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Introduction

The Central Bank is publishing the second National
Claims Information Database (NCID) Employers’
Liability (EL), Public Liability (PL) and Commercial
Property Insurance Report in an effort to improve
transparency in the insurance claims environment.

Background to NCID

The National Claims Information Database (NCID) was establishedinorder
toimprove transparency inthe Irishinsurance claimsenvironment andto
support datadriven policy making.

Data Contained within the Report
Thisyear’sreport
e |sbasedondataupto 31 December2020.

e  Willcontainthe impact of COVID-19 as evaluatedby firms at the
end of 2020.

e  Willnot containany data onthe impact of the Personal Injuries
Guidelines onEL, PL and Commercial Property insuranceinlreland.

Reporting Population

Allinsurersselling ELor PLinsuranceinlreland were required tomeet the

same data submissionrequirements, regardless of country of authorisation.

Theinsurers that submitted data for this report are listed in Appendix 2.

The process of identifying firms and collecting datawas a complex
undertaking. The General Liability insurance market, whichincludes EL and
PLinsurance,is more fragmentedthanthe private motorinsuranceclass,
for instance,and there are a number of insurers that specialiseincertain
sectors of EL and PLinsurance. Firms writing General Liability insurancein
Ireland were identified by analysing the European Insurance and
Occupational Pensions Authority (EIOPA)register and the Register of Life
and Non-Life Insurance Undertakings maintained by the Central Bank of
Ireland. Captive insurance undertakingswere not in scope.

In2020,the total gross earned premiumwas €0.855bnfor ELand PL,and
€0.49bn for Commercial Property. Part 1 (Premiums) of this report is
predominantly based ondata covering 90% of the EL, PL and Commercial

Central Bank of Ireland
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Property marketinlrelandin 2020%; Part 2 (Claims) is predominantly based
on 80% market coverage; Part 3 (Income and Expenditure) is based on 90%
market coverage; Part4 (Claims Settlement) includes sections based on
84% and 73% market coverage; and Part 5 (Claim Development) includes
sections basedon76% and 71% market coverage. There are some
exceptions tothese percentageswhichare notedinrelevant sections.
Certainsubmissions were excluded fromour analysis due toinsufficient
quality of, or granularity in, the data.

The market coverage for different statistics may changefromone iteration
of the report to the next. This may be due tochanges in the reporting
populationor changesinthe availability of data collected year-on-year. For
thisreason,itis recommendedthat trends over time are analysed within
eachreport,rather thancomparing across different iterations of the report.
There may alsobe changesinthe data overtime dueto insurers restating
claims statisticsrelating toprioryears.

Future Enhancements to the Report

The NCID EL, PL and Commercial Property insurance data specification will
continue to be expanded, increasing the insight thatcanbe gainedintothe
cost of claims. The following enhancements have been made for the next
datacollectionexercise:

e Claimsettlement datawill be banded by the compensation amount
of claimsinadditiontothe total cost of the claim.

e Anadditional field will be collected withinthe claimsettlement data
toindicate whether a claimhas beenassessedunder the personal
injury guidelines of the judicial council.

e Commissions will be split betweencommissionfor sales only and
commissionfor other services.

The following enhancements are proposed:
e Qualitative reviewwithfirms regarding policy excessesand limits.

e Reviewofsettlement datatoascertainwhether additional datais
required on the impact of Personal Injury Guidelines.

¢ Investigatingthe feasibility of areview of specificsubsectors.

1 As measured by the ratio of 2020 gross earned premium of included datato the
2020 gross earned premium of the total market.
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Executive Summary

Overview of the Report

This reportis organised as follows:

Part 1 considers earned premiums for EL, PL and Commercial Property
insurance between2009 and 2020.

Part 2 examines claimsrelatedto EL, PL and Commercial Property
accidents that occurred between 2009 and 2020 and compares earned
premiums and claims costs between 2009 and 20 20.

Part 3 gives a breakdown of insurers’income and expenditure for EL, PL
and Commercial Property insurance for financial years 2009 to 2020.

Part 4 analyseshowEL and PL claims were settled between2015and 2020
and the various associated costs (claimant compensation, legal fees and
other costs).

Part 5 analysesthe change inthe ultimate costof claims for EL, PL and
Commercial Property insurance from2019 to 2020, and provides
informationon claimdevelopment patterns from2009t02020.

Part 6 provides notes andinformation onthe key terms and methodology
employedin this report.

Appendices provide further informationonthe backgroundto the NCID
and reporting population.

Note on the Grouping of Claims

Liability and Commercial Property insuranceclaimsare discussedin Parts
2,3 and 5 of the report with liability only claims analysedin Part 4 of this
report.Itisimportant tonotethat the claims discussedinParts 2 and 5
were collected on a different basis tothe claims in Part 3, whichin turn
were collected on a different basis totheclaimsinPart 4. Anexplanationis
provided below.

Accident year (Parts 2 and 5): the yearinwhichthe accident occurred. It
may take severalyearsfor all claims to be fully paid. Inthe interim period,
insurers needtoestimate howmuchit will ultimately cost topay all claims
that occurredin a particular accident year. This estimate is called the
ultimate claims cost?. Estimates of ultimate claims costsare regularly

2The concept of ultimate claims costs is explained in Part 6.
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shown in this report were calculated as at 31 December 2020.

Financial year (Part 3): the year for which financial accounts are stated.

When stating the claimsincurredina financial year,insurersinclude: claims

which were paid inthe year; reserves thatthey put aside for claims that

happenedthat year; and changes tothereservesput aside for claims that

happenedin previous years.

Settlement year (Part 4): the yearinwhichthe final payment is made in

respect of aclaim.Claims settledinaparticularsettlement year maybein

respect of accidents that happenedinprioryears.

Key Findings

Injury Claim Settlements 2015-2020

The complexity or severity of theinjury claims settled inthe different

channels could vary significantly. This should be borne in mind when
comparing the cost and time of settling injury claimsinthe different

Settlements

€25,290

Average legal costs
€2,859

channels.

Employers’Liability Public Liability
Method of % of injury claimants % of injury claimants
Claimant settled by channel: settled by channel:
Settlement o 29%directly o 28%directly
bv Channel e 13%viaPIAB e 15%viaPIAB

Y e 58%vialitigation e 57%vialitigation

Method of % of injury costs settledby | % of injury costs settled by
Settlement channel: channel:
(by Cost) e 11%directly e 12%directly

e 6%viaPIAB e 10%viaPIAB

e 83%vialitigation e 78%vialitigation
Direct Average compensation Average compensation

€16,973

Average legal costs
€2,767

PIAB
Settlements

Average compensation
€36,037

Average legal costs
€901

Average compensation
€27,364

Average legal costs
€1,606
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Litigated
Settlements

Average compensation
€70,687

Average legal costs

Average compensation
€38,736

Average legal costs

€35,965 €24,567
Litigated Injury claimants settling Injury claimants settling
Settlements | forlessthan€150k: for less than€150k:
<€150k Claimants Claimants
81% of total litigated 94% of total litigated
Average compensation Average compensation
€36,151 €25,401
Average legal costs Average legal costs
€22,889 €18,863
Method of % of injury claimants % of injury claimants
Settlement® | settledbychannel: settled by channel:
by Channel e 15%directly, e 13%directly,
in 2019 and before PIAB before PIAB
2020 e 8%directly, after e 11%directly, after
PIAB PIAB

e 12%throughPIAB

e 63%through
litigation, before a
court award

e 1%through
litigation,witha
court award

e 12%throughPIAB

e 60%through
litigation, before a
court award

e 4%through
litigation,witha
court award

3 The different settlement channels are described in Part 4.
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Income & Expenditure 2009-2020

Insurers’ Operating
Profit across the EL, PL
and Commercial
Property lines

2009t02020:
e Operating profit was 3% of total

income
e Netinsurance-relatedlosswas 5% of

totalincome
2009t02014:
e Operating profit was 11% of total
income

e Netinsurance-related profit was

0.3% of total income.

2015t02019:
e Operatingloss was 3% of total

income
e Netinsurance-relatedlosswas 8% of

totalincome.

2020:
e Operatinglosswas 11%of total

income
e Netinsurance-relatedlosswas 14%
of totalincome.

Investment Income as
% of Total Income

2009t02020: 9%

2009t02014:13%

2015t02019: 6%

2020: 3%.

Net Cost of
Reinsurance as % of
Total Income

2009t02020:-4%
2009t02014:-3%

2015t02019:-9%

2020:12% (i.e.,2020had a Reinsurance
Benefit of 12% of total income).

Central Bank of Ireland

Page 9



EL, PL and Commercial Property Report 2 Central Bank of Ireland Page 10

Cost of Insurance 2009-2020

When addressing the cost of EL, PL and Commercial Property insurance,

itisimportant torecognise the broadvariety of risks covered.

An overall average premium may not reflect the reality experienced by
policyholders inindividual sectors or subsectors.

How consumers Policy types:

purchased EL, PL and e 84% Package policies
Commercial Property e 16%Standalone policies
Insurance in 2020 Policies less than €5,000:

e  92%of policies
o 27% of premium

Policies greater than €25,000:
e 2% of policies
e 53%of premium

Trendin Average The overall average premium for
Premium per Policy for | Package policies (84% of policies in
Package Policies 2020):

e | 17%from2009t02013
e MN25%from2013t02019
e MN™2%from2019t02020

Claims by Accident Year 2009-2020

2009t02020:76%

Claims as % of
Premium (Loss Ratio)
for EL, PL and

Commercial Property 2016t02019: 65%
Insurance combined

2009t02015:82%

2020:85%
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Claim Development 2009-2020

Insurers’best estimate of total claims cost
across accident years2009t02019
increased by approximately€77m (or 1% of
total claims cost) at year-end 2020
comparedto year-end2019.

Ultimate Claim Costs
in 2020 vs 2019 for EL,
PL and Commercial
Property Insurance
combined

For EL, PL and Commercial Property
insurance combined, 13% of the expected

Paid and Incurred
Claim Costs as % of

. . ultimate claim costs arepaid,39% are claim
Ultimate Claim Costs

reserve estimates (outstanding) and47% are

forthe 2020 Accident | i otesof the cost for claims that have not
Year as atyear-end yet beenreported, i.e., incurred but not
2020. reportedclaims (IBNR).

Split by policy type:
e EL-1%paid,33% outstandingand
66% IBNR
e PL-3%paid, 38% outstandingand
59% IBNR
e Commercial Property - 21% paid,
42% outstandingand 37% IBNR.
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PART 1 - Premiums

Data was collected on premiums, the number of
policies and the number of insurance covers
provided under those policies between 2009 and
2020. Policies were split into Package and
Standalone policies, and premium was split by the
Employers’ Liability (EL), Public Liability (PL) and
Commercial Property components of those policies.

Key Insights and Findings

The large majority (84%) of EL, PL and Commercial Property insurance
policies earned between 2009 and 2020 were taken out as part of a
Package policy.

57% of Package policies were for a premium of less than €1,000, 92%
had a premium less than €5,000 while 99% were for a premium of less
than €25,000. These percentages vary across different sectors.

For Package policies:
e The average premium decreased by 17% from €2,232 in 2009 to
€1,852 in 2013. It increased by 25% t0 €2,318 in 2019. The

average premium increased by 2% to €2,356 in 2020.

e The decrease in premium from 2009 to 2013 is seen across the
EL, PL and Commercial Property covers within these policies.
The average premium decrease from 2009 to 2013 was 26% for
EL, 14% for PL and 9% for Commercial Property.

The increase in premium from 2013 to 2020 is driven by the EL
and PL components of policies whose average premium
increased by 44% and 25% respectively over this time period.
The average Commercial Property premium increased by 5%
from 2013 to 2020.

Central Bank of Ireland
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Overview of the Market

EL, PLand Commercial Property insurance cover is bought by a wide range
of policyholders and businesses. This canvaryfromthe archetypal small
farmer or corner shop owner toa major manufacturing, constructionor
pharmaceutical company.As aresult, the insurance policies provided can
vary significantly insize and coverage.

Policies caninclude cover for one of EL, PL or Commercial Property as a
Standalone policy; or they caninclude a combination of these covers sold as
a Package policy. APackage policy caninclude any combination of twoor
three of EL, PLand Commercial Property insurance covers under asingle

policy.

Figure 1: The proportion of earned policy countand grossearned
premium by policy type for 2020.

All Policies
Package Standalone
84% Policies 16% Policies
60% Premium 40% Premium

Employers’ Public Commercial
Liability Liability Property
0.6% Policies 8.2% Policies 6.8% Policies

9% Premium 18% Premium 14% Premium

Figure 1 shows thatin2020,84% of policies earned were Package policies
which accounted for 60% of the gross earned premium. Standalone policies
made up 16% of all policies; 0.6% were Standalone EL, 8.2% were
Standalone PL, and 6.8% were Standalone Commercial Property policies.
Although Standalone policies made up 16% of policy count, these
accounted for 40% of earned premium; 9% from Standalone EL, 18% from
Standalone PL and 14% from Standalone Commercial Property. This
breakdown was relatively consistentacrossthe data series from 2009 to
2020.
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Table 1: Total earned policy count,earnedsubclasscount and gross
earned premium.

Year Earned Earned Subclass | Gross Earned
Policy Count Count Premium (€m)
2009 325,052 734,560 920
2010 315,730 731,278 835
2011 308,722 709,006 793
2012 303,025 699,654 764
2013 295,544 686,469 735
2014 293,521 683,184 750
2015 307,216 720,537 786
2016 305,811 716,182 859
2017 313,291 732,545 925
2018 319,736 754,006 995
2019 325,622 764,354 1,073
2020 328,389 775,179 1,095

Table 1 shows that there were over 328,000 earned policiesand€1.095bn
in premiumearnedin the EL,PL and Commercial Property marketin2020.

