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I – QUALIFICATIONS 

 

Q. Please state your name and address? 

A.  My name is Allan I. Schwartz.  My address is 4400 Route 9 South, Freehold, New Jersey. 

 

Q. By whom are you employed and in what capacity? 

A. I am President of AIS Risk Consultants, an actuarial consulting firm which I started in 

November 1984.  In that capacity I have performed consulting work for a variety of clients 

covering a wide spectrum of actuarial projects. 

 

Q. What was your previous employment history? 

A. From May 1988 to January 1990, I was Assistant Commissioner with the New Jersey 

Department of Insurance (NJDOI).  In that position, I was responsible for all property/liability 

filings, excluding workers’ compensation, submitted to the NJDOI, in addition to other 

responsibilities.  From June 1986 until April 1988, I was Chief Actuary for the North Carolina 

Department of Insurance (NCDOI).  I was responsible for all the actuarial work at the NCDOI, 

both property / liability and life / accident / health.  From August 1977 to November 1984, I 

worked for the actuarial consulting firm of Woodward and Fondiller.  My last position at that 

firm was Senior Actuary.  Prior to that, from March 1976 to August 1977, I was employed by the 

National Council on Compensation Insurance (NCCI).  While there, I worked on rate level 

analyses, benefit factor evaluations, and special projects.  Before that, I attended college, where I 

received a B.S. degree in physics from Cooper Union. 

 

Q. Are you a member of any actuarial societies? 

A. I am a Fellow of the Casualty Actuarial Society and a Member of the American Academy 

of Actuaries.  I have belonged to various regional actuarial organizations and professional 

actuarial committees.  In addition, I have served on the Property / Casualty and Life / Accident / 



 

 

PRE-FILED DIRECT TESTIMONY OF ALLAN I. SCHWARTZ: FILE NO. NC-2018-00001 
[PUBLIC REDACTED VERSION] 

 

2 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 
 

Health Actuarial Task Forces of the National Association of Insurance Commissioners (NAIC).  

I was also Chairperson of a subcommittee for the NAIC statistical task force.  This subcommittee 

developed NAIC standard private passenger automobile insurance statistical data reporting 

requirements. 

 

Q. Do you have any professional designations related to insurance other than your actuarial 

credentials? 

A. Yes.  I have received various professional designations from the Insurance Institute of 

America.  Those are: 

Associate in Reinsurance 

Associate in Claims 

Associate in Premium Auditing 

Associate in Underwriting 

Associate in Insurance Accounting and Finance 

Associate in Risk Management 

Associate in Personal Insurance 

 In addition, I have a professional designation from LOMA in partnership with the 

American Institute for Chartered Property Casualty Underwriters / Insurance Institute of 

America.  That is: 

Associate, Customer Service 

I also have the professional designation of Certified Rate of Return Analyst (CRRA) 

from the Society of Utility and Regulatory Financial Analysts.  This designation is awarded 

based upon experience and successful completion of a written examination. 

 

Q. Have you received any awards in connection with your professional work? 

A:  Yes. 

  I received a Research Excellence Award from Farmers Insurance Group in connection 
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with the paper I wrote entitled, “Actuarial Issues to be Addressed in Pricing Excess of Loss 

Reinsurance”. 

 I received the Reinsurance Association of America Award for Academic Excellence in 

connection with my Associate in Reinsurance designation. 

 I received the National Association of Mutual Insurance Companies Award for Academic 

Excellence in connection with my Associate in Insurance Accounting and Finance designation. 

My designation of Associate, Customer Service was awarded “With Honors”. 

 

Q: Have you met the requirements for continuing education of the actuarial profession? 

A: Yes, I have. 

 

Q. In the course of your professional work have you dealt with issues of insurance 

ratemaking, accounting and finance? 

A. Yes, I have. 

 

Q. Would you please describe some of your additional professional activities? 

A. I have written several papers dealing with various aspects of actuarial work.  These have 

included topics on ratemaking, reserving, and reinsurance.  I have also presented lectures and 

taught classes on these subjects.  In addition, I was editor of Fresh Air Magazine, a newsletter 

published by Actuaries in Regulation.  This is a special interest group of the Casualty Actuarial 

Society composed of actuaries who work for State Insurance Departments. 

 

Q. Have you previously testified in regulatory proceedings and court proceedings regarding 

insurance rates? 

A. Yes.  I have testified in proceedings involving rates in Arkansas, California, Connecticut, 

Delaware, District of Columbia, Florida, Georgia, Maine, Massachusetts, Nevada, New Jersey,  
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New Mexico, North Carolina, Ohio, Oklahoma, Rhode Island, South Carolina, Texas, Vermont, 

and Virginia.1   

 

Q. Have you prepared insurance rate filings on behalf of insurance companies? 

A. Yes.  I have prepared insurance rate filings for a number of insurance companies for 

submission to the New Jersey Department of Banking and Insurance. 

 

Q. Do you have a resume setting forth your professional background? 

A. Yes.  It is attached as Exhibit C1. 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/  

 
1 In several of these jurisdictions I have testified on behalf of the Department of Insurance.  
Other entities that I have provided testimony on behalf of include, but are not limited to, 
Attorneys General and the state Consumer (or Public) Advocate. 
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II – SUMMARY 

 

Q. On what issues will you be offering testimony in this proceeding? 

A. I will be discussing from an actuarial perspective the issues set forth in the Notice of 

Hearing issued by the Insurance Commissioner dated April 27, 2018.2 Those issues are: 

 
(1) whether Allstate has violated California insurance law by using illegal price 

optimization;  
 
(2) how Allstate implemented any such illegal price optimization in its rate and/or class 

plans; 
 
(3) how any such illegal price optimization impacted Allstate’s policyholders. 

 

While I will discuss my actuarial analyses and conclusions along with factual items 

related to the above issues, I will not testify about whether Allstate’s activities were legal or 

illegal. 

 

Q. What did your analysis reveal? 

A. It is my conclusion that: 

(1) Allstate did engage in price optimization. It did so by taking into account an individual’s 

or class’s willingness to pay a higher premium relative to other individuals or classes, as 

well as by not seeking to arrive at an actuarially sound estimate of the risk of loss and 

other future costs of a risk transfer. 

(2) The price optimization was implemented by charging excessive premiums to certain 

policyholders through the use of higher than the actuarially indicated values for the rate 

relativities for the: 

i. Distinguished Driver Discount 

ii. Multiple Policy Discount 

 
2 The Notice was signed by Kenneth Schnoll, General Counsel. 
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(3) Certain Allstate policyholders were impacted by being charged premiums higher than 

appropriate, because of Allstate’s use of relativity values for the Discounts listed above 

that were higher than the actuarially indicated value.3,4  The aggregate overcharge to 

these policyholders from the time of the Allstate filing implementation to date is about 

$1 billion. 

 

Q. Can you explain what a rating factor (or variable) is? 

A. A rating factor is a characteristic that impacts the premium charged to policyholders. 

In California, for private passenger automobile insurance, there are three mandatory 

rating factors – those being (i) the insured’s driving safety record, (ii) the number of miles he or 

she drives annually, and (iii) the number of years of driving experience the insured has.5  There 

are also fifteen optional rating factors, with one of those optional factors being “Multi-policies 

with the same, or an affiliated, company” (which I will hereafter refer to as the “Multi-Policy 

Discount” optional rating factor).6,7,8 

 

Q. Can you explain what a class is in the context of the rating factors? 

 
3 According to 10 CCR § 2632.7. Analysis of Rating Factors, “(a) The determination of the 
initial relativities to associate with a rating factor shall be established by performing a sequential 
analysis. The sequential analysis shall remove the variation in loss costs already explained by 
prior factors.”  Those initial relativities may then need to be adjusted to align the factor weights 
in the required order.  (10 CCR § 2632.8. Factor Weights.) 
 
4 A higher relativity value, for example 0.95 instead of 0.85, could also be referred to as a lower 
Discount of 5% instead of 15%. 
 
5 Insurance Code section 1861.02(a); 10 CCR § 2632.5(c).  
 
6 Insurance Code section 1861.02(a)(4); 10 CCR § 2632.5(d).  
 
7 Exhibit C2 shows the different rating factors used by Allstate, along with other items that are 
not classified as rating factors (10 CCR § 2632.2(b)). 
 
8 Allstate refers to this as “Multiple Policy Discount”.  We may use either phrase in this 
testimony. 
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A. Within each rating factor there are different risk classes or categories which group 

together policyholders with similar characteristics.  For example, in the mileage rating factor the 

classes / categories could group policyholders into ranges of annual miles driven, such as 5,000 

to 5,999 miles; 6,000 to 6,999 miles; 7,000 to 7,999; etc. 

 

Q. Can you provide more explanation of the Distinguished Driver Discount? 

A. The Distinguished Driver Discount is part of the insured’s driving safety record, which is 

the first mandatory rating factor.9  Allstate uses four categories for the Distinguished Driver 

Discount: (i) No, (ii) Level 1, (iii) Level 2, and (iv) Level 3.  According to Allstate, a higher 

level reflects a better driving record history (according to Allstate’s criteria), which then has a 

larger discount and a lower premium.10 

 

Q. A Distinguished Driver Discount is not one of the rating factors specifically set forth in 

the applicable statute or regulation. Do you have an understanding of why Allstate considers the 

Distinguished Driver Discount to be a rating factor? 

A. Allstate treats the Distinguished Driver Discount as part of the insured’s driving safety 

record rating factor.  I believe this reflects that 10 CCR § 2632.5(c)(1), in defining the First 

Mandatory Factor [insured’s driving safety record], includes the wording “Additionally, nothing 

in this section shall be construed to preclude an insurer from granting a discount based on a 

driving record longer than 36 months as long as the insurer verifies a driver’s record as set forth 

in this section”. 

