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Introduction

The Central Bank is publishing the National Claims
Information Database (NCID) Private Motor
Insurance Report in an effort to improve the overall
transparency of the private motor claims
environment. This is the third publication of the
Private Motor Insurance Report.

Background

The National Claims Information Database®! (NCID) was establishedin
order toimprovetransparency inthe Irishinsurance claimsenvironment
and tosupport datadrivenpolicy. The NCID was a recommendation of the
Cost of Insurance Working Group? (CIWG). Private motor insuranceis one
of two classesof non-life insurance inscope of the NCID along with liability
insurance.

Reporting Population

Allinsurers selling private motorinsuranceinlrelandwere requiredto
meet the same data submissionrequirements, regardless of country of
authorisation. The insurers thatsubmitted a returnfor year ending 31
December 2020 arelisted in Appendix 2.

The Central Bankidentified firms writing private motorinsurancein
Irelandwithreference tothe list of members of the Motor Insurance
Bureau of Ireland (MIBI). All companies underwriting motor insurancein
Ireland are required to be members of MIBI, as provided for under Section
78 of the Road Traffic Act, 1961. These firms were contacted and advised
that they came under the scope of the NCID legislation.

The total earned premium for private motorinsuranceinlrelandin2020
was€1.36bn.Part 1 of this report is based on data fromfirms that insured
99% of the private motor insurance market inlrelandin 20203 Part 2 of
thereportis basedon 95% market coverage; Part 3is predominantly based
on 98% market coverage (with some exceptions which are noted); Part 4
(settledclaims) is predominantly based on 88% market coverage (with
some exceptions which are noted); and Part 5 includes sections based on

L https://www.centralbank.ie/statistics/data-and-analysis/national-claims-
information-database

2 https://www.gov.ie/en/organisation-information/fbc79 1-the-cost-of-insurance-
working-group/

3 As measured by the ratio of 2020 gross earned premium of included submissions
to the 2020 gross earned premium of all submissions.
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92% and 98% market coverage. Certainsubmissions were excluded from
our analysis due toinsufficient qualityof,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
population (i.e. firms entering or leaving the market), or changes inthe
availability of data collected year-on-year. For this reason, it is
recommendedthat trends over time are analysed within eachreport,
rather thancomparing across different iterations of the report. There may
alsobe changesinthe data over time due to insurers restating claims
statisticsof prioryears.

Data Contained within the Report

The data collected for the purpose of this report relates tothe time period
up to 31 December 2020. Therefore, this year’s report will not containany
informationon the adoption of Personal Injury Guidelines by the Judicial
Council andtheirimpact on private motorinsuranceinlreland.

Impact of COVID-19

Datafor 2020 will be influenced by the impact of COVID-19 and
subsequent government restrictions. This impact canbe seenoninsurer’s
premiums, claimcosts andfinancial results; and should be borne inmind
when considering this data.

Premium and exposure data was enhanced toinclude the collectionof data
on rebates offered by firms to customers toreflect the lower usage of
vehicles in2020 as aresult of government restrictions. This data canbe
found in Part 1, Premium Rebates.

Future Enhancements to the Report

The NCID private motor insurance data specification will continue tobe
expanded,increasing the insight that canbe gainedintothe cost of claims in
private motorinsurance.

e Thefirst Employers’Liability, Public Liabilityand Commercial
Property Insurance Report publishedinJuly 2021, highlighted the
need toundertake aninvestigationregarding the collection of
further claimsettlement datafollowing the introduction of Personal
Injury Guidelines by the Judicial Council. This is currently in
progress withtheintentiontocollect this claimsettlement datafor
all classes of businesswithinthe remit of the NCID.

¢ Currentlydata collected onclaimsettlementsis banded by the total
cost of the claim. The intention for future collections is toadd
additional bands based on compensationamounts.

| Central Bank of Ireland
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e Thelnsurance (Miscellaneous Provisions) Billwhichis currently
being drafted will introduce enhancements tothe National Claims
Information Database (NCID)tocollect dataonthe deduction of
taxpayer supportsto businesses by insurance companiesfrom
compensation pay-outs.

Executive Summary

Overview of the Report

This report is organised as follows:

Part 1 considers earned premiums for private motor insurance between
2009 and 2020.

Part 2 examines claimsrelated to motor accidents thatoccurred between
2009 and 2020.

Part 3 gives a breakdown of insurers’income and expenditure for private
motor insurance infinancial years 2009 to2020.

Part 4 analyseshowclaims were settled between 2015 and 2020and the
various associated costs (claimant compensation, legalfees and other
costs).

Part 5 analysesthe change inthe ultimate costof claims from 2018 to
2020, and provides informationonclaimdevelopment patterns from 2009
t02020.

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

Appendices provide further information onthe backgroundto the NCID
and reporting population.

Note on the Grouping of Claims

Private motorinsurance claims are discussedinParts 2, 3,4 and 5 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 tothe claims in Part 4. Anexplanationis
provided below.

Accident year (Parts 2 and 5): the yearinwhichthe accident occurred. It
may take severalyearsforall claims tobe fully paid. Inthe interimperiod,
insurers needtoestimate howmuchit will ultimately cost topay all claims

Central Bank of Ireland
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that occurredin a particular accident year. This estimateis called the
ultimate claims cost* Estimates of ultimate claims costsare regularly
updatedbased on the most recent data available. The ultimate claims costs
shown in this report were calculated as at 31 December 2020. Further
informationon ultimate claims costs is available in Parts 5 and 6 of this
report.

Financial year (Part 3): the year for which financial accounts are stated.
When stating the claimsincurredinafinancial year,insurersinclude: claims
which were paid inthe year; reserves thatthey put aside for claims that
happenedthat year; and changes tothe reserves put aside for claims that
happenedin previous years.

Settlementyear (Part4): the yearinwhichthe final payment is madein
respect of aclaim.Claims settledinaparticularsettlement year maybein
respect of accidents that happenedinprioryears.

Private Motor Insurance Report 3 - Key Findings

Cost of Insurance 2009-2020

Premium per policy The average earned premium per policy
decreasedby 7% from2019t02020.

Some of this reductionis attributable to
COVID-19 premiumrebates of €42.5min
2020 (3% of gross earned premiumin 2020).

Average earnedpremiumincreased 26%
from 2009 to 2020, following:

e | 12%from2009t02013;
e N62%from2013t02018;and
e | 11%from2018t02020.

Premium levels by On aquarterly basis,as atQ4 2020, the
quarter average earned premium has decreased by
16% since its highest pointinQ4 2017.

4 The concept of ultimate claims costs is explained in Part 6.
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Claims cost per policy

Claims cost per policy decreased by 20%
from 2019 t0 2020, reflecting the impact of
COVID-19.

Claims cost per policy decreased 29% from
2009t02020,following:

e | 15%from2009t02010;
e MN13%from2010to02014;
e | 26%from2014t02020.

Claims as % of
premiums

Claims costs as a percentage of premiums
were at their lowest point in 2020 at 50%.

Claims costs wereonaverage 69% of
premiums from 2009 to 2020.

Claimcosts as a percentage of premiums
were at their highest pointin2014 at 92%

Claims frequency
(claims count per

policy)

Claims frequency decreased by 26% from
2019t02020.

From 2009 to 2020, claims frequency
decreased 59%.Over this time:

e Injuryfrequency | 48%
e Damagefrequency J 59%

Cost per claim

Cost perclaimincreased 9% from2019 to
2020.

From 2009 t0 2020, the average cost per
claimincreased by 72%. Over this time:

e Costperinjuryclaim 1 73%
e Costperdamageclaim 1~9%

Central Bank of Ireland
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Income & Expenditure 2009-2020

Combined Operating
Ratio (COR)>

The 2020 COR was 77% gross of
reinsurance and 79% net of reinsurance.

Over2009t02020,the COR was onaverage
98% gross of reinsurance and 103% net of
reinsurance.

The COR averaged:
e 101%grossand 102% net from 2009
to2012
e 118%grossand123% netfrom2013
to2016
o 83%grossand86%netfrom2017to
2020.

2020 private motor
revenue results®

Insurers’ Operating
Profit

Operating profit was 12% of total income in
2020.

Across allyears,2009t0 2020, operating
profit was 3% of total income.

The operating result was onaverage:
e A profit of 7% of total income from

2009t02012

o Alossof 10% of totalincome from
2013t02016

e A profit of 9% of total income from
2017t02020

5 The Combined Operating Ratio is a key measure of the profitability of an
insurance business. Itis defined in Part 3.

é As some firms do not account for private motor insurance business separately, an
income and expenditure statement was prepared on a proportioned basis.
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Reinsurance Cost as %
of Total Income

The reinsurance cost was 10% of total
incomein 2020.

Across allyears,2009t02020, reinsurance
costs were 3% of total income.

Reinsurance costs were onaverage:
e 1%of totalincome from 2009 to

2012

e 0% of totalincome from2013to
2016

o 8%of totalincome from 2017 to
2020.

Investment Income as
% of Total Income

Investment income was 2% of total income in
2020.

Across all years,2009t0 2020, investment
income was 6% of totalincome.

Investment income was onaverage:
e 9% of totalincome from 2009 to

2012

o 6%of totalincome from2013to
2016

e 3%of totalincomefrom 2017 to
2020.

Injury Claim Settlements Data post 2019

Method of Settlement”
by Channel

The % of injury claimants whosettled claims
by channel during 2019 and 2020:

e 36%before PIAB

e 13%directly,after PIAB

e 15%throughPIAB

e 34%throughlitigation,beforea
court award

e 2%throughlitigation,witha court
award

7 The different settlement channels are described in Part 4.
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Injury Claim Settlements 2015-2020

channels.

