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Framework is Technical Analysis
Playing Nice/Negotiation Matters

Covered so far: Now what?
- Broad Takeaways
Preparation Market Seems Messy way

* Theory “Information means * Focus on bigger issues
» Mechanics _CIUGSUO”_S, more  Facts and values
» Actuarial Truth information means » Service and

more questions. This
is why | don’t want to
share information.”

* “Our internal guidelines
require . .."

« “ECO/XPL margins”
(on small line buffer
layer S&L property)

« “Recognition of
climate change”

* “Meteor strike loads”

relationship matter

* |l: Underwriters will
have to deliver
‘concierge service’ —
Reins buyer
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Experience/Exposure Rating is Baseline
Baseline May Contain Meaningful Error

* Policy vs Risk Profiles

. » European profiles can be PML/MFL
Profiles vs Curves - Policy risk definition

* Premium allocation

Building vs Contents  [l&el=

* Lloyds; Swiss Re, Munich Re, Skandia

. » Salzmann; Hartford
Static vs Updated Curves [t

* Pre-'94 ISO; PSOLD

* EB, HPR

Unique lines - CAR/EAR
* PML, MFL breaks

Curve SeleCtion » Review experience vs exposure
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What is Your Baseline?
Goal is Stable Experience to Exposure Ratio

80%

» Credible experience in Layers 1-4

CLAIM COUNTS R DL ,
'Y 4 |Experience/Exposure nomaly in Layer

« C-6is aPML curve

* Where credible experience

— Downward slope suggests
exposure too severe (C-2, C-4 &
C-5)

— Upward slope suggests
exposure too light (C-3)

50% -

40% - » Still need to know differences in

exposure curves where no

Experience/Exposure (%)

experience
30% 1 == Curve 1
<eedess Curve 2 * How do 1 or 2 claims change the
<+ Curve 3 comparison?
e e e e . .
20% .. A Cunved —  Experience period?
weodess Curve 5
--@-- Curve 6
10% | ==l Curve 7
0% ) ) a

~
=]
[Ne]
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What is Your Baseline?
Goal is Stable Experience to Exposure Ratio

350% -

& « Curve 7 has runaway tail
' —  3x+ loss cost of C-1in L-9
— No experience in layers 6-9

EXPOSURE CURVE RELATIVITIES
Measured Against Curve 1

300% 1 + Curve 5 approaches pro rata

— Inappropriate given portfolio

» Understand source of curves
— Loss cost vs margin

250% -

* Min rate per 100/TIV?

200% -

* Avoid information overload
—  Informed underwriting critical

— But not this: “I like to see all this
uncertainty. It allows me to
choose the number | want.”

Loss Cost Relative to Curve 1 (%)

150% -

GUY CARPENTER May 29, 2019 4



—

Experience/Exposure Rating is Baseline
Adjustments Can Be Meaningful & Require Judgment

NFPA Fire Trends

® N F PA: 30—yr d ecreaSi ng trend in fi reS Figure 2. Trend in Reported Fire Rates per Thousand Population

1977-2015

« AGCS Global Claims Review

— Trends in corporate property loss

Fires per 1,000 Population

« Other Emerging Issues

— Photovoltaics; combustible exteriors; multi- O R G G S GG GG GGG G SR e R
Story WOOd Stru Ctu res; fi re de pts - paid VS Source: Trends and Patterns of U.S. Fire Loss, January 2017, Marty Ahrens, NFPA, www.nfpa.org
volunteer, surround & drown; telematics

A

AGCS Loss Observations

» Weather: Cycles vs Trends INCREASING VOLATILITY
AND SEVERITY
Multi-Story Wood
o Changes in: o THE INNOVATION EFFECT
— Underwriting leadership LARGER AND MORE COMPLEX

- e Bl AND CBI ACTIVITY
— Underwriting authorities

— Line/class of business @ rewioss scenanios

— Inuring reinsurance © i cvererrec
Plumbing pipe failure
1 due to lack of shrink
— Wordings R S accommodstion m adaining