 

 
9 In addition to the Good Driver Discount (California Insurance Code section 1861.02(b)), an 
insured can also qualify for the Distinguished Driver Discount.  Allstate Filing, Allstate Private 
Passenger Auto Insurance Manual, California Rules, 10-1-2010 Edition, Page 26-4.   
(Exhibit C3-2.) 
 
10 A more detailed explanation of the qualification requirements for the Distinguished Driver 
Discount is set forth in the Allstate Filing, The Allstate Insurance Company, Private Passenger 
Auto Insurance Manual, California Rules, Pages 26-4 to 26-6. (Exhibit C3-2 to C3-4.) 
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Q. Can you provide more explanation of the Multi-Policy Discount rating factor? 

A. The Multiple Policy Discount is one of the optional rating factors.  Allstate has 20 

different categories for this factor, depending on whether the auto policy is written alone or in 

combination with one or more other policies.11  One of those categories is assigned to 

policyholders who purchased automobile insurance along with homeowners insurance from 

Allstate. 

 

Q. Did you review any other rating factors for Price Optimization? 

A. Yes. 

I also reviewed the optional rating factor of Persistency.12  As discussed later, Allstate 

acknowledged that 13  

I agree that from a strictly technical actuarial perspective  

 could be considered Price Optimization.  However, insurance companies are 

not required to use optional rating factors.  I therefore decided not to include the Persistency 

rating factor in my analysis.  This position is consistent with Actuarial Standard of Practice 

(“ASOP”) No. 1, Introductory Actuarial Standard of Practice, which states, “3.1.5 There are 

situations where applicable law (statutes, regulations, and other legally binding authority) may 

require the actuary to deviate from the guidance of an ASOP. Where requirements of law conflict 

with the guidance of an ASOP, the requirements of law shall govern.”14   

 

 
11 Exhibit C3-77 to C3-79. 
 
12 10 CCR § 2632.5(d)(10). 
 
13 See 1/31/2013 e mail from Jeffrey Deigl of Allstate stating,  

.  (Exhibit C4.) Persistency and loyalty discount relate to the 
same policyholder characteristic. 
 
14 Exhibit C5-10. 
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Q. The Multi-Policy Discount is also an optional rating factor.  Why did you include that in 

your analysis? 

A. Allstate made the decision to use the Multi-Policy Discount rating factor.  Once an 

insurance company makes a decision to use one of the optional rating factors, it is my conclusion 

that it must do that in an actuarially sound manner, consistent with California law and the 

applicable regulations.15  Allstate did not implement the Multi-Policy Discount rating factor in an 

actuarially sound manner.  

 

Q. How do rating factors, and the values assigned to those factors, impact the premium paid 

by a policyholder? 

A. For each rating factor used by the insurance company, a numerical value—expressed as a 

“relativity”—is assigned for each policyholder based upon the classification of that policyholder.  

Those rating factor values are then combined in arriving at the premium charge for the 

policyholder. 

The manner in which Allstate carried out the rate / premium calculation for a 

policyholder is set forth in the enclosed California Allstate Insurance Company Voluntary 

Private Passenger And Utility Automobiles Rate Calculations page.16  The Coverage Base Rate 

for each coverage (i.e., BI, PD, MED, UM/UIM, COLL, and COMP) is multiplied by the values 

for each of the rating factors.  Therefore, if the numerical value assigned to the relativity for a 

particular rating factor is excessive, that will cause the resulting Rate / Premium (Step 42 in the 

Allstate document) for that policyholder to also be excessive.  Both Discount factors, which we 

found to have excessive relativity values because of Price Optimization, are shown on this page: 

(i) Distinguished Driver Discount in Step 17 and (ii) Multiple-Policy Discount in Step 18. 

 
15 As previously discussed, actuaries are required to follow the Actuarial Standards of Practice, 
and ASOP No. 1 requires actuaries to follow the applicable law.  Therefore, in order for an 
actuarial analysis to be actuarially sound in terms of complying with the ASOPs, that analysis 
must follow the applicable law. 

16 Exhibit C2. 
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Q. What time period do you believe is appropriate to consider in regard to Allstate’s use of 

Price Optimization? 

A. I believe it is reasonable to consider two time periods. 

 The first period would start on 7/13/2012, when Allstate put into effect the rates that I 

concluded reflect price optimization, and continues to the present. 

 The second period starts when the Commissioner of Insurance explicitly banned the use 

of Price Optimization in California, and continues to the present. 

 

Q. When did the Commissioner ban Price Optimization in California? 

A. The Commissioner issued a “Notice Regarding Unfair Discrimination in Rating: Price 

Optimization” dated February 18, 2015.17  That notice stated in part: 

 
Any insurer currently using Price Optimization to adjust its rates in 
California shall cease this practice. 

 
1. Any insurer that has employed Price Optimization to adjust 

its rates in the ratemaking/pricing process shall remove the 
effect of any such adjustments from any filing to be 
submitted subsequent to the date of this Notice. 

 
2. Any insurer that has a factor or factors based on Price 

Optimization in its rating plan shall remove the factor or factors 
in its next filing. The insurer shall submit this filing no later than 
six months from the date of this Notice. 

Given that notice, insurance companies, including Allstate, were under an affirmative 

obligation to remove the impact of price optimization in the rates in effect. 

 

Q. Was Allstate aware that the Commissioner had banned the use of Price Optimization? 

A. Yes. 

 
17 Exhibit C6. 
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 Emails dated February 18, 201518 and February 23, 201519 demonstrate that Allstate was 

aware it could not use Price Optimization in California. 

  

Q.  What sources of information did you use in your analysis? 

A. I used various sources of information including discovery documents, deposition 

transcripts and exhibits, Allstate’s filings, as well as other generally accepted sources of 

information including, but not necessarily limited to, various actuarial publications. 

 

Q. Are the data and information you relied upon in this testimony the type reasonably relied 

upon by actuaries working in the field of property casualty insurance? 

A. Yes. 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/  

 
18 Exhibit C7. 
 
19 Exhibit C8. 
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III – ACTUARIAL, REGULATORY, AND LEGAL GUIDANCE 

 

Q. Were there actuarial principles and/or standards of practice that you considered in your 

analysis? 

A. Yes.  Documents that were relevant to my analysis include: 

i. Actuarial Standard of Practice No. 1 “Introductory Actuarial Standard of 

Practice”20 

ii. Actuarial Standard of Practice No. 12 “Risk Classification” (for All Practice 

Areas)21 

iii. Actuarial Standard of Practice No. 41 “Actuarial Communications”22 

iv. Statement of Principles Regarding Property and Casualty Insurance Ratemaking23 

v. Risk Classification Statement Of Principles24 

 

The first three documents are from the Actuarial Standards Board.  The fourth document 

is from the Casualty Actuarial Society.  The fifth document is from the American Academy of 

Actuaries. 

 

Q. Are actuaries required to follow the applicable Actuarial Standards of Practice? 

A. Yes.  Actuaries are professionally required to follow the applicable Actuarial Standards 

of Practice (“ASOP”).  The Code of Professional Conduct, Standards of Practice, Precept 3 

states, “An Actuary shall ensure that Actuarial Services performed by or under the direction of 

 
20 Exhibit C5. 
 
21 Exhibit C9. 
 
22 Exhibit C10. 
 
23 Exhibit C11. 
 
24 Exhibit C12. 
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the Actuary satisfy applicable standards of practice.”25 

 

Q.  Were there documents from the California Department of Insurance (“CDI”) that you 

considered in your analysis? 

A. Yes.  Three specific documents we considered were: (i) 10 CCR § 2632.1 et seq. Private 

Passenger Automobile Rating Factors, (ii) “Sequential Analysis Guidelines” by Lyn Hunstad, 

September 1996,26 and (iii) Class Plan Filing Instructions, 04/15/2011 Ed.27 

 

Q. How did you consider those documents from the CDI in your analysis? 

A. I used those CDI documents, along with the ASOPs and other actuarial documents, as a 

basis for evaluating whether the numerical values for the relativity factors used by Allstate were 

consistent with my understanding of the requirements in California. 

 

Q. Are you offering a legal opinion regarding the statutes and regulations in California? 

A. No.  I am not offering any legal opinion. 

 However, in order to actuarially assess Allstate’s implementation of the applicable 

statutes and regulations, I need to have an understanding from an actuarial perspective of the 

meaning of those statutes and regulations. 

This is consistent with ASOP No. 1, which states in part: “2.6 Materiality … The actuary 

should evaluate materiality of the various aspects of the task using professional judgment and 

any applicable law (statutes, regulations, and other legally binding authority), standard, or 

guideline”28 and “3.1.5 There are situations where applicable law (statutes, regulations, and other 

legally binding authority) may require the actuary to deviate from the guidance of an ASOP. 
 

25 Exhibit C13-2. 
 
26 Exhibit C14. 
 
27 Exhibit C15. 
 
28 Exhibit C5-8. 
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Where requirements of law conflict with the guidance of an ASOP, the requirements of law shall 

govern.”29 

 

Q. How did you reach an understanding of the legal standards for evaluating private 

passenger automobile insurance rating factors in California? 

A. I considered the relevant statutes, including those enacted by California voters through 

the passage of Proposition 103, along with the applicable regulations, in particular 10 CCR 

§ 2632.7, Analysis of Rating Factors, and 10 CCR § 2632.8, Factor Weights. 

10 CCR § 2632.7(a) states, “The determination of the initial relativities to associate with 

a rating factor shall be established by performing a sequential analysis. The sequential analysis 

shall remove the variation in loss costs already explained by prior factors.” 

A sequential analysis is a mathematical procedure that is used for California private 

passenger automobile insurance to evaluate how various policyholder characteristics, such as the 

specific driving record, annual mileage, years licensed, and multiple policies, impact the 

expected losses for a particular coverage (e.g., BI, PD, etc.).  The details underlying this analysis 

are set forth in the Hunstad paper previously discussed. 