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

Method of Claimant

Duration of injury claims settled by channel:

Settlement by Channel e 1.3yearsthroughdirect channel

e 20yearsthroughPIAB

e 3.9yearsthroughlitigation
Method of Settlement | % of injury claimcosts settled by channel:
(by Cost) o 22%throughdirect channel

e 11%throughPIAB
o 66%throughlitigation

Claims < €100K

For 94% of claimants, the total cost of a
claimwas less than€100K

Direct Settlements
<€100k

Average compensation€13,111

Averagelegal costs €1,414

PIAB Settlements
<€100k

Average compensation€21,845

Average legal costs €665

Litigated Settlements
<€100k

Average compensation€23454
Average legal costs €15,235

| Central Bank of Ireland
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PART 1 - Premiums

Data was collected on premiums and the number of
policies between 2009 and 2020.

Key Insights and Findings

The average earned premium per policy was €622 in 2020. This
was 7% lower thanin 2019.

For the annual average earned premium, there are three distinct
periods of pricing behaviour leading up to 2020:
e A period of falling premiums from 2010-2013, when
premiums decreased by 14%.
e A period of increasing premiums from 2013-2018, when
premiums increased by 62%.
e A period of falling premiums from 2018, when premiums
decreased by 11% to 2020.

On a quarterly basis, Q4 2017 had the highest average earned
premium per policy at €708. This has since decreased by 16% to
€595 in Q4 2020.

Insurer’s issued premium rebates of €42.5m for private motor
insurance in 2020 as a result of the COVID-19 pandemic and
subsequent government restrictions. This equates to 3% of Gross
Earned Premium in 2020.
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Total Premiums

Table 1 shows that for firms that insured 99% of the private motor
insurance market in 2020, there were 2.18 millionearned policiesand
€1.36bninearned premium collectedin 2020. The earned policy countin
pastyearsis lower thanshownfor 2020. It should be noted that the
proportion of the market capturedinthis data may be higher or lowerin
2020 comparedtoprevious years.

Table 1: Thetotal earned policy countand grossearned premiumover
2009-2020.

Year Earned Policy Count (000’s) Sl s el
(€m)
2009 1,878 926
2010 1,752 884
2011 1,804 883
2012 1,871 852
2013 1,875 810
2014 1,858 824
2015 1,815 894
2016 1,795 1,076
2017 1,873 1,289
2018 1,934 1,352
2019 2,030 1,352
2020 2,180 1,355

Trends in Premium Costs

Figure 1 shows the average earned premium per policy®for different levels
of cover. Policies that provide comprehensive cover accountedfor at least
80% of policies ineachyear since 2009. For this reason, the average
premium paidfor all policies is significantlyweighted by the average
premium paidfor comprehensive policies.

8 See Part 6 for an explanation of earned premium and policy count.
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Figure 1: Theaverage earned premium per policy for different levels of
cover foryears 2009-2020.
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Overall,average earned premiums per policy increased by 26 % from 2009-
2020.This was characterised by three distinct periods:a period of falling
premiums from 2010-2013, when premiums decreased by 14 %; a period of
rising premiums from 2013-2018,when premiums increased by 62%; anda
period of falling premiums from 2018 when premiums decreased by 11%.
Overthelast year,the average earned premium decreased by 7% to€622
in 2020.Theyear-on-year changes inaverageearned premiums are shown

in Figure 2.

Figure 2: Annual year-on-year changesin averageearned premium per

policy for different levels of cover for years 2009-2020.
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The cumulative increases anddecreasesinaverage earned premium per
policy are more pronounced for Third Party policies thanfor
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comprehensive policies. Third party policies had a 66% cumulativeincrease
from 2013102018 comparedto49% for comprehensive policies. From
2018t02020 third party policieshad a 14% cumulativedecreasein
average premium compared to 10% for comprehensive policies.

However,comprehensive policy premiums drive the overall trend, as they
account for 83% of all policies onaverage each year. The vast majority of
third party policies include cover for fire and theft.

Figure 3: Quarterly average earned premium per policy for all policy
types Q12009-Q4 2020.
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Figure 3shows the average earned premium per policy across all policy
types by quarter.The average earned premiumincreased by 6 5% fromits
lowest point of €428 inQ4 2013 toits highest point of €708in Q4 2017.
The average earned premiumbegantofall slowly in2018 and has since
decreasedat afasterrateleadingtoanaverageearned premiumof€595in
Q4 2020,a16%reductiononQ42017.

Premium Rebates

Severalinsurersissued premiumrebatestocustomers because of the
impact of the COVID-19 pandemic.Rebatestook a variety of forms
including cash, shop vouchers, charitable donations and discounts onfuture
policy renewals. Where a discount was applied to policies on the following
year’s renewal,these are not includedinthe rebate figures. Also,a small
proportion of the rebates issued were not treated as a reductionto
premium and therefore these are not includedin Figure 4.

Central Bank of Ireland
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ThedatainPart 1 has shown earned premium after rebates were givento
policyholders. Figure 4 shows the impact of rebates onthe average earned
premium in 2020. Before rebates, the average earned premiumwould have
been €639in2020. After rebates (as shownelsewhereinPart 1), the
average earned premiumwas €622in2020.

Figure 4: Average earned premiumbefore and after rebates for years
2014-2020.
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The total premiumrebate amount earned for private motorinsurancein
2020was€42.5m. Toput thisincontext, thisis equivalent to 3% of gross
earned premium before rebates in2020. Figure 4 shows the impact of this
rebate amount when spread across all policies earnedinthe market in
2020.Not all policies were issued rebates sothe actual rebate amount per
policy would be higher for policies withfirms that did give rebates and it
would be zerofor policies withfirms that did not give rebates.
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PART 2 - Claims

Data was collected on the number and cost? of
private motor insurance claims relating to accidents
that occurred between 2009 and 2020. Data was

collected separately for different types of claims:
third party injury; accidental damage; fire & theft;
third party damage; and windscreen.

Key Insights and Findings

The impact of reduced driving activity as aresult of COVID-19
and government restrictions can be observed oninsurers’
ultimate cost of claims, from 2019 to 2020:

e The average cost of claims per policy reduced by 20%;

e Claims frequency decreased by 26%, and the average cost

per claim increased by 9%.

Between 2009 and 2020, the average cost of claims per policy
reduced by 29%.

Over this period, the average cost of an injury claim increased by
73% and the average cost of a damage claim increased by 9%.

Claims frequency reduced by 59%, with injury claims frequency
reducing by 48% and damage claims frequency reducing by 59%.

The industry gross loss ratio (claims as a percentage of premiums)
averaged 69% between 2009 and 2020. This reached a high of
92% in 2014 and a low of 50% in 2020.

? As calculated at 31 December 2020.
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Table 2: Total ultimateclaim numbers and ultimate claim costs for
accidentyears 2009-2020.

Accident Year | UltimateClaimNumbers [ Ultimate Claim Costs

(000's) (€m)
2009 295 806
2010 256 636
2011 231 662
2012 224 692
2013 223 697
2014 219 759
2015 199 722
2016 181 706
2017 171 717
2018 180 746
2019 177 764
2020 137 642

Table 2 shows the total ultimate claim numbers and ultimateclaim costs for
95% of the private motor insurance market in 2020. It is estimated thatthe
total claims cost for 2020 will be approximately€642macross 137,000
claims. This representsadecreaseof approximately€122minclaimcosts

and a reduction of approximately 40,000 inthe number of claims compared
tothe 2019 accident year.

Type of Claims

Figure 5: Percentage of ultimate claim numbersby claim type for accident
years 2009-2020.
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As seenin Figure 5,damage claims (i.e.,those relating to accidental damage,
fire & theft, third party damage, and windscreen®) make up the majority of
claims by number. Damage claims made up 93% of the total number of
claimsin2020,a 2% decrease from 95%in 2009.

Figure 6 shows the breakdown of insurers’total claims costs. Between
2009 and 2020, total injury claims costsaccounted for 70% of the total cost
of claims onaverage. Injury claims’share of the total costsincreased over
thattimefrom59%in2009to74%in 2020.Theincrease was mostly
realisedby 2012, wheninjury claims accounted for 71% of the total claims
cost. Therelative contributionof injury claims costs tototal claims costs
was reasonably stablefrom 2012 to 2020.

Figure 6: Percentage of ultimate claims costs by claimtype for accident
years 2009-2020.
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10 See Part 6 for descriptions of claim types.
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Average Cost of Claims per Policy

Figure 7 shows the average cost per policy of eachclaimtype . Overall, the
cost per policy of all claims reduced by 12% from2009t02019 and by 20%
in 2020 (29% from2009t02020).

Over this period, the average cost per policy decreased by 15% from 2009
t02010,increasedby 13% from2010to2014 anddecreased by 7% from
2014t02019 beforethedecrease from2019t02020.

Figure 7: Average cost per policy of each claim type for accident years
2009-2020.
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The average cost of injury claims per policy increased 33% from 2010 to
2014 whereit stabilisedaround€290 from2014t02018. 1t then
decreasedby 3%in2019 and by 18%in2020t0€225.Thetrendinthe cost
per policy of injury claims drives much of the aggregate trend as this makes
up alarge proportion of the €304 averagecost of claims per policy in 2020.
The cost per policy of all damage claims decreased by 56% from 2009 to
2020; by 42% from2009t02019 andby 24%in2020.

Thelarge decreaseinaverage cost of claims per policy shownfrom2019 to

2020isdrivenprimarily by reduceddriving activityas aresult of COVID-19
relatedrestrictions. The impact of this canbe seeninboth the frequency of

claims andthe average cost per claimin2020.

