83,443,622 16,653,757 20.0% 0.807 16.1% 13,439,888
Other Liability . . ......................... 80,569,863 24,309,798 30.2% 1.052 31L.7% 25,565,159
Products Liability. . . ...................... 10,618,853 5,275,876 49.7% 1.008 50.1% 5,316,866
Private Passenger Auto Liability . .. .......... 223,235,041 47,683,920 21.4% 0.838 17.9% 39,941,778
Commercial Auto Liability . ................. 43,151,306 9,012,157 20.9% 0.873 18.2% 7,867,420
Private Passenger Auto Physical Damage. . . . . . 140,008,312 23,785,465 17.0% 0.984 16.7% 23,411,983
Commercial Auto Physical Damage . ......... 14,836,715 2,102,968 14.2% 0.984 14.0% 2,069,947
Aircraft (allperils) . .......................]1 3,318,958 (23,230) -0.7% 1.095 -0.8% (25,429)
Fidelity. . ........... ... ... ... ......... 2,050,008 291,329 14.2% 0.967 13.7% 281,834
Surety . . ... 7,406,000 1,453,401 19.6% 0.967 19.0% 1,406,033
Burglaryand Theft. .. ..................... 139,943 19,925 14.2% 1.090 15.5% 21,727
Boiler and Machinery . . ...................| 1,739,549 229,440 13.2% 1.095 14.4% 251,160
Credit. .......... ... . .. . . . 1,380,397 103,483 7.5% 1.040 7.8% 107,619
International . . ................. ... ......| 1,214,758 76,041 6.3% NA 6.3% 76,041
Reinsurance .. .......................... 56,459,950 3,937,750 7.0% NA 7.0% 3,937,750
Aggregate write-ins for other lines of business . . 6,303,858 410,916 6.5% 1.040 6.8% 427,341
Total 960,118,459 188,467,207 19.6% 19.0%| 182,888,644

Amounts in Thousands
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Insurance Industry Experience
Direct of Reinsurance
Adjustment to LAE Ratio for Age of Claim Population
Incurred
Losses Loss Adjustment Expenses Incurred
Reported Adjustment Adjusted Adjusted

Line of Business Reported Reported % to Loss Factor % to Loss Amount

Fire. ... ... . ... .. . . . 17,626,190 1,563,919 8.9% 1.090 9.7% 1,705,369
AliedLines............................. 32,561,383 2,036,761 6.3% 1.090 6.8% 2,220,978
Farmowners Multiple Peril . . . .............. 5,045,903 614,447 12.2% 0.980 11.9% 602,356
Homeowners Multiple Peril . ................ 114,708,552 18,448,409 16.1% 0.980 15.8% 18,085,383
Commercial Multiple Peril ... ............... 67,380,490 17,738,345 26.3% 1.383 36.4% 24,529,735
Mortgage Guaranty . . ..................... 4,145,094 227,246 5.5% 0.887 4.9% 201,526
OceanMarine .. ......................... 6,744,950 794,486 11.8% 1.095 12.9% 869,695
InlandMarine . .......................... 20,617,408 2,064,948 10.0% 1.090 10.9% 2,251,715
Financial Guaranty. . ...................... 705,722 98,344 13.9% 0.887 12.4% 87,213
Medical Malpractice . .. ................... 29,899,070 11,173,956 37.4% 0.922 34.4% 10,298,673
Earthquake ............................. 1,359,490 327,715 24.1% 1.090 26.3% 357,356
Group A & H (See Interrogatory 1). .. ........ 23,860,355 1,278,789 5.4% 1.040 5.6% 1,329,904
Credit A&H............................. 392,090 19,943 5.1% 1.040 5.3% 20,740
Other A & H (See Interrogatory 1) . .. ........ 11,857,785 670,824 5.7% 1.040 5.9% 697,638
WorkersO Compensation . ................. . 104,322,871 18,102,298 17.4% 0.807 14.0% 14,608,887
Other Liability . . ......................... 126,559,804 31,471,746 24.9% 1.052 26.2% 33,096,951
Products Liability. . . ...................... 17,399,944 7,215,777 41.5% 1.008 41.8% 7,271,839
Private Passenger Auto Liability . .. .......... 234,363,407 47,724,648 20.4% 0.838 17.1% 39,975,893
Commercial Auto Liability . ................. 51,860,189 9,867,277 19.0% 0.873 16.6% 8,613,921
Private Passenger Auto Physical Damage. . . . . 146,027,921 23,544,805 16.1% 0.984 15.9% 23,175,102
Commercial Auto Physical Damage . ......... 15,201,217 2,067,964 13.6% 0.984 13.4% 2,035,493
Aircraft (allperils) . ....................... 6,994,241 789,326 11.3% 1.095 12.4% 864,047
Fidelity. . .. ......... .. ... ... ......... 2,209,123 292,803 13.3% 0.967 12.8% 283,260
SUurety . . ... 9,639,910 1,675,155 17.4% 0.967 16.8% 1,620,560
Burglaryand Theft. .. ..................... 127,292 16,655 13.1% 1.090 14.3% 18,161
Boiler and Machinery . . ................... 1,258,534 147,945 11.8% 1.095 12.9% 161,950
Credit. ... ... . . . . . 1,469,894 70,641 4.8% 1.040 5.0% 73,465
International . . .......................... 119,431 30,018 25.1% NA 25.1% 30,018
Aggregate write-ins for other lines of business . . 9,858,889 730,821 7.4% 1.040 7.4% 730,821
Total 1,064,317,149 200,806,011 18.9% 18.4%| 195,818,649