10 CCR § 2632.8 sets forth how factor weights are to be determined and what needs to be 

done if the factor weights do not comply with the applicable statutory provisions.  In particular, 

10 CCR § 2632.8(d) states in part: “The weights of the factors, as calculated in subdivision (c), 

must align in decreasing order of importance as follows: driving safety record must have the 

most weight followed by annual miles driven followed by years of driving experience followed 

by each individual weight of each optional factor. If the weights are not in the order as specified 

herein then the insurer must correct the relativities of the rating factors as follows: …”  The 

regulation then goes on to give the specific mathematical formula that must be used to adjust the 

numerical values of the rating factor relativities so that the weights of each rating factor are in 

the correct order. 

 
29 Exhibit C5-10. 
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The CDI has issued rate filing instructions that give further explanations of how to 

perform the sequential analysis and determine the initial relativities. 

 

Q. Has the CDI provided further explanation of how the sequential analysis may be 

performed? 

A. Yes.  The CDI has issued Private Passenger Auto Class Plan Filing Instructions.  The 

version applicable to the Allstate filing30 is the 04/15/11 Edition.31  Section 1G deals with the 

Sequential Analysis and references a document titled “Sequential Analysis Guidelines”.  That 

appears to be the 1996 Lyn Hunstad paper previously cited.  The two methods of sequential 

analysis set forth in the Hunstad paper and which are referenced in the Instructions (Section III, 

Page CP-6) are “the use of the Loss Residual and Prior Relativities methods as outlined in the 

Sequential Analysis Guidelines”.  According to the Instructions, an insurance company may use 

a different method, but any other method needs to be justified and shown that it is 

“mathematically equivalent and does produce the same results as the Loss Residual and Prior 

Relativities methods”.32 

 

Q. After the numerical values of the indicated relativities are mathematically derived from 

the sequential analysis, what is the next step? 

A. As previously discussed, 10 CCR § 2632.7(a) states in part, “The determination of the 

initial relativities to associate with a rating factor shall be established by performing a sequential 

analysis.”  This could be interpreted to mean that the indicated numerical values derived from 

using the sequential analysis required by CDI are to be the initial relativities.  However, it is my 

 
30 When referring to the “Allstate filing” or “filing”, that is the filing submitted to the California 
Department of Insurance on 9/19/2011; SERFF Tracking #: ALSE-127633733 State Tracking #: 
11-8148; 11-8149 Company Tracking #: R23891. 
 
31 Exhibit C15. 
 
32 Exhibit C15-9. 
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understanding that CDI allows the initial relativities to be different from the exact numerical 

values mathematically derived from the sequential analysis. 

Q. How did you reach the understanding that CDI allows the initial relativities to be 

different from those mathematically derived from the sequential analysis? 

A. I reached that conclusion after reading the Hunstad paper and the CDI Instructions, both 

of which make a distinction between the numerical values derived from the sequential analysis 

compared to the initial relativities. 

 The Hunstad paper states, “In the language of the regulations the ‘initial relativities’ are 

the first set of relativities for which factor weights are calculated. These relativities are either the 

indicated relativities from the sequential analysis or are determined by evaluating the indicated 

relativities from the sequential analysis and selecting the actual relativities to use.”33   

 The CDI Instructions in discussing the sequential analysis (Exhibit 4 – Sequential 

Analysis) states, “Show the loss data analysis to determine the indicated and selected relativities 

for each rating factor by removing the variation in loss costs already explained by prior 

factors.”34  The CDI Instructions (Exhibit 6-Relativities for Each Rating Factor) also states, 

“Explain and support how the selected relativities were derived from the sequential analysis.”35 

 Both the Hunstad paper and CDI Instructions make a distinction between the exact 

numerical values of the indicated relativities from the sequential analysis compared to the initial 

or selected relativities.  Hence, those documents suggest the values are not necessarily the same.  

Furthermore, if the selected initial relativities were always the indicated relativities from the 

sequential analysis there would presumably be no need for the insurer to “explain and support” 

how the selected values were obtained. 

 

 
33 Exhibit C14-2, Footnote 1. 
 
34 Exhibit C15-13. 
 
35 Exhibit C15-19. 
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Q. Are the CDI Instructions that the applicant needs to “explain and support” the selected 

initial rating factors consistent with Actuarial Standards of Practice? 

A. Yes. 

ASOP No. 41, Actuarial Communications, states in part: 

3.2 Actuarial Report—The actuary should complete an actuarial report if the 

actuary intends the actuarial findings to be relied upon by any intended user. 

The actuary should consider the needs of the intended user in communicating 

the actuarial findings in the actuarial report. 

An actuarial report may comprise one or several documents. The report may 

be in several different formats (such as formal documents produced on word 

processing, presentation or publishing software, e-mail, paper, or web sites). 

Where an actuarial report for a specific intended user comprises multiple 

documents, the actuary should communicate which documents comprise the 

report. 

In the actuarial report, the actuary should state the actuarial findings, and 

identify the methods, procedures, assumptions, and data used by the actuary 

with sufficient clarity that another actuary qualified in the same practice area 

could make an objective appraisal of the reasonableness of the actuary’s work 

as presented in the actuarial report.36 

 

Q. Does ASOP No. 41 define intended user? 

A. Yes.  ASOP No. 41 states, “2.7 Intended User—Any person who the actuary identifies as 

able to rely on the actuarial findings.”37 

 

Q. Did the Allstate filing explicitly identify the intended user? 

 
36 Exhibit C10-9 to C10-10. 
 
37 Exhibit C10-8. 
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A. No. 

 

Q. Do you have an opinion regarding who should be considered an intended user? 

A. Yes. 

The California Department of Insurance is clearly an intended user.  I also considered 

whether Intervenors such as CWD should reasonably be considered an intended user.  In 

considering this I took into account the provisions of Proposition 103, along with other 

documents such as the Rate Proceedings Intervention regulation (10 CCR § 2661.1 et seq.) and 

Econ. Empowerment Found. v. Quackenbush (1997) 57 Cal.App.4th 677, 686 [“the purpose of 

intervenor fees is to encourage consumer participation”].  In my opinion, in California, 

Intervenors are also intended users. 

 

Q. Based upon your review, did Allstate “explain and support” the selected numerical values 

of the initial relativities such that “another actuary qualified in the same practice area could make 

an objective appraisal of the reasonableness of the actuary’s work as presented in the actuarial 

report”? 

A. No.  Allstate in its filing did not “explain and support” the basis for the selected initial 

rating factors in any manner whatsoever. 

 Exhibit 6, Page 1 of Allstate’s filing38 states, “The attached exhibits describe the selection 

of rating factor relativities for each rating plan. Current rating factors, re-indexed using 

sequential exposures, are displayed for each category and coverage. In addition, indicated factors 

that were calculated via the sequential method are re-indexed to sequential exposures, as 

developed in Exhibit 4 Balanced Relativity, and shown in the second column. Also shown are 

selected factors re-indexed using sequential exposures. The final rate page relativities are then 

shown in the last column. In some cases these final relativities are not the re-indexed relativities 

 
38 Exhibit C3-50. 
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as these factors may be the same as current rating plan factors or based upon the selected factors 

before re-indexing.”   

However, a review of the Allstate filing exhibits (Exhibit 6, Pages 3 to 4639) provides no 

description at all.  Those Allstate filing exhibits simply show: (i) current factor re-indexed, 

(ii) indicated factor re-indexed, and (iii) selected factor re-indexed.  Nothing at all was provided 

on any of those pages to “explain and support” the selected factor re-indexed.  While a review of 

the numerical values on those pages shows that in many instances the selected factor re-indexed 

is the same as the current factor re-indexed, no explanation or support was given for why that 

was done.  There was also no explanation or support given when the values of those factors were 

different from each other. 

The current factor re-indexed is from the relativity value implemented in connection with 

the prior filing.  The indicated factor re-indexed is from the relativity value derived from the 

sequential analysis as applied to the filing under consideration.  The selected factor re-indexed is 

the value Allstate selected for use in the filing under consideration.  The numerical values of the 

factors are re-indexed in order for the weighted average value to be equal to 1.0.  This is required 

by 10 § 2632.8(c), which states, “R - Weighted average relativity (the balanced relativities are 

weighted by the percent of exposure so that R should be equal to 0 for additive factors and 1 for 

multiplicative factors)”. 

The inability of the Allstate employees who actually worked on that filing to give the 

basis for the selected factors re-indexed clearly shows that the Allstate filing does not provide 

any explanation or support of those selected factors. 

 

Q. Can you give any instances of Allstate employees not being able to explain the basis of 

the selected initial rating factors? 

A. Yes. 

 
39 Exhibit C3-52 to C3-95. 
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 Ms. Hoffman,40 when provided  

, stated  

 
41 

Mr. Fernandez,42 when asked  

, stated,  

 

 

 

 
43 

In fact, Mr. Fernandez  

  Mr. Fernandez, in 

response to the question,  

 
44 

Mr. Dewitt45 stated that in connection with this proceeding,  

 

 

 
40 Ms. Hoffman’s current position with Allstate is director of auto pricing strategy. Laura 
Hoffman Deposition, February 28, 2020, 12:7–9. (Exhibit C16-2.) 
 
41 Exhibit C16-6, 227:1–5. 
 
42 Mr. Fernandez was an actuarial analyst at Allstate.  (Exhibit C17-2, 12:15–18.) 
 
43 Exhibit C17-3, 110:1–6, 11–14. 
 
44 Exhibit C17-4, 133:17–21. 
 
45 Mr. Dewitt is an Actuary and Senior Manager at Allstate. Alexander Dewitt Deposition, 
March 18, 2021, 11:9–13. (Exhibit C18-2.) 
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Q. What legal standards did you consider? 