11 The average cost is per the policy that covers the claim type in question.
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Frequency of Claims

Figure 8 shows the number of eachtype of claim per 1,000 policies *2
Between 2009 and 2020, the frequency of claims has decreased for all
claimtypes. The overall frequency reduced by 44% from2009t02019 and
by 26%in2020 (59% over the whole period).

Thedecreaseinfrequency from 2009 to 2019 was mostlydrivenby a
reductionin damage claims of 45%. Injury claims decreased by 25% from
8.5 perthousandpolicies in2009t06.3in 2019. The decrease infrequency
from 2019 t02020 canbe seenfor both injury claims (-31%) and damage
claims (-26%).

Figure 8: Number of claims per 1,000 policies by claim type for accident
years 2009-2020.
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12 Note that not every policy will cover each claim type - e.g., accidental damageis
only covered by comprehensive policies. The frequency by cover has been
calculated as the average number of claims per policy that covers the claim type in
question. The overall frequency per policy has been calculated as the average
number of claims per policy, including all policies, regardless of coverage.
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Average Cost of a Claim

Figure 9 shows the average ultimate cost per claimover the periodfor
injury and damage claims. Overall, the average cost of aclaimincreased by
72%from€2,733in2009t0€4,698in2020.

The average cost of aninjury claimincreased by 47% from€29,624in 2009
to€43,517in2019andthenby 18%t0€51,162in2020(a 73%increase
overall). The average cost of adamage claimincreased by 9% from€1,198
in2009t0€1,307in2020.However,therewas a 19% decreaseinthe
average cost of adamage claimfrom 2009 to 2013 followed by a 35%
increase from2013t02020.

Thesharpincreaseinthe average cost of aninjury claimin2020is
attributedtothe uniqueness of the 2020 accident year asa result of
COVID-19.Larger injury claims made up a higher proportion of all injury
claimsin2020thaninprevious years leadingtoanincreased average cost
per claim.

Figure 9: Average cost per claim of injury and damageclaims for accident
years 2009-2020.
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Premiums and Claims Costs

Thetrendsin claims costs showninthis Part are based onanestimate of
claims costs calculated asat 31 December 2020. This may differ fromthe
estimatesthat insurers made when settingtheir premiumlevels. The
difference betweenthe estimatescalculated at 31 December2018,31
December 2019 and 31 December 2020 are showninPart 5.

Figure 10 compares the average costof claims per policy tothe average
earned premium per policy. The cost of claims is just one element of the
total cost toinsurers of servicing insurance policies. Other coststhat
impact industry profitability include management expenses,commissions
and reinsurance costs ™,

Figure 10: Comparisonofthe averageearned premiums per policy and
the average cost of claims per policy for accident years 2009-2020.
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Torecapon Parts 1and2sofar:

e Between2009 and2020,the annual average earned premium per
policy increased by 25%* the average cost of claims per policy
reduced by 29% (12%t02019).

e 2013 wasthelowest point for average earned premiums over the
twelveyear period, having decreased by 12% from€493in 2009 to
€432in2013.Premiums startedtoincrease in2013,increasingby
62%toanaverageof €699in2018. Premiums havedecreased by
12%since 2018 toanaverage of €614*in2020.

13 These expenses are defined in Part 6.

14 These were shown to be 26%, 11% and €622 in Part 1 which was based on 99%
market coverage. To be consistent with claims cost these are shown here based on
95% market coverage.

Central Bank of Ireland

Page 23



Private Motor Insurance Report 3 Central Bank of Ireland Page 24

e Averageclaims costper policy reduced by 13% from€429in2009
t0€372in2013,andincreasedby 4%t0€386in2018.Since 2018
the average claimscost per policy has reduced by 21% to€304.
Changesinclaims cost over the period were mostly driven by
changes withinthree single years (i.e.,2010,2014 and 2020).

Figure 11 provides a year-on-year comparison of changes inannual
premiums and the ultimate cost of claims.

Figure 11: Year-on-year changesin average expected ultimate claims
costs and average premiums per policy for accident years 2009-2020.
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Between 2009 and 2020, claims costshave been,onaverage, 69% of
premiums earned. As per Figure 12,theloss ratio(claims asa percentage of
premiums) peakedin2014 at 92%.By 2017 thishadreducedto 56%, and
remainedstable from2017t02019,fallingto50%in 2020.
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Figure 12: Theratio of ultimate claims costs toearned premiums (loss
ratio) for accident years 2009-2020.
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Therelativetrends inclaims costs and premiums observed between 2009
and 2020 areindicative of anunderwriting cycle. This cycle, with peaks and
troughs inpremiums, reserves and profitability,is afeature of allinsurance
markets but appears to be particularly pronouncedin Ireland®>.

15 The Underwriting Cycle is described in more detail in Part 6.
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PART 3 - Income and Expenditure

Statements of income and expenditure for private
motor insurance were collected from firms across
financial years 2009 to 2020.

Key Insights and Findings

The Combined Operating Ratio (COR) was 77% gross of
reinsurance and 79% net of reinsurance for 2020. Across all years
the Combined Operating Ratio was 98% gross of reinsurance and
103% net of reinsurance.

Insurers operating profit across private motor in 2020 was 12%.

Insurers’ operating profit across private motor for all years was
3% of total income. In the period 2009 to 2012, an operating
profit of 7% was recorded, between 2013 and 2016 there was an
operating loss of 10% and from 2017 to 2020 there was a 9%
operating profit.

The net cost of reinsurance across all years has averaged 3% of
total income. The net cost of reinsurance averaged 1% of total
income from 2009-2012, 0% of total income from 2013-2016,
and 8% of total income from 2017-2020.

Investment income has averaged 6% of total income across all

years. Investment income averaged 11% of total income in 2009;
this has reduced gradually over the time period to 2% of total

income in in 2020.

| Central Bank of Ireland
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Breakdown of Income and Expenditure

A significant enhancementfor this report comparedto previous Private
Motor NCID reports is the collection of income and expenditure data from
2009t02020.Table 3and Table 4 below provide the breakdown of the
income and expenditure components for the latest financialyear 2020.
From Table 3,it can be seenthat the profit for the 2020 financial year was
12% of total income.

Theremainder of the Income and Expenditure sectionwill concentrateon
the financial performance of firms providing private motor insurance cover
from 2009 t0 2020. The data tables, which will be published in anannex
following the report, will include the breakdown of income and expenditure

results by year.

Table 3: Breakdownoftotal income and expenditure for 2020.

Category 2020
Income (€m)
Gross earned premium 1,355
Investment income 25
Other earnings 14
Expenses(€m)
Gross UW expenses -1,047
Reinsurance impact -144
Other expenses -11
Interest & Tax -29
Profit(€m)
Profit 163
Profit (%) 12%

Table 4: Breakdown of grossunderwritingexpensesfor 2020

Category 2020
Gross Underwriting Expenses (€m)
Gross Claims Incurred -602
Claims Management Expenses -58
MIBI Expenses -59
Gross Commission -132
Management Expenses -195
Total (Em)
Total - Gross UW expenses | -1,047
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Profitability of Private Motor

Figure 13 shows the totalincome and total expensesacrossall firms over
the period 2009 t02020. Theseresultsare limited to those firms still
writing motorinsuranceinlrelandin 2020;i.e.,it does not include firms
that exitedthe market over the time period 2009t02019.

Operating profit as a percentage of total income is also shown. The
aggregate operating profit for private motor insurance across all years
2009 t02020was 3% of total income.

Figure 13: Breakdown of total income and expenditure from 2009-2020.
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Figure 14 shows how insurer’s operating results varied across the time
series for private motorinsurance. There are three distinct periods inthe
data: 2009-2012,2013-2016and 2017-2020.

From 2009 to 2012, private motor insurance was predominantly profitable,
with an operating profit of 7% of total income across this period. From
2013t02016,it was predominantly unprofitableand the market hadan
operatingloss of 10% of total income across these years.

The private motor market was profitable againfrom2017to2020witha
combined operating profit of 9% of totalincome. Insummary,over the time

Central Bank of Ireland
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period from 2009-2020, there hasbeenanaverageoperatingprofit of 3%
across all firms for private motor insurance.

Figure 14: Operatingresult by financial year from 2009to 2020.
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As highlighted previously, the data collectionincludes any firmwriting
private motor business in 2020. The profitability figures will have an
element of survivor bias; they will not include the results of those firms that
exitedthe marketin2019 and prior.

The key drivers of operating profit/loss are gross earned premiumand
investment income inrelationtothe income components; the keydrivers
are gross underwriting expensesandreinsurance inrelationtothe expense
components.

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.,fromentities
that are part of 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.,grossclaims
incurred, claims management expenses, gross commission,
management expenses and MIBlexpenses); and

| Central Bank of Ireland
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(v) Afurther breakdown of the gross commissionexpenses between
thirdparty distributionchannelsi.e., brokers and comparison
websites; and related distributionchannelsi.e.,the firm’s own
distribution networks or distributionthroughrelated companies.

Operating Performance split by Key Components

Table 5 shows the key components of operating performance as a
percentage of totalincome split betweenthe net insurance-related result

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

and expenses.