Amounts in Thousands
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Insurance Industry Experience

Net of Reinsurance

Calculation of Adjusted Ratios of Expense to Claim Amount
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General Expense| Adjusted LAE
Adjusted Incurred General to Adjusted to Adjusted

Line of Business Loss Expenses Adjusted LAE Incurred Loss Incurred Loss

Fire.... ... .. . ... . . . . . . . . 14,235,538 1,827,953 1,632,240 12.8% 11.5%
AlliedLines............................. 19,463,397 1,821,739 1,809,089 9.4% 9.3%
Farmowners Multiple Peril . . ................ 4,481,971 429,133 598,967 9.6% 13.4%
Homeowners Multiple Peril .. ............... 104,311,997 8,420,579 17,377,156 8.1% 16.7%
Commercial Multiple Peril . . ................ 55,510,595 6,454,561 22,396,984 11.6% 40.3%
Mortgage Guaranty . .. .................... 6,226,573 2,155,967 261,178 34.6% 4.2%
OceanMarine . .......................... 5,777,437 648,343 890,317 11.2% 15.4%
InlandMarine . ........................... 13,678,776 2,004,713 1,978,668 14.7% 14.5%
Financial Guaranty. . . ..................... 583,168 1,102,338 81,234 189.0% 13.9%
Medical Malpractice . .....................\| 21,706,478 1,965,193 9,252,079 9.1% 42.6%
Earthquake . ............................ 1,182,189 295,801 317,077 25.0% 26.8%
Group A & H (See Interrogatory 1). . .......... 24,331,936 1,377,498 1,469,564 5.7% 6.0%
CreditA&H. ............................ 202,427 323,584 10,005 159.9% 4.9%
Other A & H (See Interrogatory 1) . . .......... 11,038,671 939,123 716,970 8.5% 6.5%
WorkersO Compensation . ................. 83,443,622 8,446,740 13,439,888 10.1% 16.1%
Other Liability . . ......................... 79,584,648 7,067,551 25,565,159 8.9% 32.1%
Products Liability. . . ...................... 10,618,853 572,114 5,316,866 5.4% 50.1%
Private Passenger Auto Liability . ............ 223,235,041 17,370,457 39,941,778 7.8% 17.9%
Commercial Auto Liability . .. ............... 43,151,306 4,471,020 7,867,420 10.4% 18.2%
Private Passenger Auto Physical Damage. . . . . . 140,008,312 12,066,931 23,411,983 8.6% 16.7%
Commercial Auto Physical Damage . ......... 14,836,715 1,736,492 2,069,947 11.7% 14.0%
Aircraft (allperils) . .......................] 3,318,958 289,270 (25,429) 8.7% -0.8%
Fidelity. . ......... ... . ... .. ... ... ... 2,050,008 303,505 281,834 14.8% 13.7%
SUretY . ..o 7,406,000 1,183,909 1,406,033 16.0% 19.0%
Burglaryand Theft. . . ..................... 139,943 31,334 21,727 22.4% 15.5%
Boiler and Machinery .. ...................\| 1,739,549 697,118 251,160 40.1% 14.4%
Credit. . ....... .. ... . . i 1,380,397 298,402 107,619 21.6% 7.8%
International .. ........................... 1,214,758 98,908 76,041 8.1% 6.3%
Reinsurance . ........................... 56,459,950 1,609,732 3,937,750 2.9% 7.0%
Aggregate write-ins for other lines of business . . 6,303,858 778,413 427,341 12.3% 6.8%
Total 957,623,070 86,788,421 182,888,644 9.1% 19.1%

Amounts in Thousands
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Study of Guaranty Fund Expenses