A. California Insurance Code section 1861.02(a) deals with rating factors for private 

passenger automobile insurance.  That section sets forth the three mandatory factors that must be 

used and allows the Commissioner of Insurance to adopt other factors by regulation.  The statute 

states, “Those other factors that the commissioner may adopt by regulation and that have a 

substantial relationship to the risk of loss.”  The phrase “substantial relationship to the risk of 

loss” is consistent with accepted actuarial practices regarding how the numerical values of rating 

factors should be determined.  The use of accepted actuarial principles is also consistent with a 

precedential decision by the Commissioner of Insurance which stated in part, “[w]here the 

Commissioner has not promulgated a numerical value for a generic factor in a given line of 

insurance, values can be selected using generally accepted actuarial principles, expert judgment 

and standards of reasonableness.”50 

 

Q. What do actuarial practices indicate regarding the selection of the numerical value of 

rating factor relativities? 

A. ASOP No. 12, Risk Classification, states, “Rates within a risk classification system would 

be considered equitable if differences in rates reflect material differences in expected cost for 

risk characteristics. In the context of rates, the word fair is often used in place of the word 

equitable.”51 Rates would reflect material differences in expected cost if the selected initial 

relativities were based upon the results of the sequential analysis.  That does not mean the 

selected initial relativities have to be exactly the same numerical value as the results of the 

sequential analysis, but that in the absence of other relevant overriding considerations, there 

 
50 I/M/O Rate Application of American Healthcare Indemnity Company and SCIPE Indemnity 
Company, File No.: PA-02025379, Corrected Order Dated August 23, 2003, Page 9. (Exhibit 
C20-13.) 
 
51 3.2.1 Relationship of Risk Characteristics and Expected Outcomes.  (Italics in original.)  
(Exhibit C9-9.) 
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should be a close relationship between the results of the sequential analysis and the selected 

initial relativities.52 

Another relevant document is the Casualty Actuarial Society Statement of Principles 

Regarding Property and Casualty Insurance Ratemaking.  That states: “Principle 4: A rate is 

reasonable and not excessive, inadequate, or unfairly discriminatory if it is an actuarially sound 

estimate of the expected value of all future costs associated with an individual risk transfer.”53  

Principle 4 once again supports the position that there should be a close relationship between the 

results of the sequential analysis and the selected initial relativities. 

The American Academy of Actuaries document, Risk Classification Statement Of 

Principles, states, “because there are differences in risk characteristics among individuals and 

among properties which bear significantly upon cost, to ignore all such differences would be 

unfair” and, “The system should reflect expected cost differences”.54  Allstate, by disregarding 

the indicated results from the sequential analysis in the selection of the relativity values for the 

Distinguished Driver Discount and Multiple Policy Discount, is not reflecting the expected cost 

differences between policyholders and therefore is using unfair rates. 

 

Q. Does the insurance industry generally take the position that rates should reflect expected 

costs, and that such consideration is relevant in determining the numerical value of rating factor 

relativities? 

A. Yes. 

In fact, during the consideration of the rating factor regulations in 2006, comments by the 

insurance industry espoused the position that rating factor relativities which did not reflect the 

 
52 Even if there are other relevant overriding considerations, that does not mean the indicated 
relativity values from the sequential analysis should be disregarded by picking a value equal to 
(or almost equal to) the current relativity values.  
 
53 Exhibit C11-2. 
 
54 Exhibit C12-4 to C12-5. 
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risk of loss would be actuarially unsound.55  But that is exactly what Allstate did by disregarding 

the indicated rate relativities from the sequential analysis.  Allstate used relativities for the 

Distinguished Driver Discount and Multiple Policy Discount that do not reflect the risk of loss 

and therefore are actuarially unsound.  

 

Q. Has the Insurance Commissioner issued guidance regarding whether the rating factors’ 

relativities should be actuarially sound? 

A. Yes. 

The Commissioner’s “Notice Regarding Unfair Discrimination in Rating: Price 

Optimization” dated February 18, 201556, states in part, “Price Optimization does not seek to 

arrive at an actuarially sound estimate of the risk of loss and other future costs of a risk transfer. 

Therefore, any use of Price Optimization in the ratemaking/pricing process or in a rating plan is 

unfairly discriminatory in violation of California  law.”  [Footnote omitted.]  That indicates that 

the Commissioner has determined that in order to comply with California law, the initial rate 

relativity values must be actuarially sound estimates of risk of loss and other future costs of a 

risk transfer. 

 

Q. Did the selected initial relativities selected by Allstate show a close relationship with the 

results of the sequential analysis? 

A. Not for all of the rating factors.  The rating factors as used by Allstate for which there 

was a significant variation between the results of the sequential analysis and the selected initial 

relativities by Allstate included the: (i) Distinguished Driver Discount and (ii) Multi-Policy 

Discount. 

 

 
55 Comments Of Robert B. Downer On Behalf Of PIFC, ACIC, And AIA, In the Matter of 
Proposed Amendments to Regulations Governing the Optional Automobile Insurance Rating 
Factors, Proposed Amendment of Sections 2632.8 and 2632.11.  (Exhibit C21.) 
 
56 Exhibit C6. 
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Q. Did Allstate give any reasonable explanation for the wide divergence between the 

numerical value of the relativities indicated from the sequential analysis compared to its selected 

initial relativities? 

A. No. 

 As discussed previously, the Allstate filing was completely devoid of any explanation or 

support for the selected initial relativities and why those were so different from those indicated 

from the sequential analysis. 

 When the Allstate witnesses were deposed, their recollection of the basis for those 

discrepancies was mostly vague.  Two items that they mentioned were  

 
57 

 

Q.  Do you have an understanding of what the Allstate witnesses may have been referring to 

when they mention  

A. Credibility is “A measure of the predictive value in a given application that the actuary 

attaches to a particular set of data (predictive is used here in the statistical sense and not in the 

sense of predicting the future).”58  In this context, it essentially means how much can the 

historical experience be relied upon in determining the relativity values. 

 With regard to pumping / tempering, those terms refer to the “correction factor” set forth 

in 10 CCR § 2632.8 (d).  That “correction factor” is needed if the weights of the rating factors 

are not in the correct order as required by California Insurance Code section 1861.02.(a). 

 

Q. Are either the credibility or the weighting process mandated by Section 1861.02 valid 

bases for the difference between the sequential analysis indicated rating factor relativity values 

and the selected initial factors by Allstate? 

 
57 10 CCR § 2632.8. Factor Weights. 
 
58 Actuarial Standard of Practice No. 25, Credibility Procedures, Section 2.1.  (Exhibit C34-7.) 
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A. No. 

 For the rating factors of interest, the credibility of the data was very high.  For instance, 

for the Distinguished Driver Discount, the credibility of the data for Bodily Injury Liability 

ranged from 92.6% to 99.7% by category within the rating factor.59  For Property Damage 

Liability the credibility ranged from 98.8% to 100%.  For Collision, the credibility ranged from 

99.9% to 100%.  For Comprehensive, the credibility ranged from 87.7% to 99.7%.   

Furthermore, the results of the sequential analysis conducted by Allstate already take 

credibility considerations into account.  For example, for the Distinguished Driver Discount 

Level 1 for Bodily Injury Liability, the Adjusted Indicated Relativity before credibility is 1.487.  

That value, according to Allstate, has 92.6% credibility.  After credibility weighting that value 

with the complement of credibility, the Adjusted Indicated Relativity After Credibility is 1.454.  

That is, the sequential analysis already takes into account the issue of credibility.  To then argue, 

as Allstate appears to do,  

 

 

With regard to the issue of pumping / tempering, that is completely different from the 

selection of the initial relativities.  The issue of pumping / tempering is dealt with in 10 CCR 

§ 2632.8, Factor Weights.  The selection of the initial relativities for the rating factors is dealt 

with in 10 CCR § 2632.7, Analysis of Rating Factors.  The selection of the initial rating factors 

occurs before any pumping / tempering that may be required by 10 CCR § 2632.8.  Allstate is 

erroneously conflating two items which are distinct from each other.  Any pumping / tempering 

that may be needed only comes after the selection of the initial relativities.  That is, the selection 

of the initial relativities may impact whether pumping / tempering is needed.  However, whether 

pumping / tempering is needed should not impact the selection of the initial relativities.  Allstate 

appears to have the cause and effect relationship backwards. 

 

 
59 Exhibit C3-7. 
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Q. How does the issue of price optimization relate to the Distinguished Driver Discount and 

Multiple Policy Discount rating factors, where Allstate selected numerical values for the 

relativities significantly higher than those indicated by the sequential analysis for some classes / 

categories? 

A. As will be discussed later, for both the Distinguished Drive Discount and Multiple Policy 

Discount rating factors, Allstate selected higher values for the rate relativities for those 

categories that were less sensitive to price—i.e., had a lower price elasticity. 

 That is, Allstate made the decision to charge those insureds with a lower price elasticity 

higher rates than actuarially sound rates based upon the risk of loss those insured presented. 
/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/  
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IV – ALLSTATE USED PRICE OPTIMIZATION 

 

Q. In evaluating whether Allstate used price optimization, what criteria did you use? 

A. I relied on the California Department of Insurance NOTICE REGARDING UNFAIR 

DISCRIMINATION IN RATING: PRICE OPTIMIZATION, dated February 18, 2015.  (Exhibit 

C6). 

 That Notice states in part: 

For purposes of this Notice, “Price Optimization” is defined as any method of 

taking into account an individual’s or class’s willingness to pay a higher 

premium relative to other individuals or classes. 

Price Optimization does not seek to arrive at an actuarially sound estimate of 

the risk of loss and other future costs of a risk transfer. Therefore, any use of 

Price Optimization in the ratemaking/pricing process or in a rating plan is 

unfairly discriminatory in violation of California law. [Footnote omitted.] 
 

