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Commercial Exposure Bases

When a catastrophe occurs

Commercial property claims are not
based on individual cars or homes...

They're based on..

ACCOUNT SIZES PLAN TYPE COVERAGES
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Commercial Account Size

LARGE LIMITS = LARGE LOSS POTENTIAL

Driven by... W FREQUENCY A SEVERITY

Hail Wind Tornado Total

mmmm Commercial Average Severity sssm Personal Average Severity

—a— Commercial Counts —a— Personal Counts
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Commercial Plan Types and Coverages

PLAN TYPES AND COVERAGES

...play a major role in the financial
Impact to Commercial insurers after a
catastrophe

Shared & Layered

vs. Traditional policies
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Commercial Plan Types

SHARED & LAYERED

 Reduces insurers exposure on large policies
o Spreads large risks across multiple carriers

nsurer 4:
S900M xs S100M

g Insurer D: S200M xs SS00M

Insurer C: 53000 xs 55000

Insurer B: $200M xs S300M

“ nsurer A: 52000 xs 51000

Traditional Policy Shared & Layered Policy
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Commercial-Specific Coverages

BUSINESS INTERRUPTION

Provides coverage for loss of anticipated profits and
necessary continuing expenses during a shutdown
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Commercial-Specific Coverages

BUSINESS INTERRUPTION

...may be a significant

part of ultimate losses

Source: Insurance Information Institute
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Sept. 11 Industry Loss Estimates
(5B, Adjusted to 2008 Price Level)

5 10 15 20 25 30 35
|

33%

Business Interruption $13.1

Property - other $7.5

Other Lizbility 54.7

Property - WTC 54.3
Aviation Liability 54.3

Workers Coemp $2.4 ]

Life $1.2

Event Cancellation $1.2

Aviation Hull $0.8

Tatal Insured Losses Estimate: $39.5 B




Commercial-Specific Coverages

FLOOD COVERAGE
& RESTRICTIONS

Offered as an AFTER THE FLOOD RAING.. [ COME THE FLOOD CLAIMS
endorsement to

property policies | — . 'ggrﬂﬂﬁ'n"u“!!
e Account must — ==

[

satisfy certain AT/ A
criteria to be % ~ =Y -
eligible

* Deductibles and
set limits apply
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Commercial-Specific Coverages

SUPER STORM SANDY

...ATALE OF TWO STORAGE UNITS

CUSTOMER 1 CUSTOMER 2
Flood Coverage Endorsement No Flood Coverage
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Catastrophe Estimation

ACTUARIAL METHODS

 Analyze Claim, Severity, and Case Emergence Patterns as data reported
e Project ultimate loss & ALAE by storm
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Exposure-Based Alternatives

EXPOSURE METHODS

e (Can project early estimates for major catastrophes

« Critical when reserving for smaller severe storms after the
event has occurred
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Exposure Data

Small Event Footprint /

Small Location Count

Without a sophisticated, fully developed simulation, it is difficult to make an estimate when exposure is in
billions of dollars.

USEFUL NOT USEFUL

Texas Wildfire Widespread Widespread
Fertilizer Footprint, Midwest Storm / Many
Explosion Minimal Floods Wind or Halil

Exposure Reports
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Catastrophe Estimation — Claims Input

CLAIMS INPUT

Early after a cat event, claims department has detailed knowledge
of the claim severity and type of claims being reported....

STORM SEVERITY

» Size of hall, location of storm (urban/rural),
large policyholders affected

 Minimal damage, or widespread
destruction?

LARGE LOSSES

» Claims department will provide information
on large loss expectations

e Losses not always immediately reported
or recognizable within Actuarial datasets
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Sandy — Paid Losses by Claim Type ($M)

TOTAL CLAIM VALUE

$18.75B*

*PCS insured loss estimates as of 1/18/13. Catastrophe modeler estimates range up to $25 billion. All figures exclude losses paid by the NFIP.

Source: PCS; Insurance Information Institute.

SANDY

COMMERCIAL :
13% of total claims
$3§(§4 48% of claim dollars
0
TYPICAL
1/3 of insured losses
AUTO
$2,729 HOMEOWNER
0
15% $6.997
37%
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Sandy: Average Values by Claim Type

COMMERCIAL More Expensive than
CLAIMS ) 7X Homeowners Claims

Vehicle Claims Were Unusually Expensive Due to Flooding

$50,000 -
$45,000 - $43,056 $44,563 More
$40,000 - expensive
$35,000 - Average flood loss dugrgopZirgtj;ler
530,000 - than nonood nsured s
$25,000 H loss (mostly wind) in?ﬁf;ﬂ;ﬁsn
$20,000 -
$15,000 - $10,894 ¢
$10,000 1 $6,558

$0 - |

Home* Vehicle NFIP Flood** Commercial

*Includes rental and condo policies (excludes NFIP flood). **As of Feb. 20, 2013.
Sources: Catastrophe loss data is for Catastrophe Serial No. 90 (Oct. 28 — 31, 2012) from PCS as of Jan. 18, 2013; Insurance Information Institute .
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Sandy — Reserving Challenges

INITIAL EXPOSURE-BASED

ESTIMATES ) UNDERSTATED

» Electrical outages and utility losses created significantly greater
volume of Business Interruption claims than expected

e Storm Surge was worse than anticipated

« Unanticipated outages to infrastructure (i.e. subways)
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18.75 Sandy gives actuaries
a new benchmark to
use in estimating how
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storm-impacts into
initial loss estimates
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Sandy — Actuarial Loss Estimates

TRACKING INTERNAL BENCHMARKS
Emergence and for reserving future storms of
ultimates over time... similar magnitudes

Ultimate Loss ($M)

Reported Claim Counts

—_

December
January
February
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