225 Franklin Street Boston Massachusetts 02110

www.commauto.com 617-338-4000

:@ COMMONWEALTH AUTOMOBILE REINSURERS

RaLPH A. lANNACD
PRESIDENT

October 24, 2007

Honorable Nonnie S. Burnes
Commissioner of Insurance
Mass. Division of Insurance
One South Station

Boston, MA 02110

Re: 2008 Transition Rate Filing
Commonwealth Automobile Reinsurers

Dear Commissioner Burnes:

Commonwealth Automobile Reinsurers (CAR), as administrator of the residual market for motor vehicle
insurance written in the Commonwealth of Massachusetts, and pursuant to G.L. ch.175.sec.113H,
G.Lch.175A, 211 CMR 79.06, 211 CMR 79.19, and Division of Insurance Bulletin 2007-08, herewith
files its Transition Rate Filing to apply to policies ceded to CAR and written through the Massachusetts
Automobile Insurance Plan (MAIP), with effective dates on and after April 1, 2008.

Commonwealth Automobile Reinsurers, pursuant to 211 CMR 79.19.(5), hereby adopts the policies,
forms, endorsements and manuals filed by the Automobile Insurers Burean {AIB) on October 22, 2007,
except for those specific provisions contained in the AIB filing, submitted herewith, that are applicable to
coverage not available in the residual market. CAR’s “Addendum to the AIB 2008 Policy Forms,
Endorsement, and Rules Filing,” filed herewith, sets forth those forms etc. specifically adopted by CAR.

The actuarially indicated, or cost-based, average manual rate level change for policies written in the
residual market plan, on and after April 1, 2008, is an increase of 51.6% from the rates charged residual
market exposures during the pertod April 1, 2007 to March 31, 2008 (2007 rates). As you know, the 2007
rates did not take into account whether the risk was placed in the residual market or retained by the
insurer in its voluntary book of business. These indications are based on residual market data for the most
recent available experience period mandated in 211 CMR 79.19(5).c. and do not include the experience of
risks that carriers choose to write in their voluntary book of business. This cost-based average manual
rate level indication is reduced to 40.8% to reflect the maintenance of rate level subsidies contained in the
2007 rates. Pursvant to Division of Insurance Bulletin 2007-08, these actuarially indicated rate level
changes will be limited so that no coverage identified in Bulletin 2007-08 realizes an increase greater than
10% above the 2007 rates for that particular coverage. This results in an overall average manual rate
indication of 9.3% over 2007 icvels.
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G.L. ¢h.175.sec.113H provides that these rates will be charged to consumers only in circumstances where
these rates do not “exceed the premium charges, which would be used by each risk’s Servicing Carrier for
that risk if such risk were written on a voluntary basis.” Otherwise, the consumer will be charged a lower
rate as filed by or on behalf of Servicing Carriers for risks not insured in the plan.

The rates anticipated in this filing are instrumental in determining the quota shares of Assigned Risk
Carriers in order to properly assign individual risks, not written in the voluntary market, to those carriers.

Moreover, the rates anticipated in this filing will be used to true up each carrier’s financial obligation to

the residual market pool for 2008 policy year ceded exposures.

Very truly yours,

RN o

Ralph A. Jannaco
President

Enclosures
cc.  Docket Clerk
Division of Insurance

Mr. Kevin Beagan
State Rating Bureau

Honorable Martha Coakley
Attorney General
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Massachusetts Private Passenger Automobile
Introduction

This filing, representing the rate level recommendation for the private passenger
automobile insurance residual market, is submitted pursuant to 211 CMR 79.00 with an
assumed effective date of 4/1/2008. The indicated rate level developed in this filing
represents the analysis of the combined involuntary experience of all companies servicing
the residual market through CAR. The rates, subject to G.L. Ch. 175, sec. 113H, are
applicable to risks ceded to CAR and the risks assigned through the Massachusetts
Automobile Insurance Plan (MAIP).