Q. Is elasticity of demand related to price optimization?  

A. Yes. 

 

Q. Can you explain what is meant by elasticity of demand? 

A. Yes.  One definition related to this follows:60 

Elasticity is a measure of a variable’s sensitivity to a change in another 

variable. In business and economics, elasticity refers the degree to which 

individuals, consumers or producers change their demand or the amount 

supplied in response to price or income changes. It is predominantly used to 

assess the change in consumer demand as a result of a change in a good or 

 
60 https://www.investopedia.com/terms/e/elasticity.asp; accessed October 1, 2018. 
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service’s price. 

 

Q. How is elasticity of demand related to companies, such as Allstate, being able to 

overcharge certain customers? 

A. The same definition also discusses that issue as follows:61 

Beyond prices, the elasticity of a good or service directly affects the customer 

retention rates of a company.  Businesses often strive to sell goods and 

services that have inelastic demand; doing so means the customers will remain 

loyal and continue to purchase the good or service even in the face of a price 

increase. 

 Allstate, by identifying which customers have a low elasticity of demand (i.e., inelastic 

demand), could charge those policyholders higher prices, while still having a high retention of 

the business. 

 

Q. How is elasticity of demand related to price optimization? 

A. Elasticity of demand is used in implementing price optimization. 

 By evaluating the elasticity of demand for various customers, an insurance company can 

implement price optimization by charging higher rates to policyholders with a low elasticity of 

demand. 

 That is what Allstate did—Allstate charged higher than actuarially indicated rates to 

policyholders who Allstate expected would remain as policyholders despite the inflated 

premiums. 

  

Q. Prior to Allstate making the filing, were the issues of price optimization and elasticity of 

demand known in the actuarial and insurance fields? 

 
61 Ibid. 
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A. Yes.  Prior to Allstate making the filing, the issue of price optimization and elasticity of 

demand were known in the actuarial and insurance fields. 

 

Q. Can you give an example of that?  

A. A paper by Sholom Feldblum entitled “Personal Auto Premiums: An Asset Share Pricing 

Approach For Property / Casualty Insurance”, which was published in the 1996 Proceedings of 

the Casualty Actuarial Society, discussed these issues.  See for example the following statement 

in that paper:	

Traditional ratemaking procedures are cost-based. The pricing actuary equates 

premiums with anticipated losses and expenses, so economic profits are 

eliminated. In practice, insurers seek to optimize certain goals, such as profits 

or market share. The price elasticity of demand becomes a crucial determinant 

of optimal strategy. That is, premium rates and relativities affect consumer 

demand and the mix of insureds, thereby affecting insurer profitability.62  

 

Q. Prior to Allstate making the filing, were the issues of price optimization and elasticity of 

demand known to Allstate? 

A. Yes.  Prior to Allstate making the filing, the issues of price optimization and elasticity of 

demand were known to Allstate. 

 This is confirmed by various documents produced by Allstate. 

 

Q. Can you cite to some of the documents which demonstrate that prior to Allstate making 

the filing, the issues of price optimization and elasticity of demand were known to Allstate? 

A. Yes. 

 
62 Exhibit C22-53 to C22-54. 
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 One example is a 7/15/2010 e mail from David MacInnis to Jeffrey Deigl with the subject 

line 63  That stated in part “  

  Elasticity is one of the factors used in Price Optimization. 

 

Q. Would Jeffrey Deigl have been involved with California automobile insurance at the time 

of the 2011 class plan filing by Allstate? 

A. Yes.  His position since the beginning of 2009 has been product vice president, California 

state manager.64 

 

Q. Have you reviewed other documents showing that, at the time of the 2011 class plan 

filing, Allstate knew about price optimization and intended to take it into account? 

A. Yes. 

In an August 16, 2010 e mail Jeffrey Deigl wrote:  

 

 
65 

This clearly shows that Allstate was considering the impact of rate changes on retention.  

That is one of the hallmarks of Price Optimization. 

There were also a series of e mails in August 2010 with the subject line  
66  Allstate was clearly interested in how elasticity applied to its California book of 

business, and its impact of renewals and interaction with rates.  The e mails reference a meeting 

that discussed this, stating  

 
63 Exhibit C23. 
 
64 Exhibit C19-2, 10:19–23. 
 
65 Exhibit C24-1.  . 
 
66 Exhibit C25. 
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The September 28, 2011 e mail from Jeffrey Deigl makes clear that Allstate was willing 

to overcharge some groups of policyholders. That is shown from the sentence  

 

 
73 

Further confirmation that Allstate intended to use Price Optimization in California is 

contained in a March 27, 2012 e mail from Jeffrey Deigl.  He stated,  
74 

Jeffrey Deigl, in listing his  specifically acknowledged that 

 
75 

 

Q. So far you have referenced documents related to Jeffrey Deigl.  Were there other Allstate 

employees who also expressed a position on the use of Price Optimization in California? 

A. Yes. 

 Laura Hoffman, in a March 26, 2013 e mail stated,  
76 

 

Q. Do you know what Earnix does? 

A. Earnix provides price optimization software.77 

 
73 Exhibit C27. 
 
74 Exhibit C28. 
 
75 Exhibit C4. 
 
76 Exhibit C29-1. 
 
77 Exhibit C19-8, 192:2–7. 
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Q. Are there other documents for Laura Hoffman that relate to Allstate’s use of Price 

Optimization? 

A. Yes. 

 An April 12, 2011 e mail from Laura Mottl with the subject line “  

 states,  

 

 
78  This shows that Allstate wanted to take 

elasticity into account by policyholder group in selecting rate changes by group.  That is a clear 

signal of Price Optimization. 

 

Q. Are there other Allstate documents that show that Allstate used elasticity and retention 

considerations in its operations?  

A. Yes.   

A presentation ,  
79 showed 80  That document 

stated in part, “  
81  With regard to the rating factors 

discussed previously, the document stated: (i) “  

 
82 and (ii)  

 
78 Exhibit C30. 
 
79 Exhibit C31. 
 
80 Retention and defection are essentially “two sides of the same coin”.  A higher retention 
means a lower defection and vice versa. 
 
81 Exhibit C31-2. 
 
82 Exhibit C31-25. 
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83  The people from  

. 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/  

 
83 Exhibit C31-31. 
 
84 .  (Exhibit C16-5, 117:14–16.) 
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V – ALLSTATE’S IMPLEMENTATION OF PRICE OPTIMIZATION 

 

Q. How did Allstate implement Price Optimization? 

A. Allstate implemented Price Optimization by selecting higher rate relativities for certain 

policyholders than the indicated rate relativities from the sequential analysis it performed. 

 

Q. What is a rate relativity? 

A. A rate relativity is the value assigned to a policyholder (or group of policyholders) for a 

particular class / category within a rating factor.  The rate relativities for the various rating 

factors are applied to the base premium applicable to the policyholder for each coverage.85  

Depending upon the numerical value of the relativity, that could result in the policyholder paying 

a premium higher or lower than the base premium.  

For example, within the first mandatory rating factor of driver safety record, there are 

numerous policyholders grouped together into different specific individual classes / categories.  

Each group of policyholders is assigned a numerical value for the rating factor depending on the 

characteristics. 

 As an example, in the Allstate California Auto Premium Calculation Worksheet,86 for the 

Distinguished Driver Discount rating factor (Step #17) for Level 3, the rate relativity values 

proposed in the Allstate filing are 0.926 for Bodily Injury Liability (“BI”), 0.926 for Property 

Damage Liability (“PD”), 1.000 for Uninsured Motorists (“UM”), 1.000 for Medical Payments 

(MED), 0.931 for Collision (“COLL”), and 0.930 for Comprehensive (“COMP”).87  Every one of 

those values is higher than the rate relativity indicated from the sequential analysis.  By using 

excessive relativities, Allstate is overcharging the policyholders in that classification. 

 
85 Exhibit C2. 
 
86 Exhibit C2. 
 
87 Exhibit C3-52.  Selected Factor Re-Indexed. 
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 A rate relativity higher than average88 results in a higher premium than the base premium 

based upon that rating factor.  Conversely, a rate relativity lower than average results in a lower 

premium than the base premium based upon that rating factor. 

 

Q. How are the rate relativity values derived? 

A. The rate relativities would be derived based upon the applicable legal requirements, such 

as regulations, in conjunction with accepted actuarial procedures. 

 

Q. Are you contending that Allstate did not properly derive actuarially sound indicated rate 

relativities from the sequential analysis? 

A. No. 

For the purpose of this proceeding we are not contending that Allstate used incorrect 

procedures in deriving actuarially sound indicated rate relativities from the sequential analysis.  

However, Allstate chose not to use its own calculations of the indicated rate relativities from the 

sequential analysis, and instead selected higher rate relativities for those policyholders in the 

Distinguished Driver Level 3 and Multiple Policy Homeowners categories.   

 

Q. Were the rate relativities selected by Allstate higher than Allstate’s calculation of the 

actuarially sound indicated rate relativities derived from the sequential analysis it performed? 

A. Yes.  Allstate selected rate relativities that were in excess of Allstate’s calculation of the 

actuarially sound indicated rate relativities derived from the sequential analysis it performed. 

 

Q. How did Allstate’s use of rate relativities in excess of the actuarially sound indicated 

values impact policyholders in the Distinguished Driver Level 3 and Multiple Policy 

Homeowners categories? 

A. Those policyholders were known by Allstate to have a lower elasticity of demand and 

 
88 The weighted average relativity for multiplicative factors is 1.0.  (10 CCR § 2632.8(c).) 
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were more likely to renew with Allstate even though they were charged premiums in excess of 

those based upon an actuarially sound estimate of the cost of risk transfer.  Hence, Allstate chose 

to charge those policyholders excessive premiums.  That constitutes the use of price optimization 

by Allstate. 

 

Q. Can you further explain the basis for your conclusion that Allstate engaged in Price 

Optimization by overcharging policyholders in the Distinguished Driver Level 3 and Multiple 

Policy Homeowners categories? 

