Antitrust Notice

The Casualty Actuarial Society is committed to adhering strictly
to the letter and spirit of the antitrust laws. Seminars conducted
under the auspices of the CAS are designed solely to provide a
forum for the expression of various points of view on topics
described in the programs or agendas for such meetings.

Under no circumstances shall CAS seminars be used as a means
for competing companies or firms to reach any understanding —
expressed or implied — that restricts competition or in any way
impairs the ability of members to exercise independent business
judgment regarding matters affecting competition.

It is the responsibility of all seminar participants to be aware of
antitrust regulations, to prevent any written or verbal discussions
that appear to violate these laws, and to adhere in every respect
to the CAS antitrust compliance policy.
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Driving behavior data is very predictive

» Provides significant lift above current rating plan

» Early programs had discounts of up to 61% and surcharges of 9%, but most
companies are not giving such significant rate variation

® D|ﬁ:erence between Price and Volume
. . . . 800 80%
indication and selection /

can help fund technology| ™| "Average Profit=25% _~ |~
while still providing 0 . oo
marketing effect S
« Must be matched with | 2™ /
policy and claims data 0

to develop predictive 201
models and define lift

Premium
Volume

1 2 3 4 5 6 7 8 9 10

Decile

| == Traditional == Telematic «===Traditional e==Telematic o= Renewal

Smart implementation helps justify the technology cost
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Why is UBI game-changing?

» Differentiates product offering by offering additional services
» Significantly increases pricing accuracy

o Appeals to consumers as it makes sense, is controllable and minimizes
reliance on controversial proxies

o Attracts lower-risk insureds via self-selection

o Allows customers to understand and
eliminate risky behaviors, actually
reducing accident frequency

» May improve claims handling

All this means increased retention and profits!
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Canada
AVIVA

Allstate
AmFam

AAA for NoCal
Esurance
GMAC

Liberty Mutual
MileMeter

towerswatson.com

U.S¢

Nationwide
Plymouth Rock
Progressive
The Hartford
Travelers

State Farm
SoCal AAA
Unigard

UBI in personal auto around the globe

Europe
Royal & Sun WGV
Coverbox Uniqua

Insure the Box
AXA

Polis Direct
MAPFRE
AVIVA

Motaquote

South Africa

Hollard
Miway

Santam

Allianz

Lloyd Adriatic
Reale Mutua
Sara

Ingenie

Japan
AlOI

Australia
Real Insurance
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UK Market Update

D

Compare
theBOX com

Share this site: | [ Lks

helping you find the best deals
on Black Box Insurance

Mid-term Premiusm Mjns.uv{r-t based on

Insrance Company Product Description
coverbox ﬂ s
Ei=eincs: g Kale) alns e given at Time, distance, kept address & documentation
gquotstion
| Geta Guote |

iKUBE

INSURANCE E£100 fee if car is driven between 11pm
and Sam
| Geta Quote |

insure
ol
| Geta Guote

INSLUrance Additicnal safe driving discounts upto
11%

Pre paid insured mileegs and & retail
voucher scheme

| Geta Guote
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uuLu:uml'-f

Drive safely, save money

Geta Quote |

Times driven

Distance driven

Driving score based on speed, comering, emactic driving & times driven

Driving score based on Acceleration, Braking & Cosnering every 3 months
Extra charge for |ate night driving.

A Twest | 0 +1 [i] m

ir gen‘e’

Car insurance

b Discounts for better driving
» No curfews or mieage restricfions

for young drljvers e
aged 17-25 » Read more

Gary lineker explains
all about ingenie

,

towerswatson.com

| Young Driver 17 - 25?

I .

We cover Young Drivers,
Learner Drivers, Student
Drivers, Teenage
Drivers

Who 1s
L'rf.uhE FDT
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Effective market positioning: ‘what,” ‘how,’ ‘price’
The co-operative insurance

Young Driver Insurance

Fit Smartbox,

51% of under 25s
could save up to
£477* on their
initial premium

Legin to your dashboard

Premiums may increase depending on the driving style.

Howr it works Smartbox Online dashboard

How it works

* You could save up to £477* on your initial premium.
* Earn Safer Driving Discounts every 3 months.
* Plus there’s the standard Ne Claim Disceunt.

Smartbox may not be big but he is clever —
because he gives you an extra way to save
with Safer Driving Discounts.

Smartbox can do this because it uses ‘Pay-
How-rou-Drive’ technelogy to measure how
well the car is driven. So when it's fitted into
your car it uses GPS to =end information to
us on howe those on the pelicy are driving -
and we use that to review your insurance
premium every 90 days. This can go up as
wel as down depending on how the car is T
driven. But by driving safer you can earn

Safer Driving Discounts.

