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Traditional Focus of Predictive Modeling Initiative Benefit Drivers

 Buy/build modeling talent, » Timely deployment into the field
hardware/software, data marts, etc.

* End user buy in
» Explore new statistical techniques to

generate segmentation  Business actions driven by model

results

* Analyze, analyze, analyze « Building a model the business can

use (and values)

CNA
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Session Objectives

Key Issues Addressed Today

* How are predictive models used in the small commercial industry and how do
you develop the best model for your organization?

« What should the organization consider when balancing model sophistication
vs. effective implementation?

« What are the actuarial and business roles & responsibilities in model
deployment?

« How do models effect day to day actuarial and business operations?

« How can these projects get completed effectively and efficiently?

CNA
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The Business Users

Project Goals

* Improved Loss Ratio

» Efficiency Gains

» Marketing (book rolls, warm leads, programs..)
*  Premium Audit

* Fraud

Questions to ask Business users in the beginning

What do you want the model to predict?

How are you going to use it? How will it be
implemented?

How long do you have to get the model built?

How will the actuarial/statistical and business
teams manage the project communications?

How much IT involvement?
Quick “yes” v. Slow “yes”

Are we building something that is
Legal/Compliant?

Budget

CNA
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The Business Users (cont.)

People Considerations

Executive Sponsorship

End User Education

Agent Communication

Performance Management

Support at the highest level on the organization. Managing
buy on and support is critical to the success of the project.

Train end users to understand modeling, striking a balance
between the detail that you as an actuary bring to the  table with
what they need to know in their job (how it works and how they
explain it to their customers). Also, recognizing this is change, and
change is difficult.

Inform agents on use of models in risk selection &
risk pricing.

Conduct ongoing reviews in order to continuously improve
product management and underwriting decision-making.

CNA



Predictive Model Development & Implementation — A
Commercial Insurance Business Perspective

Business Benefits

In addition to supporting improved decision making, implementation of Predictive Modeling can result in tangible
benefits that may improve overall company profitability.

Metric / Result Description

New Premium Growth .

Reduced Loss Ratio .

Improved Retention .

Increased Underwriting
Efficiency

Decreased Expense .
Ratio

Increase in policy in force count through focused risk selection

Increase agent share of book through focused risk selection and/or pre-
screened risk selection

Improve clarity and consistency of risk appetite
Increase refinement and segmentation over time

Improve accuracy of risk pricing for new and renewal business across all
segments / deciles

Non- renewal of least desirable risks

Increase in retention rate of most profitable risks through potential discounts or
increased customer service

Enhance agent productivity and satisfaction — ease of business

Increase underwriter focus on higher value-add activities (less transactional,
exception based, portfolio manager)

Increase proportion of “low touch” renewal and new business

Decrease claim loss adjudication and handling expense

Near term is defined as less than one year. Mid term is defined as one to two years. Long term is defined as three years or more.

Timing?

Near to Mid Term

Near to Mid Term

Near to Mid Term

Mid to Long Term

Mid to Long Term

CNA
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The Business Actuary’s Perspective
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The Business Actuary’s Perspective

Agenda:
» Relationship to the Business
* Implementation and Buy-on

« Communication of Results

CNA
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Relationship to the Business

» Not a support function
 Part of a larger decision-making processes

» Understanding that business implications are just as important
as a strong model

- Sometimes the strongest model isn’t the best solution

* How does a model fit into both Underwriting and Sales functions?

« Knowledge of business processes and end-user experience

- How is model integrated with rating systems and business applications?
- Who is the end-user (e.g. Agent vs. Underwriter), and
what is their motivation?

CNA
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Implementation and Buy-On

« Can’t start from just Actuarial

» Business and Underwriting Leadership need to be at the table as
soon as project starts

 Collaborative business project vs. pure statistical exercise
* Implementation just as important as building model

« What are the practical considerations vs. What's the strongest model

— May need to sacrifice model lift for better business model
— Strong variables vs. ability to acquire data elements
— Strong variables vs. ability to game the system

CNA
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Communication of Results

* Know your audience

* Need to establish belief in the model

— Communicating all of the details isn’t always the best approach
— Proof that the model works vs. how the model works
— Not always about how superior the model is, but how it’s a tool that allows all of us to

do our jobs better

* Who needs to know what — Underwriter vs. Agent vs. Sales Rep

» Key Metrics

— Model Lift
— Frequency and Loss Ratio Performance
— Distribution of Scores — e.g. non-renewal percentages

CNA
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CNA Disclaimer

The purpose of this presentation is to provide information, rather than advice or opinion. It is accurate to the best of the speaker’s knowledge as
of the date of the presentation. Accordingly, this presentation should not be viewed as a substitute for the guidance and recommendations of a
retained professional. In addition, CNA does not endorse any coverages, systems, processes or protocols addressed herein unless they are
produced or created by CNA.

