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Illinois Department of Financial and Professional Regulation

Division of Insurance

PAT QUINN MICHAEL T. McRAITH
Director

Governor o
Division of Insuarance

April 15, 2009

To the Honorable Members of the 97th General Assembly:

The Illinois Insurance Cost Containment Act requires the Director of Insurance to submit an annual
report to the General Assembly by April 15th containing an analysis of portions of the Illinois insurance
market and a recommendation of the most appropriate and comprehensive cost containment system for
the state (Article XLII, 215 ILCS 5/1202d).

In accordance with the requirement of Section 1202 of the Illinois Insurance Code, I am pleased to
submit the Annual Report to the General Assembly on Insurance Cost Containment for 2009. It contains
significant information from a national and Illinois perspective regarding the underwriting results for the
property and casualty insurance industry for the year 2007.

Sincerely,

Michael T. McRaith
Director of Insurance

320 W. Washington
Springfield, llinois 62767-0001

www.idfpr.com
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PURPOSE OF THIS REPORT

PURPOSE OF THIS REPORT

The Division of Insurance is required by statute to submit an Annual Report to the lllinois
General Assembly on Insurance Cost Containment by April 15" of each year containing an
analysis of sections of the lllinois insurance market and a recommendation of the most
appropriate and comprehensive cost containment system for the state.

The lllinois Insurance Cost Containment Act (215 ILCS 5/1200) was enacted in 1986 in
response to the public's growing concern about the availability and affordability of property and
liability insurance. The law mandated that a uniform system be created for the collection,
analysis and distribution of insurance cost data. Its expressed intent was to permit and
encourage competition among companies on a sound financial basis to the fullest extent
possible and to establish a mechanism to ensure the provision of adequate insurance at
reasonable rates to the citizens of lllinois.

The required format for the cost containment data is defined by Part 4203 of the Il Adm. Code
(50 1ll Adm. Code Part 4203). As defined in Part 4203, every insurer licensed to write property
or casualty insurance in the state of lllinois shall provide to the Director data reflecting its
business activities in a number of area’s including Private Passenger Automobile,
Homeowners, Medical Malpractice, Commercial Automobile, Business Owners, and several

other commercial lines.



OVERVIEW

OVERVIEW

For the lines studied (homeowners, private passenger auto, commercial auto liability, medical
malpractice, and other liability) only the medical malpractice line is considered highly
concentrated in lllinois as evidenced by the Herfindahl/Hirschmann Index. This is consistent
with our general knowledge of the markets.

The residual markets (FAIR Plan, Auto Plan, and Workers Compensation Assigned Risk Pool)
all have very small shares of the market which indicates healthy competition. The Workers
Compensation market share is the largest at 4% but notably has been declining since 2003.

The report reflects nothing of concern with the alternative market mechanisms although the
number of surplus line policies covering general liability has increased by 50% since 2003 to
29,000 policies in 2007. This increase is most likely the resuit of continued underwriting
restrictions in the standard market.

The report does not identify any concerns with profitability as loss results for each line of
business studied remains consistent with nationwide trends. It is notable that medical
malpractice losses as a percent of premium have declined dramatically since 2003 and remain
consistent with the nationwide trend.

In addition to profitability the report examines several aspects of policyholder surplus. As
reflected in the report, the overall level of policyholder surplus remains strong. In conclusion
the combination of stable losses, profits, and surplus for the insurance companies doing
business in lllinois continues to indicate that the overall insurance market is relatively reliable
and stable for lllinois consumers.
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DIRECT PREMIUMS WRITTEN AND LOSS RATIOS BY STATE

Figure 1 shows a breakdown of total direct premium written (DPW) and losses incurred for the
property/casualty industry by state from 2003 through 2007.

Direct written premium in lllinois totaled $21.1 billion in 2007, representing 4.1 percent of total
written premium nationwide. Property/casualty losses in lllinois were 58 percent of direct
earned premium in 2007. After decreasing from 2003 through 2006, losses rose slightly in
2007, but continued to be below the five year average.