Table 5: Profit,investmentincome and other earnings and expenses
2009-2020as proportion of total income.

| Central Bank of Ireland

Gross Net Other
Year Insurance Reinsurance Insurance Investment Earnings, | Operating
Related Related Income Tax and Result
Result” Result Expenses
2009 -7% -1% -8% 11% -1% 3%
2010 0% -2% -2% 10% -2% 6%
2011 6% -2% 4% 8% -4% 7%
2012 -1% 1% 0% 8% 3% 11%
2009-2012 -1% -1% -1% 9% -1% 7%
2013 -27% 0% -27% 8% -1% -20%
2014 -19% -1% -20% 7% 2% -10%
2015 -17% 2% -15% 7% 0% -9%
2016 -8% 0% -8% 1% 0% -4%
2013-2016 -17% 0% -17% 6% 0% -10%
2017 8% -4% 4% 3% -1% 6%
2018 17% -9% 8% 3% -2% 9%
2019 17% -7% 10% 3% -2% 11%
2020 22% -10% 12% 2% -2% 12%
2017-2020 16% -8% 8% 3% -2% 9%
TOt;:)(Z%C))OQ' 2% 3% 2% 6% 1% 3%

* Gross Insurance-related return:

Gross Earned Premium - Gross UW Expenses

Total Income (including Investment Income)

The grossinsurance-relatedresultindicatesif thereis a profit orlossin
relationtoinsurance activities, gross of any reinsurance impact;we have
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shown this as a percentage of total income. This includes the performance
of premiums, claims, and expenses related towriting insurance business.
Across all years, there has beena gross insurance-related profit of 2% as a
proportion of totalincome (-1% from2009-2012,-17%from2013-2016
and +16%from2017-2020).

The net insurance-related resultindicatesif thereis a profit or loss in
relationtoinsurance activities net of reinsurance costs; we have shown this
as apercentage of totalincome. 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 beenanet insurance-related loss of 2% as a proportion of total
income (-1% from 2009-2012,-17%from2013-2016 and +8% from2017-
2020).From2009-2016,the marketexperienced aninsurance-related loss
eachyearwiththe exceptionof 2011, bothgross and net of reinsurance.
From 2017 t02020,therewas a netinsurance-related profit eachyear
both gross and net of reinsurance. The reinsurance impact will be discussed
in more detailinthe next section.

Investment income as a proportion of total income across all yearshas
averaged 6%.As detailedin Table 5, investment income as a percentage of
total income has been gradually reducing across the time period; froma
highof 11%in2009t02%in2020.

Figure 15: Interactionbetween profit and investment income for 2009-
2020.
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Figure 15 shows the interactionof the net insurance-relatedresult,
investment income and operating profit for the 2009 to 2020 financial
years.
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e Forthe2009to2010financial years,the net insurance-related
result was negative, but this was offset by investment income
leading toa positive operating result;

e Forthe2011to2012financialyears,lownetinsurance-related
results combinedwithinvestment incomeresultedina positive
operatingresult;

e Forthe2013to2016financial years,the operating resultwas
negative as aresultof negativenet insurance-relatedresults which
falling levels of investment income could not offset fully;

e Forthe2017to2020financial years, althoughinvestmentincome
continues tofall,theincreasingly positive net insurance-related
result has ledtoanoperating profit.

Reinsurance

Figure 16 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 claimexperience 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 can be
cededto athird party reinsurer,i.e.,anexternal provider of reinsurance
cover;or throughareinsurer withinthe same group as the firmwhich is
definedhere as relatedreinsurance.

The percentage of premium ceded by insurers increased fromanaverage of
7% for 2009-2014to037%for 2015-2020. Thisincreaseis drivenby the
increaseinrelatedreinsurance coverwhich has increasedfrom 5% on
average for 2009-2014to034% for 2015-2020.

This metric canbe influenced by one-off reinsurance arrangements thatare
put inplacetocover losses for previous accident yearse.g., following a
merger or re-structure. This would result infirms ceding large volumes of
premium comparedtothe actual premiumreceivedfor a particular
financial year.
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Figure 16: Proportion of premiumceded by insurers for reinsurance, split
between related and third party reinsurersforyears 2009-2020.
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For the most part,theincreaseinrelatedreinsurance cover from2015is
attributable tothe use of quota share reinsurance arrangements whichare
usedto share premiums, claims and expenses betweentheinsurer anda
reinsurer in pre-determined proportions. This facilitates the sharing of
losses in poor-performing years and profits in well-performing years. These
arrangements canreduce the level of risk withineach firmand provide
benefit throughareduction inthe amount of capital that anindividual firm,
or agroup, has tohold to satisfy regulatory requirements.

Figure 17 illustratesthe net cost of reinsurance for eachyear from2009 to
2020 forrelatedandthird party reinsurance. The total net costacrossall
financial years 2009-2020equatesto a cost of 3% of total income, this is
shown as -3% tosignify that reinsurancewas anexpense totheinsurer.
This is the case where theinsurer paid more to areinsurer inpremium than
they received backinclaims and expense payments. This variesacrossthe
time periodfor related and third party reinsurance. Where the net cost is
positive, this signifies thatreinsurance was anincome totheinsurer, with
claims and expense paymentsfromthereinsurer being larger thanthe
premium paidtothem.
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Figure 17: Net cost of related and third party reinsurance cover foryears
2009-2020.
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Table 6 below shows how the net cost of reinsurance varies for related and
third party reinsurance cover across various time periods.

At a total level,the impact of third party reinsurancewas -1% acrossall
years andthis has beenrelatively stable across the time period; this
averaged-1%for 2009-2011, 1% for 2012-2014and -2% for 2015-2020.

For relatedreinsurance, the totalimpactwas -2% acrossall years and this
has varied across the time period; this averaged 0% for 2009-2011,-1% for
2012-2014,3%for 2015-2016and-6% for 2015-2020.

Table 6: Net cost of related and third party reinsurancecover.

Year Third Party Reinsurance Related Reinsurance
2009-2011 -1% 0%
2012-2014 1% -1%
2015-2016 -2% 3%
2017-2020 -2% -6%

Total -1% -2%

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 totalincome,
with a particular focus onthe net cost of reinsurance. However, a key ratio
used by insurers tomeasure the underlying performance of theirinsurance
related activities is the Combined Operating Ratio (COR).The COR
describes insurance related outgoings as a proportion of earned premium.

| Central Bank of Ireland
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This is defined as:

COR Claims incurred® + Other underwriting expenses1”

Earned premium

This metricis animportant performance indicator 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
is unchanged by the quota share reinsurance arrangementsdescribed
previously inthe Reinsurance section. The Net COR will differ from the
Gross COR as aresult of other types of reinsurance arrangements.

Furtherinformationon gross underwriting expenses is providedin
subsequent sections.

From aninsurer’s perspective,ahigh COR representsanunfavourable
result. ACOR greaterthan 100% representsa higher level of insurance
related outgoings thaninsurance-relatedincome.

Figure 18 provides the Gross and Net COR from 2009 t02020. The total
Gross COR was 98% across all financial years; the Net COR was 103%.
Between 2009 and 2016,2011 was the only year where the Gross and Net
CORwerelessthan100% -i.e.where underwriting was profitable. From
2017t02020the COR has beenless than 100%.

16 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.

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

18 Net COR may be sensitive to the restructuring of firms and of reinsurance
arrangements.
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Figure 18: Total Gross and Net COR for 2009-2020.
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Table 7 shows the Gross and Net COR across the distinct periods of profit
and loss.Between 2009 and 2012 both the Gross and Net COR were
slightly above 100%, whichmeant insurance outgoingsslightly exceeded
premium income for this period. For the period between2013and2016
theratiowas very high,witha Gross COR of 118% anda Net COR of 123%,
indicating that the insurance business was loss making.

From 2017 t0 2020 the Gross and Net COR’s averaged 83% and 86%
respectively,indicatingthat the insurance business has been profitable.
The lowest COR results were achieved during 2020, whichhad a Gross
CORof 77% anda Net COR of 79%.

Table 7: Gross and Net COR for various time periods.

Year Gross COR Net COR
2009-2012 101% 102%
2013-2016 118% 123%
2017-2020 83% 86%

2020 77% 79%

All Years 98% 103%

Underwriting Expenses

Figure 19 provides a breakdown of the underwriting costs as shownin the
Combined Operating Ratio sectionabove. We cansee that grossclaims-
relatedcosts (i.e.,claimsincurred and claims handling expenses) were the
greatest expenditure accounting for 70% of gross earned premium across
2009-2020.
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Other expenses are a combination of management expensesand MIBI%
expenses. These amountedto 20% of gross earned premium across 2009-
2020.Commissionexpensesamountedto 8% of gross earned premium.

Management expensesare the expenses related to product development,
systemimprovements,salaries,auditing costsand regular day-to-daycosts
i.e., electricitybills, rent foraccommodation,and I T costs. Claims
management expensesare the expensesrelated tothe processing and
resolving of claims, including certainlegal and adjusters’ fees and internal
costs of processing claims payments.

Figure 19: Breakdown of the grossunderwriting costs for 2009-2020
across private motor asa percent of gross earned premium.
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Commission

Figure 20 provides a breakdown of gross earned premium between third
party distributionchannels,i.e.,brokers and comparisonwebsites, and
relateddistribution channels,i.e.the firm’'s owndistribution networks or
distributionthroughrelated companies. Policiessold through third party
intermediaries made up45% of gross earned premiumacross all years,
2009t02020.The proportionsold throughthis channel decreasedfrom
48% of premium in 2009t039%in 2012. Following this, the proportion
increased to49% of premium for 2020.

19 MIBI expenses are amounts payable to the Motor Insurance Bureau of Ireland
(MIBI). MIBI’s principal role is to compensate victims of road traffic accidents
caused by uninsured and unidentified vehicles and is funded by all companies
underwriting motor insurance in Ireland.
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Figure 20: Split of gross earned premium between third party and related
distributionchannels®.
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Figure 21 highlights commission costs as a percentage of premiumon
policies sold throughthird party intermediaries.Onaverage, the total
amount of commission as a percentage of premiumsold through third party
intermediaries was 15%from2015to02020. This increasedfrom 14%in
2015t017%in2020.