Insurance Industry Experience

Calculation of Adjusted Ratios of Expense to Claim Amount

Direct of Reinsurance

General Expense

Adjusted LAE

Adjusted General to Adjusted to Adjusted

Line of Business Incurred Loss Expenses Adjusted LAE Incurred Loss Incurred Loss

Fire.... ... ... ... . . .. . . . . . 17,626,190 1,789,907 1,705,369 10.2% 9.7%
AlliedLines............................. 32,561,383 1,818,027 2,220,978 5.6% 6.8%
Farmowners Multiple Peril . . . .............. 5,045,903 354,913 602,356 7.0% 11.9%
Homeowners Multiple Peril .. ............... 114,708,552 8,118,901 18,085,383 7.1% 15.8%
Commercial Multiple Peril . . ................ 67,380,490 6,729,825 24,529,735 10.0% 36.4%
Mortgage Guaranty . .. .................... 4,145,094 1,530,321 201,526 36.9% 4.9%
OceanMarine . .......................... 6,744,950 563,914 869,695 8.4% 12.9%
InlandMarine .. ......................... 20,617,408 2,025,128 2,251,715 9.8% 10.9%
Financial Guaranty. . . ....................| 705,722 1,069,510 87,213 151.5% 12.4%
Medical Malpractice . ..................... 27,954,225 1,973,560 10,298,673 7.1% 36.8%
Earthquake . ............................ 1,359,490 266,376 357,356 19.6% 26.3%
Group A & H (See Interrogatory 1). . ......... 23,860,355 1,149,203 1,329,904 4.8% 5.6%
CreditA&H. ............................ 392,090 355,065 20,740 90.6% 5.3%
Other A & H (See Interrogatory 1) ... ........ 11,857,785 758,917 697,638 6.4% 5.9%
WorkersO Compensation . ................. . 104,322,871 8,250,239 14,608,887 7.9% 14.0%
Other Liability . . ......................... 125,012,219 6,961,802 33,096,951 5.6% 26.5%
Products Liability. . . ...................... 17,399,944 733,830 7,271,839 4.2% 41.8%
Private Passenger Auto Liability . ............ 234,363,407 17,101,782 39,975,893 7.3% 17.1%
Commercial Auto Liability . .. ............... 51,860,189 4,354,234 8,613,921 8.4% 16.6%
Private Passenger Auto Physical Damage. . . . . 146,027,921 12,025,117 23,175,102 8.2% 15.9%
Commercial Auto Physical Damage . ......... 15,201,217 1,743,547 2,035,493 11.5% 13.4%
Aircraft (allperils) .. ...................... 6,994,241 286,720 864,047 4.1% 12.4%
Fidelity. . ......... ... .. ... ... .. ...... 2,209,123 289,534 283,260 13.1% 12.8%
SUFetY . ..o 9,639,910 1,264,836 1,620,560 13.1% 16.8%
Burglaryand Theft. . . ..................... 127,292 26,582 18,161 20.9% 14.3%
Boilerand Machinery .. ................... 1,258,534 490,751 161,950 39.0% 12.9%
Credit. . ....... .. ... . . i 1,469,894 285,739 73,465 19.4% 5.0%
International . ........................... 119,431 32,191 30,018 27.0% 25.1%
Aggregate write-ins for other lines of business . . 9,858,889 665,987 730,821 6.8% 7.4%
Total 1,060,824,720 83,016,458 195,818,649 7.8% 18.5%
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Study of Guaranty Fund Expenses

