F Class Exhibit 3
As Filed

PENNSYLVANIA COMPENSATION RATING BUREAU
F CLASS FILING

Expense Study

The following exhibits are used in the development of specific expense provisions to be used in
the PCRB’s proposed F-Class filing. The provisions are for commission & brokerage, other
acquisition, general and loss adjustment expense, premium discount and uncollectible premium.

Exhibit I of the attachment presents summary figures for standard earned premium, general
expenses and total production costs from the last three calendar years. The data is drawn from
Pennsylvania Expense Call submissions. The data has been adjusted to include the experience
for large deductible policies.

Exhibit I-A develops standard earned premium on both net and gross bases after adjusting for
large deductible policies and removing expense constant dollars.

Exhibit II shows the development of the expense constant offset that is carried forward to
Exhibit I.

Exhibit III shows the calculation of the loss adjustment expense provision as a function of the
incurred losses. The loss adjustment expense factor is based on all-company experience and is
developed from the same source of data as Exhibit I above. We selected a three-year average of
loss adjustment expense ratios to direct incurred losses including large deductibles on a gross
basis.

Exhibits IV-A and IV-B show the development of an average provision for premium discount
based upon the Schedule X and Schedule Y premium discount tables, respectively. The data used
by the PCRB for this purpose is Unit Statistical Plan data. These exhibits form the basis for
Exhibits IV-C and IV-D, which develop the average interstate premium discounts both for
Schedule X and Y companies separately and on an all-company basis.

Exhibit V develops the provision for uncollectible premium based on the ratio of uncollectible
premium to gross written premium. Please note that the selection of an uncollectible premium
provision recognizes the fact that in the residual market, collection problems would be more
prevalent than in the market as a whole. The data used is courtesy of NCCI, Inc.
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Standard Earned Premium at Company Rate Level

including Large Deductible on a Net Basis
excluding Expense Constant Dollars

(Page 3.2, line (10))

Standard Earned Premium at Company Level
including Large Deductible on a Gross Basis
excluding Expense Constant Dollars

(Page 3.2, line (11))

Commission and Brokerage

EXHIBIT |
ALL COMPANIES

2013

CALENDAR YEAR

2014

2015

$ 2,691,837,823

$ 3,449,130,661

$ 178,644,017

$ 2,952,898,194

$ 3,797,515,311

$ 184,488,774

$ 2,979,126,562

$ 3,816,359,425

$ 187,046,889

(3a) Reported Ratio {(3) /(1) } 0.0664 0.0625 0.0628
(4) Other Acquisition $ 100,284,173 $ 116,652,634 $ 114,172,187
(4a) Reported Ratio {(4)/(2)} 0.0291 0.0307 0.0299
(5) General Expense $ 145,805,465 $ 148,997,333 $ 151,481,273
(5a) Reported Ratio {(5)/(2)} 0.0423 0.0392 0.0397
Three Year Expense Constant
Average Income (Page 3.3) Difference
(€] @ {DH-@1}
COMMISSION AND BROKERAGE 0.0639 0.0095 0.0544
OTHER ACQUISITION 0.0299 0.0045 0.0254
TOTAL PRODUCTION 0.0938 0.0140 0.0798
GENERAL EXPENSE 0.0404 0.0090 0.0314
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Standard Earned Premium at PCRB DSR Level
including Large Deductible on a Net Basis

Multiplier to Bring Premium to Company Rate Level

Standard Earned Premium at Company Rate Level
including Large Deductible on a Net Basis
{3}

Large Deductible Adj. at PCRB DSR Level
Multiplier to Bring L. D. Adj. to Company Rate Level

Large Deductible Adj. at Company Rate Level
{@*05)}

Standard Earned Premium at Company Rate Level
including Large Deductible on a Gross Basis
{®+®)}

Expense Constant Removal Factor

Expense Constant Dollars

{(M1-@8)]}

Standard Earned Premium at Company Rate Level
including Large Deductible on a Net Basis
excluding Expense Constant Dollars

{3®-09}

Standard Earned Premium at Company Level
including Large Deductible on a Gross Basis
excluding Expense Constant Dollars
{M-91}