A. Yes. 

 First it should be documented that Allstate overcharged that group of policyholders.  That 

can be seen from comparing the indicated rate relativities derived by Allstate from the sequential 

analysis to the rate relativities selected by Allstate for these two categories.  As discussed in the 

following sections, for both of these rating factor categories and for each of the six coverages 

(i.e., BI, PD, UM, MP, Coll. and Comp.), Allstate charged rates higher than the actuarially 

indicated values.  

 As shown in the following sections, Allstate overcharged these policyholders from 0.3% 

to 14.0% for Distinguished Driver Level 3 policyholders and from 5.3% to 24.4% for Multiple 

Policy Homeowners, depending upon the coverage involved.89  As previously discussed, a higher 

rate relativity means a higher premium.  Allstate’s higher selected rate relativities compared to 

Allstate’s actuarially sound indicated rate relativities derived from the sequential analysis means 

that these policyholders were overcharged.  

 

Q. Why did you conclude that Allstate used Price Optimization in overcharging these 

policyholders?  

 
89 The overcharge percent can be calculated by comparing Allstate’s selected rate relativities to 
the actuarially sound rate relativities derived from the sequential analysis.  That relationship is 
shown later in this testimony. 
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A. These are the types of policyholders that Allstate concluded it could overcharge because 

their lower elasticity of demand meant those policyholders were less price sensitive than other 

policyholders.  And in fact, Allstate did charge those policyholders more than the actuarially 

sound premium. 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 
/  
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VI – IMPACT ON POLICYHOLDERS FROM ALLSTATE’S USE OF  

PRICE OPTIMIZATION – DISTINGUISHED DRIVER DISCOUNT LEVEL 3 

 

Q. Did you evaluate the numerical values of the Distinguished Driver Discount rating factor 

relativities used by Allstate? 

A. Yes. 

 The following table provides a summary of Allstate’s current, indicated (by its sequential 

analysis), and selected relativities. 
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 Analysis of Distinguished Driver Discount Rate Relativity 
       
  Current Factor Indicated Factor Selected Factor Selected / Cred- 
 Category  Re-indexed  Re-indexed  Re-indexed Indicated ibility 
 Bodily Injury Liability 
 No 1.158 1.355 1.158 0.855 99.4% 
 Level 1 1.042 1.462 1.042 0.713 92.6% 
 Level 2 0.984 1.068 0.984 0.921 96.9% 
 Level 3 0.926 0.812 0.926 1.140 99.7% 
 Property Damage Liability 
 No 1.158 1.335 1.158 0.867 99.9% 
 Level 1 1.042 1.579 1.042 0.660 98.8% 
 Level 2 0.984 1.023 0.984 0.962 99.5% 
 Level 3 0.926 0.822 0.926 1.127 100.0% 
 Uninsured Motorists 
 No 1.000 1.068 1.000 0.936 98.6% 
 Level 1 1.000 1.125 1.000 0.889 83.0% 
 Level 2 1.000 0.982 1.000 1.018 92.4% 
 Level 3 1.000 0.966 1.000 1.035 99.3% 
 Medical Payments 
 No 1.000 1.154 1.000 0.867 96.8% 
 Level 1 1.000 1.203 1.000 0.831 67.2% 
 Level 2 1.000 0.936 1.000 1.068 84.4% 
 Level 3 1.000 0.923 1.000 1.083 98.4% 
 Collision 
 No 1.163 1.306 1.163 0.891 100.0% 
 Level 1 1.047 1.721 1.047 0.608 99.9% 
 Level 2 0.989 1.053 0.989 0.939 100.0% 
 Level 3 0.931 0.849 0.931 1.097 100.0% 
 Comprehensive 
 No 1.163 1.139 1.163 1.021 99.3% 
 Level 1 1.046 1.421 1.046 0.736 87.7% 
 Level 2 0.988 1.045 0.988 0.945 96.2% 
 Level 3 0.930 0.927 0.930 1.003 99.7% 
       
 Source: Exhibit C3-7 and C3-52.    

  

 

 As can be seen, for every coverage, the selected factor value for category level 3 is higher 

than the sequential analysis indicated factor value.  Furthermore, the credibility of the data 
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underlying the sequential analysis for category level 3 is at least 98.4% and goes as high as 

100%.  Therefore, the credibility of the data is not an issue for the level 3 Distinguished Driver 

Discount.  Additionally, as discussed previously, the sequential analysis indicated value already 

takes into account credibility, so to the extent the data has limited credibility, which is not the 

case for the Distinguished Driver Discount, that would already be reflected in the sequential 

analysis indicated numerical value of the relativity. 

 

Q. How can the amount of premium overcharges to those Allstate policyholders be 

calculated? 

A. The premiums for the Allstate policyholders that were overcharged can be recalculated 

using Allstate’s values for the actuarially sound indicated rate relativities derived from its 

sequential analysis for Distinguished Driver Level 3 policyholders, as opposed to Allstate’s 

selected rate relativities.  This can be done for every year that Allstate overcharged its 

policyholders.  The difference between these premium values—the recalculated values compared 

to the actual historical amounts charged by Allstate—would constitute the premium overcharges 

to the policyholders.  

 

Q. Where would the information needed to recalculate the premiums in this manner be 

available? 

A. The information needed to recalculate the premium overcharges in this manner should be 

available from Allstate.  

 

Q. Can you estimate of the amount of overcharges based upon information that you have 

available? 

A. It is possible to do an approximate calculation of the aggregate amount of overcharges. 
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Q. Did you do a calculation of how much Allstate policyholders in Distinguished Driver 

Level 3 were overcharged by Allstate? 

A. Yes. 

 The calculation of the estimated aggregate amount of overcharge by year is shown in the 

following table. 
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 Analysis of Distinguished Driver Discount Level 3 Premium Overcharge 
       
 Amounts in Millions 
       
 (1) (2) (3) (4) (5) (6) 
  Current Indicated Selected  Annual 
  Factor Factor Factor Annual Premium 
 Category  Re-indexed  Re-indexed  Re-indexed Premium Overcharge 
 

     
 

 Bodily Injury Liability 
 Level 3 0.926 0.812 0.926   $19.4  
 

    
 

 Property Damage Liability 
 Level 3 0.926 0.822 0.926   $18.9  
 

    
 

 Uninsured Motorists 
 Level 3 1.000 0.966 1.000   $1.4  
 

    
 

 Medical Payments 
 Level 3 1.000 0.923 1.000   $1.7  
 

    
 

 Collision 
 Level 3 0.931 0.849 0.931   $20.3  
 

    
 

 Comprehensive 
 Level 3 0.930 0.927 0.930   $0.3  
 

    
 

 Total 
 Level 3 

   
  $61.9  

 
    

 
 Notes: 

    
 

 (6) = [ (5) / (2) ] X [ (4)  (3) ] 
  

 
       
 Annual Premium derived from Spreadsheet ALL_CDI_0241461, . 
 Exhibit C-32 shows an excerpt. 
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 The amount by which Distinguished Driver Level 3 policyholders were overcharged by 

Allstate was about $61.9 million per year.90  Extended over a nine-year period, which is 

somewhat less than the time period from July 13, 201291 to the present, would be an overcharge 

of $557.1 million. 

 

Q. At the time Allstate made the decision to charge Distinguished Driver Level 3 

policyholders a higher premium than that indicated from the sequential analysis, did Allstate 

have information regarding the price elasticity of such drivers? 

A. Yes. 

 The Allstate document  dated 6/1/2011 clearly showed that 

Allstate knew that Distinguished Driver Level 3 policyholders have a lower price elasticity.  That 

document, in the page labeled  stated, “  
92  That is, Allstate knew that overcharging Distinguished Driver 

Level 3 policyholders would have less of an impact on retention for these insureds. 

 

Q. Were the people at Allstate who worked on California automobile insurance aware of the 

 document? 

A. Yes. 

 That document has a page titled  which included “ .  The 

people listed in that are . 

 

 
90 The exact amount would depend upon the actual premium charged by Allstate to 
Distinguished Driver Level 3 policyholders.  We used an annual estimated value equal to the 
average of the 2008&2009 Premium @ CRL from ALL_CDI_0241461, . 
(Exhibit C32.) 
 
91 July 13, 2012 is the effective date of the Allstate filing.  (Exhibit C3-1.) 
 
92 Exhibit C31-31. 
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Q. You previously showed that for every coverage Allstate selected a higher relativity for 

Distinguished Driver Level 3 as compared with the results of its sequential analysis.  To your 

knowledge, has Allstate ever given a reasonable basis for that? 

A. No. 

 Ms. Hoffman admitted that  

.  When asked “  her 

response was, “ 93 

When asked “  she said, “  
94 

 

Q. Are you generally familiar with how Allstate implements Price Optimization? 

A. Yes. 

 In Allstate’s implementation of Price Optimization it has taken the position that a rate 

between the current and indicated is actuarially sound.  So Ms. Hoffman’s statement about what 

Allstate did in its California filing is completely consistent with how Allstate implements Price 

Optimization. 

 

Q. Do you agree that any rate between current and indicated is actuarially sound? 

A. No. 

 The current rate is based on older data that is less relevant to the future rate being 

projected.  The indicated rate is based upon newer data that is more relevant to the future rate 

being projected.  Allstate, by mixing old data with new data, is arriving at a less accurate future 

rate projection. 

 

 
93 Exhibit C16-3, 110:5–7. 
 
94 Exhibit C16-3, 110:8–10. 
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Q. Is Allstate’s position regarding the mixing of the older current rate with the newer 

indicated rate consistent with accepted actuarial practices? 

A. No. 

The Statement of Principles Regarding Property and Casualty Insurance Ratemaking 

states, “Principle 4: A rate is reasonable and not excessive, inadequate, or unfairly discriminatory 

if it is an actuarially sound estimate of the expected value of all future costs associated with an 

individual risk transfer.” 

Allstate, by mixing together the older less relevant current rate with the newer more 

relevant indicated rate, is not arriving at an actuarially sound estimate of the expected value of all 

future costs associated with an individual risk transfer.  Allstate’s procedure is inconsistent with 

accepted actuarial principles. 

