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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.

= |t 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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Why Is Homeowners so challenging?
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Rating agency perspective on catastrophe risk

= “A.M. Best Co. considers catastrophic loss to be a primary threat to
the financial strength and credit quality of property and casualty
Insurers...”

= “Companies not only need to measure and model catastrophe risks after
the business has been bound, but also need to mitigate the risk on the
front end by using a more proactive and integrated underwriting
approach where all risks and risk relationships are considered.”

= “A.M. Best expects that a company’s management will be able to
explain why it has utilized the output selected to best represent its
catastrophe exposure.”

Source: “Catastrophe Analysis In A.M. Best Ratings” November 3, 2011
(emphasis added)
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Strategies for integrated approach to risk
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Use Geographic Information Systems data
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Use other third party data sources
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Use the data you already have
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Blend catastrophe models
Average of
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Cumulative % of Portfolio

Communicate with and monitor agents

Baseline Scoring Model
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Improve your rate indications

» Rerate historical policies

= Split indications by peril

= Calculate a separate cost of

relnsurance

— Expected reinsurer profit = expected ceded
premium less expected ceded loss and .
LAE ' -

— Allocate to company, state, program, line,
form, peril, territory

= Enhance trend calculation

* Improve the complement of
credibility

= Map results to see if they make
sense
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Take actions outside of rates
= i

INSURANCE

T

L | Policy administration
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Challenges for “non-large” companies

What if you don’t work for AllStateFarmers?

= Credibility

= Data availability

= Systems limitations

* In-house expertise / access to technology
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Even small companies have usable data

Claims to model
claim severity

Combine

Policies to model models to make
= claim frequency analytic-based
2 selections
f Policies to model
o Renewal Rate (also known as
© Price
@ Optimization)

Quotes to model
Bind Rate

Minimum sample size (Policies)
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.
Get started

Overhaul your old HO program

1. Split rating algorithm, at least by major peril

2. Get rid of misaligned discounts and rating factors

3. Redo your territories
— Cat model output + GIS for cat perils
— Experience + GIS for non-cat perils

4. Add new rating factors
5. Geocode your policies
6. Start collecting data today for the plan you want tomorrow

. [ ] []
16 May 20, 2013 Milliman



Questions?

nancy.watkins@milliman.com
415-394-3733
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