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Measuring the Value of Rate Segmentation

No Segmentation

A B Total

Price 100 100 100

Policies 50 50 100

Premmum/| 5.000 5.000 10.000

Loss Ratio 70% 50% 60%
Expense Ratio| 30% 30% 30%
Protit %o 0% 20% 10%
Profit $ 0 1.000 1.000




Measuring the Value of Rate Segmentation

No With Segmentation
Segmentation A B Total
Total
Price 100 117 83 90
Policies 100 25 100 125
Premium 10,000 2917 8.333 11.250

Loss Ratio 60% 60% 60% 60%
Expense Ratio 30% 30% 30% 30%
Profit %o 10% 10% 10% 10%
Profit $ 1,000 292 833 1.125




Measuring the Value of Rate Segmentation

No With With Smart
Segment | Segment Segmentation
Total Total A B Total
Price| 100 90 117 90 96
Policies | 100 125 25 80 105
Premium | 10,000 11.250 2917 | 7.200 | 10,125
Loss Ratio| 60%o 60% 60% | 36% | 357%
Expense Ratio| 30% 30% 30% | 30% | 30%
Profit %6 | 10%o 10% 10% | 14% | 13%
Profit $| 1,000 1,125 293 | 1.040 | 1,333




Direct Marketing P&L Analysis

Assumptions

Initial Acquisition Expense $100,000 Responses 5,000
Conversion Rate 20%  Number of Policies 1,000
Average Premium $500  Loss Ratio
Operating Expense Ratio 25%  Retention Ratio
Annual Cumulative
Expense Loss| Combined
Pol Yr|In Force| Premium| Expense Loss Profit Ratio Ratio Ratio
1 1,000, 500,000 225,000, 300,000] -25,000 45% 60% 105%
2 800, 400,000, 100,000, 240,000 35,000 36% 60% 96%
3 640 320,000 80,000| 192,000 83,000 33% 60% 93%
4 512| 256,000 64,000 153,600| 121,400 32% 60% 92%
5 410] 205,000 51,250 123,000] 152,150 31% 60% 91%

5 Year Profit

Loss ratio 55% $236,000
Retention ratio 85% $178,000

Conversion ratio 25% $215,000

Policies in force

410

523

512




Direct Marketing P&L Analysis

Five year Policies
Market Conversion | Retention |cwmnmulative | remaining after] Marlket
Segment distiib. |Loss ratio rate rate profit five vears Targeted
A 10% 4% 20% T o0 $434 000 317 17.5%
B 10% 45% 25% 85% £596,000 653 17.5%
C 10% 50% 25% B0% £540,000 821 17.5%
D 10% 55% 10% 60%% F15,000 65 5.0%
E 10% 0% 20% 85% £178,000 523 17.5%
F 10%% 60% 15% 5% F72,000 238 5.0%
G 10% 65% 15% a80% F26,000 307 5.0%
H 10% 0% 30% 83% £3%.000 783 5.0%
I 10% 75% 20% £5% -£100,000 179 5.0%
J 10% 80% 20% B2% -F187.000 452 5.0%
100% 60, 0% 20.0% al. 0% £152,000 410 100%
Targeted Result 54.0% 21.3% 82 2% Fedz,000 484




Direct Marketing P&L Analysis

Assumptions

Initial Acquisition Expense $100,000 Responses 5,000
Conversion Rate 20%  Number of Policies 1,000
Average Premium $500  Loss Ratio
Operating Expense Ratio 25%  Retention Ratio
Annual Cumulative
Expense Loss| Combined
Pol Yr|In Force| Premium| Expense Loss Profit Ratio Ratio Ratio
1 1,000, 500,000 225,000, 300,000] -25,000 45% 60% 105%
2 800, 400,000, 100,000, 240,000 35,000 36% 60% 96%
3 640 320,000 80,000| 192,000 83,000 33% 60% 93%
4 512| 256,000 64,000 153,600| 121,400 32% 60% 92%
5 410] 205,000 51,250 123,000] 152,150 31% 60% 91%

Loss ratio 55%

Retention ratio 85%

Conversion ratio 25%

Target Segments A,B,C&E

5 Year Profit

$236,000

$178,000
$215,000

$242,000

Policies in force

410

523

512

484