The attached Form 110/100 summarizes the overall +9.3% rate level change for
the Massachusetts private passenger automobile insurance residual market. The indicated
average rate for 4/1/2008 relies on the experience for the total residual market business
and the expected expense to write and service that business. The current 2007 average
rates for this business were set on a total market basis under fix-and-establish regulation;
but the residual market book is a fundamentally different book of business and the
4/1/2008 indicated rates reflect the differences. The recommended capped rate level
change conforms with the parameters outlined in DOI Bulletin 2007-08 issued on
October 19, 2007, by applying a cap to the rate level change by coverage. Although
MedPay and Substitute Transportation rate changes are not included among | the
coverages capped in Bulletin 2007-08, they are nonetheless capped at one-half of the
indicated change. The filing does not change the merit rating plan or the discounts to
policyholders, and it incorporates the policy, forms, endorsements and manual rules
contained in the AIB Advisory Filing, as modified by CAR’s addendum.

The rates produced in this filing rely on the experience for the involuntary market
with appropriate consideration of the changes observed in the total market. In particular,
the significant loss savings in the total market realized at least in part from the
Community Insurance Fraud Initiative (CIFI) efforts over the past several years are just
as evident in the involuntary market. The total market data provides a more robust

foundation for analyzing and understanding the CIFI effects separate from other loss
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trends expected to impact future loss levels for Massachusetts private passenger
automobile insurance.

Several components of the proposed rates rely on the AIB Advisory Filing
submitted on October 22, 2007. These include:

¢ Underwriting profit provision (100H)
¢ Model year/symbol relativities (100M)

In addition, the class/territory loss pure premium relativities underlying the
indicated rate calculation rely on those produced in the AIB Advisory Filing which are
based on total market data. These are used with the residual market indicated rate
components to produce indicated average rates specific to that market. The imposition of
rate caps produce the final residual market proposed rates. Since the cap on rate changes
are applied uniformly by class and territory, there is no change to the implied rate
relativities underlying 2007 rates.

Increased limits factors and deductible relativities are unchanged from those set
for the 4/1/2007 policy year pursuant to 211 CMR 79.19 (5) (g).

In 2006 the residual market accounted for approximately $300 million of
premium, just over 7% of the total market, for roughly 200,000 vehicles. Effective
4/1/2008 the involuntary market will begin a transition from a pooling mechanism to an
assigned risk plan. Absent any empirical results to indicate otherwise, the underlying
assumption in this filing is that the composition of the residual market under the
transition will essentially be the same as recent history. The final rates in this filing,
which incorporate the required +10% cap, results in an overall inadequate rate level. The
inadequacy will be accounted for by each company in the rates established for the

voluntary market.
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Form 110
Massachusetts Private Passenger Automobile
Summary of 4/1/2008 CAR Manual Rate Changes
Percentage
2007 4/1/2008 Subsidy Adj'd Ind '
2006  Average Indicated Embedded  Average Adjusted Capped *
Earmned Manual Average Indicated in 2007 Manual Indicated Average
Coverage Exposures Rates Manual Rates Change Rates Rates Change Manual Rates Change
A-1,20/40 207,105.3 344.57 533.09 54.7% -12.6% 465.92 352% 378.74 9.9%
A-2, PIP 204,024.8 104.05 201.22 93.4% -12.1% 176.87 70.0% 114.22 9.8%
B, 20/40 202,824.7 4437 79.60 79.4% -12.6% 69.57 56.8% 48.79 10.0%
B, Excess 68,072.2 146.94 231.47 57.5% 202.31 37.7% 161.52 9.9%
PDL, Basic 207,105.3 349.54 445.45 27.4% 2.2% 435.65 24.6% 384.08 9.9%
PDL, Excess 199,968.0 96.96 123.57 27.4% 120.85 24.6% 106.54 9.9%
Collision 500 109,925.3 526.90 735.60 39.6% -6.1% 690.73 31.1% 558.70 6.0%
Ltd Coll 500 3,350.2 23.31 48.46 107.9% -6.1% 45.50 95.2% 24.71 6.0%
Med Pmts Basic 61,5834 14.25 33.63 136.0% 33.63 136.0% 23.94 68.0%
Comp 500 126,447.9 125.03 24533 96.2% -1.6% 241.40 93.1% 129.04 3.2%
U-1, 20/40 207,105.3 10.50 44.03 319.3% 44.03 319.3% 11.55 10.0%
U-2, Total 207,105.3 5.97 5.79 -3.0% 5.79 -3.0% 5.79 -3.0%
U-1, Excess 52,2374 4.21 17.64 319.0% 17.64 319.0% 4.63 10.0%
Subs Trans 69,786.1 57.49 108.63 88.9% 108.63 88.9% 83.07 44.5%
|AVERAGE MANUAL RATE 1379.50 2091.99 51.6% 1942.74 40.8% 1508.42 9.3%]
Bodily Injury Coverages 560.59 949.62 69.4% 839.06 49.7% 617.76 10.2%
Property Damage Coverages 818.91 1142.37 39.5% 1103.68 34.8% 890.67 8.8%
Compulsory Coverages 807.11 1220.80 51.3% 1119.84 38.7% 886.89 9.9%
Annual Statement Liability 1003.75 1514.38 50.9% 1391.40 38.6% 1104.71 10.1%
Annual Statement Phys Dam 375.75 577.61 53.7% 551.35 46.7% 403.72 7.4%
Combined Ratios: - Bodily Injury Coverages 101.2% 114.5% 155.5%
Property Damage Coverages 98.7% 102.2% 126.6%
All Coverages 99.8% 107.5% 138.5%
Notes: Assumed Average Excess Limits Factors: B PDL U-1