Figure 21: Commissionas a percentage of earned premium for polices
sold through third party intermediaries?..
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20 Based on 84% of market coverage in 2020.
21 Based on 77% of market coverage in 2020.
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PART 4 - Claim Settlements

Data was collected on claimants who settled 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
For claimants who settled injury claims in 2019 and 2020:

o 36% settled directly, before PIAB
13% settled directly, after PIAB
15% settled through PIAB
34% settled through litigation, before a court award
2% through litigation, with a court award.

In terms of injury claim settlements between 2015 and 2020, and

the duration between the reporting and settling of claims:
. Claimants that settled directly (before or after

engagement with the PIAB) had an average duration of
1.3 years
Claimants that settled through the PIAB had an average
duration of 2 years
Claimants that settled via litigation (before or with court
award) had an average duration of 3.9 years
22% of costs related to claimants settling directly, 11% to
claimants settling through the PIAB, and 66% to
claimants settling via litigation

Between 2015 and 2020, 94% of injury claimants had total claim
costs less than €100k, average costs for these were:

e Direct: compensationwas €13,111 and legal was €1,414
e PIAB: compensation was €21,845 and legal was €665
e Litigated: compensation was €23,454 and legal was €15,235
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Data available on Settlement Channels

The settlement channels analysedinthis report are of two types. For claims
settledin2019 onwards, claims are split intofive settlement channels:

e DirectbeforePIAB: Claims settled directly between claimant and
insurer before PIAB involvement and before theinitiation of legal
proceedings.

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

e PIAB:Claimssettledthroughthe Personal Injuries Assessment
Board (PIAB).

e Litigated before Court Award: Claims settled following the
initiation of legal proceedings, but whichdid 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.

For years 2015t02018,claims aresplitintothree settlementchannels
only:

e Direct: both before and after PIAB.
o PIAB

e Litigated: bothbefore andwith court award.

The least complex claims are expected to be settledearly betweena
claimant andinsurer.If settlementis not reached, all injury claims then pass
through PIAB. For data collectedinthis report until the end of 2020, PIAB
calculated compensation amounts using the ranges set out inthe Book of
Quantum?,with additional consideration giventoany financial loss
incurred by the claimant. PIAB releases caseswhere aninsurer/claimant
does not consent to PIAB assessing the case, the injury is of anature that is
not appropriate for PIAB toassess,or aninsurer/claimant rejects PIAB’s
award. Intheseinstances, the claimantmay pursue the case through

22 The Book of Quantum provided data on the range of compensation payments for
an assortment of injuries, based on actual figures from court cases, insurance
company settlements, State Claims Agency cases and Personal Injuries Assessment
Board (PIAB) data. It provided compensation ranges for six categories and 34 sub-
categories of injury, and for four levels of injury severity.
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litigation. It is common for complex cases or claims where liabilityis
contestedtobe settled throughlitigation.

From April 2021, the Book of Quantum, which was relied upon by PIAB in
assessing awards until then,was replaced by Personal Injury Guidelines
adopted by the Judicial Council. This change does not affect any of the
settledclaims inthis report whichincludes settled data upto 31 December
2020.

Settlement of Claims

Table 8: Total number of claimantssettled and total cost of settlements
forsettlement years 2015-2020.

Settled Year R n;:t?c::c}: 83‘;‘3"3 Total Settled Cost (€m)
2015 139 601
2016 129 588
2017 115 621
2018 126 608
2019 124 639
2020 116 621

Table 8 shows the total number of claimants that settled,and the total cost
of claims, based onfirms that insured 88% of the private motor insurance
marketin2020. 1t canbe seenthat the cost of claims that settledin 2020
totalled approximately €62 1m, and this was spreadacross 116,000claims.

Figure 22: Changein the number of claims settled per annum,compared
to2015.
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Figure 22 shows the change in the number of claims settled per annum,
relativeto2015.The overall number of claimants whosettled claims
decreasedby 17% from2015t02020. Therewas an 18% reduction
between2015 and 2017;this was followed by an8% increasein2018
beforefallingafurther 1%in 2019 and6%in2020.

Between2015and 2020 therewasa 17 % reductionindirectly settled
claims anda 29% reductioninclaimants settling through PIAB. The number
of claimants settlingthrough litigationincreased by 5% from2015t0 2019,
beforefalling 13%in 2020.

Table 9: Breakdownof claimantnumbers and claim costs, for all claim
types, between the different settlement channels for settlement years
2015-2020.

Years | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 All

Settled Claimant Numbers
Direct 95% 94% 94% 94% 94% 95% 94%

PIAB 2% 2% 2% 2% 2% 2% 2%
Litigated 3% 4% 4% 4% 4% 4% 4%
All 100% | 100% | 100% | 100% | 100% | 100% 100%

Settled Claim Costs
Direct 45% 44% 39% 43% 44% 45% 43%

PIAB 9% 10% 9% 8% 8% 7% 8%
Litigated 46% 46% 52% 49% 48% 49% 48%
All 100% | 100% | 100% | 100% | 100% | 100% 100%

Table 9 shows the breakdown of claimant numbers and claimant costs
betweenthe different settlement channels. During the periodfrom 2015 to
2020, 94% of claimants settled directlywiththeinsurer,2% settled
through PIAB and 4% settled throughlitigation. Over this period, 43 % of
total claimcosts were settled through the direct channel, 8% through PIAB
and 48% throughlitigation.

Table 10: Breakdown of claimant numbers and claimcostsforinjury and
damage claims for 2015 to 2020.

Year | 2015 | 2016 | 2017 | 2018 | 2019 [ 2020 | All
Settled Claimant Numbers
Damage 91% 90% 89% 90% 90% 90% 90%
Injury 9% 10% 11% 10% 10% 10% 10%
Settled Claim Costs
Damage 31% 29% 24% 28% 28% 29% 28%
Injury 69% 71% 76% 72% 72% 71% 72%
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From Table 10 it canbe seenthat 90% of claimants made damage claims
between 2015 and 2020. Damage claims would seldomrequire PIAB or
court assessmentand 99% of themsettleddirectly withthe insurer. Injury
claims accounted for 10% of claimants and 72% of total settlement costs
between 2015 and 2020.

As aresult of their significance intotal claim costs, the remainder of Part 4
focuses mainly oninjury claims. This allows for a more consistent
comparisonof claims settled througheachsettlementchannel.

Settlement of Injury Claims

From Figure 23, it can be seenthat 50% of all injury claimants settled
directly withtheinsurerinyears 2015 to 2020. The proportion of claimants
who settledvialitigation was 34% over this period, and the proportionwho
settledthrough PIAB was 17%.

Figure 23: The proportion of injuryclaimants who settled through each
settlement channelinyears 2015-2020.

100%

g0y, 32%  32%  35%  36%  34%  33%  34%

60% — 1189% 19% 17% 15% 16% 15% 17%

40%

49% 49% 50%

20%

0%
2015 2016 2017 2018 2019 2020 All

B Direct ®PIAB Litigated

As canbe seenin Figure 24, between2015 and 2020, injury claimants who
settleddirectly (50%) accounted for 22% of total settlement costs;injury
claimants whosettled throughlitigation (34%) accounted for 66% of
settlement costs; injury claimants who settled through PIAB (17 %)
accountedfor 11% of settlement costs.
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Figure 24: The proportion of total cost to insurers of settlinginjury claims
in each of the settlement channelsin settlement years 2015-2020.
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Litigated settlements havebecome a larger component of total injury
settlement costssince 2017thanthey werein2015and2016. PIAB
settlementshave become a less material component, decreasing from 13%
t0 9% of costs from2015t02020.

Figure 25: The proportion of settled claimants andtotal costofinjury
claims througheach of the five settlement channelsin 2019and 2020%,
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Figure 25 shows the proportion of settledinjury claimants and coststhat
went through the five settlementchannel splitin2019and 2020.The
claimants that settleddirectlyover theseyearscanbedividedinto 36%

23 Based on 93% of market coverage in 2020.
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that settleddirectlybefore PIAB involvement, and 13% thatsettled directly
after PIAB involvement (but before the initiation of any legal proceedings).

The claimants that settled throughlitigationcan be dividedinto 34% that
settled before a court awardand 2% that settled with a court award.

It canbe seenthat while 36% of claimants settled directly before PIAB, only
12% of total settlement costswere attributabletothis channel. Litigated
claims that settled before a court award accounted for 65% of total
settlement costs.

Distribution of Injury Claim Settlements

Figure 26 shows the distribution of claimants across settlementchannels
for different bands of total settlement cost. It canbe seenthat a high
proportion of claims inthe lowest settlement cost band are settled directly,
which decreased as claimsettlement amounts increased. The proportion of
claimants that settled through PIAB was at its highest at 31% of
settlementsinthe€15,001-€30,000band.

Litigated settlements accounted for a low proportion of claimants inthe
lower claimsize bands. This ratioincreasedto 100% for settlements in
excessof €1m.

Figure 26: The proportion of injuryclaimants that settledin each channel,
by settlement cost band in years2015-2020collectively.
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Figure 27 provides the distribution of claimants acrosstotal settlement
cost bands using the five settlementchannel split for 2019and 2020
combined. It canbe seenthat claims that settled directly before PIAB make
up the majority of direct claims inthe lowest claim size bands.
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Figure 27:The proportion of injuryclaimants that settledin each channel,

by settlement cost band in 2019 and 2020 collectively.
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The proportion of claimants that settled through litigation before a court

awardincreased as claim settlement amounts increased, with more than

50% of claimants settling through this channel for each claimsize band
above €30,000.Claimantswhosettled throughlitigationwitha court
awardaccounted for between 1% and 3% of claimants ineach band.