EXHIBIT I - A
ALL COMPANIES

2013

CALENDAR YEAR

2014

2015

$ 1,788,549,716

1.5356

$ 2,746,496,944

$ 585,414,995

1.2936

$ 757,292,838

$ 3,503,789,782

0.9844

$ 54,659,121

$ 2,691,837,823

$ 3,449,130,661

$ 1,899,669,839

1.5859

$ 3,012,686,398

$ 644,942,820

1.3096

$ 844,617,117

$ 3,857,303,515

0.9845

$ 59,788,204

$ 2,952,898,194

$ 3,797,515,311

$ 1,878,768,662

1.6185

$ 3,040,787,079

$ 631,254,515

1.3263

$ 837,232,863

$ 3,878,019,942

0.9841

$ 61,660,517

$ 2,979,126,562

$ 3,816,359,425
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EXHIBIT I

EXPENSE CONSTANT INCOME - ALL COMPANIES

MANUAL YEAR 2013

(1) Number of Policies 264,190
(2) Expense Constant Income With Expense Constant @ Current Level = $ 305 $ 80,577,950
(3) Interstate Adjustment Factor 0.90
(4) Adjusted Expense Constant Income {(2) * (3)} $ 72,520,155
(5) Standard Earned Premium Excluding Expense Constant $ 2,088,833,406

including Large Deductible on a Net Basis

(5a) Factor to Bring Premium to Current Level 1.2784
(5b) Standard Earned Premium Excluding Expense Constant $ 2,670,364,626

including Large Deductible on a Net Basis at Current Level

(6) Standard Earned Premium Excluding Expense Constant $ 2,852,647,982
including Large Deductible on a Gross Basis

(6a) Factor to Bring Premium to Current Level 1.2198
(6b) Standard Earned Premium Excluding Expense Constant $ 3,479,660,008

including Large Deductible on a Gross Basis at Current Level

(7) Distribution of Expense Constant Income

% % $ Total Expense $
(a) General Expense 43.3% $ 132.17 $ 31,425,916
(b) Production 56.7%

i) Commission 62.0% $ 107.16 $ 25,478,428

ii) Other Acquisition 38.0% $ 65.68 $ 15,615,811

Total 100.0% $ 305.00 $ 72,520,155
(8) Expense Constant Ratio for General Expense { (7a) / (6b) } 0.0090
(9) Expense Constant Ratio for Commission { (7b(i)) / (5b } 0.0095
(10) Expense Constant Ratio for Other Acquisition { (7b(ii)) / (6b) } 0.0045
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EXHIBIT il

LOSS ADJUSTMENT EXPENSE RATIOS - ALL COMPANIES

CALENDAR YEAR

2013 2014 2015

(1) Loss Adjustment Expense $ 319,584,236 $ 309,791,744 $ 318,997,837

(2) Incurred Losses including Large
Deductible on a Net Basis $ 1,495,082,230 $ 1,555,854,789 $ 1,446,112,071

(3) Large Deductible Adjustment $ 450,274,607 $ 653,345,541 $ 668,937,140

(4) Incurred Losses including Large

Deductible on a Gross Basis
{2 +@)} $ 1,945,356,837 $ 2,209,200,330 $ 2,115,049,211

(5) Ratio of Loss Adjustment Expense
to Incurred Losses including Large
Deductible on a Net Basis

{72} 0.2138 0.1991 0.2206

(6) Ratio of Loss Adjustment Expense
to Incurred Losses including Large
Deductible on a Gross Basis

{74} 0.1643 0.1402 0.1508

Three-Year Average of Loss Adjustment Expense Ratios to Direct
Incurred Losses including Large Deductible on a Net Basis 0.2112

Three-Year Average of Loss Adjustment Expense Ratios to Direct
Incurred Losses including Large Deductible on a Gross Basis 0.1518