As a Package policy includes more thanone insurance cover withineach
policy,the earned subclass count shownin Table 1 gives a count of the
number of individual insurance covers provided. For instance, if a Package
policy includes cover for EL and PL, this will count as one policy withtwo
subclasses. If the Package includesEL, PL and Commercial Property
insurance, this will count as one policy with three subclasses.Each
Standalone policy will have a subclass count of one as it only includes one
insurance cover.For 2020, we cansee that therewere 775,000 insurance
subclasses (covers) provided through more than 328,000individual
policies.

Between 2009 and 2020, EL made up 29% of insurance covers (earned
subclass counts) and 24% of gross earned premium; PL made up 39% of
insurance covers and 36% of gross earned premium; and Commercial
Property made up 33% of insurance covers and 40% of gross earned
premium.

It should be noted that the proportion of the market capturedin the data
may be higher or lower in previous years thanitisin 2020 (90%) as a result
of firms having entered or left the market over that time or due tothe
changing share of the market that firms capturedina particularyear.

Type of Policies

As Package policies caninclude different combinations of EL, PL and
Commercial Property insurance covers, Table 2 shows the proportion of

Central Bank of Ireland
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Package policies thatinclude eachinsurance cover and the average number
of insurance covers per Package policy.

Table 2: The proportion of Package policies that include eachinsurance
cover and the average number of insurancecovers per policy for 2009-
2020.

Year Em.plo-y-ers' I-?ub.lic Commercial N?)\.lgzavgeis
Liability Liability Property e e
2009 76% 92% 84% 2.52
2010 76% 97% 84% 2.57
2011 76% 97% 79% 251
2012 76% 97% 78% 2.51
2013 76% 97% 78% 2.51
2014 77% 97% 78% 2.51
2015 78% 97% 78% 2.53
2016 78% 98% 78% 2.54
2017 77% 98% 79% 2.53
2018 77% 98% 82% 2.57
2019 77% 98% 85% 2.60
2020 76% 98% 87% 2.61

The average number of insurance covers per Package policy increased from
2.52in2009t02.61in2020.In2020, EL insurance was includedin 76% of
Package policies, 98% of policies included PL insurance and 8 7% included
Commercial Property insurance.

As highlightedin Figure 1,16% of all policies were Standalone policies in
2020.EL,PL and Commercial Property policies make up4%,47% and 48%
of these Standalone policies respectively.

Size of Policies

Thereisalargespreadinthesize of policies earnedinthe EL,PL and
Commercial Property market based onthe premium per policy which
reflects the large range of policyholders and diverse set of risks whichfall
under this insurance cover (see Table 3). For 2020, 57% of Packagepolicies
and 74% of Standalone policies had a premiumof €1,000 or less. 92% of all
policies hada premium of €5,000 or less.

1% of package policies had a premiumgreater than€25,000 which
accounted for 36% of gross premium earned on package policies, while 4%
of standalone policies had a premiumgreater than€25,000 which
accounted for 83% of Standalone gross earned premium. 2% of all policies
had apremiumgreater than€25,000whichaccountedfor 53% of all
premium.
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Thedistribution of policies in premium bands will vary across different
sectors. For example, 68% of policies inthe Manufacturing sector (NACE
code C) have a premiumless than€5,000, whereas 94% of policies in
Administrative and Support Service Activities sector (NACE code N) are
below €5,000.

Table 3: The proportion of earned policy count and gross earned premium
by premium size band for Package and Standalone policies,2020*.

Package Standalone Total
. % of % of % of % of % of % of
Premium Band . . . . . . . . .
Policies | Premium | Policies | Premium | Policies | Premium
€1-€1,000 57% 10% 74% 3% 60% 8%
€1,001-€2,000 21% 11% 9% 2% 19% 7%
€2,001-€5,000 14% 16% 8% 3% 13% 12%
€5,001-€10,000 4% 12% 3% 3% 4% 9%
212%’%%10' 2% 15% 3% 6% 2% 12%
>€25,001 1% 36% 4% 83% 2% 53%

Basis of Cover

Policies canbe writtenon a Losses Occurring or a Claims Made basis. A
policy writtenon a Losses Occurring basisinsuresclaimevents thatoccur
during the period that the insurance policy is inforce, i.e., events that occur
aftertheinceptionand before the expiry of the policy, irrespective of when
the claimis reported. A policy writtenona Claims Made® basis insures
claims that are reported tothe insurer during the period that the policy is in
force, irrespective of whenthe claimevent occurred.

The vast majority of policies earned between 2009 and 2020 were written
on aLosses Occurring basis withonly a very smallproportion being Claims
Made.

Trends in Premium Costs

The cost of EL, PL and Commercial Property insurance will vary
considerably as aresult of the different type and size of policies bought by
consumers. This sectionwill focus on trends inthe cost of Package policies
as this is the most common type of policy takenout accounting for 84% of
all policies. Detail onthe cost of Standalone policies is shownseparately.

4 Table 3is based on a market coverage of 84%.
5 Under a Claims Made policy, aclaim can be made as a result of anevent that
occurred many years before the inception of the insurance policy.
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As canbe seenin Table 4,the proportion of Package policieswitha
premium of less than€2,000 increased from 77%in2009t082%in2013
and subsequently reducedto 79%in2020.

The percentage of package policies witha premiumless than€5,000has
varied between 92% and 94% between 2009 and 2020. The proportion of
policies witha premium greater than€50,001 increased from0.3%t00.5%
from 2009 t02020.

Table4: Theproportion of earned policy count in each premiumcost band
for Package policies and years 2009-2020.

Year €1- | €2,001- [ €5,001- | €10,001-| €25,001- >€50.001
€2,000 | €5,000 | €10,000 | €25,000 | €50,000 ’
2009 77% 15% 5% 2% 0.6% 0.3%
2010 78% 15% 5% 2% 0.5% 0.3%
2011 80% 14% 4% 2% 0.5% 0.3%
2012 81% 13% 4% 2% 0.4% 0.3%
2013 82% 12% 4% 2% 0.4% 0.3%
2014 82% 12% 4% 2% 0.4% 0.3%
2015 82% 12% 4% 2% 0.4% 0.3%
2016 81% 12% 4% 2% 0.5% 0.3%
2017 81% 13% 4% 2% 0.6% 0.4%
2018 80% 13% 4% 2% 0.6% 0.4%
2019 79% 13% 4% 2% 0.7% 0.4%
2020 79% 14% 4% 2% 0.7% 0.5%

Table 5 shows the proportion of Package premiumearnedwithineach cost
band over time. Between 2009 and 2012 the proportion of premiumfor
policies less than€5,000 increased slightlyfrom43%to46%.From 2012 to
2020 this proportiondecreasedto 37%.

The proportion of policies witha premium greater than€50,000 makesupa
much larger proportion of premiumthanit does of policy count. While the
proportion of policy count for these policies has increased from0.3%in
2009t00.5%in 2020 the proportion of premium earned by these policies
hasincreasedfrom 18% to 26% of all Package premium over the same
period.
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Table 5: The proportion of grossearned premium in each premium cost
band for Package policies and years 2009-2020.

Year | €1- |€2001-|€5001- [ €10,001-| €25001- | .00
€2,000 | €5,000 | €10,000 | €25,000 | €50,000 ’
2009 | 23% | 20% | 15% 15% 9% 18%
2010 | 25% | 20% | 14% 15% 8% 18%
2011 | 26% | 20% | 14% 14% 8% 18%
2012 | 27% | 19% | 14% 14% 8% 18%
2013 | 27% | 19% | 13% 14% 8% 19%
2014 | 27% | 18% | 13% 14% 8% 20%
2015 | 27% | 18% | 13% 14% 8% 21%
2016 | 25% | 17% | 12% 14% 8% 23%
2017 | 24% | 17% | 12% 14% 9% 24%
2018 | 22% | 17% | 12% 15% 9% 25%
2019 | 22% | 16% | 12% 15% 10% 26%
2020 | 21% | 16% | 12% 15% 10% 26%

Figure 2 shows the average earned premium for Package policiesfrom
2009t02020.Itisimportant tostressthatcalculatinganaverage premium
metricthat accuratelyreflects market price movements inliability and
commercial insurance marketsis very challengingdue to changes in the mix
of policies, lines of business and sectors as well as changes inthe size of
policies, policy excesses, limits, risk and covers. These canall significantly
impact the average premiumsothat this may not accuratelyreflectthe
changeinrate charged per unit of risk by insurers nor may it reflect the
average premiumexperienceof insured customers in particular sectors.

As highlighted previously, there may be alarge spreadinthe type of risk
encountered by insurers across differentsectors. Moreover, therearevery
significant differencesinbusiness size withinsectors, for example, from
small convenience stores tolargeshopping centres. Therefore, while an
average premiummetricis a crude measure, this metric represents the best
available indicator of overall average premiums fromthe data captured.
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Figure 2: Theaverage earned Package premium per policy for years 2009-
2020.
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The average earned premiumfor all Package policiesincreased by 6% from
€2,232in2009t0€2,356in2020. This can be brokeninto a period of
decreasing premiums from 2009 to 2013, when premiums decreased by
17%t0€1,852;and aperiodof increasing premiums from2013t02019,
when premiums increased by 25%to€2,318, followed by a further 2%
increasein2020to0€2,356.

Changes tothe average cost of a Package policy will be driven by the
number and cost of the underlying insurance covers withinthat policy.

Figure 3shows the average earned premiumfor eachindividual insurance
coverunder a Package policy, where the average istakenacross policies
thatincludedthat cover. The average earned premium for the Commercial
Property cover (€1,074in 2020) was higher thanthe EL and PL covers
which had anaverage earned premiumof €882 and €763 respectivelyin
2020.

It should be noted that while premium has been reported per insurance
cover, pricing for Package policies maybe carried out at a policy level,i.e.,
for the combination of covers. The allocation of this total premiumto
insurance cover may not always be proportional tothe expected cost of
insurance cover.
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Figure 3: Average earned premium per insurance cover for Package
policies and years 2009-2020.
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The average earned premiumfor the EL and PL components of Package
policies decreased by 26% and 14% respectivelyfrom 2009 t02013,and
thenincreased by 44% and 25% respectively between2013and 2020.
From 2019t02020,EL increased by 6% whereas PL decreasedby 2%.

The average earned premium for the Commercial Property component of a
Package policy decreased by 9% from€1,124in2009t0€1,019in2013
and thenincreasedby 5%t0€1,074in2020. From2019t02020
Commercial Property average premiums decreased by 1%.

Therefore, theincrease in Package premiumfrom2013t0 2019 isdriven by
the EL and PLinsurance covers within Package policies,withthe 2019to
2020increasedrivenby EL.
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Figure4: The proportion of Package policies split between those that
includetwo insurance coversand those thatinclude threeinsurance
covers foryears 2009 to 2020.
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As shown in Figure 4, the proportion of Package policies withthree
insurance covers,compared tothose withtwo, has increased from 52% of
policies in2009 to 6 1% of policies in 2020.

The changein the proportion of Packageswiththreeinsurance covers
would alsonaturally impact the average earned premium per Package
policy.All else being equal, this would have decreased the average earned
premium by 0.4% from 2009 t02013 and increased the average earned
premium by 4% from 2013 t02020.

The average earned premium per insurance cover across all covertypes
removes the impact that this increase incover has onthe average earned
Package premium. This shows that with a fixed number of covers per policy,
the average earned premiumwould have decreased by approximately 17%
from 2009to 2013 andincreasedby 22% from2013t02020.

Trends in Premium Costs by Sector

From Figure 2 inthe previous sectionit was seenthat the average earned
premium for Package policies decreasedby 17% from2009t02013,
increased by 25% from2013t02019 andincreased by 2% from2019to
2020.

This is the average experience across 84%of all policies. However,the
experience of individual policyholders will vary considerably for many
reasons.As anexample, Table 6 shows the percentagechangeinaverage

Central Bank of Ireland
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earned premiumfor these policies from2009t02013,2013t02019,2019
t02020and 2009 to 2020 split by sector®.

It canbe seenthat the experience of consumers withindifferent sectors has
varied.ltis worth noting that the activities of businesses withineachsector
canalsobe very different and sothe experience of consumers withinan
individual sector may alsovary.

Table 6: The percentage change in average earned premiumfor Package
policies over different time periods from2009to 2020 andsplit by
sector’.

Sector % Change
(NACE
Level Sector (NACE Level 1) 2009- | 2013- | 2019- | 2009-
1) 2013 | 2019 | 2020 | 2020
C Manufacturing -1% 64% 4% 68%
F Construction -50% | 69% 10% -7%
Wholesale and Retail Trade; Repair of | _, o o o
e Motor Vehicles and Motorcycles e 9% e =
H Transportation and Storage -21% | 53% 13% | 37%
I Acc.or.n-modatlon and Food Service 4% 23% -39 23%
Activities
J Information and Communication -45% | 45% 1% -20%
K Financial and Insurance Activities -65% | -1% -15% | -71%
L Real Estate Activities -5% 18% 8% 22%
N Adrplp!stratlve and Support Service 1% 35% 0% 37%
Activities
Q zuman Health and Social Work 17% 4% 59 9%
ctivities
R Arts, Entertainment and Recreation 4% 99% 2% 111%
S Other Service Activities -6% 2% -1% -4%

Please note that thatitis not possible topublishinformationonall sectors
due tostatistical confidentiality rules whichare applied toensure that
individual insurance undertakings are not identified as per the Central
Bank (National Claims Information Database) Act 20188,

6 Sectors as defined by Level 1 of the Statistical Classification of Economic
Activities in the European Community (“NACE”) system, Rev. 2 (2008)
(https://ec.europa.eu/eurostat/web/nace-rev2/overview).

