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Meeting with you today

Speakers

Sanford Brown

AVP of Product Development
Verisk Insurance Solutions
Sanford is responsible for both the
development and ongoing
management of commercial
underwriting products and
services that have helped carriers
improve profitability and minimize
future risk. Sanford has a
significant experience in building,
leading, and growing innovative
B2B solutions in the financial
services space He has a BA from
Syracuse University and an MBA
from the Columbia Business
School

Rick Stoll

AVP of Product Development
Verisk Insurance Solutions

Rick is responsible for the
development and management of
data and analytic products. Rick has
over 15 years’ experience building,
managing, and selling complex
digital services — primarily ones
grounded in big data analytics. Prior
to Verisk, he lead innovative product
initiatives at Dun & Bradstreet and
American Express. He holds a
bachelor of science degree in
Industrial & Systems Engineering
from Virginia Tech and a master of
business administration from New
York University - Leonard N. Stern
School of Business.
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Fiona Ha, FCAS, MAAA
Actuarial Consultant

Ernst & Young

Fiona’s industry experience
includes policy administration
system implementation,
underwriting and actuarial
modernization, reserving, M&A
due diligence, pricing reviews
and developing pricing tools.
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Policy Statement

The policy of Verisk Analytfics and subsidiary companies is to
comply in all respects with federal and state anftitrust laws. With
this in mind, we want to mention that during all seminars held
under our auspices, this policy prohibits discussion of certain
topics. Because we want to avoid even the appearance of an
anfitrust violation, we go beyond the letter of the law, and we
will not discuss any matter that violates the spirit of the antitrust
laws or could be perceived as doing so.

A copy of our Policy Statement on Discussion at Meetings can
be found at www.verisk.com/statement.

In addition, a copy of CAS Antitrust Policy can be found in your
Underwriting Collaboration Seminar program book.
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You're searching for solutions to take advantage
of a market opportunity.
You need speed and scale to make small commercial policies profitable.

But, you can’t compromise your underwriting guidelines.
Fortunately none of that is mutually exclusive.




Profitability
IS a challenge

The opportunity is large,
and others are profiting.

1 00 B* Small commercial
direct written

premium

1 1 M Small businesses
without insurance
represent a $60-70B
untapped small
commercial market

opportunity.

Loss ratios are attractive, but
expense ratios can be high.

Small commercial

profitability

is about efficient
I underwriting,

matching premium
to risk, and reducing
premium leakage.

* Small Commercial Insurance: A Bright Spot In the U.S.
Property- Casualty Market; McKinsey & Company; 2016




Speed and scale
are critical

Businessowners expect
immediate responses.

of underwriters lost
deals by taking too
long to process
applications*

of small businesses*
are likely to buy online
(**under $1M revenue)

Scale drives profitable growth.

$s

Fixed costs are
spread across more
premium dollars.
Lower expense ratio
equals higher
potential profit.

* FirstBest Underwriting Efficiency Survey, 2013



Automation
supports your
UW guidelines.

Your guidelines are only as good
as your data.

0 Studies show that in

50 / (0] nearly 50% of policies,
the commercial
property rating data is
wrong; early
indications show the
same for small
commercial.*

Prefill eliminates misinformation
and powers straight-through
underwriting.

* Verisk internal analyses

2
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What is a small businesse

SBA definition

Size standards

Employees s | i

NAICS Codes NAICS Industry Description of dollars | employees
Sector 22 — Utilities

< c > Subsector 221 - Utilities
5 221111 Hydroelectric Power Generation

221112 Fossil Fuel Electric Power Generation
221113 Nuclear Electric Power Generation

221114 Solar Electric Power Generation

221115 Wind Electric Power Generation

221116 Geothermal Electric Power Generation
221117 Biomass Electric Power Generation

221118 Other Electric Power Generation

221121 Electric Bulk Power Transmission and Control
221122 Electric Power Distribution

221210 Natural Gas Distribution

221310 Water Supply and Irrigation Systems

221320 Sewage Treatment Facilities

221330 Steam and Air-Conditioning Supply

Sector 23 — Construction

1

Subsector 236 — Construction of B
New Single-family Housing Construction (Except For-
Sale Builders)

New Multifamily Housing Construction (except For-
Sale Builders)

236117 New Housing For-Sale Builders

236118 Residential Remodelers

236210 Industrial Building Construction

236220 Commercial and Institutional Building Construction

236115

236116

Subsector 237 — Heavy and Civil Engineering Construction
Water and Sewer Line and Related Structures
Construction

237110

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 8
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Small business market defined

The sheer size and dynamic nature of the small business market represents a
significant opportunity.

e 28 million small businesses account for 99.7% of all
businesses and 54% of all sales in the United States.