Current Average Rates (100J)

! Indicated average rates reduced by the subsidy embedded in 2007 rates.

03778 02774  0.4007

% Revised average manual rate produced by capping the coverage premium changes from 2007 according to DOI Bulletin 2007-08 and by selecting one-half of the indicated percent

change for MedPay and Substitute Transportation.

Qnn
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Summary of Indicated Rate Components by Coverage
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A-1 A-2 B Basic PDL Coll LtdColl MedPay Comp
1) 2006 Loss Pure Premium (100A) 405.05 220.49 60.24 286.95 571.85 56.34 17.23 147.30
2) Loss Development Factor (100B) 0.9297 0.6580 0.9297 1.0171 0.9200 0.6138 1.2702 1.0157
3) Pure Premium Trend Factor (100CD) 0.9746 0.9675 0.9746 1.0496 1.0320 1.0320 1.0407 1.1144
4) Claim Adj Expense Factor (100E) 1.1700 1.1700 1.1700 1.1350 1.1850 1.1850 1.1700 1.1850
5) Indicated Loss Pure Premium 429.40 164.23 63.86 347.69 643.38 42.29 26.65 197.57

x @x@)x (@)
6) Company Expense Pure Premium
A) 2006 Experience Pure Prem (100F) 27.73 8.42 4.39 28.68 43.98 2.89 2.17 14.03
B) Company Expense Trend Factor (100G) 1.048 1.048 1.048 1.048 1.048 1.048 1.048 1.048
C) Company Expense Pure Prem 29.06 8.82 4.60 30.06 46.09 3.03 2.27 14.70
(6A) x (6B)
7) Commission Expense Ratio 13.00% 13.00% 13.00% 13.00% 13.00% 13.00% 13.00% 13.00%
8) Premium Tax 2.30% 2.30% 2.30% 2.30% 2.30% 2.30% 2.30% 2.30%
9) U/W Profit Provision (100H) -1.30% -1.30% -1.30% 0.00% 2.50% 2.50% -1.30% 2.50%
10) Average Indicated Actuarial Premium 533.09 201.22 79.60 445.99 838.77 55.13 33.63 258.24
((5) +(6C)) 7 (1-((T)HE)YH9)))
11) Drift Reduction Factor (1001) 1.000 1.000 1.000 1.000 0.877 0.879 1.000 0.950
12) Average Indicated Actuarial Rate 533.09 201.22 79.60 445.99 735.60 48.46 33.63 245.33
(10) x (11)

13) Guaranty Fund Assessment (Refund) (0.54)
14) Final Indicated Avg Manual Rate 533.09 201.22 79.60 445.45 735.60 48.46 33.63 245.33

(12) +(13)

Form 100

U-1
33.66
0.9178
1.0000
1.1700
36.14

1.65
1.048
1.73

13.00%
2.30%
-1.30%
44.03
1.000

44.03

44.03

L00
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Massachusetts Private Passenger Automobile
Loss Component of Rates

Introduction

The following discussion details the calculation of the 2008 projected pure
premiums which provide for expected losses in the 4/1/2008 residual market rates.

