by Paul Stainmarn

Insurance costs, ar
more accurately
the "Cost of Risk,"
can easily add up
to hundreds of
thousands or even
milliens of dollars.
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1t has therefore become essenial for
contraciors e understand these cosis
and be ahle not only oo track, but
alsuo o predicy thern

A rigk management information
systemm (RMES) con help 1o do thas
and at the same ome provide a
comrestor with oo distioe competiive
advantage. By capruring the  infor-
mation necessary to Sstablish its own
[OEErange cosl rles, o conlracing can
use his or her oown individual votes
for badadiog wnd charging insurance
costs in liew of indusoy standards.

For o confracior who relies on e
bad progess e obiam work; the
mcthed of pricing insurance costs 1n
a condracl mey be the difference
hetwrccn winning or losing o bid.
SJince insuranoce cosis CHEAn a5
minch as 15 0 20 Eh::'{c-ﬁt-ﬂfp___a}-r:.]] >
costs, the whility o develugacsuse

Risk Management Information Systems:
The Contractor's Aid to a Successful Bid

siateess ol @ contractars hasiness.

Untortunacelv, for most contrac-
o=, Lhe snformmstion peeded o
develop accuratcly their own insur-
anee rites his not been readis
availzhle. Tn crder e ke mors
contrel, several conlracting lrms are
mmplamenting the latest in EMIS
rechnology, A BMIS 1z 0 compules
LI -:]L'.\ig:'lcd tor caobleet and
correlate information perliiniog (o9
company's insurance or rigsk manhage-
mcnt Program.

[0 be effectve, the RMIE must
have the capabilicy to capture all
historical olazmes data wcluding peior
valuations {changes in pavmonts and
reserves over Lime Tor pn ied ol
claim or group of claims) and
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cxposurs infurmetion, such s

pavell, mumber of cmployees and
puimber of vebhicles, Eoch ol these

© wmnpongnis s ersential mo the

lewlation of insuranese coies,

o e ol the dimicultes often

coafronting 4 conirusior's risk
. et is the collection of the
e - i-rnfnm'u:'.rinn for rate
culculamons. Frequentby, the
seqtinl informacion is
ﬁ:%:amcmg severil
diffesent sources: loss
information iy be o one of
IOTE SUTGE SOmpany's or
Mhind parcy administrators
systems; pavroll and orther
pxposare information may be
focated on an amleroal
aucounting sysiem: insurance
premiwm dota s be
gathered nowvet anather
T
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Thiz presents obsfacles in the rigk
menggermeni process, since cach
suatem maintains information e o
different Tormut. Fortunately, a few
RMIS vendors provide data collec-
tion as a service, Yemdors such as
Corparate Systenis, Johnson &
Higging, and Risk Sciences Uroup
can consolidate infocmiation obrained
Trarm ather syatemis inm a single
datahase. These vendors can even
mintwin hislorical valoations when
thes are not provided by the con-
tractors’ service provadessr, The
foarmation of a single datebase wod
the maintenance of prior valaations
form the feundazion for the
contractor s development of s own
PLSUCNGS COSE FALER.

Once the necessary imlormlon is
collecied, the RMMIS serves ws g tool
in the caloulation of insutance cosl
rales, Steees 11 the vate calculation
proceas ara

= Compuanion of loss developmend
fuctors.

 Caloulation of rend factors, and
= Actuarinl review,

Loss development [aelars repee-
senl afy analyais of the way incoered
losses doctually develop over fime,
They ase intended 1o correct for
mistakes in approximacing Lhe
ultimate reserves lor konown bt
wnseled claims and to mike allow-
anees lor ineeered bt aor yet
repeated claims, Since they are based
on historical information, their use
e incurred Insses will continue
to develop in the same manmer,

Lexss development factors are
derivad by looking at losses from
sich policy year ab several different
peeinis in nme daprocess known as
loss manguluton), Donce historical
information a5 accamulated on the
RMIS, this tvpe of analysts can be
periuroed.

Development facuors alone do nod
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allow [or accurate prajecton of
fuinre losses, since they fml to take
into wocount inllaticen or ather foctory
subseguent o the time pust losses
were incurred. Treod Gactors are used
to wecounl Tor sueh changes. When
coupled with the derived develop-
ment tactors, Lhey ereate a sound
methiodd 10 caloulare insurance Cosl
ralCs.

Adthough calculation of develop-
iment and trend fociors may seem
strajghtforwerd, several judgments
peed o be made it evaluating which
development and trend tactors wo
apply, Examples would include hos
to deal with shilts i the mix of work
being undertaken or in the demao-
praphic make-up of the conacioe’s
waark LoToe,

Theretors, it iz recomamended that
the rate calculation process be
dildressed o conjunction wath an
actuary. Only an actuary s qualitied
o makee the judgments that go anio
effective rate culoulation.

e Josses are trended and
developed to ultimole costa (the
Pimisl tmewrsed amount for a siven
policy vearl, rutes caon be caleulated
per vl ol exposuie through simple
divizion. Since insurnnue is gov-
erned separately in each sate, it is
nat gnnagh wr develop a simgle mite
if u contrustor bas mglii-stame
vperations. Tnstead, rates need o be
developed by stute o refllect gach
slite = own INSUTANCce NLances.
White this type of muoipulation s
not o probiem for mast visk manage-
ment information svatzmes, it boo
needs to be dope 1o conjunctinn
with an actuary in erder o maks
surc that encugh date are available
to perform o walicd calculation.

As a case in peint, et us look a
the expercnce of ong pamicular
copiracior - The Davey Tres. Bxper]
Compeny, The nsk munsger for
Mravew Tree, Ronald Cole, uses a
wariety of methods o develop
insurance cosl cides based on his
COMpany's own expericoce,

One year ago, Davey Tree
implemented a PC-based risk
management infermuation sysiem.
Dhavey Tres esed this RAMLIS (o
cuplure all historical loss information
fromn their previces and current
insurance companics and the thind
ey administratos’s,

The system was then aaed o
calvuliale expocted loss miles por WO
af pavroll and by workers' compensar-
tion class eode. Bypenses wers then
acdded to the Toss mate o detenming
the so-galbled insurance cost e
This informacicn wus then reviewed
By an aetuary lo derermine whether
cnough date existed o validate the
coat prodesiion

When the acary hud approved
(he process. Duvey Tree could use
their own rates and be confident that
ihose ratcs consutaled an accurate
reflection of their especied costs.
Tros eliminated moch af the uneer-
rainty of priciog iosdranee in eir
bricis.

linplocmentation of o BMTS
imvoives both time and capitul
mvestment. Hovever, by alfording
e whility W price insurance based
o aciual expericnes, such w sy siem
provides o comracior with a distinet
adepntage over i -:'nm]:ll:lilur's.

Also, the cosl for implementing a
P-basenl svstem s sobstuntiolly less
than the mainframe sysiems of old,
Annual costs am the range of F25 . 0400
Lo F30 00N are not uncommen. 16
today = brsiness climate, even the
smallest advantazes can transbls
it huge raturny Tor o contracing
whi mukes the invwestmeant o
inplement an effective risk manage-
ment intormaion sy=ten.
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