7Table 6 is based on 79% market coverage

8 Section 12, subsection 2 of the Central Bank (National Claims Information
Database) Act 2018 states that: "Data shall not be provided to a person under this
section such that there is identifiable from the data, any insurance undertaking or
individual.”
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Trends in Premium Costs - Standalone Policies

Standalone policies are policies whichinclude only one of EL, PL or

Commercial Property insurance covers.In 2020, these Standalone policies
make up 16% of all policies; 0.6 % EL,8% PL and 7% Commercial Property.
Standalone policies make up 40% of total earned premium.

Table 7: The proportion of policies and gross earned premium by premium

band and policy type,for Standalone policies in 2020°.

Employers' A, Commercial
Liability PublicLiability Property
. % of % of % of % of % of % of
Premium Band . . . . . . . . .
Policies | Premium | Policies | Premium | Policies | Premium

€1-€1,000 12% 0% 84% 3% 66% 4%
€1,001-€2,000| 14% 1% 6% 1% 12% 3%
€2,001-€5000| 21% 2% 5% 2% 11% 5%
>€5,001 52% 97% 6% 94% 11% 88%

Table 7 shows the distribution of policies and premium across premiumsize

bands and policy types. For each policy type the majority of gross earned
premium is attributedtothe proportion of policies with a premium greater
than€5,000.This reflectsthe very large Standalone policieswhichcanbe

found in the EL, PL and Commercial Property insurance markets.

As highlighted for Package policies, the average earned premium may be

significantlyinfluenced by changes tothe underlying mix of policies over

time. This is particularly relevantfor Standalone policiesgiventhatthey
make up asmaller proportion of the market andinclude some very large
policies. Policies entering or leavingthe dataset will have a greater
influence on the average for Standalone policies thantheywill for Package

policies.

As shown in Figure 5,the average earned premium for EL policies increased
by 52% from€26,882in 2009 t0€40,734in 2018 and thendecreased by
15%t0€34,743in2020. There were muchfewer Standalone EL policies
earnedover the period comparedto PL or Commercial Property andthe

premium for these policies was higher onaverage.

Standalone PL policies increased by 72% from€4,586in2009t0€7,892in
2018 andthendecreasedby 23%t0€6,069in2020.The average earned
premium for Commercial Property increased by 20% from€4,941in2009
t0€5,922in2018 andthenincreasedby 12%t0€6,656in2020.

?Table 7 is based on 84% market coverage.
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Intotal,the average premiumon standalone policies increased by 32%
from 2009 t02020.

Figure 5: The average earned premiumfor Standalonepolicies by policy
type, foryears 2009 to 2020.
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PART 2 - Claims

Data was collected on the number and cost?° of EL,
PL and Commercial Property claims between 2009
and 2020. This was reported separately for claims
relating to Losses Occurring policies and claims
relating to Claims Made policies.

Key Insights and Findings

The average cost of EL and PL claims increased by 37% and 24%
respectively from 2019 to 2020. This followed a period where EL
and PL claims increased by 49% and 48% respectively between
2009 and 2015, and then reduced by 18% and 23% respectively
from 2015 to 2019.

The average cost of Commercial Property claims is volatile from
year to year between 2009 and 2020.

The loss ratio (claims as a percentage of premiums) across all EL,

PL and Commercial Property policies averaged 76% between
2009 and 2020.

The loss ratio decreased from 82% on average between 2009 and
2015 to 65% on average between 2016 and 2019. This reduction
was driven by increasing premium and a reduction in the average
cost per claim over this time period.

The 2020 loss ratio was the highest since 2009 at 85% and
followed the lowest loss ratio over the period of 57% in 2019. The
increase in loss ratio for 2020 was driven by business interruption
claims on Commercial Property insurance due to COVID-19.

10 Premiums and claims were collected and aggregated on the same accident and
reporting year bases (depending on whether they are Losses Occurring or Claims
Made) enabling a like-for-like comparison over time. Claims costs are insurers’
latest view (as calculated at 31 December 2020) for each of the twelve accident
years.

Central Bank of Ireland
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Total Claims

When analysing claimstrends by year, the characteristics of Losses
Occurring policies and Claims Made policies are different. Claims under
Losses Occurring policiesare grouped by accident year (the year inwhich
the claimevent occurred) while claims under Claims Made policies are
grouped by reporting year (the year inwhichthese claims were reported to
theinsurer).

Due tothese differences, it is necessary toanalyseclaimsfromthese policy
types separately. As highlighted in Part 1, Losses Occurring policies make
up the vast majority of policies. For this reason, Part 2 of the report will
focus on Losses Occurring policies only, hence claims are analysedonan
Accident Year basis.

Table 8: Totalultimateclaim costsand ultimate claimnumbers for all
policy types over accident years 2009-2020.

Accident Ultimate Claim Ultimate Claim
Year Costs (€m) Numbers
2009 722 50,704
2010 622 50,942
2011 554 39,113
2012 498 34,476
2013 548 34,978
2014 553 41,028
2015 567 31,455
2016 493 26,898
2017 496 29,310
2018 559 29,446
2019 473 28,503
2020 757 37,757

Table 8 shows the total ultimate claim costs and numbers for 80% of the EL,
PL and Commercial Property marketin2020. 1t is estimated that the total
ultimate claim costs for 2020willbe€757macross 37,757 claims. This
represents anincreaseof approximately€284minclaimcostsand
approximately 2,000 claims comparedtothe 2019 accident year.

Overall,claimcosts in2020and 2009 were much higher thanany other
accident year. |t canbeseenfromTable 9 and Table 10 that thiswasdriven
primarily by Commercial Property claims experience.

Commercial Property insurance caninclude cover for business interruption
and there was a significant increaseinbusiness interruptionclaimsin2020
as aresult of COVID-19relatedrestrictions. Commercial Property claims

Central Bank of Ireland
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experience canalsobe significantly impacted by major weather eventssuch
as the significant freezeandflood events that occurredin2009 and 2010.
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PL claimcosts and numbers were also higherin 2009 and 2010 thanany

other accident year withthe exceptionof 2015. Highclaims costsin2014
and 2015 weredrivenby EL claims experienceas well as the experience of

PLclaimsin2015.

Table 9: Ultimate claim costsand ultimate claimnumbersfor Employers’

Liability and PublicLiability policiesover accident years 2009-2020.

Employers’Liability PublicLiability
Accident U!timate Ultimate U!timate UItin}ate
Year Claim Costs Claim Claim Costs Claim
(€m) Numbers (€m) Numbers
2009 160 6,392 201 14,910
2010 156 6,069 207 15,267
2011 175 5,528 182 14,311
2012 178 5,610 177 12,538
2013 183 5,338 189 11,556
2014 211 5,481 178 11,287
2015 202 5,419 211 10,551
2016 190 5,351 176 10,347
2017 192 5,843 172 10,561
2018 187 5,887 201 11,027
2019 166 5,418 153 9,996
2020 173 4,121 150 7,888

Table 10: Ultimate claim costs and ultimate claim numbersfor
Commercial Property policies over accident years 2009-2020.

Commercial Property

Accident Year | Ultimate Claim Costs(€m) | Ultimate Claim Numbers
2009 361 29,401
2010 259 29,606
2011 196 19,275
2012 143 16,328
2013 176 18,083
2014 164 24,260
2015 154 15,484
2016 126 11,201
2017 132 12,905
2018 171 12,532
2019 154 13,089
2020 434 25,748
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The high number of claims in 2014 was driven by Commercial Property
claims. This appears tobe as aresult of weather eventsin 2014 which,
despite leading toa much higher number of claims,did not have a
significantimpact onthe overall cost of claims in2014.

Average Cost of a Claim

Figure 6 and Figure 7 showthe average ultimatecost per claimoverthe
period for EL, PLand Commercial Property claims.

Figure 6: Average cost per claim for Employers’Liability and Public
Liability claims over accident years 2009-2020.
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As canbe seenin Figure 6,the average cost of EL and PL claims followed
similar trends over the period, increasing from 2009 t02015by 49% and
48% respectively. The average cost of EL claims increased from€24,963 to
€37,228,andfrom€13,510t0€19,962for PL claims.

From2015t02019,the average cost of EL and PL claims decreased by 18%
and 23%respectivelytovalues of €30,704and€15,292in2019.1n2020,
theaverage costthenincreased by 37%t0€42,037 for ELand by 24%to
€18,981 for PL.

Throughout the whole time series from 2009 t0 2020, the average cost of
EL and PL claims increased by 68% and 40% respectively.
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It should be noted that thereis significant uncertaintyinthe averagecost
per claimforaccident year 2020 givenit is the most recent accident year
and the unique nature of this year as aresult of COVID-19.

Figure 7: Average cost per claim for Commercial Property claimsover
accident years 2009-2020.

Commercial Property
18,000

16,000
14,000
12,000
10,000
8,000
6,000

4,000

The average cost of Commercial Property claimshas beenvolatile over the
period. Giventhe large variety of Commercial Property claimsthat canbe
incurredunder these policies, the averagecost per claimdepends onthe
type of claims reportedinany givenyear. As showninFigure 7, the average
cost of Commercial Property claims decreased by 5% from€12,291in 2009
t0€11,728in2019,beforeincreasingby 44%t0€16,860in2020. From
2009t02020the average costof Commercial Property claimsincreased by
37%.

Thelevels of excessesand deductibles on policies earned over each
accident year caninfluence the averagecost per claimtrends. Forinstance,
increasing levelsof excesswill reduce the cost of eachclaimtotheinsurer
and hence reduce insurers’ ultimate claimcost. This mayleadtoa lower
average cost perclaimtoaninsurer inrelationtothese claims. However,
there may be an offsetting influence where increasing levels of excessleads
tofewer lower value claims (those under the excess) being handled by the
insurer, therefore increasing the overall average cost per claim. The
converseis true for decreasing levelsof excess.
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Comparison of Premiums and Claims Costs11

Thetrendsin claims costs showninthis Part are based onanestimate of
ultimate claims costs'?calculated as at 31 December 2020. This may differ
from the estimatesthat insurers made whensettingtheir premiumlevels.

Figure 8 shows the loss ratio(claim costsas a percent of premium earned)
for all policies and split by cover type. It should be borne in mind that as the
majority of policies are Package policies, pricing may be determined at the
policy level and not by cover type; hence, profitability is most accurately
considered for all cover types combined (“all policies” linein Figure 8).

Figure 8: Theratio of ultimate claims coststo earned premiums(loss
ratio) by policy type for accident years 2009-2020.
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Between 2009 and 2020, claims costshave beenonaverage 76% of
premiums earned across all policies. The loss ratiodecreasedfrom 96%in
2009t071%in2012; theloss ratiowas between81% and 82% from2013
to2015andthenreduced from 68%in2016t057%in2019 before
increasingto85%in2020.

Between 2009 and 2020, the average loss ratiowas 98%for EL,81% for PL
and 60% for Commercial Property. Theincreaseinloss ratiofor the 2020
accident yearis driven by Commercial Property which has a loss ratio of
111% for this year.

11 This section of the report shows the premium and claims costs for 84% of the
market in 2020.
12 The concept of ultimate claims costs is explained in Part 6.

Central Bank of Ireland
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The cost of claims is just one element of the total cost toinsurers of
servicinginsurance policies. Other coststhatimpact industry profitability
include management expenses,commissions and reinsurance costs®.
These elements will be addressedinthe following chapter.

13 These expenses are defined in Part 6.
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PART 3 - Income and Expenditure

Statements of income and expenditure were
collected from firms for financial years 2009 to
2020. Data was collected for the different coverage
types individually: Employers’ Liability, Public
Liability and Commercial Property.

Key Insights and Findings

Insurers made an operating loss of 11% across EL, PL and
Commercial Property for the 2020 financial year. This is primarily
due to an operating loss of 30% on the Commercial Property line
of business which suffered business interruption claims due to
COVID-169.

Across all years 2009 to 2020, insurers’ operating profit was 3%
of total income. In the period 2009 to 2014, an operating profit of
11% was recorded and between 2015 and 2019 there has been a
3% operating loss.

The Combined Operating Ratio (COR) for 2020 was 127% gross
of reinsurance and 133% net of reinsurance. Across all years this
was 100% gross and 108% net.

Investment income has averaged 9% of total income across all
years. Inthe period 2009 to 2014, investment income averaged
13% of total income; this reduced to 6% of total income in the
period 2015 to 2019 and further reduced to 3% for the 2020
year.

The net reinsurance impact across all years from 2009 to 2019
has been a cost to insurers of 4% of total income. In 2020, owing
to the unusually high claims experience as aresult of COVID-19,
the net reinsurance impact was a benefit to insurers equating to
12% of total income (i.e., insurers profited from their reinsurance
in 2020).
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Breakdown of Income and Expenditure

Table 11 and Table 12 below provide the breakdown of the income and
expenditure components for the latest financialyear (2020) similar tothat
presentedinprevious NCID reports.Asillustrated below, the resulting loss
for the 2020 financial year across EL, PL and Commercial Property was
11% of total income.

Theremainder of the Income and Expenditure sectionwill concentrateon
the financial performance of firms providing EL, PL and Commercial
Property insurance cover from2009 to2020. The data tables, which will be
published following the report, will include the breakdown of income and
expenditure results by year.

Table 11: Breakdownoftotal income and expenditure for 2020.

Category | 2020
Income (€ Millions)
Gross earned premium 1,086
Investment income 33
Other earnings 1
Expenses (€ Millions)

Gross UW expenses -1,378
Reinsurance impact 130
Other expenses -8
Interest & Tax 8

Profit (€ Millions)
Profit (€) -128
Profit (%) -11%

Table 12: Breakdown of gross underwriting expenses for 2020.