Table 11: The proportion of injury claimantssettled in each settlement

cost band andsettlement channel, foryears 2015-2020.

Band Direct PIAB Litigated All
€1-€5,000 10% 0% 1% 11%
€5,001-€10,000 9% 1% 1% 11%
€10,001-€15,000 11% 2% 2% 16%
€15,001-€30,000 15% 10% 8% 32%
€30,001-€45,000 3% 2% 7% 12%
€45,001-€60,000 1% 1% 4% 6%
€60,001-€75,000 1% 0% 3% 3%
€75,001-€100,000 0% 0% 3% 4%
€100,001-€125,000 0% 0% 2% 2%
€125,001-€150,000 0% 0% 1% 1%
€150,001-€250,000 0% 0% 1% 1%
€250,001-€1M 0% 0% 1% 1%
€1M- €5M 0% 0% 0% 0%
>€5M 0% 0% 0% 0%
All Bands 50% 17% 34% 100%
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Table 11 shows the split of total claims acrossthe different valuebands and
settlement channels. It canbe seenthat the highest proportion of claims
arefound in the €15,000 -€30,000settlement cost bandfor 2015 t02020.
70% of claimants had a total settlement cost lessthanor equal to€30,000.

Taking€30,000as a benchmark settlement cost, it canbe seenthat there
was a shift towards higher claims costs from2015to 2020, asshownin
Table 12 and Table 13. The proportion of claims costing lessthan€30,000
tosettledecreasedover the period,andthe proportion costing more than
€30,000tosettleincreased.In2015,44% of litigated settlements costless
than€30,000, whilein 2020, only 31% of such settlements costlessthan
€30,000.This trendis alsovisible for direct settlements.

Table 12: Proportion of injury claimantssettlingfor less than€30k.

Channel 2015 2016 2017 | 2018 | 2019 | 2020
Direct 93% 91% 89% 89% 87% 86%
PIAB 81% 80% 78% 78% 80% 80%

Litigated 44% 37% 35% 33% 32% 31%

From Table 13 it canbe seenthat alarger proportionof claims under
€30,000 were foundin the direct before PIAB channel thaninthe direct
after PIAB channel. For claims settled throughlitigation, claims settled via
litigation before court award had a much lower proportion of claims less
than€30,000 at 30%in 2020 comparedto claims settled via litigationwith
acourt awardat 57%.

Table 13: Proportion of injury claimantssettlingfor less than€30k in each
of the five settlementchannelsin 2019and 2020%.

Channel 2019 2020

Direct Before PIAB 95% 93%
Direct After PIAB 66% 65%

PIAB 79% 80%

Litigated Before Court Award 31% 30%
Litigated With Court Award 64% 57%

24 Based on 93% market coverage in 2020.
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Table 14 shows the average costsof settling injury claims per claimant, split
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into compensation paid tothe claimant, legal feesand other costs % (e.g,,

the cost of medical assessment). The nature or severity of the injury claims

settledinthe different channels could vary significantly. This should be

borne in mind when comparing the cost and time of settlinginjury claimsin

the various channels.

Table 14: Breakdownofthe averageinjury settlement costs in each
settlement channelin theyears2015-2020.

Set t?evrﬁzlgteCos t Compe€nsat|on Legal€ Other€ Total €
Direct
2015 12,440 1,027 423 13,891
2016 13,360 1,213 507 15,080
2017 14,288 1,435 654 16,378
2018 14,127 1,556 541 16,224
2019 14,184 1,880 680 16,743
2020 14,691 2,199 688 17,577
2015-2020 13,822 1,542 580 15,944
PIAB
2015 22,018 464 1,025 23,507
2016 22,891 532 1,007 24,429
2017 23,972 762 974 25,708
2018 22,974 836 1,009 24,819
2019 22,909 920 889 24,718
2020 22,905 912 887 24,704
2015-2020 22,928 717 970 24,615
Litigated

2015 41,540 21,859 1,691 65,091
2016 41,580 22,075 1,636 65,291
2017 49,156 23,837 1,609 74,601
2018 43,707 23,016 1,827 68,550
2019 46,797 24,620 333 71,750
2020 53,385 26,590 1,358 81,334
2015-2020 45,905 23,613 1,410 70,929

The average cost of settling injury claims has increased by 24% between
2015and2020: 27% inthedirect channel; 5% inthe PIAB channel; and

25%inthelitigated

channel.

25 Note that “other costs” include 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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Legal expensesare most significant for litigated settlements, averaging
33% of the total cost (or 51% of the compensationcost) inyears 2015-
2020. 1t should be noted that, the legal costsassociated with settling claims
viaall channels may be understated as claimantlegalcostsare not always
capturedby thesettlinginsurer.

Table 15: Breakdownofthe average injury settlement costs,wherethe
total cost of settlementis less than€100k, in the years 2015-2020.

AT Compensation
Settlement € Legal € Other€ Total€
Cost
Direct
2015 11,615 922 414 12,951
2016 12,768 1,098 493 14,359
2017 13,395 1,288 647 15,331
2018 13,253 1,415 621 15,289
2019 13,640 1,752 650 16,042
2020 14,145 2,067 683 16,873
2015-2020 13,111 1,414 581 15,103
PIAB
2015 21,261 422 1,017 22,699
2016 21,918 528 1,016 23,461
2017 22,367 656 922 23,946
2018 22,426 769 994 24,189
2019 21,682 890 807 23,379
2020 21,449 841 829 23,118
2015-2020 21,845 665 938 23,449
Litigated
2015 21,179 14,311 796 36,286
2016 23,290 14,896 954 39,139
2017 24,215 14,841 923 39,979
2018 24,197 15,390 882 40,469
2019 23,939 16,056 701 40,695
2020 23,956 16,064 545 40,566
2015-2020 23,454 15,235 807 39,497

Table 15 shows the average costsfor claimantswhose claimscost lessthan
€100k tosettle,ineachof the three channels. This includes 94% of all
claimants and 85% of litigated claimants who settled injury claims between
2015and2020. Litigated settlements costingmore than€100k account for
15% of claimants settling through litigation yet they account for 53% of
total settlement costsinthat channel. This categoryincludes some very
large settlements, whichimpact the average costs.
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For years 2015-2020,the averagecompensation cost relating to
settlementslessthan€100k inthelitigated channelis €23,454
considerably less thanthe overallaverageinthelitigated channel at
€39,497 becauseof the substantial legal feesthat averaged €15,235.
Average compensation payments for claimants settling through PIAB were
marginally lower thanthe litigated channel at €21,845 withaveragelegal
fees much lower at €665.Claims settlingdirectly had lower compensation
and totalcostsat€13,111 and€15,103respectively.

Table 16: Breakdownofthe average injury settlement costs by
settlement channel,using the 5-way settlement channel and cost splits,
for2019 and 2020%.

Comp Comp Legal

lemen . L | : her

Sgt;aennzlt General | Special OVSE?€) Third O;c€)e Total (€)

(€) (€) Party (€)
All Claims

Pllcs s STl 703 112 876 606 13,039
PIAB

D'rifltAABﬂer 21512 | 1802 303 4823 943 29,383
PIAB 21041 | 1674 956 877 24,548
Litigated

Before Court | 38752 | 10318 | 7821 | 17571 692 75,154
Award

Litigated

With Court 53,071 8478 | 16,428 448 78,426
Award

Claims <100k

Dilrsss Befeirs | g5 16 678 95 820 605 12,698
PIAB

D'rePCItAABﬂer 20514 | 1475 260 4577 872 27.699
PIAB 19970 | 1513 903 802 23,189
Litigated

Before Court | 23344 | 1,262 5116 | 11,173 586 41,481
Award

Litigated

With Court 13,391 4893 9,050 397 27,731
Award

26 The statistics in this table relating to all claims and claims less than €100k are
based on data from firms that insured 83% of the private motor 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. Data table
was revised on 25/11/2021, replacing initial publication.
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Table 16 shows the average costsof settling injury claims per claimant,
using the 5-way settlementcosts and channels for 2019 and 2020
combined for all claims and those less than€100k. Here, compensation
costs are splitintogeneral damages and special damages, where general
damages are those that compensatefor non-monetary loss suffered by the
claimant, e.g. painand suffering; and special damagesare those that
compensate for financial loss, e.g.loss of earnings or medical expenses.
Legal costs aresplitintotheinsurer’s ownlegal costsand those of the
claimant (third party) whichwere paid by the insurer. Third party legal
costs may be understated as claimant legal costs are not always captured
by the settlinginsurer.

Overall,claimantswhosettled directly after PIAB had anaverage total
settlement cost of €29,383 comparedto€13,03%9for those whosettled
directly before PIAB,and€24,548 for those who settled through PIAB.
Legal costs made upthe largestdifference betweenthe averagecosts of
claims settledthrough PIAB and directly after PIAB.

Claims that settled throughlitigation before a court awardhadan average
cost of €75,154 comparedto€78,426for those that settledwith a court
award. These averagesreducedto€41,481and€27,731 respectively when
claimants that settledfor greaterthan€100k were excluded.

For claims that hadtotal settlement costslessthan€100k, those settling
by litigation before a court award had legal costs that were 39% of total
cost (or 66% of the compensationaward). For those settledwitha court
award, legal costs totalled 50% of total costs (or 104% of the compensation
award).