 Since 1990, as big business eliminated 4 million jobs,
8M small businesses added 8 million new jobs.

* The small business sector in the U.S. occupies 30% to

30_50% 50% of all commercial space, an estimated 20 to 34
billion square feet.

‘| O_‘| 27 « 10% to 12% of small businesses with employees open
° and close each year.

Verisk Insurance Solutions | ISO AIR Worldwide Xactware
© 2016 Insurance Services Office, Inc. All rights reserved.



SERVE | ADD VALUE | INNOVATE

Win with small businesses

Success in the small business marketplace requires an approach that blends
enterprise B2B and Consumer best practices

Small businesses....
* Believe they're unique

Don’'t want to think about insurance

Are smart

Behave like consumers, but need
business-ready products

Don't like big corporate America

Therefore....

* Messaging, product, and product delivery must be simple but relevant

» High-volume distribution and support is critical and must be supported with
smart data

» Time-informed education

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 10
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Customer purchasing preference

“As much as half of the small-business insurance market might be quite willing
to buy direct from a carrier over the internet....”*

e
The industry treats small S— 5 ] %
business owners like big
businesses, but small Likelihood of buying
businesses act like one or more business
individuals. — insurance policies
online, direct from
insurer

They expect the same
customer experience. The
industry must change.

BlNot very likely [JSomewnhat likely [l Very likely

*Voice of the small-business insurance consumer ; Deloitte Development LLC, 2015
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What are some of today’s challenges with small commercial
underwrifing?
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Challenges with Small Commercial
underwriting

Historical underwriting practices can make Small Commercial insurance a
losing proposition.

« Current processes are inefficient
* Low premiums do not justify detailed underwriting

« Can require data from standard forms, such as ACORD®

forms 125, 126, 127, 130, 160
— Property

NO
RESULTS
FOUND

— General Liability

— Workers Compensation
- Auto
— Professional Liability

« Data is often inaccurate or missing

— Partially driven by ease of starting a business

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 13
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Profitability requires good dato

Studies show that in nearly 50 percent of policies, the commercial
property rating data is wrong; early indications say the same for BOP.

Construction Class for carrier’s book of business

25%

of risks were overpriced
(adverse selection, retention threats)

21%

of risks were underpriced
(premium leakage)

® Correct Construction Class B |ncorrect Construction Class

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 14
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Scaling small commercial underwriting

Profitability can be accelerated with accurate data, intelligent
decision making, and scale.

Ideal risk selection:
» Complete, accurate data

‘_ « Efficient processes
* Fast quote response

Right price, controlled expenses

Typical scenario:
* Incomplete, unverified data

._ * Limited time for analysis
* Longer time to quote

Uninformed price,

inefficient processes

Data (price, premium leakage)

v

Time (expense basis, speed to quote)

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 15
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Our recommended
approach tosmall
commercial underwriting

Maximize profitability through high-
quality data and workflow processes ‘
grounded in industry best practices. -]

* Prefill application with unbiased
data
 Verify existing data characteristics

« Leverage newly available data
and capabilities

« Apply analytics and expertise to
provide actionable analytics

~
—
B

Verisk Insurance Solutions | ISO AIR Worldwide Xactware
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Data quality

A dedicated focus on data quality, grounded in industry best practices

Accurate

» 7M properties, 3.7M of which are site-verified
» 26M businesses, 16M of which are phone-verified
 Trusted third-party partners

