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Overview — predictive modeling across the value

chain
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Product Customer
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Source: Ernst & Young Insurance and analysis
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Overview — predictive modeling can help with
expense reduction

As pricing becomes tighter in a soft market, expense
reduction becomes more important.

Several discretionary expense areas can be targeted:

Marketing — proactively identify and target the best risks, eliminating
waste

Advertising — identify advertising methods with the best return
Agency — recruit and retain effective agents

Loss adjustment costs — understand drivers of claims handling
expense

Predictive modeling can help by improving efficiency.
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Overview

Marketing applications seek to achieve the following:

Better alignment between marketing and underwriting
departments

Reduction of the acquisition costs associated with new
business

Shrink the loss-ratio gap between new and renewal
business

Focus on strengths of organization (level of
competitiveness and distribution channel preferred
accounts)

(continued)
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Overview

The advantages of marketing applications over underwriting
applications:

Ease of use — once target customers are identified,
provide priority to marketing representative or agent

No IT integration issues — there are many deployment
iIssues with underwriting applications

Limited amount of training required — underwriting
applications require the underwriting team to have a

working knowledge of scoring model and associated reason
codes
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Marketing objectives

Marketing objectives need to be considered in
design of a marketing application:

Growth targets

Amount of growth?
What areas?

Types of accounts to target?

Competitiveness of territory/state
Where is my company’s pricing competitive?
How strong is my brand?

State of local market?

(continued)
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Marketing objectives

Marketing objectives need to be considered in
design of a marketing application

Limitations of distribution channel:

Marketing reach in terms of proximity of agency force or company
marketing personnel

Alignment of company’s targeted accounts and agency’s
expertise/profitability

Not the preferred company

Underwriting restrictions:

Classes to avoid
Lack of expertise

(continued)
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Marketing objectives

The design of the marketing plan also needs to consider:
Where you may be “out-segmenting” your competition

Demographics of a given area

Growing/

Age Class shrinking?

New agency appointments

Prior profitability by segment
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Loss ratio

Types of marketing applications — leverage off
the underwriting model
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(continued)
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Types of marketing applications — leverage off
the underwriting model
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Predictive modeling can indicate customer base to target
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Types of marketing applications

The type of marketing application is based on the availability of
external data and the ability to leverage the existing underwriting
scoring model

External data can be divided into three groups:
External response data (e.g., claims data)
External data used for scoring in underwriting model
External variables used to score a given account

External exposure/contact data
Payroll, revenue, number of employees
Name of business, address
Unique identifier, e.g., Federal Employer Identification Number (FEIN)

(continued)
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Types of marketing applications

» Compile marketing lists reflecting existing distribution channel in a territory/state
» Incorporate referral information to enhance the expected hit rate where possible
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Applying scoring in marketing

Develop target market
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Applying scoring in marketing

Heat map
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Applying scoring in marketing

The end product for a marketing application is a target marketing
list. Accounts would be scored from best to worst, and provide the
following account information:

Account Account

name address
Type of Referral Respective
business information score

(continued)
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Applying scoring in marketing

Marketing list — target policyholder database

License  Nearest

Score Number Agent  Name Specialty City

0.178 |A0013172 Agent6  Physician 1 Pediatrics lowa City
0.210 |A0071531 Agent1  Physician 2 Family Practice lowa City
0.236 1A0057666 Agent2  Physician 3 Family Practice Des Moines
0.245 1A0030108 Agent1  Physician 4 Ophthalmology lowa City
0.247 1A0022882 Agent9  Physician Psychiatry Logan

0.251 |A0013348 Agent3  Physician 6 Family Practice lowa City
0.255 1A0068656 Agent 1  Physician 7 Family Practice Coralville
0.255 |A0010370 Agent 10 Physician 8 Anesthesiology W Des Moines
0.262 |A0023000 Agent8  Physician 9 Family Practice Bellewe
0.268 |A0045519 Agent1  Physician 10 Pediatrics lowa City
0.282 |A0047197 Agent7  Physician 11 Intemal Medicine Sioux City
0.287 |A0042407 Agent2  Physician 12 Family Practice Ames

0.293 1A0028414 Agent 10 Physician 13 Neurology lowa City
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Applying scoring in marketing

Compilation of a marketing list needs to consider distribution
channel(s) utilized by the company. The following additional
information would be required by distribution channel:

Agency

Need to geocode addresses of accounts and agencies to
determine appropriate assignments

Profitability has been shown to deteriorate the farther the
risk is from the physical location of the agency’s office

Need to consider the customer risk profile of the agency to
evaluate profitable and unprofitable segments

(continued)
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Applying scoring in marketing

Direct

Need to provide referral information (where possible)
to assist in the hit rate

Need to geocode and map targeted accounts to help
identify which areas to prioritize

Need to rank accounts based on their respective
scores and their alignment with company’s preferred
risk profiles
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