Time to Settlement of Injury Claims

An enhancement tothe third collection of NCID private motor datawas the
collectionof claims information at anaccident quarter and settlement
quarterlevel as opposedtobeing aggregated at the year level inthe first
two reports. Inaddition, the quarter inwhich the claimwas reported was
alsocollected. Settlementdurationinthis report is the time lag between
the accident being reported tothe relevant insurer and the claim being
settled by theinsurer. It should be noted that inprevious reports
settlement durationswere calculated as the time between the accident
occurring and the claimbeing settled.

Overall 86% of all claimants (damage and injury claimants) havetheir
claims settled within 12 months of the accident being reported,and 92%
within 24 months of the accident being reported. However, certainclaims,
and inparticular litigated injury claims, can take significantly longer to
settle.
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Table 17 shows the average number of years after the accident was
reportedtothe insurer that claims were settledinyears2015t02020.
Damage claims settled muchfaster thaninjury claims,withan average
settlement duration after reporting of 0.4 yearsand 2.3 years respectively.
Ofthe injury claims, litigated claims took the longesttosettle, withan
average durationof 3.9 years. Injury claims thatsettled directly had the
shortest average durationat 1.3 years, followed by claims settled through
PIAB at 2 years.Settlement durationsincreasedslightlyforinjury claims
overtheperiod 2015to02020inall settlementchannels.

Table 17: The average time (years) between claims being reportedto the
insurer and claimsbeingsettledbetween2015and2020by channel.

Channel | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | AllYears
Injury Claims

Direct 1.1 1.3 1.3 1.3 1.3 1.5 1.3

PIAB 1.8 1.8 2.0 2.0 2.1 2.3 2.0
Litigated 3.7 3.7 3.8 3.9 4.0 4.2 3.9

All Claims

Injury 2.1 2.2 2.3 2.3 2.4 2.5 2.3

Damage 0.3 0.4 0.4 0.4 0.4 0.4 0.4

Table 18 shows the average number of years after the accident was
reportedthat claims were settledinyears 2019 and 2020for the 5-way
settlement channel split. As can be seen, claims settled directly before PIAB
in 2020 hadthe shortest settlement durationat 1.1 years. Claims settled
directly after PIAB had a slightly longer settlement duration comparedto
those that were settled through PIAB, although both were approximately
2.2 years.Onaverage, claims settled through litigation before a court
awardhave aslightly longer durationof 3.9 years comparedtoclaims
settledwithacourt awardat 3.8 years.

Table 18: The average time (years) between claimsbeing reportedto the
insurer and claimsbeingsettledbetween2019and2020by channel.

Settlement Channel 2019 2020 All
Direct before PIAB 1.0 1.3 1.1
Direct after PIAB 2.2 2.3 2.2

PIAB 2.1 2.3 2.2

Litigated before Court Award 3.8 4.1 3.9
Litigated with Court Award 3.7 4.0 3.8

Figure 28 shows the distributionof injury claimantsineachof the
settlement channelsacrossdifferent reportedto settlement durations. It
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canbe seenthat 77% of claimants who settled directly and 60% of
claimants whosettled through PIAB had their claim settled by the end of
the second year after the accident was reported. However,only 11% of
claimants whosettled through litigation had their claim settled by this time.

Figure 28: Distribution of injury claimantsby duration of settlement
process,forinjury claims settledbetween2015and 2020.
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Litigatedclaims also have a greater spread of settlement durations.
Although 34% of claimants who settled throughlitigation had their claim
settledinthefirst three yearsafter the accident was reported, 13% of
claimants took six or more years to have their claimsettled.



Private Motor Insurance Report 3

Analysis of Damage Claim Settlements

Giventhatless than 1% of damage claimswere settled via PIAB and

litigated channels combined, comparison of damage claims by settlement

channel was not meaningful.

Table 19: Average cost of settlingdamage claims in the years 2015-2020.

CostComponent(€) | 2015 | 2016 | 2017 | 2018 | 2019 | 2020
Compensation 1,443 | 1,431 | 1,425 | 1,484 | 1,604 | 1,707
Legal 10 9 8 8 7 6
Other -7 1 10 13 -1 3
Total 1,445 | 1,442 | 1,443 | 1,505 | 1,610 | 1,716

From Table 19it canbe seenthat the averagecost of settling damage

claims has increased by 19% over the period 2015-2020,witha 7%

increase from2019t02020.Thisisdrivenby anincreaseinthe average
compensationcost. Legal and other costs are not a significant proportion of
damage claim compensation. It should be noted that the negative other
costs relate torecoveries froma third party (where they were found to be
partially or wholly liable for the claim).
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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 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 2018 to 2020. It also provides insight into the
underlying claims development patterns.

Key Insights and Findings - 2020

In 2020, insurers’ best estimate of total claims cost reduced by
approximately €92m (or 1% of total claims cost) across accident
years 2009 to 2019.

As at 31 December 2020, 22% of the expected ultimate claim
costs for accident year 2020 are paid, 39% are claim reserve
estimates and 40% are estimates of the cost for claims that have
not yet been reported.

Premium and Claims Cost by Reporting Year?’

Thetrendsin claims costs shown in Part 2 of this report are based on
estimatesof ultimate claims cost?®for each accident 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.

Inorder to calculate the cost of claims for a particular accident year,
insurers estimate the cost of claims that have not yet been paid. This is
added tothe paid claims to give anultimate claims cost, whichrepresents
theinsurers’best estimate of total claims cost for a givenaccident year.

The ultimate claims cost is recalculated regularly, based onthe most up-to-
dateinformationavailable. The more timethat has passedsince the

27This section is based on 92% market coverage to provide a consistent comparison
against the ultimate claims cost reported for previous NCID Private Motor
Insurance Reports.

28The concept of ultimate claims costs is explained further in Part 6.
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accident year,the more certainthe ultimate claims cost. For more recent
accident years, the ultimate cost is more reliantonestimates.

Figure 29: Comparisonofthe averagecost of claimsper policy across
accidentyears 2009-2020 as at 31 December2018,2019 and 2020.
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Figure 29 compares the average claims cost per policy using ultimateclaims
costs calculatedat 31 December 2018,2019and 2020. Fromyear-end
2019toyear-end 2020, insurers’ estimates of the average cost per policy
reduced by between 1% and 3% for accident years 2015t02018.The
estimate of the average cost per policy for accident year 2019 reduced by
4% from €399 as at 31 December 2019 to€383%°at 31 December 2020.

From 20181t02020,insurer’s estimates of the averagecost of claims per
policy reduced by 8% for accident year 2018, from€423t0€388.

Figure 30 shows the impact of the change inultimate claimcosts on the loss
ratio,asfirst discussedinPart 2. The percentage changesare the sameas
describedfor Figure 29 for eachaccident year.

The 2017 accident year loss ratiodecreased from 59% at year-end 2018+to
56% atyear-end2020.The 2018 accidentyear lossratiodecreased from
60%to55% overthesame period,andthe 2019 loss ratiodecreased from
59% atyear-end2019to57% atyear-end 2020.

29 This was shown to be €386 in Figure 7 which is based on 95% market coverage,
whereas figure 12 is based on 92% market coverage.
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Figure 30: Theratio of ultimate claimcosts to premiums(loss ratio) as at
31 December2018,2019and2020for accidentyears 2009-2020.
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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 analysis are usually a key input inthe estimation
of insurers’ ultimate cost of claims. This section shows claim development
patterns for 98% of the private motor insurance sector (based onthe
proportion of 2020 gross earned premium).

Table 20: Paid claims as a percent of ultimate claimcostsfor each
accidentyear across developmentyears.

| Central Bank of Ireland

Accident Development Year

el 1 2 3 4 5 6 7 8 9 10 11 12
2009 38% | 54% | 66% | 76% | 85% | 91% | 95% | 96% | 98% | 98% | 99% | 99%
2010 36% | 53% | 66% | 78% | 87% | 93% | 96% | 97% | 98% | 99% | 99%
2011 31% | 45% | 58% | 72% | 81% | 87% | 92% | 94% | 96% | 96%

2012 28% | 43% | 59% | 74% | 84% | 91% | 95% | 97% | 97%

2013 27% | 43% | 59% [ 73% | 83% | 91% | 94% | 96%

2014 26% | 42% | 58% | 73% | 83% | 89% | 92%

2015 26% | 43% | 60% | 74% | 84% | 90%

2016 24% | 40% | 55% | 69% | 78%

2017 23% | 39% | 54% | 68%

2018 24% | 39% | 51%

2019 24% | 36%

2020 22%
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Table 20 shows the proportion of ultimate claims cost thatare paid for each
accident year across development years. The development year measures
the number of years that have passedsince the startof the accident year.

Table 21 shows the proportion of ultimate claims cost thatare incurred for

eachaccident year across development years. Incurred claim costs consist

of the cost of claims that are paid added to case estimates for claims that

have beenreportedto theinsurer but not yet paid. These are the sumof the

paidand outstanding costs shownin Figure 31 of Part 6.

Table 21:Incurred claims as a percent of ultimate claim costsforeach

accident year across developmentyears.

| Central Bank of Ireland

It canbe seenfrom Table 20 and Table 21 that paidandincurred
development patterns appeartohave slowed betweenthe 2009 and 2020
accident years. Claims for more recent accident years are less developed

thanolder accident years were at the samedevelopment year. This is more
pronounced for earlier accident years.

It should be noted here that the ultimate cost of claims for more recent

accident years areuncertain andthat the percentages shown above may

change if the expected ultimate claims costs were revised upwards or

downwards in future.

The 2020 accident year will be particularly uncertaingiventhe unique
nature of this year as aresult of COVID-19. The difference invalues for
2020 comparedtoprevious accident yearsinboth Table 20and Table 21
highlight this uncertainty.