Category | 2020
Gross Underwriting Expenses (€ Millions)
Gross Claims Incurred -1,035
Claims Management Expenses -58
Management Expenses -132
Gross Commission -153

Total (€ Millions)
Total - Gross UW expenses -1,378
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Profitability of EL, PL and Commercial Property

Figure 9 shows the total income and total expenses across allfirms over the
period 2009t02020.Theseresultsare limited tothose firms writing
liability insuranceinlrelandin 2019 and 2020; these results do not include
firms that exited the market priorto2019.

Operating profit as a percentage of total income is alsodisplayed. The
combined operating profit of EL, PL and Commercial Property insurance
between 2009 and 2020 was 3% of total income.

Figure 9: Breakdown of totalincome and expenditure from2009-2020.
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Table 13 shows the varying operating result across the time seriesand
betweenEL, PL and Commercial Property coverages. Thereare three
distinct periods inthe data: 2009-2014,2015-2019and 2020.

During the years,2009-2014,EL, PL and Commercial Property insurance
were predominantly profitable. The combined operating profit across all
coveragetypeswas 11%.

However,from 2015-2019,there was a combined operating loss of 3%.EL
was consistently unprofitable averaging a loss asa percentage of total
income of 23% in this period. PL averaged 0.5% profit, while Commercial

Central Bank of Ireland
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Property was consistently profitableequatingtoa 7% profit as a
percentage of total income inthis period.

During 2020, there was a combined operating loss of 11%, Commercial
Property experienced anoperating loss of 30%,PLhada0.1% loss andEL
had a0.1% profit.

Insummary,over the entire time period from 2009-2020, there has been
anaverage operating profit of 3% across allfirms and coveragetypes.

Table 13: Operatingresultby coveragetype and financial year.

Year Err!plqyfers’ l.’ub.l?c Commercial Total
Liability Liability Property
2009 43% 31% 4% 23%
2010 30% 29% 16% 24%
2011 20% 10% 0% 8%
2012 11% -4% 7% 4%
2013 3% -4% 7% 2%
2014 -3% 11% 1% 4%
2009-2014 18% 12% 6% 11%
2015 -49% 12% 6% -5%
2016 -37% -10% 9% -9%
2017 -11% -5% 7% -2%
2018 -19% -1% 9% -2%
2019 -6% 6% 5% 3%
2015-2019 -23% 0.5% 7% -3%
20200 | 04% | -01% | -30% | -11%
2009-2020 | 1% | 6% | 3% | 3%

As highlighted previously, the data collectionincludes any firmwriting
liability businessin 2019 or 2020. The profitability figureswill have an
element of survivor bias; they will not include the results of those firms that
exitedthe market priorto2019.

Central Bank of Ireland
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For income components the key drivers of operating profit/lossare gross
earned premiumand investment income, for expense components they are
gross underwriting expensesandreinsurance.

Theremainder of this sectionwill gointo more detail onthese key
elements. This will include the following breakdowns:

(i) Operating performance split by key components (underwriting
result,investment income and reinsurance);

(ii) A breakdown of the impact of reinsurance split between
reinsurance cover fromthird party reinsurersi.e.,external
reinsurance arrangements;andrelatedreinsurersi.e.,from
entities that are partof the same group as the firm;

(iii) Combined Operating Ratio performance (CORbasedonearned
premium and underwriting expenses);

(iv) A breakdown of individual underwriting expenses (i.e.,gross
claims incurred, claims managementexpenses, gross
commissionand management expenses); and

(v) A further breakdown of the gross commissionexpenses
betweenthird party distributionchannels i.e.,brokers and
comparisonwebsites; andrelateddistributionchannelsi.e., the
firm’s own distribution networks or distribution throughrelated
companies.

Page 36



EL, PL and Commercial Property Report 2

Operating Performance split by Key Components

Table 14 shows the key components of operating performance as a
percentage of total income split betweenthe net insurance-related result

(including reinsurance impact), investment income and other earnings, tax

and expenses.

Table 14: Profit,investment income and other earnings and expenses for
years 2009-2020 as a proportion ofincome.

Central Bank of Ireland

Gross Net Other
Year Insurance- Reinsurance Insurance- Investment Earnings, | Operating
Related Related Income Taxand Result
Result* Result Expenses
2009 7% 6% 13% 12% -1% 23%
2010 22% -4% 18% 11% -5% 24%
2011 11% -8% 3% 8% -3% 8%
2012 -9% -6% -15% 19% 0% 4%
2013 -4% -4% -8% 13% -4% 2%
2014 -4% -6% -9% 13% 0% 4%
0 % 3% 0.3% 13% 2% 11%
2015 -7% -9% -16% 11% -1% -5%
2016 -8% -7% -15% 6% 0% -9%
2017 5% -13% -8% 7% -1% -2%
2018 8% -9% -1% 0% -2% -2%
2019 7% -10% -2% 6% -1% 3%
S| 2% 9% 8% 6% 1% 3%
| 2020 | -26% 12% 14% | | 3% 0% | -11% |
| Total | 0% -4% 5% | | 9% 1% | 3% |
* Gross Insurance-related
result:

Gross Earned Premium - Gross UW Expenses

Total Income (including Investment Income)

The grossinsurance-relatedresultindicatesifthereis a profit or loss in

relationtoinsurance activities, grossof any reinsurance impact;thisis

shown as a percentage of total income. This includes the performance of
premiums, claims,and expenses. Across all years, there has beena gross
insurance-related result of 0% as a proportion of total income (4% from
2009-2014,2%from2015-2019and-26% for the 2020 year). From 2009-
2011 therewas agross insurance-related profit; there was a gross
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insurance-relatedlossfrom2012 until 2016; andfrom2017to2019,there
was a gross insurance-related profit recorded. The 2020 financial year
resultedinthelargest grossinsurance-relatedlossacrossthe time series of
26%.

The net insurance-related resultindicatesif thereis a profit or loss in
relationtoinsurance activitiesnet of reinsurance costs; we have shown this
as apercentage of total income. This calculatesthe insurance-related result
highlightedinthe previous paragraph net of any reinsurance impact, i.e.,
using premiums, claims and expenses net of reinsurance. Across allyears,
there has beena net insurance-related loss of 5% as a proportion of total
income (+0.3% from 2009-2014,-8% from2015-2019 and-14% for the
2020year).

From 2009-2011,the market experienced an insurance-related profit;
therewas a gross and net insurance-relatedloss from2012 to2016.From
2017t02019 the market experienced aninsurance-related profitona
gross basis,andaloss ona net basis. For 2020 the insurance relatedloss
was 26% gross and 14% net. The reinsurance impact will be discussedin
more detail inthe next section.

Investment income as a percentage of total income acrossall years has
averaged 9% (13%from 2009-2014,6% from2015-2019 and 3% for the
2020vyear).AsdetailedinTable 14,investment income is notably larger for
theyears 2009-2015anddrops offin 2016. The lower level of investment
incomeis consistent from2016 t02019; 2018 being more pronounced due
tofirms with negative investmentreturns. Investment income as a
percentage of total income dropped furtherto 3% in 2020.

Figure 10: Interactionbetween profit and investment income for 2009 -
2020.
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Figure 10 shows the interactionof the net insurance-relatedresult,
investment income and operating result for the 2009 to 2020 financial
years.

e Forthe2009t02011 financial years,the operating resultwas
positive as aresult of positivenet insurance-related results and
investment income; net insurance-related returns included
significant reserve releases (profitadjustments) relating toclaimsin
2008 and prior accident/reporting years.

e Forthe2012to2014financial years,the netinsurance-related
result was negative, but this was offset by investment income
leading toa positive operating result;

e Forthe2015to2018financial years,the operating resultwas
negative as aresultof negativenet insurance-relatedresults and
fallinginvestmentincome to offset these losses;

e Forfinancial year 2019,the netinsurancerelatedresult was
negative, but this was offset by investment income leadingto the
first positive operating resultsince 2014.

e Forfinancial year 2020, alargenegativenet insurance-related
result combinedwith a low level of investment income resultedin
anoperatingloss of 11%.

Reinsurancel?

Figure 11 below shows how the proportion of premium cededto reinsurers
has changedfrom 2009-2020. Premiums ceded referstothe premium paid
by aninsurer for areinsurance contract. Inexchange, the reinsurer covers
anagreed level of claim experience therefore reducing the claimsrisk
borne by aninsurer. The reinsurer may also cover a proportionof the
expenses incurred by the insurer for writing the business. Premiums canbe
cededto athird party reinsurer,i.e.,anexternal provider of reinsurance
cover;or througha reinsurer withinthe same group as the firmwhich is
definedhere as relatedreinsurance.

The percentage of premiumceded by insurers increasedfromanaverage of
24%for 2009-2014to046% for 2015-2020. This increaseis driven by the
increaseinrelatedreinsurance coverwhich has increasedfrom 10% on
average for 2009-2014to0 33% for 2015-2020.

This metric canbe influenced by one-off reinsurance arrangements thatare
put inplacetocoverlosses for previous accident yearse.g., following a

14 This section is based on 83% of market coverage in 2020.
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merger or re-structure. This would result infirms ceding large volumes of
premium comparedtothe actual premiumreceivedfor a particular
financial year.

Figure 11: Proportion of premiumceded by insurers to cover reinsurer
costs forallcover types and years 2009-2020.
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For the most part,the increaseinrelated reinsurance coverfrom2015is
attributable tothe use of quota share reinsurance arrangements whichare
usedto share premiums, claims and expensesbetweentheinsureranda
reinsurer in pre-determined proportions. This facilitates the sharing of
losses inunprofitable years and profits in profitable years. These
arrangements canreduce the level of risk withineach firmand provide
benefit through a reduction inthe amount of capital that anindividual firm,
or agroup, has tohold to satisfy regulatory requirements.

Figure 12illustratesthe net cost of reinsurance eachyear from 2009 to
2020forrelatedandthird party reinsurance. Across EL, PL and Commercial
Propertyinsurance andall financial years 2009-2020, the net cost of
reinsurance was 4% of total income; this is shown as -4% tosignify that
reinsurance was anexpense totheinsurer. This is the case where the
insurer paid more money to a reinsurer in premium thanthey received back
in claims and expense payments. This varies acrossthe time period for
related and third party reinsurance. Where the net cost is positive, this
signifies that reinsurance wasanincome totheinsurer,with claims and
expense payments fromthe reinsurer being larger thanthe premium paid
tothe reinsurer; this has beenthe case for the 2009 and 2020 financial
years.
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Figure 12: Net cost of related and third party reinsurance cover for years
2009-2020.
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Table 15 and Table 16 showhow the net cost of reinsurance variesfor
related andthird party reinsurance cover acrossthe various time periods
and coveragetypes.

At a total coveragetype level, the net impact of related reinsurance is that
it has beena costtoinsurers for the 2009-2014and 2015-2019 time
periods, however the net impact was a benefit toinsurers for the 2020
year.This averaged-1% of totalincome for 2009-2014,-4% for 2015-2019
and 5% for 2020.

For third party reinsurance, the total net impact was -3% across all years.
Again, this has beenacosttotheinsurer for the 2009-2014and 2015-2019
time periods, however reinsurance was a benefit toinsurers for the 2020
year.This has averaged-3% for 2009-2014,-5% for 2015-2019and 7% for
2020.

Table 15: Net cost of related reinsurance by coverage type.

Coverage Type 2009-2014 | 2015-2019 [ 2020 | AllYears

Employers’ Liability -1% 5% -2% 2%
Public Liability 1% -3% 3% 0%
Commercial Property -2% -11% 12% -4%

Total -1% -4% 5% -1%
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Table 16: Net cost of third party reinsuranceby coveragetype.

Coverage Type 2009-2014 | 2015-2019| 2020 | AllYears
Employers Liability 0% -1% 0% 0%
Public Liability -2% -4% 8% -2%
Commercial Property -5% -9% 11% -5%
Total -3% -5% 7% -3%

Combined Operating Ratio

The operating result inthe earlier section looked at the split of the key
components of income and expenditure as a percentage of total income,
witha particular focus onthe net cost of reinsurance.However, akey ratio
used by insurers tomeasure the underlying performance of their
insurance-relatedactivities is the Combined OperatingRatio (COR). The
COR describes insurance-related outgoings as a proportion of earned
premium.

Thisis defined as:

COR = Claims incurred!>+ Other underwriting expenses6

Earned premium

This metricis animportant performanceindicator used by insurersin
making pricing and underwriting decisions. The COR canbe calculated
either gross (before the effect) or net (after the effect) of reinsurance ¥, and
isunchanged by the quota sharereinsurance arrangementsdescribed
previously inthe reinsurance section. The Net COR will differ fromthe
Gross COR as aresult of other types of reinsurance arrangements.

Furtherinformationon gross underwriting expenses is providedin
subsequent sections.

From aninsurer’s perspective, a high COR representsanunfavourable
result. ACOR greaterthan 100% representsa higher levelof insurance-
relatedoutgothaninsurance-relatedincome.

Figure 13 provides the Gross and Net COR from 2009 t0 2020. The total
Gross COR was 100% acrossall financial years; the Net COR was 108%1.

15 Incurred claims include: claims paid in the year; reserves for claims which
occurred in the year; and changes in reserves for claims which occurred in prior
years.

16 Other underwriting expenses include: commissions; other acquisition costs;
policy administration; and claims handling expenses.