Drive smart

Better still, you can check to see if you will earn discounts with your very
own enline dashboard on a personalised web page. Now that iz smart.

Source: CIS website.
towerswatson.com

Your online dashboar
Keep up to speed with -:
your progress =0

d good with money

ot Lo @

With the ‘Pay-How-You-Drive' Smarthox, it pays to drive
safely

Quite lterally. The safer you're driving, the lower your premium. i's important to
remember that un=zafe driving can drive your premium up too. But with the online
dashboard vou’ll be able to easily stay up-to-date with how vou or any other
insured drivers are driving and how that's affecting how much premium you'll pay.
That's because Smartbox records, stores and sends data about different aspects
of your driving style including:

v your speed on different types of road —
using GPS, Smartbox can tell the type of
road you're driving on and the relevant
speed limit

* how fast and hard yvou accelerate or brake
+ what times of the day you usually drive.

+ how quickly you take corners.

So that's the key information that matters. What
happens then? Well, t's sent to us and we use it to
calculate a score that vou can monitor via your
online dashbeoard. In fact, it's updated daily and you
can check it any time you like. %ou may well get
into the habit of checking your gcore and trying to beat your previous efforts.
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Liberty Mutual

o Inherited Safeco’s ‘Teensurance’ program for drivers up to age 25
15% discount

» Participants pay $15 a month for a satellite-tracking service

o Parents can track vehicle location and disable the car remotely if
driven outside set boundaries |
exceeds a preset speed limit TEENSURANCE.

POWERED BY SAFECO®

drives past a curfew
o Launched ‘OnBoard Advisor’ to provide driver coaching

o ‘Rewind’ introduced which provides forgiveness of violation surcharge
with telematics monitoring

towerswatson.com 10
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L PROGRESSIVE
Example Consumer Proposition — U.S.

1-800-PROGRESSIVE

_S)Mazosﬁmf—'

Discount

Our BIGGEST
discount ever!

Start saving up to 30% more with Snapshot™

. SNAPSHOT
DISCOUNT™

Zip Code | | Auto [+]

Quote & Enroll

Snapshot Discount™

With Snapshot, Progressive’s Pay As You Drive® (PAYD) program, you
can turn your good driving into huge savings on car insurance. Your See WhD'S saving!
Snapshot Discount could be as much as 30 percent!™
*Just earned a 22% discount
on my car insurance frem

Why pay the going rate? Find out—fast participating in the Snapshot
Good drivers can save big— Get detailed answers to your program-—haw cool is that!
up to 30%—with our free guestions—about enrolling,
Snapshot program. saving & more, —Chad H., Dayton, OH
via Twitter
> How it warks 1 > View all FAQs Source: Progressive website
towerswatson.com 11
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Progressive’s SnapshotsM

o Optional program with customer selecting which vehicles to enroll

o Wireless device plugged into OBD II port records time, speed and
harsh braking

o Discount calculated based on first 30 days, then applied for remainder
of term

o Device removed after first term and discount is fixed until significant
endorsement

o Maximum discount of 30% and no surcharge in most states

Approved in 39 states and Washington D.C.
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Allstate Drive WisesSM

o Drive Wise launched in lllinois in January 2011 and followed with Ohio
and Arizona

o 10% initial discount
» Up to 36% at renewal
» No surcharges

» $10 technology fee semi-annually

o Driver score based on driving behaviors

» Mileage

» Hard brakes
Speeding (80+ mph)

» Time of day
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State Farm In-Drive®

o Existing Drive Safe & Save Program with OnStar in five states
o In-Drive® for IL in “September with more states to be added in 2012”

o Discount up to 50% based on mileage, turns, acceleration, braking,
speed and time of day
o $10 initial fee with $5 to $14.99/month upgrade for additional features
Emergency response
Stolen vehicle location assistance
Vehicle diagnostic alerts and maintenance reminders
Speed alerts
Website and smartphone app for remote and mobile access

towerswatson.com 14
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Top 50 U.S. private passenger auto companies

o At least seventop 10
personal auto insurers have
implemented programs to
insureds in at least one state

o U.S. companies representing
over 75% of the market
already have programs or
are actively pursuing them

“UBI device sales rocketing from $50 million in 2011 to approximately $2.6 billion by 2015.”
— FC Business Intelligence
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UBI data is unlike typical insurance data

Slperis Annual Real time, trip, daily

frequency

Data quality Renewal UW Daily scrubbing

Variables Pre Defined Manufactured

Regords Per Few A Million per Year

policy

Data size* Gigabytes LSl (whe*n
uncompressed®)

Challenges

Trip Distribution by Time of Day

» Defining data requirements and ensuring quality

o Managing data size and transmission costs

» ldentifying and fixing data errors

o Developing usable database of credible data

towerswatson.com
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feed_trip_start_time distance_iroad_type horizontal road_spe¢

