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Benchmaning Improved Loss Experience Due To A Loss Control Proga

Note: The following article uses workers com-
pensation as an example only. The technique is
applicable to any line of coverage.

A very effective method to measure the impact of a
loss control program is an analysis of losses versus
payroll. This statistic is called the pure loss rate. The
pure loss rate is calculated by developing reported
losses for each of several years to an ultimate level
and then trending these losses to a common loss
date using benefit level, payroll and medical cost
trends. These adjusted losses are then ratioed with
similarly trended payrolls. This yields a pure loss rate
for each year that can be credibly compared.

An example will be used to show how to choose a
benchmark and how to track improvements in loss
experience due to the loss control program. First,
calculate pure loss rates for five to seven years prior
to the implementation of the loss control program
(see Table A). Second, select a reasonable pure loss
rate based on the historical data.

While the average is often not a good choice as a se-
lected rate, in this case it is a good selection given
the small range of rates. In real-life situations, the
choice of a pure loss rate takes considerable judg-
ment, otherwise the task would be assigned to a

Table A

Pure Loss Rate

Year Per $100 Payroll
XX $3.94
XX+ 1 3.57
XX + 2 3.76
XX + 3 3.85
XX + 4 3.65
Average $3.75
Selected 3.75

computer. In this example, the benchmark of $3.75
will be used to show the potential dollar impact of
the loss control program. It can not show the actual
impact because there will be variability from year to
year, and there can always be random good and
poor years.

Continuing with our example, let's assume the pro-
gram was implemented in xx + 5 and the results
have been positive (see Table B).

The loss experience for xx + 5 certainly looks like
an improvement. The rate of $3.27 is outside the
range of $3.57-$3.94 seen in the prior five years.
However, one year could just be the result of ran-
dom good experience. The xx + 6 rate adds a lot of
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fore a credible analysis can be com-

TableB . .
pleted, the improved loss experience

B Lose Rale may not be due to the loss control pro-

Year Per $100 Payroll gram and there needs to be a system of

checks and balances to ensure that

XX $3.94 claims have not been manipulated.

XX +1 3.57
XX + 2 3.76
XX+ 3 3.85
XX + 4 3.65
XX +5 3.27
XX + 6 2.94
XX+ 7 2.77
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assume all improvement is due to the
loss program, then go back to the
benchmark pure loss rate of $3.75. The
improvements are $0.48, $0.81 and
$0.98. For every $10,000,000 of payroll,
this is a savings of $227,000 ($48,000 +
$81,000 + $98,000).

A unique use of this type of analysis is in
calculating additional compensation.
The group in charge of the program
could receive a bonus based on a per-
centage of the savings. Three very large
caveats are that it takes several years be-