17 Reinsurance was described in the previous section and is defined in Part 6.

18 Net COR may be sensitive to the restructuring of firms and of reinsurance
arrangements.

Central Bank of Ireland

Page 42



EL, PL and Commercial Property Report 2 | Central Bank of Ireland

For the period 2009 to 2011 the Gross and Net COR were bothless than
100% -i.e.,the gross and net underwriting results were profitable. The Net
CORis higherthanthe Gross COR for all years with the exceptionof 2009
and 2010.The Net COR has beengreater than 100% everyyear from2012
i.e., the net underwriting result has beenunprofitable. Between 2012 and
2020, the only period where the Gross COR was less than 100%was
between2017 and 2019.

Figure 13: Total Gross and Net COR for 2009-2020.
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Table 17 provides the Gross COR split by coverage type across a number of
distinct periods through 2009 t0 2020. For EL, the Gross COR acrossall
yearswas 114%;this averaged 94% from 2009-2014, 137% from 2015-
2019 and 98% for 2020.

For PL, the Gross COR across all yearswas 101%;this averaged 102%from
2009-2014,98% from2015-2019 and 112%for 2020.

For Commercial Property,the Gross COR across all years was 91%; this
averaged 91% from 2009-2014,73%from 2015-2019and 159% for 2020.

Table 17: Gross COR by coverage type.

Coverage Type 2009-2014 | 2015-2019 | 2020 | AllYears
Employers’ Liability 94% 137% 98% 114%
Public Liability 102% 98% 112% 101%
Commercial Property 91% 73% 159% 91%
Total 96% 98% 127% 100%

Table 18 provides the Net COR split by coverage typeacross the same
periods through2009 to 2020.For EL,the Net COR across all years was
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120%; this averaged 94% from 2009-2014,160% from2015-2019 and
103% for 2020.

For PL, the Net COR across all years was 107%; this averaged 104% from
2009-2014,111%from2015-2019and 104% for 2020.

For Commercial Property,the Net COR across all yearswas 102%; this
averaged 99% from 2009-2014,89%from 2015-2019and 200% for 2020.

Table 18:Net COR by coverage type.

Coverage Type 2009-2014 | 2015-2019 | 2020 | AllYears
Employers’ Liability 94% 160% 103% 120%
Public Liability 104% 111% 104% 107%
Commercial Property 99% 89% 200% 102%
Total 99% 115% 133% 108%

Underwriting Expenses

Figure 14 provides a breakdown of the underwriting costs as shownin the
Combined Operating Ratiosectionabove.

Management expensesare the expenses related to product development,
systemimprovements,salaries, auditingcostsandregular day-to-daycosts
i.e., electricitybills, rent for accommodation,and IT costs. Claims
management expensesare the expensesrelatedtothe processing and
resolving of claims, including certainlegal and adjusters’ fees andinternal
costs of processing claims payments.

The amount shown hereis the share of total management expenses and
claims management expenses that have beenapportionedto EL, PL and
Commercial Property insurance business by insurance companies.

Figure 14 shows that gross claims-related costs (i.e.,claimsincurred and
claims handling expenses) were the greatest expenditure accountingfor,on
average, 74% of gross earned premiumacross 2009t0 2020.

The other key underwriting expenseswere managementexpenses, which
amountedto 16% of gross earned premium, and commissions, which
amountedto 11% of gross earned premium.
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Figure 14: Breakdownofthe grossunderwriting costs for 2009-2020
across all Coverage Types as a percentageof Gross Earned Premium.
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Commission

Table 19 provides a breakdown of gross earned premiumbetween policies
soldthrough third party distributionchannels,i.e.,brokers and comparison
websites, and relateddistributionchannels,i.e., the firm’s owndistribution
networks or distributionthroughrelated companies. Policies sold through
third party intermediaries made up 72% of gross earned premium across all
years,2009t02020. The proportionsold through this channel has
remainedrelativelystable from2011t02020; decreasingfrom 74% of
premiumin2011to70%in2015,beforeincreasingto74%in2020.

Table 19: Split of gross earned premium between third party and related
distributionchannels?’.

Gross Earned Premium 2011 2015 2020 AllYears
Related Distribution 26% 30% 26% 28%
Third Party Distribution 74% 70% 74% 72%

Figure 15 highlights commission costs as a percentage of premiumon

policies sold throughthird party intermediaries.Onaverage, the total

amount of commission as a percentage of premiumsold throughthird party

19 Based on 83% of market coverage in 2020.
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intermediaries was 15%from2011to02020.This increasedfrom 13%in
2011t015%in2013 whereit remainedrelativelystable,increasingslightly
to16%for 2019 and 2020.

Figure 15: Commission as a percentage of earned premium for polices
sold through third party intermediaries®’.
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PART 4 - Claim Settlements

Data was collected on claimants who settled
liability claims between 2015 and 2020. The
number of claimants and the aggregate cost of
settling their claims was collected by claim type and
settlement channel. This gave insight into trends in
the settlement channel used, and the various costs
associated with settling claims.

Key Insights and Findings

92% of total settlement costs between 2015 and 2020 are in
relation to injury claims.

68% of costs associated with settling injury claims between 2015
and 2020 were compensation costs while 29% were legal costs.

58% of all injury claimants settled through litigation over the five
years 2015-2020; 28% settled directly; and 14% settled through
PIAB.

81% of injury settlement costs were attributable to claims settled
through litigation over the period 2015-2020; 12% to claims
settled directly; and 8% to claims settled through PIAB.

Average duration of an injury claim from reporting quarter to
settlement year is 4.5 years for a claim settled through litigation,
1.7 years for a claim settling directly and 1.8 years for a claim
settling through PIAB.

Central Bank of Ireland
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Key Insights and Findings
Average injury settlement cost between 2015 and 2020:
EL claims (39% claimants, 51% total costs) by settlement channel

e Direct: compensation was €25,290 and legal was €2,859
e PIAB: compensation was €36,037 and legal was €901
e Litigated: compensation was €70,687 and legal was €35,965

PL claims (61% claimants, 49% total costs) by settlement channel
e Direct: compensation was €16,973 and legal was €2,767
e PIAB: compensation was €27,364 and legal was €1,606
e Litigated: compensation was €38,736 and legal was €24,567

Average settled costs between 2015 and 2020 for injury claims

settled through litigation for less than €150K (81% of EL and 94%
of PL claimants):

e EL compensation was €36,151 and legal was €22,889

e PL compensation was €25,401 and legal was €18,863

Of the claimants who settled injury claims in 2019 and 2020:

14% settled direct, before PIAB

12% settled through PIAB

10% settled direct, after PIAB

61% settled through litigation, before a court award
3% through litigation, with a court award.
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Background to Claims Settlement

This sectionlooks at liability claimsthat settled during the period 2015 to
2020.There s particular focus onthe settlement channel through which
theseclaims aresettled.

Claims are splitintothree mainsettlement channelsforyears 2015to
2020:

¢ Direct:Claims settleddirectly between claimant andinsurer; this
canbe before or after PIAB involvement, but before initiation of
legal proceedings.

¢ PIAB:Claims settledthroughthe Personal Injuries Assessment
Board (PIAB).

e Litigated: Claims settled following the initiation of legal
proceedings. These awards canbe settled before reaching ajudge
or decided by ajudge.

For claims settledin2019 and 2020, claims are further splitintofive
settlement channels:

e Directbefore PIAB: Claims settled directly between claimant and
insurer before PIAB involvement and before the initiation of legal
proceedings.

¢ Directafter PIAB: Claims settled directly between claimant and
insurer after PIAB involvement but before theinitiation of legal
proceedings.

e PIAB:Claims settled throughthe Personal Injuries Assessment
Board (PIAB).

e Litigated before Court Award: Claims settled following the
initiation of legal proceedings, but which did not proceed toan
awardset by ajudge.

e Litigated with Court Award: Claims settled following the initiation
of legal proceedings, for which the compensationawardwas set by
ajudge.

The least complex claims are oftensettled early betweena claimant and
insurer. If settlement is not reached, all personal injury claims must be
made through PIAB. For all relevant claimsincludedinthis report, PIAB
calculated compensationamounts having regardtothe ranges setoutin
the Book of Quantum, along withthe amount of any financial loss and
treatment costsincurred by the claimant. PIAB releases cases where an
insurer does not consent to PIAB assessing the case, or where the case is of
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aparticular naturethat is not appropriate for PIAB toassess. PIAB also
releases casesit has assessed but where the insurer or the claimant rejects
the award. Where PIAB releasesa case the claimant maypursue the case
throughlitigation. From 24 April 2021, the Book of Quantum, which was
reliedupon by PIAB inassessingawards, was replaced by the Personal
Injuries Guidelines adopted by the Judicial Council. This change does not
affect any of the settled claims inthis report whichincludes settled data up
to31 December 2020.

Settlement of Claims

Table 20: Total number of claimants settled and total costof settlements
forsettlementyears 2015-2020.

Settled Year Number of Claimants Total Cost (€m)
2015 9,165 337
2016 9,173 363
2017 8,375 370
2018 9,202 358
2019 8,666 360
2020 8,694 373

Table 20 shows the total number of claimants whosettled with
compensation andthe total cost of those settlements for EL and PL claims
combined. This datais basedon84% of the EL, PL and Commercial
Property insurance marketin2020. It canbe seenthat the cost of claims
that settledin2020 totalled approximately€373mspread across 8,694
claimants.

Figure 16 shows that 32% of claimants who made claims between 2015 and
2020 made damage claims, and these accounted for 8% of total settled
costs (Figure 17).Between2015and 2020, 68% of claimants made injury
claims; these accountedfor 92% of total settled costs.
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Figure 16: Breakdown of settled claimants by claim type, across all
settlement channelsforsettlementyears 2015-2020.
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Figure 17: Breakdown of settled costsby claim type, acrossall settlement
channels for settlement years2015-2020.
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EL claims are predominantly injury claims, however PL claims are a mix of
bodily injury and damage. The majority of damage claims (92%) are settled
directly withtheinsurer.

On account of their significance tooverall claim costs, the remainder of
Part 4 focuses oninjury claims. Thereis asummary of damage claimsat the
end of Part 4.
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Settlement of Injury Claims

The proportion of claimants who settled throughlitigationincreased from
52%in2015t065%in2020,averaging 58% over the period, as illustrated
in Figure 18.The proportion of claimants whosettled directly withthe
insurer decreasedfrom33%in2015t024%in2020, averaging 28%over
this period. The proportionthat settledthrough PIAB averaged 14%from
2015t02020.

Figure 18: The proportion of injuryclaimants who settled through each
settlement channel from 2015-2020.
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AsillustratedinFigure 19,between2015 and 2020, injury claimants who
settledthroughlitigation (58%)accounted for 8 1% of settlement costs;
injury claimants who settled directly (28%) accounted for 12% of total
settlement costs; injury claimants whosettled through PIAB (14%)
accounted for 8% of settlement costs.
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Figure 19: The proportion of total cost to insurers of settlinginjury claims
in each of the settlement channels from 2015-2020.
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As canbe seenin Figure 19, litigated settlements havebecome a larger
proportion of total injury settlement costs having increased from77% to
85% of costs from 2015 to02020.Direct and PIAB settlements are aless
material proportion of total injury settlement costs for liability claims. The
proportion of costs for claims settling directly has decreased from 14%to
10% from 2015t02020. The proportionof costs for claims settling through
PIAB has remainedrelatively stable during the period from2015-2018
accounting for approximately 9% of settlements;this reducedto 6% for
2019 and 2020.

Figure 20: The proportion of settled claimants andtotal costof injury
claims througheach of the five settlement channelsin 2019 and 2020.
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Figure 20 shows the proportion of settledinjury claimants and costs in
2019 and 2020 throughthe more detailed split of settlement channels.

The 24% of claimants whosettleddirectlyin2019and 2020 canbe divided
into 14% who settleddirectly before PIAB involvement,and 10% who
settleddirectly after PIAB involvement (but before the initiation of any
legal proceedings).

The 64% of claimants whosettled throughlitigationin2019 and 2020can
be dividedinto 61% who settled before a court award and 3% who settled
with a court award.

It canbe seenthat while 14% of claimants settled directly before PIAB, only
4% of total settlement costs were attributable tothis channel. Litigated
claimants whosettled before a court award accountedfor 81% of total
settlement costs.

Distribution of Injury Claim Settlements 2°

Figure 21 shows the distribution of claimants across settlement channels
for various total settled cost bands over the period 2015 t0 2020.

Figure 21: The proportion of injuryclaimantsthat settledin each channel,
by settlement cost band over 2015-2020.
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20 Figure 21 and Table 21 in this section are based on data from firms that insured
73% of the EL, PL and Commercial Property insurance market in Ireland in 2020.
Figure 22 is based on data from firms that insured 71% of the market.
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It canbe seenthat a high proportionof claimants withclaims inthe lowest
settlement cost band settled directly; the proportion of claimantswho
settleddirectly decreased as claimsettlementamountsincreased. The
proportion of claimants whosettled through PIAB was at itshighest at 24%
of settlementsinthe€15,001-€30,000band.

Litigated settlements accounted for a low proportion of claimants inthe
lower claimsize bands. This ratioincreased toover 90% for settlementsin
excess of €100k.

Figure 22 provides the settlement channel and settled cost band
breakdown using the five settlement channel split collected for 2019 and
2020 only.

It canbe seenthat alargershare of direct claims aresettled before PIABin
the €0-€30,000band. The proportion of direct claimants whosettled after
PIAB is greater than before PIAB for all bands >€30,000. The proportion of
claimants whosettleddirectlyafter PIAB was at its highest (13%) for both
claimsize bands <€45,000.

The proportion of claimants that settled through litigation before a court
awardincreased as claim settlement amounts increased, with more than
60% of claimants settling through this channel for each claimssize band
above €30,000.