CLAIMS PROCESS wood stud hole

Source: www.woodworks.org/wp-
content/...Shrinkage-Multi-Story-Wood-
Frame-Structures-WoodWorks.pdf
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Property Cat is Multiple Causes of Loss
Each May Need Separate Treatment

* Severities have more uncertainty

* Transform layer, eg 200% of 500k

Adjusting Cat x 500k to represent 1m x 1m
Models * Precedent in casualty literature

Value of model
(for Per Risk)
may vary by
peril, by class

* Probability of model producing
last 5/10 yrs experience

* Flood & site elevation, contents

location

* Hail & dealers open lot
* Lake Wobegon effect Cat Mogfrl)se’rilg;%;med by
.

(. Footprint vs historical

« Is it the right data set?
* Vintage, ITV, modifiers

* Changes in
underwriting/deductibles, etc

» Modeling should conform to policy
definition
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Concluding Comments

Allow for

Property

Understand Recognize

Inputs Complexity e

Monolithic

(some)
Judgment
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Be Aware of

Exogenous
Trends

Actuarial
Order
Exists And Market
Inside Matters
Property
Per Risk
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Disclaimers

®% GUY CARPENTER

GC Analytics’

GC Analytics® Disclaimer(s)

The data and analysis provided by Guy Carpenter herein orin connection herewith are provided “as is”, without warranty of any kind whether express
orimplied. The analysis is based upon data provided by the company or obtained from external sources, the accuracy of which has not been independently
verified by Guy Carpenter. Neither Guy Carpenter, its affiliates nor their officers, directors, agents, modelers, or subcontractors (collectively, “Providers”)
guarantee or warrant the correctness, completeness, currentness, merchantability, or fitness for a particular purpose of such data and analysis. The data

and analysis is intended to be used solely for the purpose of the company internal evaluation and the company shall not disclose the analysis to any third

party, except its reinsurers, auditors, rating agencies and regulators, without Guy Carpenter’s prior written consent. In the event that the company discloses

the data and analysis or any portion thereof, to any permissible third party, the company shall adopt the data and analysis as its own. In no event will any
Provider be liable for loss of profits or any other indirect, special, incidental and/or consequential damage of any kind howsoever incurred or designated, arising
from any use of the data and analysis provided herein or in connection herewith.

Statements or analysis concerning or incorporating tax, accounting or legal matters should be understood to be general observations or applications based
solely on ourexperience as reinsurance brokers and risk consultants and may not be relied upon as tax, accounting or legal advice, which we are not authorized

to provide. All such matters should be reviewed with the client's own qualified advisorsin these areas.

This presentation (report, letter) is not intended to be a complete actuarial communication. Upon request, we can prepare one. We are available to respond
to questions regarding our analysis.

There are many limitations on actuarial analyses, including uncertainty in the estimates and reliance on data. We will provide additional information regarding
these limitations upon request.

As with any actuarial analysis, the results presented herein are subject to significant variability. While these estimates represent our best professional
judgment, itis probable that the actual results will differ from those projected. The degree of such variability could be substantial and could be in either

direction from our estimates.

The estimated cash flows may vary significantly from amounts actually collected, particularly in the event that a reinsurer is unwilling or unable to performin
accordance with the terms of the reinsurance contract.

In performing this analysis, we relied on outside sources for publicly available data. We did not perform an independent review of these estimates.
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Appendix A
Data Underlying Graphs on Slides 3 & 4

Layer Curvel Curve2 Curve3 Curved4 CurveS5 Curve6 Curve?