 

Q. Did Allstate actually pick a selected relativity for the Distinguished Driver Discount 

Level 3 between the current and indicated values? 

A. No. 

 In every case, the Selected Relativity was exactly equal to the Current Relativity. 

 Hence, Allstate did not actually follow its own defective actuarially unsound criteria. 

 

Q. Did Ms. Hoffman give any explanation of how she used her actuarial judgment in 

arriving at the Selected Relativities? 

A. She mentioned .95 

 Those were: 

  

  

  

 

 
95 Exhibit C16-3, 110:25–111:8.  



 

 

PRE-FILED DIRECT TESTIMONY OF ALLAN I. SCHWARTZ: FILE NO. NC-2018-00001 
[PUBLIC REDACTED VERSION] 

 

48 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 
 

Q. Would any of those items set forth by Ms. Hoffman preclude Allstate from using the 

sequential analysis indicated values as the selected relativities? 

A. No. 

 With regard to the first item, as we already discussed, Allstate did not move at all from 

the current relativity to the indicated relativity derived from the sequential analysis.  

Furthermore, the change from the current relativity to the sequential analysis indicated relativity 

is within the range of rate changes by class that is commonly accepted as being within reasonable 

actuarial bounds. 

 With regard to the second item, the relationship between Distinguished Driver Level 3 

and the indicated relativity is intuitive and consistent.  It is expected that policyholders in a better 

driving group would have lower costs, and that is exactly what the indicated relativity from the 

sequential analysis shows for Level 3. 

 Finally, for the third item, the Distinguished Driver Level 3 has an extremely high 

credibility, of at least 98.4% for each coverage.  Hence, there is no issue regarding credibility. 

 Therefore, according to the items Ms. Hoffman claimed to have considered, the 

actuarially sound procedure would be to use the relativity indicated by the sequential analysis as 

the selected relativity for the Distinguished Driver Level 3. 

 

Q. Is there a reason Allstate may have used the higher current relativity instead of the lower 

indicated relativity for the Distinguished Driver Level 3? 

A. Yes. 

 Allstate knew that better drivers had a lower price elasticity.  Therefore, according to 

Price Optimization, Allstate would benefit from overcharging Distinguished Driver Level 3 

policyholders. 

 

Q. Ms. Hoffman also mentioned the issue of  

  Would that be an issue in determining the selected relativities? 
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A. No. 

Ms. Hoffman stated,  in response to the question 
96 

But according to the regulations, the selected initial relativity (10 CCR § 2632.7, 

Analysis of Rating Factors) comes first and then after that the weighting process (10 CCR 

§ 2632.8, Factor Weights) is applied.  Since the selected initial relativity comes first, that 

selection can be made without taking into account the weighting issue.  If the subsequent 

calculations show that the weights of the rating factors are out of the required order, then the 

regulation specifies how to change that.  But there is no need to select the initial relativities in a 

manner that has the correct weight order, because that action comes later under the regulations. 

Furthermore, putting aside that Ms. Hoffman is wrong as a theoretical matter, from a 

practical matter as applied to the Allstate filing it is also not an issue. 

 

Q. Can you explain why, as a practical matter as applied to the Allstate filing, the weighting 

requirement is not an issue for the Distinguished Driver Level 3 policyholders? 

A. Yes. 

 Giving a larger discount (i.e., lower relativity) to the Distinguished Driver Level 3 

policyholders will tend to increase the weight given to this rating factor, which is part of the 

Driving Safety Record rating factor.  The Driving Safety Record rating factor is the first 

mandatory rating factor, and the statute requires that it must have the highest weight.  A 

procedure such as providing a larger discount for the Distinguished Driver Level 3 policyholders 

will increase the weight of the Driving Safety Record rating factor, and therefore cannot cause 

the rating factor weights to be out of the mandated order. 

 

 
96 Exhibit C16-4, 113:17–19. 
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Q. Ms. Hoffman also claimed that , stating  
97  Does Proposition 103 include 

language regarding the issue of giving consideration to competition in setting rates?  

A. Yes.  Proposition 103 states in part: 

1861.05. (a) No rate shall be approved or remain in effect which is excessive, 

inadequate, unfairly discriminatory or otherwise in violation of this chapter. In 

considering whether a rate is excessive, inadequate or unfairly discriminatory, 

no consideration shall be given to the degree of competition and the 

commissioner shall consider whether the rate mathematically reflects the 

insurance company’s investment income. (Emphasis added.) 

 Without giving a legal opinion, it appears that it is possible that Allstate’s allegation that 

it gave consideration to competition in setting the rating factor relativity values is inconsistent 

with the provisions of Proposition 103. 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/ 

/  

 
97 Exhibit C16-4, 115:25–116:1. 
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VII – IMPACT ON POLICYHOLDERS FROM ALLSTATE’S USE OF  

PRICE OPTIMIZATION - MULTIPLE POLICY DISCOUNT HOMEOWERS 

 

Q. Did you evaluate the numerical values of the Multi-Policy Discount rating factor 

relativities used by Allstate? 

A. Yes.  

The following table provides a summary of Allstate’s current, indicated (by its sequential 

analysis), and selected relativities for the Homeowners category. 
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 Analysis of Multiple Policy Discount Homeowners Rate Relativity 
       
  Current Indicated Selected   
  Factor Factor Factor Selected / Cred- 
 Category  Re-indexed  Re-indexed  Re-indexed Indicated ibility 
 

     
 

 Bodily Injury Liability 
 Homeowners 1.000 0.949 0.999 1.053 72.2% 
 

     
 

 Property Damage Liability 
 Homeowners 1.000 0.928 0.999 1.077 99.2% 
 

     
 

 Uninsured Motorists 
 Homeowners 1.001 0.803 0.999 1.244 96.7% 
 

     
 

 Medical Payments 
 Homeowners 1.003 0.857 1.001 1.168 98.5% 
 

     
 

 Collision 
 Homeowners 1.002 0.907 1.001 1.104 99.7% 
 

     
 

 Comprehensive 
 Homeowners 1.002 0.860 1.001 1.164 99.8% 
       
 Source: Exhibit C3-32 to 34 and Exhibit C3-77 to 79.   

 

 As can be seen, for every coverage, the selected factor for the Homeowners category is 

higher than the sequential analysis indicated factor.  Furthermore, the credibility of the data 

underlying the sequential analysis for the Homeowners Category is at least 72.2% and goes as 

high as 99.8%.  Therefore, the credibility of the data is not an issue for the Homeowners Multiple 

Policy Discount.  Additionally, as discussed previously, the sequential analysis indicated value 

already takes credibility into account, so to the extent the data has limited credibility, which is 

not the case for the Homeowners category, that would already be reflected in the numerical value 

of the relativity indicated by the sequential analysis. 
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Q. Can you further explain how the sequential analysis takes the credibility of the 

experience into account? 

A. Yes. 

 I will use, as an example, the Bodily Injury Liability coverage.  This has the lowest 

credibility for the Homeowners category. 

 The result of the sequential analysis before credibility considerations is an “Adjusted 

Indicated Relativity” of 0.924.98  This is a discount of 7.6% below average.99  The credibility of 

the data, as assigned by Allstate, is 72.2%.100  For the alternate estimate of the experience of this 

group of policyholders (i.e., “complement of credibility”), Allstate used a value of 1.000,101 

which is no discount at all.  This gives an “Adjusted Indicated Relativity After Credibility” of 

0.945.102,103 That is a discount of 5.5% below average.104  Therefore, the use of credibility 

already reduced the indicated discount by about 28%.105 

 That is, to the extent the data does not have 100% credibility, the sequential analysis 

already takes that into account.  For Allstate to then allege that the results of the sequential 

analysis cannot be used because of credibility issues would inappropriately double count the 

same issue.  

 
98 Exhibit C3-32. 
 
99 7.6% = ( 1.000 – 0.924 ) X 100%. 
 
100 Exhibit C3-32. 
 
101 Ibid. 
 
102 Ibid., Also 0.945 = 0.924 X 0.722 + 1.000 X ( 1 – 0.722 ). 
 
103 The Balanced Relativity of 0.949 is slightly different than 0.945 because the regulations 
require multiplicative relativities to balance to 1.0 overall.  “The initial relativities, as developed, 
shall be balanced to a weighted average of 1.0 for multiplicative factors or balanced to a 
weighted average of 0.0 for additive factors.” (10 CCR § 2632.7(c).) 
 
104 5.5% = ( 1.000 – 0.945 ) X 100%. 
 
105 28% = ( 1 – 5.5 / 7.6 ) X 100%. 
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 In any case, for the Multi-Policy Discount, for the Homeowners category, the data has 

more than sufficient credibility to be used. 

 

Q. How can the amount of premium overcharges to those Allstate policyholders be 

calculated? 

A. The premiums for the Allstate policyholders who were overcharged can be recalculated 

using Allstate’s values for the actuarially sound indicated rate relativities derived from its 

sequential analysis for Multiple Policy Discount Homeowners policyholders, as opposed to 

Allstate’s selected rate relativities.  This can be done for every year that Allstate overcharged its 

policyholders.  The difference between these premium values—the recalculated values compared 

to the actual historical amounts charged by Allstate—would constitute the premium overcharges 

to the policyholders.  

 

Q. Where would the information needed to recalculate the premiums in this manner be 

available? 

A. The information needed to recalculate the premium overcharges in this manner should be 

available from Allstate.  

 

Q. Can you estimate of the amount of overcharges based upon information that you have 

available? 

A. It is possible to do an approximate calculation of the aggregate amount of overcharges. 

 

Q. Did you do a calculation of how much Allstate policyholders in Multiple Policy Discount 

Homeowners category were overcharged by Allstate? 