Figure 22: The proportion ofinjuryclaimantsthat settledin each channel,
by settlement cost band in 2019 and 2020.
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Claimants settlingthroughlitigationwith a court award canbe seenacross
all of the bands. The proportion of claimants that settled through this
channelis atits lowest at 2% of injury claimants inthe €0-€30,000 band.
The proportion of injury claimants that settled through court award ranges
from 3-4% for the bands above €30,000.

Table 21 shows the split of total claimants acrossthe different value bands
and settlementchannels. It canbe seenthat the highest proportion of
claims arefoundin the €0-€15,000 settlement cost band, which account for
24% of all claimants from 2015 t0 2020. 63% of claimantshad a total
settlement cost less thanorequal to€45,000.

Table21: The proportion of injury claimantssettled in each settlement
cost band andsettlement channel foryears 2015-2020.

Band Direct PIAB Litigated All
€0-15k 14% 3% 7% 24%
€15-30k 7% 6% 11% 23%
€30-45k 3% 3% 10% 16%
€45-60k 2% 1% 6% 9%
€60-100k 2% 1% 11% 14%
€100-150k 0% 0% 6% 7%
€150-250k 0% 0% 4% 4%
>€250k 0% 0% 3% 3%
All Bands 28% 14% 58% 100%

Average Settlement Costs of Injury Claims??

The complexity or severity of the injury claims settled in the different
channels could vary significantly. This should be borne in mind when
comparing the cost and time of settling injury claimsinthe different
channels.

Table 22 and Table 23 showthe average costs of settling injury claims per
claimant, splitintocompensationpaidtothe claimant,legal feesand other
costs?(e.g., the cost of medical assessment) for EL and PL respectively. The
average costsassociatedwithaninjury claimare higher for EL comparedto
PL across all channels. PL claimantsaccount for 61% of the combined total

21 The statistics in this section are based on data from firms that insured 73% of the
EL, PL and Commercial Property insurance market in Ireland in 2020.

22 Note that “other costs” include all other expenses incurred in the course of
settling a claim. This may include the cost of assessing claims (e.g., medical or
engineering reports), administration costs or recovery of costs in the case that
another party is found (partially) liable for the claim. Large recoveries can lead to
volatility in the average “other costs”.
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of ELand PL injury claimants, whereas theymake up48% of total settled

injury costs.

The average costs by channel for EL and PL claims remained stablefor the
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period between 2015 and 2020; the tables belowshowthe average cost

components for all settlements for the period from 2015 to 2020.

Table 22: Breakdownofthe average EL injurysettlement costs in each
settlement channel across years2015-2020.

Settlement Cost Direct PIAB Litigated Total
Compensation Cost (€) 25,290 36,037 70,687 53,100
Legal Cost (€) 2,859 901 35,965 21,903
Other Cost (€) 1,145 875 3,336 2,387
Total Cost (€) 29,293 37,813 109,988 77,391
o)
Legal Cost as'A of 11% 3% 51% 41%
Compensation
o)
Legal Cost as % of Total 10% 206 33% 28%
Costs

For 2015-2020,the average compensation cost of EL settlementsinthe
litigated channel (€70,687) is considerably higher thanthe overall average
in thedirect channel (€25,290) and the PIAB channel (€36,037).

For ELinjury claims,legal costs aremost significantfor litigated
settlementsaveraging 51% of the compensation cost (or 33% of total cost)
for the period 2015-2020. This compareswith the direct channel where
legal costs averaged 11% of the compensation cost (or 10%of total cost)
and PIAB where legal costs averaged 3% of the compensation cost (or 2%
of total cost). It should be noted that the legal costs shownhere are those
paidby theinsurer,there may be additional legal costs incurred by the
claimant that the insurer was not required topay (across all settlement
channels).

Table 23: Breakdownofthe average PL injury settlement costsin each
settlement channel in the yearsacross2015-2020.

Settlement Cost Direct PIAB Litigated Total
Compensation Cost (€) 16,973 27,364 38,736 30,995
Legal Cost (€) 2,767 1,606 24,567 15,054
Other Cost (€) 864 712 1,096 974
Total Cost (€) 20,603 29,682 64,399 47,022
Legal Cost as‘% of 16% 6% 63% 49%
Compensation
o)
Legal Cost as % of Total 13% 5% 38% 320
Costs
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For PL injury claims, the average total cost is lower acrossall channels
comparedto EL injury claims. For 2015-2020, the average compensation
cost of PLsettlementsinthelitigated channel (€38,736) is higher thanthe
overall averageinthedirect channel (€16,973) and the PIAB channel

(€27,364).

For PL injury claims, legal costs are a higher proportion of compensation
costs comparedtoEL injury claims. Legal costs are most significant for
litigated settlements. They amounted to 63% of the compensation cost (or

EL, PL and Commercial Property Report 2

38% of the total cost) for litigated PL injury claims. This comparesto Direct

where legal costs averaged 16%of compensation costs (or 13% of total

costs) and PIAB where legal costs averaged 6% of compensation costs (and
5% of total cost).

Table 24 illustrates the cumulativepercentage of claimants and total

settlement costs by total settled cost band for EL claims split by settlement

channelfor the period from 2015 t02020. For all EL claims thatsettled
directly, 98% of all claimantsand 83% of all settlement costs were for
claims witha total settlement costof less than€150k. Similarly, for claims
that settledthrough PIAB, 98% of all claimantsand 84% of all settlement
costs were for claims with a total settlement cost of less than €150k.

Table 24: Percentage of claimantsand costsof EL claims by cumulative

settlement band and by settlement channel from 2015-2020.

Central Bank of Ireland

Direct- EL PIAB-EL Litigated - EL

LI Claimants Costs | Claimants Costs | Claimants Costs
<€15k 46% 9% 18% 4% 7% 1%
< €30k 69% 26% 57% 27% 20% 3%
< €45k 81% 41% 77% 46% 35% 8%
< €60k 88% 53% 86% 59% 45% 13%
<€100k 96% 74% 96% 78% 66% 28%
< €150k 98% 83% 98% 84% 81% 44%
<€250k 99% 91% 99% 92% 92% 63%

All 100% 100% 100% 100% 100% 100%

Table 25 shows the cumulative average compensation cost and average

legal cost by total settled cost band for EL claims split by settlement

channelfor the period from 2015 to 2020. Since compensation and legal
costs account for amajority of all settlementcosts, other costshave been
excluded from this analysis. The ‘All’rowin Table 25 illustratesthe total
average compensationand average legal cost for all claimswithinthat
settlement channel as highlightedin
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Table 22.For all other rows, the average compensation and average legal
costs are calculated for all claims that havetotalsettlement costslessthan
the amount labelledinthe ‘Band’ column.

Table25: Averageinjury settlement costs of EL claimsby cumulative
settlement band by settlement channel from 2015-2020.

Direct - EL PIAB-EL Litigated -EL

Band Avg Avg Avg Avg Avg Avg
Comp Legal Comp Legal Comp Legal

<€15k 5,057 578 10,169 264 5,275 4,795
< €30k 9,806 1,005 17,144 410 9,861 8,023
< €45k 13,351 1,233 21,699 452 14,463 10,908
<€60k 15,719 1,405 24,554 504 18,078 13,025
< €100k 20,008 1,928 29,467 562 27,330 18,290
<€150k 21,948 2,192 30,916 689 36,151 22,889
<€250k 23,429 2,413 33,606 742 46,493 27,548
All 25,290 2,859 36,037 901 70,687 35,965

For those EL claims where the total settlementcost is lessthan€150k, the
average compensationcostis€36,151inthelitigatedchannel,€30,916
through PIAB and €21,948 through the direct channel. For those EL claims
where the total settlement costis lessthan€150k, the average legal cost in
the litigated channel (€22,889)is significantly higher than the PIAB channel
(€742) andthedirect channel (€2,192).

There are likely tobe some very large claim settlements for EL injury claims

greaterthan€150k; these affectthe total average costs across allchannels.

For litigated claims, 56% of the total costsrelate toclaimantswhohave a
total settlement cost of greater than€150k. This isa much higher
proportion comparedtoclaimants whohave claims greater than€150k
that settledirectly (17%)and through PIAB (16%). Due tovery large claims
being more likely tosettle throughthelitigated channel, thereis alarger
increase (+96%) inthe averagecompensation of litigated claims cost from
€36,151 forclaims lessthan€150k to€70,687for all claims comparedto
claims that settle directly (+ 15%) and through PIAB (+17%).

Table 26 illustrates the cumulative percentage of claimants and total
settlement costs by total settlement band for PL claims split by settlement
channelfor the period from 2015 t02020. For all PL claims that settled
directly, 99.5% of all claimantsand 94% of all settlement costs were for
claims with a total settlement costof less than€150k. Similarly, for claims
that settledthrough PIAB, 99.5%of all claimantsand 97% of all settlement
costs were for claims with a total settlement cost of less than €150k.
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Table 26: Percentage of claimantsand costs of PL claims by cumulative
settlement band by settlement channel from 2015-2020.

Direct - PL PIAB-PL Litigated - PL
Band Claimants Costs | Claimants Costs | Claimants  Costs

<€15k 54% 16% 23% 7% 16% 2%
< €30k 79% 43% 63% 37% 38% 10%
< €45k 90% 62% 84% 63% 57% 21%
< €60k 95% 74% 92% 78% 69% 30%
<€100k 99% 89% 99% 95% 86% 52%
< €150k 99.5% 94% 99.5% 97% 94% 66%
<€250k 100% 96% 100% 100% 98% 76%
All 100% 100% 100% 100% 100% 100%

For all PLclaims that settled throughthe litigationchannel, 94% of all
claimants and 66% of all settlement costs were for claims with a total
settlement cost of lessthan€150k. Therefore, PL litigated settlements
costing more than€150k account for only 6% of claimants settling through
litigationyet theyaccount for 34% of total settlementcostsinthat channel.

Table 27 shows the cumulative average compensation cost and average
legal costs by total settlement band for PL claims split by settlement
channel for the period from 2015t02020.The ‘All’rowin Table 27 shows
the average compensation and average legal cost for all claims within each
settlement channel.

Table 27: Average injury settlement costs of PL claims by cumulative
settlement band by settlement channel from 2015-2020.

Direct- PL PIAB - PL Litigated - PL
Band Avg Avg Avg Avg Avg Avg
Comp Legal Comp Legal Comp Legal
<€15k 5,397 838 8,889 611 4,331 4,780
< €30k 9,387 1,510 16,000 1,028 8,160 8,397
<€45k 11,893 1,912 20,254 1,333 11,863 11,196
< €60k 13,639 2,177 22,815 1,480 14,781 13,043
<€100k | 15,745 2,482 26,061 1,570 21,124 16,731
<€150k 16,307 2,659 26,507 1,579 25,401 18,863
<€250k 16,606 2,723 27,275 1,598 28,701 20,587
All 16,973 2,767 27,364 1,606 38,736 24,567

For all claims that settled for less than€150k, average claim settlementsvia
thelitigated channel (€25,401) are broadly comparabletothe PIAB channel
(€26,507)and higher thanthe direct channel (€ 16,307). The average legal
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costs of PL settlements less than€150k through the litigated channel
(€18,863)aressignificantly higher thanthe PIAB channel (€1,579) and the
direct channel (€2,659).

Again,there arelikely tobe somevery large claimsettlementsfor PLinjury
claims greater than€150k; theseincrease the total averagecostsacross
the channels. For litigated claims, 34%of the total costs relate toclaims
witha total settlement costof greater than€150k. This is a much higher
proportion comparedtoclaims greater than€150k thatsettledirectly (6%)
and through PIAB (3%).Due tovery large claims being more likely to settle
throughthe litigated channel,thereis alargerincrease(+52%)inthe
average compensationof litigated claimsfrom€25,401 for claims lessthan
€150k to€38,736for all claims comparedtoclaims thatsettledirectly
(+4%) and through PIAB (+3%).

Table 28 shows the average costsof settling injury claims per claimant,
using the 5-way settlement channel and cost type split for liability claims in
2019 and 2020.Here,compensationcostsare splitintogeneral damages
and special damages. Generaldamages are those that compensate for non-
monetary loss suffered by the claimant, e.g., painand suffering; and special
damages are those that compensatefor financial loss, e.g., loss of earnings
or medical expenses. Legal costs are splitintoinsurers’ ownlegal costsand
thirdparty legal costs. Ownlegal costsare the legal costsincurred by the
insurerinsettlingaclaimandthird party legal costsare thoseincurred by
the claimant inthe course of settling a claim and whichwere paid by the
insurer. This may not include all legal costs incurred by the claimant.

This shows thatin2019 and 2020, liability claimants who settled directly
after PIAB had anaveragetotalsettlement cost of €33,911 comparedto
€20,245 for those who settled directly before PIAB,and€31,639 for those
who settledthrough PIAB.

Legal costs made upthe largest difference betweenthe average costs of
claims settled through PIAB (€735) and directly after PIAB (€5,853), with
third party legal costs makingup the majority of legal costsfor claims
settleddirectly after PIAB.

Liability claimantswho settled throughlitigation before a court awardin
2019and 2020 hadanaverage costof €82,483 comparedto€78,966 for
those who settledwitha court award.

