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Learning Objectives
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Define Total Cost of Risk

ldentify and discuss TCOR Components
Examine ways to optimize and utilize TCOR
Examine ways to control TCOR
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What is Total Cost of Risk
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Total Cost of Risk

TCOR and Insurability — Example Risk Universe
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Total Cost of Risk
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* Think total cost of
insurable risk



2. ldentity and discuss TCOR components

M Risk Transfer Costs
MW Retained Losses

B Administration Costs
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TCOR Components

1. Risk transfer costs
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Policy Premiums

Taxes

Fees

Retail broker commission
Wholesale broker
commission



TCOR Components

2. Cost of retained
losses

e Costs within deductible

e Costs within retention

e Costs for self-insured
(bare) losses

* Uninsured losses
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TCOR Components

3. Administrative Costs

* Internal Costs
e External Costs




Internal Costs

i * Loss of Productivity
:“ j * Risk Control Activities

Training

* Signage
 Safety Equipment

 Risk Management Payroll
 Benefits

* |nspections
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Why is TCOR Important?

TCOR is the best measure of the actual cost of
risk and a better risk management Key
Performance Indicator (KPI) than premium cost

: Risk
+ Estimated cost of + eI [ ] Total Cost of
retained losses costs L0 (Insurable) Risk

The premium This is the cost of This is the TCOR is therefore
cclnst is t:lefflxecil clalmsc?gt external and the fbe;t meaSLljre
elemen : of cos <_:overe y internal costs. of the actua

of risk. insurance. complete cost of
any type of

insurable risk.
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Premium less than 16% of
TCOR

Total Cost of Risk

Broker and TPA Fees are 2.2% of
TCOR

0.32% 1.90%

B Broker Fee B TPA Fee M Casualty Premium ™ Property Premium ™ Claims Payments
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3. Optimizing and utilizing TCOR

2 | 2

Retention
Premium

Risk Control
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Optimizing TCOR

* Broker Compensation

¢ Cost of Collateral

¢ Risk Control/Consulting

¢ Claims Administration (TPA or
Self-Administered)

* Internal Safety, Claims, and RM
Administration Costs

e Actuarial

Direct Premium

Medical Payments
*  Wage Loss and Liability

* Allocated Loss Expense

* Medical Case Management
* Forensic Accounting

B Administration M Risk Transfer M Retained Losses
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Utilizing TCOR-Retention Decision

[CLIENT]

Total Cost of Risk Analysis at Various Limits and Self-lnsured Retentions

Line Iltem Cption ! Option Il Option Il Option IV

WC Limit | /A10,000,080 | Statutory | Statutory | Statutory|
Self-Insured Retention Option 81,500/000 $1,500,000 $1,250,000 $1,000,000
Premiums Payable to Loss Fund $5,713,181 $5,690,089 $5,761,673
Underwriting Expenses

a. Losses and LAE Insured $5,535,000 $5,452,000 $5,370,000
b. Excess insurance $286,472 $346,380 $499,964
Miscellaneous Other Fees & Expenses: $466,709[ $466,709[ $466,709
e Options I, lll, and IV include statutory limits. Option | does not account for catastrophic losses that may exceed WC limits.
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Utilizing TCOR-Retention Decision

[CLIENT]

Total Cost of Risk Analysis at Various Limits and Self-Insured Retentions

Line Item Cption ! Option Il Option Il Option IV
WC Limit A>10,000,080 Statutory Statutory Statutory
Self-Insured Retention Option 81,5004000 $1,500,000]| $1,250,000]| $1,000,000|
Premiums Payable to Loss Fund $8,. 606,21 $5,713,181 $5,690,089 $5,761,673
Underwriting Expenses

a. Losses and LAE Insured b %, 00f $5,535,000 $5,452,000 $5,370,000
b. Excess insurance \/ Y, $286,472| $346,380| $499,964
Miscellaneous Other Fees & Expenses: 09" $466,709[ $466,709[ $466,709

* Retention Options vary.
* Premium savings at higher retentions.
* Miscellaneous Expenses do not change regardless of limit and SIR chosen.
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Utilizing TCOR-Retention
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. Claims administration fees

Decision

Unallocated attorney's fees

. Broker fees

. Taxes and assessments

Loss Control

Risk analyst expenses

. TPA managed care expenses

Administrative support

Accounting fees

Actuarial fees

Plan administration fees

. Audit Fees

Other expenses

. TPA audit fees



Total Cost of Risk Analysis at Various Limits and Self-lnsurer

Line Item
WC Limit

Utilizing TCOR-Retention Dg

[CLIENT]

Option |
$10,000,000

Option Il

Statutory |

$82,000 @ $1.25m SIR

$165,000 @ $1.5m SIR

($153,584) @ $1.25m SIR
(5213,493) @ $1.5m SIR

$71,584 higher @ $1.m SIR

$23,092 higher @ $1.5m SIR
etenuoiis

Jption Il p
Statutory

i\
atutory

* Expected Losses at higher retentions based on client’s own loss data.

* Premium savings at higher retentions.