To the extent this presentation contains any examples, please note that they are for illustrative purposes only and any similarity to actual
individuals, entities, places or situations is unintentional and purely coincidental. In addition, any examples are not intended to establish any
standards of care, to serve as legal advice appropriate for any particular factual situations, or to provide an acknowledgement that any given
factual situation is covered under any CNA insurance policy. Please remember that only the relevant insurance policy can provide the actual
terms, coverages, amounts, conditions and exclusions for any insured. All CNA products and services may not be available in all states and may
be subject to change without notice.

CNA is a service mark registered with the United States Patent and Trademark Office. Copyright © 2008 CNA. All rights reserved.

CNA
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Effective Project Execution — Focus on Fundamentals

Deloitte
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Key Project Levers — Lessons Learned

Model Value Capture Lessons Project Implications

“They must control  + Actuarial inclination toward precision has limits < Project participants should maintain practical

the tempo” balance and consider business users

“This is always a + Information technology (IT) resources and data < Involve IT expertise early and often

el (ARIEEED PEY knowledge will be thin « Listen to their perspective — push back when
* IT can make life easier, or not appropriate

“Our coach put us in + A cross-functional project needs a guiding * Lone rangers face challenges

a position to win” force

* Actuaries have opportunity to broaden internal
* Lack of visible/vocal support may not have reputation
implications until the end

Deloitte.
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Key Project Levers — Lessons Learned

Model Value Capture Lessons Project Implications
“We have a great  Balanced focus on individual variables vs. * Anticipate internal opposition and communicate
deal of respect for aggregate power appropriately

our opponent » Ready organization to apply rather than

deconstruct
“The game was a lot + Avoid excess fine tuning — lift can exceed + Validate and implement as soon as possible to
closer than (wasn’t the company’s capacity for business action enable value capture

as close as) the final

. L . » Data source research is the future competitive
score indicates

lever
“It was a team effort” < Modeling can be an actuarial exercise * Prepare the organization for the use of model
rather than an enterprise priority as a tool
» Consider sweeping nature of the changes * Implementation can vary across business units,
required to realize full benefits platforms and functions

Deloitte
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Project Summary — The Ideal

 Practical, that can be implemented, understood and updated
within reasonable time frames

« Budget and goals agreed upon at commencement
« Easy to understand the result internally (score drivers, logic)
« Can be communicated to external customers (Agents)

* Not simply an actuarial project

Deloitte.
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About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss
Verein, its member firms and their respective subsidiaries and
affiliates. Deloitte Touche Tohmatsu is an organization of member
firms around the world devoted to excellence in providing
professional services and advice, focused on client service through a
global strategy executed locally in nearly 150 countries. With access
to the deep intellectual capital of approximately 135,000 people
worldwide, Deloitte delivers services in four professional areas, audit,
tax, consulting and financial advisory services, and serves more than
one-half of the world’s largest companies, as well as large national
enterprises, public institutions, locally important clients, and
successful, fast-growing global growth companies. Services are not
provided by the Deloitte Touche Tohmatsu Verein and, for regulatory
and other reasons, certain member firms do not provide services in
all four professional areas.

As a Swiss Verein (association), neither Deloitte Touche Tohmatsu
nor any of its member firms has any liability for each other’s acts or
omissions. Each of the member firms is a separate and independent

Copyright © 2008 Deloitte Development LLC. All rights reserved.
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legal entity operating under the names “Deloitte”, “Deloitte & Touche”,
“Deloitte Touche Tohmatsu” or other related names.

In the United States, Deloitte & Touche USA LLP is the U.S. member
firm of Deloitte Touche Tohmatsu and services are provided by the
subsidiaries of Deloitte & Touche USA LLP (Deloitte & Touche LLP,
Deloitte Consulting LLP, Deloitte Financial Advisory Services LLP,
Deloitte Tax LLP, and their subsidiaries), and not by Deloitte &
Touche USA LLP. The subsidiaries of the U.S. member firm are
among the nation’s leading professional services firms, providing
audit, tax, consulting, and financial advisory services through nearly
40,000 people in more than 90 cities. Known as employers of choice
for innovative human resources programs, they are dedicated to
helping their clients and their people excel. For more information,
please visit the U.S. member firm’s Web site at www.deloitte.com.

Deloitte.
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