Central Bank of Ireland
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Table 28: Average injury settlement costs of liability claims by settlement
channel,usingthe 5-way settlementchannel and cost splits, for 2019-
2020%,

Average Comp- Comp- = Legal
Settlement | General Special own Third | Other | Total
Cost(2020) | Damages | Damages (€) Party (€) (€)
(€) (€) (€)
Total Liability
Direct
before PIAB 14,846 2,515 527 1,342 1,015 | 20,245
PIAB 28,315 2,179 735 410 31,639
D'“:fltAaBﬁer 23,889 3,884 435 | 5418 | 285 |33911
Litigated
before Court 37,504 10,719 12,195 | 19,864 | 2,200 | 82,483
Award
Litigated
with Court 28,210 9,908 14,655 | 24,093 | 2,100 | 78,966
Award

For claimants whosettled through litigation before a court award, legal
costs totalled 66%of the compensationaward (or 39% of total cost), split
25% own legal costs and41% third party legal costs. For those who settled
witha court award, legal costs totalled 102% of the compensationaward
(or49% of total cost), split 38% own legal costsand 63% third party legal
costs.

Time to Settlement of Injury Claims

Settlement delay is the time lagbetween either the accident happening or
the accident beingreportedtoaninsurer and the claimbeing settled. For
EL and PL business ingeneral, 38% of all claimants have theirclaims settled
within 12 months of when the accident was reported, and 54% withintwo
years after the accident was reported. However, certainclaims,and
particularly injury claims,cantake significantly longertosettle.

Table 29 shows the average number of years fromwhenthe claimevent
was reported until the claimwas settled for all claims settling inyears 2015
t02020.This has beencalculated based onthe quarter the claimevent was
reportedand the year of settlement. Damage claimssettled muchfaster
thaninjury claims,withanaverage delay fromthe reported quarter tothe
settledyear for adamage claimof 1.0 years comparedto 3.3 yearsforan
injury claim. Of the injury claims, litigated claims took the longesttosettle,

23 The statistics in Table 28 are based on data from firms thatinsured 65% of the
liability insurance market in Ireland in 2020. Please note that that it is not possible
to publish information on all data points due to statistical confidentiality rules
applied to the data.
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withan averagedelay of 4.5 years. Claims settled directly had the shortest
averagedelay forinjury claims at 1.7 years, followed by claims settled
through PIAB at 1.8 years.Settlement delays by settlement channel
remainedrelativelyconstantforinjury claims over the period 2015 to
2019.The average settlementdelaysfor injury claimantsincreasedin 2020
across all settlement channels; thismay be owing to the unique nature of
the 2020 settlement year as aresultof COVID-19.

Table 29: The average time at settlement (years)since the claim event
was reported, for claims settled between 2015 and 2020.

Years | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | A"
Years
Injury Claims
Direct 1.5 1.5 1.8 1.9 1.6 1.9 1.7
PIAB 1.7 1.8 1.8 1.8 1.8 2.2 1.8
Litigated 4.4 4.5 4.5 45 4.5 4.6 45
All Claims
Injury 3.1 3.1 3.4 3.3 3.4 3.7 3.3
Damage 1.1 1.1 1.1 0.9 0.9 0.9 1.0

Thereis afurther delay when considering the length of time it takes
betweena claimevent happening andthe claimsettling. This delayis the
amount of time it takes for the claimant toreport aclaimeventtothe
insurer. The above table excludes this element of claimdelay. 89% of
claimants whosettled directlyand 78% of claimantswho settled through
PIAB reported their claimwithin 2 quarters of the accident event. Thereis a
longer reporting delay for claims that settled through the litigation channel;
66% of litigated claims were reported within 2 quarters, however 12% of
litigationclaimstook morethan2 years to be reported.

Table 30: The average time (years)since the claimevent wasreported, for
injury claims settledin 2019-2020.

Settlement Channel 2019 | 2020 | Total
Direct before PIAB 1.3 1.8 1.5
PIAB 1.8 2.2 1.9
Direct after PIAB 1.9 2.1 2
Litigated before Court Award 4.5 4.6 4.6
Litigated with Court Award 4.7 4.8 4.7

As canbe seenin Table 30, claims settled directly before PIABin2019 and
2020 hadthe shortest settlement delay(1.5 years).Claimssettled directly
after PIAB had aslightly longer settlement delayonaverage (2.0 years)

comparedto those that were settledthrough PIAB (1.9 years).Onaverage,
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claims settled throughlitigation before a court award had aslightly shorter
delay (4.6 years)comparedtolitigationwitha court award (4.7 years).
SimilartoTable 29 above the averagesettlement delayacrossall channels
has increasedslightly in2020 when comparedtosettlementsin2019.

As canbe seenin Figure 23, litigated claims have a greater spread of
settlement delays. Although nearly half of claimants (48%) who settled
throughlitigationhadtheir claimsettled withinthree yearsof the accident
being reported, 21% of claimants took sixor more years tohave theirclaim
settled. For direct, 3% of settlements and for PIAB, 1% of settlements took
sixormore years tosettle.

Figure 23: Distribution of injury claimantsby duration of settlement
process forinjury claims settled between2015 and 2020.
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Analysis of Damage Claim Settlements

Damage claims account for 32% of the overall claimants and 8% of the total
settlement costs. The majority of these claimsare PL damage claims.

Giventhat 92% of damage claims are settled directly, comparison of
damage claims by settlement channel was not meaningful.

Table 31: Average cost of settlingdamage claims in the years 2015-2020.

Com;:cx:n () | 2015 | 2016 | 2017 | 2018 | 2019 | 2020

Compensation | 7,504 | 7,285 | 7,566 | 5793 | 5,682 | 8,631
Legal 1,847 | 2,295 | 2,335 | 1,685 | 1,551 | 1,756
Other 406 199 146 345 296 466
Total 9,756 | 9,779 | 10,048 | 7,822 | 7,529 | 10,854
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Table 31 highlights thatthe average costof settlingdamageclaimshas
increased by 11% over the period2015-2020, witha 23% decrease from
2015t02019 followed by anincrease of 44% from 2019 to 2020.
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PART 5 - Claim Development

Data on the development of claims was collected
for accident years 2009-2020. This data forms the
basis for insurers’ estimates of ultimate claim
numbers and costs, as discussed in Part 2. As new
data emerges, estimates are updated. This part
discusses how estimates of ultimate claims costs
have changed from 2019 to 2020. It also provides
insight into the underlying claims development
patterns.

Key Insights and Findings

In 2020, insurers’ best estimate of total claims cost for EL, PL and
Commercial Property increased by approximately €77m (or 1% of

total claims cost) across accident years 2009 to 2019.

As at 31 December 2020, 13% of the expected ultimate claim
costs for accident year 2020 are paid, 39% are claim reserve
estimates and 47% are estimates of the cost for claims that have
not yet been reported.

This varies significantly by policy type, with Commercial Property
claims developing and being paid faster than EL or PL claims.

This is driven by Commercial Property primarily covering Damage
claims which tend to be reported and settled much faster than
Injury claims.

Premium and Claims Cost by Reporting Year?2*

Thetrendsin claims costs shownin Part 2 of this report are based on
estimatesof ultimate claims cost? for eachaccident year, calculated as at
31 December 2020. Not all of these claims will be paid yet. Some claims,
injury claims inparticular,cantake many yearsto be fully paid.

24 This section is based on 76% market coverage to provide a consistent
comparison against the ultimate claims cost reported for the first EL, PL and
Commercial Property NCID report.

25 The concept of ultimate claims costs is explained further in Part 6.
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Inorder to calculate the cost of claims for a particular accident year,
insurers estimate the cost of claims that have not yet beenpaid. This is
added tothe paid claims togive anultimate claims cost, which represents
theinsurers’best estimate of total claims cost for a givenaccident year.

Theultimate claims cost is recalculated regularly, based onthe most up-to-
dateinformationavailable. The more time that has passed since the
accident year,the more certainthe ultimate claims cost. For more recent
accident years,the ultimate cost is morereliantonestimates.

Figure 24: Theratio of ultimate claim coststo premiums(loss ratio) for
Employers’Liability and PublicLiability as at 31 December 2019and
2020 and for accidentyears 2009-2020.
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Figure 25: Theratio of ultimate claim coststo premiums(loss ratio) for
Commercial Property as at 31 December 2019and 2020and for accident
years 2009-2020.
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Figures 24 and 25 compare the loss ratios for EL, PL and Commercial
Property using ultimate claims cost calculated at 31 December 2020
against those calculated at 31 December 2019.

Overall,the estimatesof ultimate claims costhave remainedrelatively
stable overthe year,withthe combined EL, PL and Commercial Property
loss ratiodecreasing by lessthan 1% for the 2015-2017and 2019 accident
years,andincreasing by 1% for the 2018 accident year.

Thelargest movement was anincrease of 10% inthe total loss ratiofor the
2009 accident year.As canbe seeninFigure 25,thiswas drivenby alarge
increasein PL ultimate claims costs for this accidentyear whichledtoa
32%increaseinthe 2009 PLlossratiofrom 92%to 124 %.

Claim Development Patterns

Analysis of claimdevelopment patterns canprovide insightintochangesin
the claims environment over time, and into how claims might developin
future. The results of this analysisare usuallya key input inthe estimation
of insurers’ ultimate cost of claims. This section shows claim development
patterns for 71% of the EL, PL and Commercial Property market (based on
the proportion of 2020 gross earned premium).

Central Bank of Ireland
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Table 32:Incurred claims as a percent of ultimate claim costsfor each

accident year across developmentyears,for Employers’Liability.

Central Bank of Ireland

Employers’ Liability

Accident Development Year
Year 1 2 3 4 5 6 7 8 9 10 11 12
2009 53% [ 70% | 96% [103%|103%|104%(103%|101%|100%|100%| 99% | 99%
2010 51% | 69% [ 93% | 97% |100%|100%| 99% | 99% | 99% | 98% | 98%
2011 42% | 66% | 86% | 95% [101%|101%|100%[100%| 98% | 98%
2012 42% | 62% [ 84% | 95% | 97% | 97% | 97% | 98% | 97%
2013 40% | 62% | 83% | 95% | 96% | 97% | 97% | 97%
2014 44% | 68% [89% | 95% | 99% | 99% | 97%
2015 44% | 70% | 91% | 99% [100%| 97%
2016 47% | 68% | 92% | 97% | 96%
2017 41% | 65% | 87% | 92%
2018 49% | 67% | 80%
2019 40% | 52%
2020 34%
Table 33:Incurred claims as a percent of ultimate claim costs for each
accident year across developmentyears,for Public Liability.
Public Liability
Accident Development Year
Year 1 2 3 4 5 6 7 8 9 10 11 12
2009 47% | 61% [ 78% | 82% | 79% | 79% | 78% | 83% | 82% | 77% | 77% | 97%
2010 64% | 90% [103%(104%|105%(105%(103%|103%|103%| 99% | 99%
2011 61% | 83% | 98% [106%|102%1101%|100%| 98% | 99% | 99%
2012 64% | 87% [ 99% [104%)|101%(102%(101%|100%|100%
2013 63% | 86% [102%(105%|102%| 99% [100%| 98%
2014 64% | 89% [106%(106%|104%|103%(101%
2015 52% | 78% | 95% [101%|102%| 99%
2016 61% | 89% [104%|103%|102%
2017 64% | 86% [101%(100%
2018 59% | 79% | 95%
2019 55% | 68%
2020 41%

Table 32 and Table 33 showthe proportion of ultimate claims cost that are

incurredfor eachaccident year across developmentyearsfor ELand PL.

The development year measures the number of years that have passed

sincethe start of the relevant accidentyear.

Incurredclaimcosts consist of the cost of claims that are paid added tocase
estimatesforclaims that havebeenreportedtotheinsurer but not yet

paid. These are the sumof the paid and outstanding costs shownin Figure

26 of Part 6.
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Basedonthesetables,it canbe seenthat PL claims generallydevelopto
theirultimate claimcostsfaster thanEL claims. Across allaccident years,
58% of ultimate claimcosts for PL areincurredin development year 1,81%
areincurred by development year 2 and 98% by development year 3. In
contrast,thesefiguresare 44%, 65%and 88% of ultimate claim costs
respectivelyfor EL incurred claim costs as a percentage of ultimate claim
costs. Incurredclaimcosts for bothEL and PL claims are very closetothe
ultimate claims cost by developmentyear 5 at 99%and 99.7% respectively.

Table 34:Incurred claims as a percent of ultimate claim costs for each
accident year across developmentyears,for Commercial Property.

Central Bank of Ireland

Commercial Property

Accident Development Year

Year 1 2 3 4 5 6 7 8 9 10 11

12

2009 |103%|102%| 98% | 97% | 99% [101%(102%|102%(101%|102% |102%

102%

2010 87% |107%|104%|104% |105%|104%|104%|100%|100%|100%|100%

2011 [110%|103%|102%]102%|101%|101%|101%|100%|100%|100%
2012 [111%(101%|100%|100%| 99% | 99% | 99% | 99% | 99%
2013 |108%(107%|103%|103%(104%|103%|101%|100%
2014 |107%(102%|100%|101%(100%|100%|100%
2015 97% [102%101%|100%|101%(100%
2016 |104%|100%|100%|100%|100%
2017 [108%(101%|100%|100%
2018 105%1100%|100%
2019 93% |100%
2020 63%

Table 34 shows the proportion of ultimate claim costs thatare incurred by
accident year and development year for Commercial Property. Commercial
Property claims tendtodevelopmuchfasterthanEL or PL claims as a result
of Commercial Property business primarily covering damage claims, the
costs for which canbe reasonably accurately estimated faster thaninjury
claims. Property claims tend to settle muchfaster thanEL or PL claims.

Where this is greater than 100%, this suggeststhat insurers’ estimatesfor
incurredclaimcosts at that time were greater thanwhat they ultimately
settledfor,or what they currently expect these claims tosettle for in
future.