Self-Insured Retention Option $1,500,000 | $1,500,000f $1,250,000 $% 00,000
Premiums Payable to Loss Fund $5,606,217| $5,713,18 $5,690,08 $5 761,673
Underwriting Expenses | |
a. Losses and LAE Insured $5,535,000] $5,535,00C $5,452,¢ 40 $5,870,000
b. Excess insurance $179,508| $286.472 $346/380 $99.964\_
Miscellaneous Other Fees & Expenses: r $466,709r $466,70¢ $466,709 $466,709|

* Premiums to be paid into reserve fund were calculated by actuaries based on different retentions less investment income.
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Utilizing TCOR—Market Access

Public Entity

L%é

Retail Broker

Domestic
Markets
Wholesale
Broker

London
Broker

Bermuda
Broker

Domestic E&S
Markets

European &
London Markets

Bermuda
Markets
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Utilizing TCOR—Market Access

Public Entity Retail Broker

Wholesale

Broker
London

Parent Co Broker

23



Utilizing TCOR—Market Access

Prior Broker Fee S 65,000 New Broker Fee S 75,000
Cyber Premium S 805,000 Cyber Premium $ 752,500
Owned Domestic Intermediary 7.5% $ 52,500 Domesticntermediary 00% $— -
Owned London Broker 7.5% $ 52,500 Owned London Broker  7.5% $ 52,500
Broker Total Compensation $170,000 Broker Total Compensation $ 127,500
Premium Savings -6.98%
Program Savings -4.94%

FRIMA INSTITUTE 2023



Utilizing TCOR — Broker Se
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ection

Broker A Broker B Broker C
Proposed Fee $100,000 $65,000 $90,000
Qualifications - 30% 28 27 20
Experience - 20% 18 17 14
Approach/Plan - 25% 24 20 18
References - 15% 14 14 15
Technical Score 84 78 52
Cost - 10% 0 10 5
Total Score 84 88 57
Broker A Broker B
Loss Contro
Recommendations V
SOV improvements v
Direct Market Access V
Owned Intermediary* NA V
Property Premium $1,000,000 $1,100,000
Total Cost of Risk - Property $1,100,000 $1,165,000
Total Broker Compensation $100,000 $175,000

*standard intermediary compensation ranges from 5-1\%. 10% was used in this example..




TCOR - Valuations

ocatio 0 d 0 0 0 Occup 0 0 Construction Cladding
Prop & Bl per Sq. (ISC p : 0 ootag Quality Type
- - de - - v - 0 |

Elementary LA USA Tierl1|S 8,237,478 | S 147 |Masonry Noncombustible |Education | 1958 1 49,663 No Average Brick veneer
Elementary LA USA Tierl|$ 12,158,254 | S 147 [Masonry Noncombustible |Education 1958 1 73,301 No Average Brick veneer
Elementary LA USA Tierl1|S 3,081,819 | S 147 |Masonry Noncombustible |Education 1981 1 18,580 No Average Brick veneer
Elementary LA USA Tierl | S 8,502,037 | S 147 |Non-Combustible Education 1981 1 51,258 Yes Average Brick veneer
Elementary LA USA Tier1|S 15,286,349 | S 147 |Masonry Noncombustible |Education | 1999 1 92,160 Yes Average Brick veneer
Elementary LA USA Tierl|$S 15,425,678 | S 147 [Masonry Noncombustible |Education | 2002 1 93,000 Yes Average Brick veneer
Elementary LA USA Tierl| S 7,758,314 | S 307 [Masonry Noncombustible |Education | 2020 1 24,938 No Average Brick veneer
High School LA USA Tierl | S 28,762,918 | § 147 [Masonry Noncombustible |Education | 1960 2 173,409 No Average Brick veneer
High School LA USA Tier1|[$ 79,612,000 | S 293 |Joisted Masonry Education | 2017 3 257,000 Yes Average Brick veneer
Middle School LA USA Tierl| S 8,634,233 | S 147 [Masonry Noncombustible |Education | 1927 2 52,055 No Average Brick veneer
Middle School LA USA Tierl|S 16,332,973 [ S 147 [Masonry Noncombustible |Education 1981 1 98,470 No Average Brick veneer
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Margin Clause = 110%

$3,081,819 reported value

$3,390,000 insurance reimbursement
S5,704,060 = true replacement cost value
S2,314,060 Cost to the Insured



4. Examine ways to control TCOR
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Controlling TCOR - Reduce

Safety

Risk Control

Engineering

Loss Drivers
MVA

Material Handling
Slip/Falls
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Controlling TCOR - Reduce

FRIMA INSTITUTE 2023

e Claims Management

Require 1% reports of
incidents to Risk

Contact injured employee

Create/manage return to
work program

Oversee and manage TPA
Provide claims training
Conduct employee survey
Choose physicians panel
Claim audits



Controlling TCOR
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e Transfer

.  Contractual
. Insurance



Controlling TCOR
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* Assumption

Self insurance
Retentions
High deductibles



Strong Risk Finance Program

* Risk appetite

* Insure v. Self-Insure
 Sufficient Limits

* Retention/Deductible

e Address unique exposures

* Accurate information

* Partner with the right carriers



Premium Calculation

Expected Operational
Losses Costs

Policy Premium

Company
Profit




Controlling TCOR

Understanding how risk of [oss profiles vary by class
helps determine how to use insurance as a financial solution

2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
High Frequency / Infrequent Severity Low Frequency / Infrequent Severity
General Liability e Cyber Liability
Workers Compensation / Employers Liability *  Professional Liability
Fleet/Auto * Property damage / business interruption
Travel * Crime

*  Public Officials / Directors & Officer’s
*  Employment Practices Liabilit
Wpi23 ploy /



Controlling TCOR

Typical risk financing and insurance program structuring

Retention/Transfer TCOR Metric

Entity Retention

Premium/Retained
Department Retention

Losses

Retained Losses

Retained Losses
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Learning Objectives - Summary

Define Total Cost of Risk
ldentify and discuss TCOR Components
Ways to optimize and utilize TCOR
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Examine ways to control TCOR
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Questions?
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Sheri Swain

Director of Enterprise Risk Management (Retired)
Maricopa County Community College District
928-899-1593

sswaind@outlook.com

Carleen C. Patterson, ARM-P, CIC, CRM
National Practice Leader

Alliant Insurance Services, Inc.
214-973-9811
Carleen.Patterson@alliant.com
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