Current

* On-site surveys of 350,000 commercial buildings
every year

» 48,000 fire protection agencies evaluated
once every four years

» 25 million businesses called every year

Verisk Insurance Solutions | ISO AIR Worldwide Xactware
© 2016 Insurance Services Office, Inc. All rights reserved.
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Comprehensive
* Wide range of data integrated with thousands
of proprietary and third-party data sources

» Granular depth of scope, with data elements
carefully selected for all lines of business

» Access to the largest repository of insurance
premiums and claims

Actionable

+ Analytics leverage unique data sources
plus outstanding engineering, actuarial,
and underwriting expertise

» Seamlessly embedded within customer
workflows
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Straight-through underwriting can support
best practice guidelines

Jane's Cafe
123 Main St.

Smith Town,
US.A.

> $X million in sales NAICS Non-BOP NAICS
[ o — e s e e s e e oy — P = =g |
: Sales :
[ Manual Review ] Reject ]
;

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 18
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Premium calculation

Business profile
+ Business insights
+ Property insights
+ Neighborhood insights
+ Loss history

The right price for
the right risk

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 19
© 2016 Insura Services Office, Inc. All rights reserved.
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Step 1: Confirm basic firmagraphics

Industry and exposure prefill validates primary underwriting criteria.

Name & Address

Business name: Johnson General Contracting Industry: 1520 (General Bldg Contractors - Residential Bldgs)
Address: 123 Oak St # employees: 10
City: Cleveland Sales: $1,000,000 - $1,500,000
State: OH
Zip: 44105
Verisk Insurance Solutions | ISO AIR Worldwide Xactware 20
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NAICS accuracy

40-50% of 2-digit NAICS is typically classified incorrectly

* |nformation on 26 million businesses

» Supported by manual verification

Targeted currency of 6 months, with 24 month max

Free

Local
Delivery

A recent study showed over 80% of businesses classified as local delivery (NAICS
48411) are actually long distance trucking companies (NAICS 48412)

Verisk Insurance Solutions | ISO AIR Worldwide Xactware
© 2016 Insurance Services Office, Inc. All rights reserved.
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Step 2: Business insights

Objective measures of management competency identify the “x” factor likely
to correlate with business safety.

Metric Criteria Action
Hours of operation Open after midnight Decline
Credit score <500 Decline
Year started 2014 or later Manual review
OSHA violation = 1 not yet closed Manual review
Restaurant inspection >75 Manual review

severity score

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 22
© 2016 Insurance Services Office, Inc. All rights reserved.
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Management competency indicators
like credit score can raise a red flag

Agriculture company located in
Northern California

wevels

.Ho
fines for sk that s ”nde:t\a: ek of workplace
e

ia's division

Management Capabilities

« OSHA since 2005

— 57 total OSHA violations
— 15 serious OSHA violations

« Recently fined $39K by OSHA for
failure to train employees in
proper safety procedures, as well
as neglecting to keep work
areas free of obstructions,
resulting in a loss-of-limb injury to
one of its workers

\t ever
Asa resull,
. 1O t Com
hosp\ta\, par A g thaes xa\’\"p\e’
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Step 3: Property insights

Site verified property characteristics effectively match risk to price.

Metric Criteria Action
Presence of sprinkler No Apply debit
Construction class 1-4 Apply debit
Number of stories >5 Manual review
Year built Before 1945 Manual review

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 24
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Step 4. Neighborhood insights

Neighborhood characteristics can impact risk for property and liability.

Metric Criteria Action

PPC >7 Reject

Crime score >8 Reject
Verisk Insurance Solutions | ISO AIR Worldwide Xactware

© 2016 Insurance Services Office, Inc. All rights reserved.
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Step 5: Loss history

Prior loss history is a strong predictor of future claim behavior

Metric Criteria Action

Claim frequency >1.0 claims per $1M Manual review
exposure

Claim severity >$50,000 average paid loss Reject

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 26
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Start thinking big!

« The small commercial economy is big, growing, and changing
« Customers want change
* Innovative tools to help facilitate this change are here

« Winning in small commercial means increased revenues AND profits!

Jane’s Cafe

123 Main St.

Smith Town,
US.A.

Verisk Insurance Solutions | ISO AIR Worldwide Xactware 27
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