Figure 1
Total US Property/Casualty Industry
($ In millions)
State Distribution and Loss Experience

$ % of Total DPW *Direct Pure Loss Ratio (%)
Rank State 2007 5Yr.
DPW 2007 2006 2005 2004 2003 | 2007 2006 2005 2004 2003 Avg.
1 California 61485 121 126 131 139 13.3| 527 460 518 534 629 534
2 Florida 42,031 8.3 7.8 7.3 7.5 721 435 460 879 621 604 600
3 New York 36,978 7.3 7.2 7.1 6.9 65| 606 524 543 1152 522 669
4 Texas 36,023 7.1 6.9 6.7 6.9 70| 53.0 498 634 495 628 557
5 finois 21,096 4.1 4.2 4.2 45 47| 580 563 565 621 701 60.6
6 Penn. 20,053 3.9 4.0 4.0 4.1 40| 598 543 587 635 669 60.6
7 NewlJersey 17,108 3.4 3.5 35 3.6 34| 553 564 604 604 611 587
8 Michigan 14,813 2.9 3.1 33 35 34| 619 574 640 616 706 63.1
9 Georgia 13,971 2.7 2.8 2.7 27 26| 589 543 595 624 641 598
10  Ohio 13,102 2.6 2.7 2.8 3.0 36| 528 486 532 536 656 54.8

11 N. Carolina 12,274 24 2.3 2.3 2.3 23] 522 529 527 593 614 557
12  Mass. 11,737 2.3 2.4 2.4 2.5 241 475 459 556 556 595 528
13 Virginia 10,621 2.1 2.1 2.1 2.1 20| 529 518 477 53.5 736 559
14  Louisiana 9,186 1.8 1.7 n/a n/a nfa| 49.9 46.9 n/a n/a nfa 48.4
15 Maryland 9,171 1.8 1.8 1.8 1.9 18| 528 51.3 526 51.8 658 54.9

16 Washington 9,162 1.8 1.8 1.8 1.8 1.7 | 53.6 56.5 487 53.7 56.0 537
17  Missouri 9,031 1.8 1.8 1.8 1.9 181 526 708 545 57.8 649 60.1
18  Arizona 8,998 1.8 1.8 1.7 1.7 1.7 ] 56.7 53.1 56.2 60.1 62.1 57.6
19  Minnesota 8,848 17 1.7 1.8 1.8 17| 687 528 598 574 715 620
20 Tennessee 8,587 17 n/a n/a n/a nla| 50.4 n/a n/a n/a nla 504

All other 134179 264 262 258 233 222 532 520 902 623 600 635
Total 508,454 100.0 100.0 1000 100.0 100.0] 538 518 669 61.0 621 59.1

* Direct Pure Loss Ratio is calculated by dividing losses incurred by direct earned premium.
Source: NAIC State Data Network; aggregate Schedule T for all property/casualty insurers.
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Figure 2 shows the percentage of total direct written premium and loss ratio for the
property/casualty industry in ten regions of the United States during 2007 as well as the 5-year
average.

Figure 2
Distribution of Direct Premiums Written and Loss Ratios by Region

[\

ENGLAND

Vil
_ MD-
ATLANTIC

_CENTRAL

'I
Northwest| Southwest | Northeast| Southeast] Mid- | South | New Total All
Pacific|Mountain| Central Central | Central | Central |Atlantic| Atlantic| England | Other* | Regions
Percent Total 2007 DPW | 15.8% 6.4% 6.7% 10.7% 12.9% 5.0%]| 14.6%| 20.1%| 5.1%] 2.8%]| 100.0%
Direct Loss Ratio - 2007 | 52.7%| 55.7% 58.0% 53.1% 57.7% 52.9%| 59.1%| 49.3%| 50.7%[43.9%| 53.8%
Direct Loss Ratio-5 yravg| 53.3%| 55.7% 57.2% 69.0% 59.9% 70.8%| 58.9%| 60.8%| 53.0%[45.6%] 59.1%
*The “other” region includes American Samoa and Guam,

Puerto Rico and the U.S. Virgin Islands and Canada.

A look at the five-year average loss ratios shows that the Southwest Central and Southeast
Central regions had the highest losses over the last five years. This can be attributed to the
2005 hurricane season when Hurricane Katrina and other storms made landfall along the Gulf
coast. The five-year average loss ratio in these regions continued to improve as a result of
reduced hurricane activity in recent years.
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Figure 3 illustrates the distribution of property/casualty premium written by line of business
during 2007 in lllinois. Personal-lines insurance (homeowners and private passenger
automobile) continues to represent the largest portion of the property/casualty market. Private
passenger automobile (27 percent), including both the liability and physical damage
component, is the single largest line of business.

Pursuant to Part 4203 companies are required to file data for private passenger automobile
(liability and physical damage separately), homeowners (including residential fire), commercial
automobile liability, and specified insurance classes from the medical malpractice and other
liability lines. The workers’ compensation line of business has also been included as a

separate line.

Figure 3
Percent by Line of All Property/Casualty
Premiums Written in lllinois (2007)
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Source: NAIC State Data Network