Accident Development Year
Year | 9 |2 | 3| 4|5 |6 |7 |8 |9 |1]11]12
2009 77% | 89% | 97% [100%[100% [ 99% [100% [100% [100% |100% |100% [100%
2010 76% | 89% | 97% [100%|101% |100%|100%|100% [100%|100%|100%
2011 73% | 86% | 93% | 98% [100% | 99% [100%| 99% | 99% | 99%
2012 72% | 87% | 96% [100%|101% |100%|100%|100% |100%
2013 73% | 89% | 97% [101%[100% [100% [100% | 99%
2014 71% | 87% | 98% [100%|100% | 99% | 99%
2015 71% | 89% | 98% [102%[100% | 99%
2016 71% |87% | 97% | 98% | 97%
2017 69% |87% | 95% | 95%
2018 70% | 84% | 89%
2019 68% | 79%
2020 60%
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PART 6 - Key Terms and Report
Methodology

Definition of Key Terms

Policy
An insurance contract between aninsurer and a policyholder. Policies may
cover more thanone person or vehicle.

Premium
The amount that aninsured person pays aninsurer inexchange for an
insurance policy.

The premiums shown in this report are gross of reinsurance.

Claim

An insured person,or an aggrieved third party, mayclaimagainstaninsurer
in the event that they suffer a financial losswhichis covered by an
insurance policy. The personwho makes the claimis knownas aclaimant. A
single claimmay involve multiple claimants (e.g.,inthe event of a car crash
thatinvolved multiple vehiclesand/or passengers).

The claims costs showninthis report are gross of reinsurance and net of
salvage and subrogation.

Salvage

Insurers receive salvage rights over propertyonwhichthey have paid
claims,suchas cars that have beenwritten off. The insurer may sell the car
(e.g.for parts) inorder to offset the cost of the claim.

Subrogation

Aninsurer’s legal right topursue a third party that caused a claimwhich
was paidfor by theinsurer. This is done in order torecover the amount of
the claimpaid by theinsurer.

Accident
An event that gaverisetoaclaim.

PeriodicPayment Order (PPO)

A PPOis a series of payments made toaninjury claimant topay for the cost
of their care for the rest of their life. The NCID allowed for the collection of
datainrespect of PPOs. As at the end of 2020, no PPOs had been awarded

in respect of private motor accidents.

Frequency
The total number of claims divided by the total number of policies which
could have givenrisetotheclaims.

Central Bank of Ireland
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CostofaClaim
The average cost of aclaimis calculated as the totalcost of claims divided
by the number of claims that couldhave givenrise tothose costs.

Cost of Claims per Policy
The cost of claims per policy is calculated as the total cost of claims divided
by the number of policies that couldhave givenrise tothat cost.

Cost of Premium per policy (Average Premium)
The cost of premium per policy (or average premium) is calculated asthe
total cost of premiums divided by the number of underlying policies.

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 andexpressed as a percentage.

Reinsurance

Reinsuranceis a mechanismby whichinsurers pass some of theirriskonto
areinsurer.The insurer pays a premiumtothe reinsurer and,inexchange,
thereinsurer pays some of the insurer’s claims and expenses.

Commission
A percentage of premiumthat is retained by the selling agent or broker as
compensationfor acquiring business for the insurer.

Management Expenses

The expenses related to product development, systemimprovements,
salaries togeneral managers, auditing costsand regular day-to-day costs
i.e.electricity bill, rent foraccommodations,and I T costs.

Types of Insurance Cover

Comprehensive: The majority of motorinsurance policies purchasedin
Ireland have comprehensive cover. Comprehensivepolicies cover allclaim
types: third party injury, accidental damage, fire & theft, third party damage
and windscreen.

Third Party Fire & Theft: Third party fire & theft policies cover fire & theft,
third party damage and thirdparty injury.

Third Party Only: Third party only policies only cover third party injury and
third party damage claims. Third party only cover is the mandatory
minimum cover for motor insuranceinlreland.

Central Bank of Ireland

Page 60



Private Motor Insurance Report 3

Types of Claims

Throughout this report, third party injury claims are referred toas “injury”
claims. The other claimtypes are collectivelyreferredtoas “damage”
claims.

Third Party Injury: Claims arisingfrominjuries caused by the policyholder
while driving. This does not include injury of the insured person.

Accidental Damage: Claimsarising fromdamage to the policyholder’s own
vehicle.

Third Party Damage: Claims arisingfromdamage caused by the
policyholder while driving. This does not include damagetothe
policyholder’s own vehicle.

Fire & Theft: Claims arising from arson or theft of the policyholder’s
vehicle.

Windscreen: Claims arisingfrom damage tothe policyholder’s windscreen.

Components of Settlement Costs

Compensation: The amount paidtoaclaimantinrespect of aclaimthey
have made. For the 2019 and 2020 settlement years, compensation costs
aresplit by:

General Damages: Compensationfor non-monetary loss suffered by the
claimant, e.g.,painandsuffering; and

Special Damages: Compensationfor financial loss, e.g.loss of earnings or
medical expenses.

Legal: The legal fees paid by aninsurer inthe course of settling a claim. For
the 2019 and 2020 settlementyears,legal costsare splitby:

Own Legal Costs: Legalcostsincurred by the insurer in the course of
settlingaclaim;and

Third Party Legal Costs: Legal costsincurred by the claimant inthe course
of settling a claim,and whichwere paid by theinsurer.

Other: All other expenses incurred by aninsurer inthe course of settlinga
claim. This may include the cost of assessing claims (e.g. medical or
engineering),administrationcostsor recoveries froma third party claimant
(where they are found tobe liable).

Central Bank of Ireland

Page 61



Private Motor Insurance Report 3

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 yearsto be fully
paid.

Inorder to calculate the cost of claims for a particular accident year,
insurers estimate the cost of claims that have not yet been paid. This is
added tothe paid claims togive anultimate costof 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 31 shows anillustration of the breakdown of ultimate claims costs
for accident years 2009-2020as at 31 December 2020. Here the ultimate
claims cost consistsof paid claims (Paid), case estimatesfor claims that
have beenreported but not yet paid (Outstanding),and anestimateof costs
for claims that have not yet beenreported,i.e.,incurred but not reported
claims (IBNR).

Figure 31: Breakdown of ultimate claim costs for accident years 2009-
20202

100%

90%
80%
70%
60%
50%
40%
30%
20%
10% I

0% 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
IBNR 0% 0% 1% 0% 1% 1% 1% 3% 5% 11% 21% 40%
Outstanding 1% 1% 3% 2% 3% 7% 9% 20% 27% 38% 43% 39%
B Paid 99%  99%  96% | 97% 96% 92% 90% 78%  68% 51% 36% 22%

2020is the most recent accident year and henceits ultimateclaimscost is
made up of the lowest proportion of paid claimat 22%, while 78% of this
ultimate cost is made up of estimates. We cansee that,aselevenyearshave

30 Based on 98% of market coverage in 2020.
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passedsince the 2009 accident year, 99% of the total ultimate claims cost
for this accident year have been paid, with 1% of claims cost outstanding.

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 to the year(s) they
werein force. Apolicy can be in force over more thanone calendar year: for
example,atypical motor policy will provide cover for 12 months. If a policy
comes intoforce on 1 October 2018, with a 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) in 2018,andthe
other 75% will be accountedfor (i.e.,earned) in2019.

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

The Underwriting Cycle

The pricing of insurance risks will generally depend onthe positionin the
insurance underwriting cycle. The cyclical natureof property and casualty
(liability)insurance iswell recognised. Insurance markets tend to move
between hard and soft markets, asillustratedin Figure 32.

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

The Irish Private Motor underwriting cycle is particularly pronounced.
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Figure 32: 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)31was 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 Insurance32in January
2017,whichmade 33 recommendations within six broad themes:

e Protecting the consumer

Improving data availability

e Improvingthe personalinjuries claims environment
e Reducingcostsinthe claims process

e Reducinginsurance fraud anduninsureddriving

e Promotingroad safety andreducing collisions.

Recommendation 11inthis reportrequiredthe Central Bank of Irelandto
establisha National Claims Information Database (NCID), toimprove data
availability. Legislationwas required to 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. The legislationrequires that
the bank publish areport on a yearly basis.

A data sub-group of the CIWG (withrepresentativesfromthe Department
of Finance, the Personal Injuries Assessment Board (PIAB), the State Claims
Agency, the Central Statistics Office (CSO), the Society of Actuariesin
Ireland and the Central Bank) developed a Data Submission Requirement®:,
specifyingthe datatobecollectedfrominsurers.

31 Cost of Insurance Working Group
32 Cost of Insurance Working Group private motor report 2017
33 NCID website
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Appendix 2 - List of Participating
Insurers

In order to identify firms in scope of the NCID we
referred to the list of Motor Insurance Bureau
Ireland (MIBI) members. Only those firms who
write private motor insurance were required to
participate. MIBI members who write commercial
motor insurance only, were not in scope of this
report. Here we list those firms that submitted data
to the NCID.

Table 22: Firms who submitteddatato NCIDin 2020.

Authorisation Status Undertaking Name

Allianz PLC
Arch Insurance (EU) DAC
Aviva Insurance Ireland DAC
AXA Insurance DAC
FBD Insurance PLC
Irish Public Bodies CLG
RSA Insurance Ireland DAC
Zurich Insurance Company
AIG Europe S.A. (Irish Branch)

Liberty Seguros Compaiia De Seguros y
Reaseguros, S.A.

Irish Authorised

EU/EEA Authorised, Freedom
of Establishment basis

Accredited Insurance (Europe) Limited

EU/EEA Authorised, Freedom Ageas Insurance Limited
of Services basis Chubb European Group PLC
WAKAM
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