A. Exper/Expos Frequency

1 63% 72% 57% 70% 73% 20% 68%
2 48% 59% 46% 51% 53% 13% 55%
3 59% 66% 57% 60% 57% 16% 66%
4 60% 57% 72% 52% 54% 21% 65%
5 40% 32% 57% 31% 29% 16% 40%
6 0% 0% 0% 0% 0% 0% 0%
7 0% 0% 0% 0% 0% 0% 0%
8 0% 0% 0% 0% 0% 0% 0%
9 0% 0% 0% 0% 0% 0% 0%
B. Exper/Expos AAL
1 57% 68% 53% 62% 65% 63% 64%
2 55% 65% 52% 58% 57% 63% 63%
3 55% 57% 58% 52% 51% 56% 60%
4 55% 48% 72% 44% 46% 52% 58%
5 1% 1% 1% 0% 0% 1% 1%
6 0% 0% 0% 0% 0% 0% 0%
7 0% 0% 0% 0% 0% 0% 0%
8 0% 0% 0% 0% 0% 0% 0%
9 0% 0% 0% 0% 0% 0% 0%
Exposure AAL as % of Curve 1
1 0% -16% 8% -8% -12% -9% -11%
2 0% -15% 5% -5% -3% -13% -13%
3 0% -4% -5% 5% 8% -3% -9%
4 0% 15% -24% 24% 20% 5% -5%
5 0% 26% -32% 31% 52% 13% 5%
6 0% 27% -28% 28% 118% 68% 35%
7 0% 19% -19% 19% 207% 129% 98%
8 0% 16% -16% 16% 248% 159% 152%
9 0% 16% -16% 16% 276% 207% 208%

Layers 1-4 have meaningful experie nce
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Appendix B
NFPA: Large Loss Fires in the United States (Nov 2017)

Table 2.
Large-Loss Fires that Caused 510 million or more in Property Damage, 2007-2016

Number of Fires

Causing Direct Property Damage
Number of  $10 Million or More (in Millions) '

Year Fires (in 2007 Dollars) Unadjusted In 2006 Dollars
2007 45 45 $3.393 $3.393
2008 34 28 $2.322 $2.178
2009 25 21 $950 $879
2010 17 12 $652 $572
2011 23 18 $820 $709
2012 26 18 $1.463 $1.247
2013 21 15 $845 $697
2014 26 23 $714 $599
2015 27 17 $2.535 $2.126
2016 25 18 $1.444 $1.187

Note: Number of fires and unadjusted loss are based on data from studies that appeared in previous annual large-loss
studies. Some of the information may differ from previously published material because material was updated after
publication.

Note: Adjustment for inflation is based on the Consumer Price Index using 2007 as a base year. Note that
adjustment for inflation not only reduces the total dollar loss for each year but also reduces the number of fires when

adjusted losses large enough to qualify as large-loss fires.

Source: NFPA'’s Fire Incident Data Organization
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Appendix C
AGCS Global Claims Review

INDUSTRY OUTLOCKS

PROPERTY

CLAIMS TRENDS

R E V I E W Changes in corporate risk and demand for broader coverage to

support the impact of innovative technologies are driving o trend
THE TOP CAUSES OF CORPORATE INSURANCE LOSSES towards increasing volatility in property claims, with larger claims,
as well as supply chain and cyber losses.

INCREASING VOLATILITY
AND SEVERITY o wildf

although t

=0 peen o number
including dam

and concentrations ,
Raymond Hogendoorn, Proparty

ANALYSIS OF 470,000+ CLAIMS FROM i
OVER 2030 CDUNTRIE; AND TERRITORIES AII lanz @

https://lwww.agcs.allianz.com/news-and-insights/reports/claims-in-focus.html

46 Allonz Giobal Corporote & Specialty
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Appendix D

GIRO Paper: Property Per Risk

) Institute
W | and Faculty
of Actuaries

Analysing the disconnect
between the reinsurance
submission and global
underwriters’ needs

Property per risk

the IFoA [/ CAS International Pricing Research Working Part

air), Mohamed S

Cheng, Paul Gate ] eenhill, Yin Hz £ itferty, Mandy

rwin) Li, Ana J_ Mata, Eoin (
Adam P athLah all, Bei Zhou

ungbesan,

1 August 2017 (Reprint)

ational-pricing- rking-party
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IFoA [ CAS International Pricing Research Working Party - 2016
Analyzing the Disconnect Between the Reinsurance Submission and
Global Underwriters’ Needs - Property Per Risk

Contents
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