The 2008 projected pure premium is calculated by deriving loss pure premiums
using the most recent available experience data, developing the loss pure premiums to
their ultimate values, and trending the pure premiums to account for expected changes

losses between the experience period and the policy effective period.
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Loss Pure Premiums

Reported loss pure premiums are developed in Section 100A. Resulting pure
premiums appear in Form 100, Line 1. All loss pure premiums are based upon losses and
exposures from the residual market segment. Included in the discussion of loss pure

premium calculations are the following exhibits:

Section Description
100 A-1 Development of reported loss pure premiums based on 2006

residual market experience.

100 A-2 Calculation of Catastrophe Loading for Comprehensive.

Relevant considerations to each of the coverages and adjustments are detailed in
the following paragraphs.

Liability Loss Pure Premiums

Liability losses are reported on an incurred basis including direct defense and cost
containment expense. Liability losses are limited to basic limits of 20/40. The 2006
accident year loss pure premiums in the following Section 100 A-1 are calculated as the
ratio of first report (15 months) losses divided by calendar year 2006 earned exposures.

Because direct defense and cost containment expense are reported on a total limits
basis, it is necessary to assign them to basic limits and excess limits layers for coverages
A-1 and B Basic. The relevant calculation has been performed in Section 101 A-3
(Increased Limits Factors), with the resulting value applicable to 20/40 limits displayed
on 100 A-1, Line 4.

The basic limits loss development and loss trend factors also use basic limits of
20/40.

Physical Damage Loss Pure Premiums

Physical damage losses are reported on a paid basis excluding loss adjustment
expense and are adjusted to a $500 deductible basis. The 2006 accident year loss pure
premiums in the following Section 100 A-1 are calculated as the ratio of first report (15

months) losses divided by 2006 calendar year earned exposures.
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Because of the small number of purchasers of deductibles higher than $500, the
experience of those buyers has not been included in the calculation of physical damage

pure premiums. This exclusion is considered when setting deductible relativities for
deductibles higher than $500.

Catastrophes

Section 100 A-2 provides the details for the calculation of the adjustment for the
effects of catastrophes for the comprehensive coverage. This method adjusts the
comprehensive loss pure premium (at $500) by removing the excess losses (Exhibit 2,
page 1) and loading an average excess loss factor based on the last 20 years of
catastrophe experience in Massachusetts (Exhibit 1, page 1). This calculation has been
performed using total industry data.

Pages 2-4 of Exhibit 2 provide the most recent 12 months experience by type of

loss.
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Loss Development

Accident year histories for losses, claims, frequencies, and severities are
displayed in Section 100 B. Losses, claims and exposures used in the calculations are for
the residual market segment.

Exhibit 1 provides the accident year detail and development for each coverage.
Specific considerations by coverage are described below.

Liability Coverages

Age-to-ultimate factors for the liability and first party injury liability coverages
are based on ten years (120 months) of development history. Development is estimated
at 20/40 basic limits of coverage for bodily injury (A-1, B) and uninsured motorists (U-
1), $5,000 for property damage liability (PDL), $5,000 for medical payments (D), and at
the full coverage option for PIP (A-2). Liability losses are evaluated on an incurred basis
and include direct defense and cost containment expense.

Age-to-age development factors for the A-1/B, PIP and PDL coverage are based
on a 2 year, equally weighted, average of the latest two development factors. Factors for
the medical payments and U-1 coverages are based on an average of the latest 5
development factors, excluding the single highest and lowest factors.

Physicai Damage Coverages

Physical damage coverages include collision, comprehensive, and limited
collision. The loss development for each of these coverages is based on accident year
experience through five years (60 months) on a $500 deductible basis. These losses
exclude direct defense and cost containment expense.

Age-to-age development factors for the physical damage coverages are based on 2
year, equally weighted, averages of the latest two development factors.

It should be noted that the accident year loss experience for comprehensive in
these exhibits includes catastrophe loss and claim experience. Further, comprehensive

claims coding is handled as follows:

All glass claims are given a count of 1.0.

= Claims with multiple types of loss, other than glass, are assigned to just one
type of loss code. The type of loss that is coded is based on the following
priority system:
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(1) theft

(2) fire

(3) malicious mischief & vandalism
(4) windstorm, etc.

(5) flood and rising water

(6) all other

4/1/2008 CAR
Explanatory Memorandum