A. Yes. 
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 The calculation of the estimated aggregate amount of overcharge by year is shown in the 

following table.106 
  

 
106 This calculation is based on the relativities for the Multiple Policy Discount for the 
Homeowners category shown in the Allstate filing.  It does not include any possible adjustment 
to those relativities for changes in the Distinguished Driver Discount Level 3 relativity.  
Information / data needed to make any possible adjustment was not available. 
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 Analysis of Multiple Policy Discount Homeowners Premium Overcharge 
       
 Amounts in Millions 
       
 (1) (2) (3) (4) (5) (6) 
  Current Indicated Selected  Annual 
  Factor Factor Factor Annual Premium 
 Category  Re-indexed  Re-indexed  Re-indexed Premium Overcharge 
 

     
 

 Bodily Injury Liability 
 Homeowners 1.000 0.949 0.999   $7.1  
 

    
 

 Property Damage Liability 
 Homeowners 1.000 0.928 0.999   $10.4  
 

    
 

 Uninsured Motorists 
 Homeowners 1.001 0.803 0.999   $5.7  
 

    
 

 Medical Payments 
 Homeowners 1.003 0.857 1.001   $2.4  
 

    
 

 Collision 
 Homeowners 1.002 0.907 1.001   $16.9  
 

    
 

 Comprehensive 
 Homeowners 1.002 0.860 1.001   $9.5  
 

    
 

 Total 
 Homeowners 

   
  $52.0  

 
    

 
 Notes: 

    
 

 (6) = [ (5) / (2) ] X [ (4) – (3) ] 
  

 
       
 Annual Premium derived from Spreadsheet ALL_CDI_0241461, . 
 Exhibit C-33 shows an excerpt. 
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 The amount by which Multiple Policy Discount Homeowners policyholders were 

overcharged by Allstate was about $52.0 million per year.107  Extended over a nine-year period, 

which is somewhat less than the time period from 7/13/2012 to the present, would be an 

overcharge of $468.0 million. 

 

Q. At the time Allstate made the decision to charge policyholders in the Homeowners 

category in the Multi-Policy Discount rating factor a higher premium than that indicated from the 

sequential analysis, did Allstate have information regarding the price elasticity of such drivers? 

A. Yes. 

 The Allstate document  dated 6/1/2011 clearly shows that 

Allstate knew that automobile insurance policyholders with a Homeowners policy have a lower 

price elasticity.  That document, in the page labeled  stated, 

 
108  That is, Allstate knew that overcharging automobile insurance 

policyholders with a Homeowners policy would have less of an impact on retention. 

 

Q. In connection with the Distinguished Driver Discount, you previously discussed that Ms. 

Hoffman .  Did Allstate do that for 

the Multiple Policy Discount Homeowners policyholders? 

A. Just barely.  The movement off the current relativity was so miniscule as to be almost 

meaningless. 

 The amount by which Allstate’s selected relativity differed from the current relativity for 

Multiple Policy Homeowners policyholders was 0.001 for Bodily Injury Liability, Property 

 
107 The exact amount would depend upon the actual premium charged by Allstate to Multiple 
Policy Homeowners policyholders.  We used an annual estimated value equal to the average of 
the 2008&2009 Premium @ CRL from ALL_CDI_0241461, . (Exhibit 
C33.) 
 
108 Exhibit C31-25. 
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Damage Liability, Collision and Comprehensive, and was 0.002 for Uninsured Motorists and 

Medical Payments. 

 Allstate, in selecting relativities so extremely close to the current, effectively ignored the 

more accurate sequential analysis indicated relativities. 

 

Q. Are movements from the current to selected rate as tiny as those used by Allstate for 

Multiple Policy Homeowners policyholders consistent with your general understanding of how 

Allstate implements Price Optimization? 

A. Yes. 

Those diminutive revisions to current rate relativity values are Allstate’s way of giving 

“lip service” to the assertion that it is moving rates from current to indicated, while effectively 

staying with the current rates.  Mr. Fernandez agreed that  

, stating, 109 

 

Q. Is your conclusion that Allstate selected actuarially unsound values for the Distinguished 

Driver Level 3 rate relativities also applicable to the Multi-Policy Homeowners rate relativities? 

A. Yes, it is.  And for the same reasons. 

 

Q. Can you discuss the three issues to which Ms. Hoffman  

 

 

A. Yes. 

 With regard to , as we already discussed, Allstate moved only a tiny amount 

from the current relativity to the indicated relativity.  There is no reasonable basis for only 

making that very small change.  Furthermore, the change from the current relativity to the 

 
109 Exhibit C17-7, 177:4–5. 
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sequential analysis indicated relativity is within the range of rate changes by class that is 

commonly accepted as being within reasonable actuarial bounds. 

 With regard to the second item, the relationship between Multiple Policy Homeowners 

policyholders and the indicated relativity is intuitive and consistent.  It is well known that 

policyholders with multiple policies have lower costs, and that is exactly what the sequential 

analysis indicated relativity shows. 

 Finally, for the third item, the Multiple Policy Homeowners class / category has more 

than sufficient credibility to be relied upon.  The lowest credibility by coverage is 72.2% for 

bodily injury lability and at least 96.7% for every other coverage.  Hence, there is no issue 

regarding credibility.110 

 Therefore, according to the items Ms. Hoffman claimed to have considered, the 

actuarially sound procedure would be to use the relativity indicated by the sequential analysis as 

the selected relativity for the Multiple Policy Homeowners. 

 

Q. Is there a reason Allstate may have used the higher current relativity instead of the lower 

indicated relativity for the Multiple Policy Homeowners? 

A. Yes. 

 Allstate knew that Multiple Policy Homeowners policyholders had a lower price 

elasticity.111  Therefore, according to Price Optimization, Allstate would benefit from 

overcharging Multiple Policy Homeowners policyholders. 

 

Q. Did Allstate provide any reasonable basis for not using the sequential analysis indicated 

rating factor values for Multiple Policy Homeowners? 

 
110 Furthermore, as discussed previously, to the extent the data are not 100% credible, that is 
already reflected in the sequential analysis indicated factors. 
 
111 Ms. Hoffman .  (Exhibit C16-
6, 226:10–16.)  
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A. No.  Mr. Fernandez stated, “  
112  He claimed  

 but also stating,  
113 

 

Q. You previously discussed in connection with the Distinguished Driver Discount  

 raised by Ms. Hoffman.  Does your discussion also apply to the Multiple 

Policy Discount rating factor?  

A. Yes. 

As discussed before, putting aside that Ms. Hoffman is wrong as a theoretical matter, 

from a practical manner as applied to the Allstate filing the weighting factor process is also not 

an issue. 

 

Q. Can you explain why as a practical manner as applied to the Allstate filing the weighting 

requirement is not an issue for the Multiple Policy Homeowners policyholders? 

A. Yes. 

 Giving a larger discount to the Multiple Policy Homeowners policyholders will increase 

the weight to this rating factor.  The Multiple Policy rating factor is an optional factor, and the 

only weighting requirement is that the weight be less than any of the three mandatory factors.  

However, the weight given to this rating factor is so low compared to any of the mandatory 

factors, that increasing the discount will not alter the fact that the weight is less than that of any 

of the mandatory rating factors.  A comparison of the weights in the Allstate filing of the third 

mandatory factor (Years Licensed), which has the lowest weight of the mandatory factors, to the 

Multiple Policy Discount rating factor is shown in the following table. 
  

 
112 Exhibit C17-6, 176:11–24.  
 
113 Exhibit C17-7, 177:6–16. 
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  Weight in Allstate Filing to  
   Multiple  
  Years Policy  
 Coverage Licensed Discount Ratio 
     
 Bodily Injury & Property Damage 25.7450 3.1142 12% 
     
 Uninsured Motorists 3.7259 0.3475 9% 
     
 Medical Payments 1.7720 0.1657 9% 
     
 Collision & Comprehensive 9.1862 1.4318 16% 
     
 Source: Allstate Filing, Exhibit 7, Pages 2 to 5   

 

 Given the extremely wide difference between the weights for the third mandatory factor 

and the Multiple Policy Discount rating factor, the Homeowners policyholders can receive a 

larger discount without placing the weight out of order.114 
  

 
114 Mr. Fernandez agreed that  

  (Exhibit C17-5, 170:20–25.) 



 

 

PRE-FILED DIRECT TESTIMONY OF ALLAN I. SCHWARTZ: FILE NO. NC-2018-00001 
[PUBLIC REDACTED VERSION] 

 

62 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 
 

VIII – CONCLUSION 

 

Q. Can you summarize your testimony?  

A.  Yes. 

 Allstate used price optimization in charging excessive premiums to some portion of its 

policyholders.  Allstate did this by overcharging policyholders in the Distinguished Driver Level 

3 and Multiple Policy Homeowners categories, taking into account the willingness of those 

policyholders to pay inflated premiums. 

 This was implemented by Allstate using rate relativity values for both of these classes of 

policyholders that were higher than Allstate’s calculation of the actuarially sound indicated 

values derived from its sequential analysis. 

 The impact on these Allstate policyholders was that they were overcharged. 

 The amount of overcharges to these policyholders can be determined by recalculating the 

premiums using the indicated relativities for each year there was an overcharge, and then 

comparing that to the premiums actually charged by Allstate to those policyholders. 

 An estimate of the annual amount of overcharges is about $61.9 million a year for 

Distinguished Driver Level 3 policyholders and $52.0 million a year for Multiple Policy 

Homeowners policyholders.  The combined annual overcharge amount is $113.9 million a year.  

Extended over a nine year period, which is somewhat less than the time period from July 13, 

2012 to the present, would be an overcharge of $1.03 billion. 

 

Q. Does this complete your pre-filed direct testimony? 

A. Yes, it completes my pre-filed testimony at this time. 
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I, Allan I. Schwartz, declare under penalty of perjury as prescribed by California law that 

the statements contained herein are true and correct to the best of my knowledge. 

 

Executed on October 22, 2021 in Freehold, New Jersey. 
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