EXHIBIT IV - A

SIZE OF RISKS - SCHEDULE X COMPANIES

MANUAL YEAR 2013

Intrastate SEP
excluding Loss

Number and Expense
Intrastate Risks of Risks Constant
1) (2
Up to $10,000 75,562 $ 108,429,047
$10,001 - $200,000 8,464 $ 288,157,690
$200,001 - $1,750,000 373 $ 159,782,321
Over $1,750,000 32 $ 180,532,195
TOTAL 84,431 $ 736,901,253
DISTRIBUTION OF PREMIUM TO DISCOUNT BLOCK
Number
Size of Risk of Risks First $10,000 Next $190,000 Next $1,550,000 Over $1,750,000
Up to $10,000 75,562 $ 108,429,047
$10,001 - $200,000 8,464 $ 84,640,000 $ 203,517,690
$200,001 - $1,750,000 373 $ 3,730,000 $ 70,870,000 $ 85,182,321
Over $1,750,000 32 $ 320,000 $ 6,080,000 $ 49,600,000 $ 124,532,195
TOTAL 84,431 $ 197,119,047 $ 280,467,690 $ 134,782,321 $ 124,532,195
PERCENTAGE 26.75% 38.06% 18.29% 16.90%
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EXHIBIT IV -B

SIZE OF RISKS - SCHEDULE Y COMPANIES

MANUAL YEAR 2013

Intrastate SEP
excluding Loss

Number and Expense
Intrastate Risks of Risks Constant
(1) (2
Up to $10,000 150,740 $ 271,704,993
$10,001 - $200,000 23,763 $ 944,684,952
$200,001 - $1,750,000 1,953 $ 930,148,597
Over $1,750,000 135 $ 523,949,918

TOTAL 176,591 $ 2,670,488,460
DISTRIBUTION OF PREMIUM TO DISCOUNT BLOCK
Number
Size of Risk of Risks First $10,000 Next $190,000 Next $1,550,000 Over $1,750,000
Up to $10,000 150,740 $ 271,704,993
$10,001 - $200,000 23,763 $ 237,630,000 $ 707,054,952
$200,001 - $1,750,000 1,953 $ 19,530,000 $ 371,070,000 $ 539,548,597
Over $1,750,000 135 $ 1,350,000 $ 25,650,000 $ 209,250,000 $ 287,699,918
TOTAL 176,591 $ 530,214,993 $ 1,103,774,952 $ 748,798,597 $ 287,699,918
PERCENTAGE 19.85% 41.33% 28.04% 10.77%
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EXHIBITIV-C

AVERAGE COMPANY PREMIUM DISCOUNT

SCHEDULE X COMPANIES

Premium
Distribution to
Discount Block Reduction Weighted
(EXHIBIT IV - A) from Manual Reduction
Up to $10,000 26.75 0.0 0.00
$10,001 - $200,000 38.06 5.1 1.94
$200,001 - $1,750,000 18.29 6.5 1.19
Over $1,750,000 16.90 7.5 1.27
Premium Discount 4.40
Intrastate Premium Discount 4.40
Interstate Premium Discount 4.90
SCHEDULE Y COMPANIES
Premium
Distribution to
Discount Block Reduction Weighted
(EXHIBIT IV - B) from Manual Reduction
Up to $10,000 19.85 0.0 0.00
$10,001 - $200,000 41.33 9.1 3.76
$200,001 - $1,750,000 28.04 11.3 3.17
Over $1,750,000 10.77 12.3 1.32
Premium Discount 8.25
Intrastate Premium Discount 8.25
Interstate Premium Discount 8.75
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EXHIBIT IV -D

AVERAGE COMPANY PREMIUM DISCOUNT

ALL COMPANIES

Intrastate SEP
excluding Loss

Interstate
Premium Discount

and Expense
Constant
SCHEDULE X $ 736,901,253
SCHEDULE Y $ 2,670,488,460

WEIGHTED
AVERAGE

4.90

8.75

7.92
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EXHIBIT V

DELAWARE POOL GROSS WRITTEN PREMIUM AND UNCOLLECTIBLE PREMIUM*

Data as of 3/31/2017

1)

&)

(3)=)/(1)

*

POLICY GROSS WRITTEN UNCOLLECTIBLE
YEAR PREMIUM PREMIUM RATIO

2006 33,123,068 1,137,553 3.43%
2007 21,572,856 713,646 3.31%
2008 12,934,207 190,417 1.47%
2009 7,536,169 45,267 0.60%
2010 6,906,022 102,051 1.48%
2011 10,740,630 61,518 0.57%
2012 15,490,200 123,061 0.79%
2013 22,212,072 572,671 2.58%
2014 17,235,817 156,424 0.91%
2015 17,968,674 105,945 0.59%

All Year Average 1.57%

Five Year Average 1.09%

Three Year Average 1.36%

Selected 0.55%

Data courtesy of NCCI, Inc.
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