The 2020 accident year is anoutlier here for each policy type andis
unusually uncertain giventhe unique nature of this year as aresult of
COVID-19.This is especially true for Commercial Property due tobusiness
interruptionclaims.
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Employers’ Liability

Accident Development Year
Year 1 2 3 4 5 6 7 8 9 10 11 12
2009 3% | 10% | 24% | 43% | 60% | 73% | 83% | 88% | 93% | 95% | 97% | 98%
2010 2% | 9% |20% | 37% | 51% | 65% | 77% | 83% | 90% | 92% | 93%
2011 2% | 7% | 18% | 33% | 53% | 69% | 80% | 87% | 91% | 93%
2012 2% | 7% |19% | 35% | 52% | 65% | 75% | 81% | 85%
2013 2% | 8% |19% | 37% | 55% | 69% | 77% | 81%
2014 1% | 6% | 18% | 38% | 54% [ 67% | 76%
2015 1% | 7% | 19% | 32% | 51% | 62%
2016 1% | 7% | 18% | 32% | 45%
2017 1% | 7% | 19% | 32%
2018 1% | 6% | 15%
2019 1% 5%
2020 1%
Table 36: Paid claims as a percent of ultimate claimcostsfor each
accidentyear across developmentyears, for PublicLiability.
Public Liability
Accident Development Year
Year 1 2 3 4 5 6 7 8 9 10 11 12
2009 4% | 13% | 22% | 32% | 41% | 50% | 57% | 62% | 64% | 66% | 67% | 68%
2010 6% | 16% | 30% | 45% | 59% | 74% | 80% | 86% | 89% | 91% | 93%
2011 5% | 15% | 29% | 43% | 57% | 68% | 76% | 80% | 83% | 87%
2012 5% | 15% [ 30% | 44% | 59% | 71% | 77% | 82% | 85%
2013 4% | 14% |28% | 46% | 58% | 70% | 77% | 82%
2014 6% | 17% | 32% | 48% | 61% | 70% | 75%
2015 4% | 13% | 25% | 36% | 48% | 56%
2016 4% | 14% | 27% | 40% | 51%
2017 4% | 13% |27% | 37%
2018 4% | 12% | 22%
2019 4% 9%
2020 3%

Table 35, Table 36 and Table 37 showthe proportion of ultimate claims
cost that are paid for each accident year across developmentyear for EL, PL

and Commercial Property claims. This differsfromincurred cost as paid

cost does not include case estimatesfor claims that have beenreported but

not yet paid.

Paidcosts are muchslower to develop toultimate due tothe time lag

betweenwhen claims are reported and their costs are estimated, towhen

claims are settled and paid. For example, while incurred costs for EL and PL
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claims are 99% and 99.7% of ultimate claims cost by development year 5,
only 53% of EL and 54% of PL ultimate claim costs have beenpaid.

Table 37: Paid claims as a percent of ultimate claimcostsfor each
accident year across developmentyears,for Commercial Property.

Commercial Property

Accident Development Year
Year 1 2 3 4 5 6 7 8 9 10 11 12
2009 33% | 75% | 84% | 93% | 95% | 98% | 99% [100%|100%[101%(101%| 101%

2010 40% | 91% [ 97% [100%[102%(102%|102%|100% |100%|100% |100%

2011 41% | 85% | 95% |100%|100%|101%|101%|100%|100%|100%
2012 51% | 87% [ 95% | 97% | 98% | 98% | 99% | 99% | 99%
2013 47% | 91% | 99% |101%(101%|102%|100%| 929%
2014 68% | 94% [ 98% | 98% | 99% | 99% [100%
2015 43% | 86% | 93% | 96% | 98% | 98%
2016 45% | 85% [ 94% | 97% | 98%
2017 42% | 87% | 94% | 96%
2018 57% | 89% | 93%
2019 35% | 76%
2020 21%

Table 37 shows that,as withincurredclaims cost as a percentage of
ultimate claims, paid costsdevelop toultimate much faster for Commercial
Property claims thanthey dofor EL or PL claims.Onaverage, 44% of
Commercial Property ultimate claimscost are paidindevelopment year 1,
86% by development year 2 and 99% by development year 5.

It should be noted that the ultimate cost of claims for more recent accident
years are uncertainandthat the percentagesshowninthis sectionmay
change if the expected ultimate claims costswere revised upwards or
downwards in future.

As mentioned previously,the 2020 accident year will be particularly
uncertaingiventhe unique nature of this year as aresult of COVID-19.The
difference invalues for 2020 comparedto previous accident years highlight
this uncertainty.
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Part 6 - Key Terms and Report
Methodology

Definition of Key Terms

Accident
Aneventthat gaverisetoaclaim.

Average Premium
Average premiumis calculated as the total cost of premiums divided by the
number of underlying policies.

Bodily Injury or Injury Claim

Aclaimis deemedtobe aninjury claimwhere compensationrelatestothe
bodily injury, disease or death of theinsuredor a third party.

Claim

An insurance claimis a formal request by a policyholder toaninsurance
company for coverage or compensationfor a coveredloss or policy event.
The insurance company validates or denies the claim. If it is approved,the
insurance company will issue payment tothe insured or anapproved
interested party onbehalf of the insured.

Claims Management Expenses

The expensesrelatedtothe processing andresolvingof claims, including
certainlegal andadjusters’ fees andinternal costs of processingclaims
payments.

Commercial Property

Commercial property insurance indemnifies the insured againstloss or
damage totheir buildings andits contents from perils such as fire, theft,and
natural disaster.

Commission
A percentage of premiumthat is retained by the selling agent or broker as
compensationfor selling and servicing business on behalf of the insurer.

CostofaClaim
The average cost of aclaimis calculated as the total cost of claims divided
by the number of claims giving riseto those costs.

Damage

A claimis deemedto be a damage claimwhere compensationrelatestothe
loss of or damage to property.

Central Bank of Ireland
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Employers’Liability Insurance

Employers’ Liabilityindemnifies the insured against legal liability to
compensate anemployeeor their estate for bodily injury, diseaseor death
suffered, owing to negligence of the employer,inthe course of
employment. Loss of or damage toemployee’s property is usually also
covered.

Loss Ratio

Thelossratiois the total cost of claims divided by the total premiums
earnedin the same period. For the purpose of this report the loss ratiois
calculatedas:

gross ultimate claims costs
gross earned premium

Loss Ratio =

By accident year and expressed as a percentage.

Management Expenses

The expenses related to product development, systemimprovements,
salaries togeneral managers, auditing costsand regular day-to-day costs
i.e., electricitybill, rent foraccommodations,and IT costs.

Package
Policy with two or more cover types included; this could be any
combinationof EL, PL or Commercial Property covers.

Policy
An insurance contract betweenaninsurer and a policyholder.

Premium
The amount that aninsuredentity pays aninsurerinexchangeforan
insurance policy.

PublicLiability

Public Liability indemnifiesthe insured againstlegal liability for the death of
or bodily injury to a third party or for damage to property belonging toa
third party, other thanthose liabilities covered by other liabilityinsurance.

Reinsurance

Reinsurance is a mechanism by whichinsurers pass some of their risk onto
areinsurer.Theinsurer pays a premiumtothe reinsurer and, inexchange,
thereinsurer pays some of the insurer’s claims and expenses.

Standalone Policy
Policy withan individual cover of either EL, PL or Commercial Property.

Central Bank of Ireland
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Explanation of Key Concepts and Methodologies

Ultimate Claims

InPart 2 of this report, claims are grouped together by the accident year,
the yearinwhich the accident occurred. Not all of these claims will be paid
yet.Some claims, injury claims inparticular,cantakemany yearstobe fully
paid.

Inorder to calculate the cost of claims for a particular accident year,
insurers estimate the cost of claims thathaven’'t been paidyet. This is
added tothe paid claims togive an ultimate cost of claims. The ultimate cost
of claimsis recalculated regularly, based onthe most up-to-date
informationavailable. The more time that has passed since the accident
year,the more certainthe ultimate cost of claims. For the most recent
accident years,the ultimate cost is more reliantonestimates.

Figure 26: Breakdownof EL,PL and Commercial Property ultimate claim
costs for accident years2009-2020.

100%
90%

80%
70%
60%
50%
40%
30%
20%
10% I

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

X

IBNR 0% 1% 1% 1% 2% 1% 2% 1% 3% 10% 27% 47%
Outstanding 11% 3% 6%  10% 11% 16% 29% 38% 47% 53% 43% 39%
| Paid 89% 96% 93% 89% 87% 83% 70% 61% 50% 38% 30% 13%

Figure 26 shows aniillustration of the breakdown of EL, PL and Commercial
Property ultimate claimscostsfor accident years2009-2020as at 31
December 2020.Here the ultimate claims cost consists of paid claims
(Paid),case estimates for claimsthat have beenreported but not yet paid
(Outstanding),and anestimate of costs for claims thathave not yet been
reported,i.e., incurred but not reportedclaims (IBNR).

2020is the most recent accident year and henceits ultimateclaimscost is
made up of the lowest proportion of Paidclaims at 13%, while 87% of this
ultimate cost is made up of estimates (IBNR + Outstanding). As anexample,
tenyears have passedsincethe end of the 2010 accident year, hence, 96%
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of the total ultimate claimscost for this accidentyear have been paid, with
3% of ultimate claims cost stillOutstanding and 1% are an IBNR estimate.

The ultimate claims costsshowninthis report represent insurers’ best
estimate of costs and do not take account of the time value of money.

Earned Premium and Policy Count

The premiums and policy numbers presentedinthis report were collected
on an “earned”basis. This means that they are allocated tothe year(s) they
werein force. Apolicy can be in force over more thanone calendar year; for
example,atypical liability policy will provide cover for 12 months. Ifa

policy comes intoforce on 1 October 2018, witha premium of €800, that
policy will be in force from 1 October 2018 to 30 September 2019.25% of
the premium for that policy will be accountedfor (i.e.,earned) in2018,and
the other 75% will be accountedfor (i.e., earned) in2019.

This earnedbasis corresponds directly with the accidentyear basis on
which claims were collected for Parts 2and 5.

The Underwriting Cycle

The pricing of insurance risks will generally depend onthe positionin the
insurance underwriting cycle. Insurance marketstendto move between
hard and soft markets, asillustratedin Figure 27.

A hardmarket is characterised by higher premiums, stricter underwriting
criteriaand(relative) profitability. Asoft market is characterised by lower
premiums, looser underwriting criteria and (relative) unprofitability. An
underwriting cycle lasts a number of years, typically 6-9 years.

Figure 27: Anillustration of the insurance underwritingcycle.
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Appendix 1 - Background to the
National Claims Information
Database

The Cost of Insurance Working Group (CIWG) 26 was established by the
Minister for Financein2016,inresponse tovolatilityinthe pricing of non-
lifeinsurance inlreland - particularly motor andliabilityinsurance. The
CIWG publishedits Report on the Cost of Motor Insurance?’ in January
2017,whichmade 33 recommendations within six broad themes:

e Protectingthe consumer

e Improvingdataavailability

e Improvingthe personalinjuries claims environment
¢ Reducingcostsintheclaims process

e Reducinginsurancefraudanduninsureddriving

e Promotingroad safety andreducing collisions.

Recommendation 11 inthis report required the Central Bank of Ireland to
establisha National Claims Information Database (NCID), toimprove data
availability. Legislationwas requiredto confer this newfunctionon the
Central Bank,and the Central Bank (National Claims Information
Database) Act 2018 commencedinJanuary 2019. After consultationwith
the Minister for Finance, private motor insurance was selected tobe the
initial class of insurance inscope of the NCID and this has been followed by
Employers’ Liability, Public Liability and Commercial Property inH2 2020.
Thelegislationrequires thatthe Central Bank publishes areport onayearly
basis.

26 Cost of Insurance Working Group
27 Cost of Insurance Working Group private motor report 2017

Central Bank of Ireland
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Appendix 2 - List of Participating
Insurers.

Table 38: Firms who contributeddatato thisreport.

Authorisation Status Undertaking Name

Allianz PLC

Allied World Assurance Company (Europe)
DAC

Arch Insurance (EU) DAC
Aviva Insurance Ireland DAC
AXA Insurance DAC
AXIS Specialty Europe SE

Berkshire Hathaway European Insurance
DAC

Chaucer Insurance DAC

Everest Insurance (lreland) DAC

Irish Authorised
FBD Insurance PLC

Fidelis Insurance Ireland DAC

Hamilton Insurance DAC
IPB Insurance CLG

Markel International Insurance Company
Ltd

RSA Insurance Ireland DAC

SureStone Insurance DAC

Travelers Insurance DAC

XL Insurance Company SE

Zurich Insurance PLC
AIG Europe S.A. (Irish Branch)
Chubb European Group SE (lIrish Branch)
Ecclesiastical Insurance Office PLC

. HDI Global SE
EU/EEA Authorised, Freedom of - -
Establishment basis Hiscox S.A (Irish Branch)

Liberty Mutual Insurance Europe SE

Liberty Seguros Compania de Seguros y
Reaseguros

RiverStone Insurance (UK) Limited
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EU/EEA Authorised, Freedom of
Services basis

Allianz Risk Transfer AG

Allianz Versicherungs AG

ArgoGlobal SE

CNA Insurance Company (Europe) S.A. (UK)

ERGO Versicherung AG

Generali Espana S.A. de Seguros y
Reaseguros

HDI Versicherung AG

IDA Insurance Ltd

If P&C Insurance Ltd (publ)

Lloyd’s of London

Methodist Insurance PLC

Mitsui Sumitomo Insurance Company
(Europe) Limited

Sl Insurance (Europe), SA

Societa Reale Mutua di Assicurazioni

Starr International (Europe) Limited

Tokio Marine Europe S.A. (UK)

Unipol Assicuraziono S.P.A.

WAKAM

Wurttembergische Versicherung AG

Zavarovalnica Savad.d.

11
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