Data must be scrubbed e e e tren

936 17/08/2010 00:41 0 Fourth 80.16 20

183 07/07/2010 12:25 0.7456 Fourth 78.91 20

fl 429 21/08/2010 16:31 1.0563 Fourth 77.05 20

. fl 399 17/08/2010 20:06 1.0563 Fourth 72.7 20

e Telematics data can have errors and . 036 17/08/201000:38 drourn T

fl 936 17/08/2010 00:39 0 Fourth 67.73 20

mUSt be CheCked 936 17/08/2010 00:37 0 Four:h 67.73 20

r 942 17/08/2010 01:57 0.0621 Fourth 65.24 20

. g . r 957 17/08/2010 04:27 0 Fourth 116.2 30

 Granular data is critical to data scrubbing = =2 sgoow0uss oswrrun s 3

r 595 02/08/2010 13:53 0 Fourth 108.12 30

Without it can get phantom events o 20010 ool ooeilrones TR

fl 527 26/07/2010 15:39 0.2485 Tertiary 85.75 30

W|th |t can Cross-check using Severa| . 599 02/08/201015:11  0.0621 Fourth 83.26 30

. r 586 01/08/201022:11 0.1243 Fourth 80.78 30

sources and/or external data to determine - 520 2s/077201013:07 0 Fourth 7891 30

real versus phantom events P
§ [ sk,
o Imperative to automate as much Tl S Y& oA
of the validation as possible to r——
facilitate ongoing scrubbing N
P N A

& L
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UBI Data and Analysis Challenges

Database
Volume of requirements
device data Data cleansing
and linking

4] ¢
2 J\ -
o L » Is the data too big to handle?

D lyti
ata analytics o What risk factors should be used?

o Will just a few, basic new risk factors be
used on a level playing field?

» Is more granular data going to be used
by the more sophisticated insurance

Risk factors
providers to gain competitive advantage?

o Finding the right skills and resources?

towerswatson.com 20
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UBI Implementation Challenges

o UBI projects are extremely complex and require cross-functional teams
o Product must appeal to your market while still being profitable
o Managing the legal and regulatory hurdles

o Determining which of the multitude of devices available will best meet
the needs of the program

o Extensive IT infrastructure required to collect driving data, to integrate
UBI scores with the current system and to give driving feedback

o No publicly available data to jump-start a program

o Danger of wasting time and money collecting the wrong data

Define Collect,

» Driving data is much different than
traditional experience data and Coalirnl e Lol eebel INser R Neheaits
requires special data scrubbing
and analysis techniques
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Appeals to the “right” consumers

o Improves driving behavior
o Controllable and enables potentially large premium savings

o Makes sense and reduces reliance on proxies

Insurance credit scores

View [ Trip Log / Trip 225 / Plot / Speed (MPH)

a0

Driver assignment

Charges for relatively rare
accidents, convictions &
o Ancillary services FR
J)?)J B @140 Qa0 Qs Q40 -J-Jéli:psEd-J;;Jr:l 01140 o1320 01500 1E40 J132‘III
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Telematics devices
Alternative Models

o Dedicated Device
Insurer handles cost of device and installation
Proliferation of alternative devices, but need
Reasonable cost

Ease of use
Reliability and the right data

e Shared Services Device

Device supports added value services outside insurance, for example:
Satellite navigation
Rerouting to avoid traffic congestion
Theft tracking
Emergency call

OEM or mobile phones may provide alternatives

Technology will change, but data is critical now to get a foothold
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UBI benefits for the insurance provider

Self-selection
o Reducing underwriting and claims fraud
o ‘Placebo’ effect

i ' HOW? HOW?
Risk segmentation HOW?
« New risk factors give a significant increase in = WHEREZ — WHERE?

predictiveness

e Counters anti-discrimination laws and Internet factor Claims 5 Risk

. 4Ef—fmf+—rm. -
Risk influence 4WHEP~H—§ Non-fraud WHEN?

» Provide customer feedback on their driving behaviour = Scelf-selectiq HOW MUCH?
» Reduce potential for causing accidents T =
» May reduce vehicle usage

Claims effectiveness

» New data to inform the claims process, manage FNOL,

improve service, detect and mitigate fraud _
Risk Influence

Customer/society HOW? WHERE?

» Step change in customer insight and relationship

» ‘Fair’ pricing proposition and feedback on driving with WHEN?
guidance to improve HOW MUCH?

» Shows commitment to safety and the environment

» New ‘value add’ services, including emergency and
breakdown calls

Opportunity to increase margin and customer loyalty
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o Robin Harbage, FCAS, MAAA
Director

Towers Watson
(440) 725.6204
622 Falls Road
Chagrin Falls, OH 44022
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