Insurance Industry Experience
Net of Reinsurance
2001-2004

Adjustment for Claim Distribution of GF Industry

Adjusted Industry Ratios

GF Industry Weighted by GF Claim Distribution

Unearned
Line of Business Paid Claims Premium Total Claims General LAE
Fire.... ... ... ... . . .. . . . . . 3,368,512 318,374 3,686,887 12.8% 10.5%
AlliedLines............................. 10,000 - 10,000 9.4% 8.5%
Farmowners Multiple Peril . . ................ 541,085 98,780 639,864 9.6% 13.6%
Homeowners Multiple Peril .. ............... 43,908,166 1,593,843 45,502,009 8.1% 17.0%
Commercial Multiple Peril . . ................ 181,866,230 5,412,438 187,278,668 11.6% 29.2%
Mortgage Guaranty . .. .................... 34.6% 4.7%
OceanMarine . .......................... 2,231,937 12,935 2,244,872 11.2% 14.1%
InlandMarine . ........................... 2,346,162 6,393 2,352,555 14.7% 13.3%
Financial Guaranty. . ...................... 189.0% 15.7%
Medical Malpractice . .....................\| 520,684,577 5,881,153 526,565,730 8.5% 43.2%
Earthquake . ............................ 1,070,553 - 1,070,553 25.0% 24.6%
Group A & H (See Interrogatory 1). . .......... 205,797 - 205,797 5.7% 5.8%
CreditA&H. ............................ 159.9% 4.8%
Other A & H (See Interrogatory 1) .. .......... 17,855 62,845 80,700 8.5% 6.2%
WorkersO Compensation . ................. 4,160,738,619 47,649,591 | 4,208,388,210 10.1% 20.0%
Other Liability . . ......................... 484,928,385 9,620,244 494,548,629 8.8% 30.2%
Products Liability. . . ...................... 7,968,833 14,766 7,983,599 5.4% 49.7%
Private Passenger Auto Liability . ............ 284,118,312 42,704,660 326,822,972 7.8% 21.4%
Commercial Auto Liability . .. ............... 216,211,354 1,937,190 218,148,545 10.4% 20.9%
Private Passenger Auto Physical Damage. . . . . . 7,432,613 61,839 7,494,452 8.6% 17.0%
Commercial Auto Physical Damage . ......... 4,048,188 30,315 4,078,504 11.7% 14.2%
Aircraft (allperils) . .......................] 14,939,586 56,439 14,996,025 8.7% -0.7%
Fidelity. . ......... ... . ... .. ... ... ..., 140,935 7,618 148,552 14.8% 14.2%
SUretY . ... 8,174,787 193,720 8,368,507 16.0% 19.6%
Burglaryand Theft. . ...................... 22.4% 14.2%
Boiler and Machinery .. ...................\| 1,162,619 3,716 1,166,335 40.1% 13.2%
Credit. . ....... .. ... . . . i - 15,483 15,483 21.6% 7.5%
International . ............................ 8.1% 6.3%
Reinsurance . ........................... 2.9% 7.0%
Aggregate write-ins for other lines of business . . 1,332,800 192,291 1,525,091 12.3% 6.5%
Total 5,947,447,906 115,874,632 | 6,063,322,538 9.8% 23.1%
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National Conference of Insurance Guaranty Funds
Study of Guaranty Fund Expenses

Insurance Industry Experience
Direct of Reinsurance
2001-2004

Adjustment for Claim Distribution of GF Industry

Adjusted Industry Ratios
GF Industry Weighted by GF Claim
Unearned

Line of Business Paid Claims Premium Total Claims General LAE

Fire.... ... ... ... . . .. . . . . . 3,368,512 318,374 3,686,887 10.2% 9.7%
AlliedLines............................. 10,000 - 10,000 5.6% 6.8%
Farmowners Multiple Peril .. ............... 541,085 98,780 639,864 7.0% 11.9%
Homeowners Multiple Peril .. ............... 43,908,166 1,593,843 45,502,009 7.1% 15.8%
Commercial Multiple Peril . . ................ 181,866,230 5,412,438 187,278,668 10.0% 36.4%
Mortgage Guaranty . . . .................... - - - 36.9% 4.9%
OceanMarine . .......................... 2,231,937 12,935 2,244,872 8.4% 12.9%
InlandMarine . .......................... 2,346,162 6,393 2,352,555 9.8% 10.9%
Financial Guaranty. . .....................| - - - 151.5% 12.4%
Medical Malpractice . ..................... 520,684,577 5,881,153 526,565,730 7.1% 36.8%
Earthquake . ............................ 1,070,553 - 1,070,553 19.6% 26.3%
Group A & H (See Interrogatory 1). . ......... 205,797 - 205,797 4.8% 5.6%
CreditA&H. ............................ - - - 90.6% 5.3%
Other A & H (See Interrogatory 1) . ... ....... 17,855 62,845 80,700 6.4% 5.9%
WorkersO Compensation . ................. . 4,160,738,619 47,649,591 | 4,208,388,210 7.9% 14.0%
Other Liability . . ......................... 484,928,385 9,620,244 494,548,629 5.6% 26.5%
Products Liability. . . ...................... 7,968,833 14,766 7,983,599 4.2% 41.8%
Private Passenger Auto Liability . ............ 284,118,312 42,704,660 326,822,972 7.3% 17.1%
Commercial Auto Liability . .. ............... 216,211,354 1,937,190 218,148,545 8.4% 16.6%
Private Passenger Auto Physical Damage. . . . . 7,432,613 61,839 7,494,452 8.2% 15.9%
Commercial Auto Physical Damage . ......... 4,048,188 30,315 4,078,504 11.5% 13.4%
Aircraft (allperils) . ....................... 14,939,586 56,439 14,996,025 4.1% 12.4%
Fidelity. . ......... ... ... ... ... . ... ... 140,935 7,618 148,552 13.1% 12.8%
SUFetY . ..o 8,174,787 193,720 8,368,507 13.1% 16.8%
Burglaryand Theft. . ...................... - - - 20.9% 14.3%
Boilerand Machinery .. ................... 1,162,619 3,716 1,166,335 39.0% 12.9%
Credit. . ....... .. ... . . . i - 15,483 15,483 19.4% 5.0%
International . ........................... - - - 27.0% 25.1%
Aggregate write-ins for other lines of business . . 1,332,800 192,291 1,525,091 6.8% 7.4%
Total 5,947,447,906 115,874,632 | 6,063,322,538 7.7% 18.0%
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