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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.

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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Polling Question #1.:

Which of the following best describes your experience to date in implementing
Predictive Models?

Focus on the science of developing an indicated model; minimal involvement in the actual user
implementation

Limited involvement in the science of developing a model; focus on integrating the model into
existing processes and rolling it out

End to end involvement in science of developing model through actual implementation with end
users

End user, not involved in development or implementation

None of above
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The goal of Underwriting is to align our selection, pricing, and

tailoring of risk in a way that balances competitiveness, profitability,
and efficiency through market cycles.

Select Price Tailor

What exposure did | accept

and price accurately
Eligibility Company Placement Coverage
Specification
Tier Placement
2
3
- Structured Rating Issuance
8 Conditions
Acceptability [s]
Discretionary Rating
Market Pricing Loss Control

Economic value is created through
more consistent performance in
hard and soft markets. This
stability will amplify long term
results because agents will
gravitate towards stable markets.
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Business Background

Typical Flow for Small & Middle Market Commercial Underwriting Logic

Appetite Manual Experience Pricing Underwriting Final Rate
Decision — 5 Premium 5, Rating —» Model — Rule —
Calculation Execution Execution

\ 4

Pricing Data Lookups
Factors & <«—» &
Algorithms Manipulations
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The Challenge

Disparate Technology Platforms & Organizational Boundaries Inhibit Logic
Orchestration and Consistent Use of Data

Process

Typical Author(s)

Typical Platform(s)

Appetite Decision

Product Management/Underwriting

Rules Engine / Underwriting System

Manual Premium Calculation

Rate Actuary

Rating Engine

Experience Rating

Underwriting/Rate Actuary

Rating Engine

Pricing Model Execution Actuarial Modeling Tool

Underwriting Rule Execution Underwriting Rules Engine

Final Rate Rate Actuary Rating Engine
Resulting In:

» Undesired weighting of underwriting variables across underwriting process
» Inability to analyze data and decision impacts across platform
» Inefficient technology implementation practices for deployment of logic modifications
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Commercial Modernization proceeds through a sequence
of stages with a strong feedback loop

Architecture Development & Implementation

& Design Build & Change

Feedback, Monitoring, and Communication
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Polling Question #2:

Architecture/Design: which approach would you recommend?

Have complete and final Design before moving on to Build/Development
Have a vague idea of Design, but let the Build drive it
Have a defined Design before starting Build, but then a feedback loop to fine-tune the Design

None of above
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Commercial Modernization proceeds through a sequence
of stages with a strong feedback loop

Architecture

& Design

Question #1: How critical to success is establishing early anchors points
around vision, value proposition, etc.? How explicit?

Question #2: Does the architecture / design have to be 100% decided up
front or can the Exec team gain better focus and alignment
over time? Trade offs?

Question #3: On the technical side, how critical to success is it to have a
benchmark around the use of analytics / predictive modeling?

Feedback, Monitoring, and Communication
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Analytics impact is maximized by understanding the
"Network Effect" that surrounds the modeling techniques

While analytics creation is at the center, a broader framework is required to maximize impact.

Business
Imperative
“What problem are - -
we trying to solve?” Institutionalizing
& Learning
“What are the insights...and
how do we use these to
Analytics Creation drive change?”
Impact Business Intelligence
Assessment

Statistical Analysis
“Can Advanced Analytics - Predictive Modeling
I)" )
IR s Sl “What are the best analyticsto ,*~
commercialize the opportunity?” ‘~\ A

— Implementation
Data Preparation “Make it happen!” -:>

Most companies today do not connect
their strategy and analytics, missing the
opportunity to maximize impact in the
marketplace.

/

“What data can we bring
to bear on the problem?”
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Polling Question #3:

Development/Build Phase: who should be involved?
Data Scientists/Actuaries
Data Scientists/Actuaries and Underwriting Practice
Data Scientists/Actuaries, Underwriting Practice, End Users
Data Scientists/Actuaries and End Users

None of above
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Commercial Modernization proceeds through a sequence
of stages with a strong feedback loop

Development &

Build

Question #1: What were some unique challenges in merging the art and

science of underwriting as you looked to re-platform the
technology?

Question #2: Tactically, what approach proved most effective in getting the
underwriters / field personnel to engage in the development?

Question #3: As insights develop how does one decide where to allocate
the knowledge? Predictive model vs Rules engine vs Rates?

Feedback, Monitoring, and Communication
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Protocol Workshop: codifying underwriting knowledge
through a deeper dive into portfolio distributions

Measure the quality of flow into the
portfolio through different sources.

1 Compare and contrast with
underwriter heuristics

Measure the health of the portfolio
and its various segments.

Distribution
Distribution 20
20 15
15
10
5 - — — i
0. 1 2 3 45 6 7 8 9 10

1 2 3 45 6 7 8 9 10

Measure the quality of flow out of
the portfolio through insured, agent,
and insurer actions.

Distribution
2
0

15
10

1 2 3 45 6 7 8 910
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Polling Question #4:

Implementation/Change: what would you do first?

Pilot live on a subset of your business

Map out where this fits in your end to end process; identify other steps that need to change
Roll it out everywhere with fast follow monitoring and adjustment

Test behind the scenes on existing business and past lost opportunities

None of above
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Small Commercial Modernization proceeds through a
sequence of stages with a strong feedback loop

Implementation

& Change

Question #1: Insurers often struggle with experimentation. How critical
was “test & learn” to the implementation success?

Question #2: How would you describe the shifts in skill sets and
personnel required to drive the changes?

Question #3: In the context of culture change, describe the pay back from
the early investments in vision and early participation by the
field?

Feedback, Monitoring, and Communication
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Post Implementation Performance Metrics:

Profitability
Claim Frequency
Loss Ratio

Operational performance
Reduced operational costs

Growth
New Business Hit Ratio
Target market disruption
Success rate in high and low appetite areas
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Journey: successful transformation strategies involve
explicit levels of investment along behavioral and capability

dimensions

Centricity

Behavioral Innovation
assets platform

» Mental Models

» Behavioral norms
» Learning orientation
» Holistic thinking

» Collaboration

Capability » Data excellence

» Tools and technology
assets » Methodology

» Talent

» Roles & org design
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Questions & Answers
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Ernst & Young

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in assurance, tax,
transaction and advisory services. Worldwide, our
152,000 people are united by our shared values and
an unwavering commitment to quality. We make a
difference by helping our people, our clients and our
wider communities achieve their potential.

Ernst & Young refers to the global organization of
member firms of Ernst & Young Global Limited, each
of which is a separate legal entity. Ernst & Young
Global Limited, a UK company limited by guarantee,
does not provide services to clients. For more
information about our organization, please visit

Www.ey.com.

Ernst & Young LLP is a client-serving member firm of
Ernst & Young Global Limited operating in the US.

© Ernst & Young LLP 2013
Published in the US

All rights reserved.

This publication contains information in summary form and

is therefore intended for general guidance only. It is not
intended to be a substitute for detailed research or the

exercise of professional judgment. Neither Ernst & Young LLP
nor any other member of the global Ernst & Young organization
can accept any responsibility for loss occasioned to any person
acting or refraining from action as a result of any material in
this publication. On any specific matter, reference should be
made to the appropriate advisor.



