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Difference between Comm. Lines and Consumer Lines Pricing? &

SOMPO

B Actuaries :
§ Actuaries

(Projections)

Expected Expected Costs
(ECOR) Final Premium
Actuaries
(System)

Who is usually driving the process? How is it done?

Actuaries
(Projections)
Expected Expected Costs
Combined Ratio — |
(ECOR) Final Premium

EJ

Comm&cial Lines

Underwriters
(Case by case)
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Commercial Lines Pricing: Underwriters and Actuaries, teamwork! e

100%

%

Collaboration AC““

0,
0 A’ Consumer Products Mid-size segments, Commercial Lines Very Large
Mass market, no UW SME Commercial Risks

Risk Complexity and Specificity
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It is also about breadth and depth

o,

@
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SOMPO
Risk or Rating Factors / Variables
Factor 1 Factor y Factor z
Risk 1 X X X
Less Breadth
Portfolio | Risk m X X X
Risk n X X X
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o,

The Challenge: in-depth understanding of Underwriters’ practice o
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It All Starts With Data

iy

. “Without data you're

5 just another person with
;‘. “an opinion.”

— W. Edwards Deming
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Regular System Extractions
>

Financial
Data

Data by Line of Business
GWP: NB / Renewals
Claims: paid, case reserve,
number of claims

GEP

Commissions
Management Expenses
Reinsurance data
Renewal Ratio

Etc.

Line-Specific
Data

Segmentation:

Property: Occupancy, Location,
Construction Type, etc.
Employers Liability: Headcount,
Occupation, etc.

Finding the right measure of
exposure: Cover, Sum Insured
Rate changes

Etc.
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Basic Toolkit for Profitability Monitoring: 4 Metrics and 5 Ratios o

SOMPO

€))

Incurred Claims Amount

(b)
Earned

(a/b)

Loss Ratio

(Ultimate or Reported) _ Premium

(a/d)
Burning Cost/Rate
or Average Cost Per Policy
_or Pure Premium

(a/c)
Severity
or Average Claims Size

(b/d)
Average
Earned Premium

(c/d)

) Earned
Claim Frequency

Exposure

Number of Claims
(Ultimate or Reported)
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(a/b)

Loss Ratio
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(c/d)

Claim Frequency

(a/c)
Severity
or Average Claims Size

(b/d)

Average
Earned Premium
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o,

The Link between Pricing and Reserving / Business Planning o

SOMPO

Portfolio
Monitoring,
Product
fProfita bility

Reserving &
Business Pricing
Planning

Pricing
Monitoring
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Portfolio Monitoring

Insurance in 20507 If too complex...

===l )| | b -
O VA
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o

Portfolio Monitoring, Product Profitability — Good Practice e

SOMPO
GWP ($m)
6% by Policy Age . Ut A 3 i
>5yrs . GEP
W3-4yrs mm UW Result
m1-2yrs —Profit Ratio
m<lyr
2018 2019 2020 2022 2023
o -
Budget LR (by LOB) 59.7% Combined Ratio Burning Cost vs. .
verage Earned Premiu
 89.0%
10.5% = Expenses
3.2% 4.4% N
- . 3.9% Non-B Comm I Exposure

18.7% e 14.9% 5 15.4%

Base Comm —AEP
Burning Cost
I Loss Ratio
59.2% 60.5% 509% W °3Y° RS Breakeven
CJiBNR
[45%
2018 2019 2020 2021 2022 2020 2021 2022 2023
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Pricing, what is it about? @

Best Estimate / Central Estimate / Realistic / Economic

Actuaries —
(Projections) expenses
Combined Ratio ———
— . .
(ECOR) Final Premium commission

allowance

Collaboration (Case by case)
Items not covered in this presentation, but should also be considered: pure
* Reinsurance Cost premium
* Distribution Agreements
* Contingency Margin
* Investment Income
* Cost of Capital
* Tax
Private and Confidential. Not for external distribution. 13

Commercial Lines Pricing in Asia Direct Context, Fred Weber
Singapore Actuarial Conference, Singapore, 26 September 2023




Determining the Pure Premium or Burning Rate

SEEEES

Tell how riskier one given occurrence is, compared to another

Calibrated based on an n-way analysis — see next slide

Example

" ocupancy[rator |l Avea Factor J_Constructin | ractor
concrere | o9 |
oo M e oo
| os |
" orice oo
evoleum [ 101
Crearroe oo}

m
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Base Rate

Calibrated from the Expected
Product Profitability for the

upcoming Period Of Insurance

Relies on Reserving and
Business Planning exercises

Example
0.100%

Burning Rate

Expected Claim Amount
per $ of Sum Insured

Example

Hotel made of concrete,
in area J:
0.68 *1.26 * 0.9 * 0.100% =

0.077%

Private and Confidential. Not for external distribution.




Relativities: One-Way Analysis vs Multiple-Way Analysis @

Property Portfolio: 2 Occupancies (Hotels and Offices) and 2 bands of Sum Insured (Low SI and High Sl)

Portfolio Exposure (Sum Insured Sm) Claims Incurred ($m)

Hotels Offices Total Hotels Offices

400,000 | 200,000 | 600,000 480 120

200,000 | 400,000 | 600,000 120 120

600,000 | 600,000 [1,200,000 600 240

Burning Rate (Claims Incurred / Exposure)

One-Way Analysis Two-Way Analysis

Exposure | Claims BR Hotels Offices Total

Low SI

600,000 | 600 | 0.10% 0.12% | 0.06% 5

High SI

600,000 240 0.04% 0.06%

Hotels

600,000 600 0.10%

Offices

600,000 240 0.04%
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o

Credibility Theory @

Consider i risks which generate random losses for which historical data of m recent claims are available (indexed by j). A premium for the ith risk is
to be determined based on the expected value of claims. A linear estimator which minimizes the mean square error is sought. Write
* Xj; for the j-th claim on the /-th risk (we assume that all claims for i-th risk are independent and identically distributed)
. —-% Y=y X;; for the average value.
« ©; - the parameter for the distribution of the i-th risk
«m(9) = E[X;;|0; = 9]
o II = E(m(9)|Xi1, Xi2, - . . Xi) - premium for the i-th risk
* u = E(m(7))
o 5% (9) = Var[X,;|0; = V]
eo’ = E[s° (V)]
«v? = Var[m(9)]
Note: m(¢) and s? (1) are functions of random parameter 9

Themodel is the solution for the problem:

2

m
argmin E || a; + Zainzj —1II
=1

@0 @71 5=+ Aim

Dr. Hans Biihlmann

m
where a;y + Z ai; X;j is the estimator of premium II and arg min represents the parameter values which minimize the expression.

7=1 , N .
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How does it translate to Commercial Lines Insurance? e

How would you price sum of individual risks

portfolio
. . guotations as if each risk .
this food delivery motorcycle fleet? s o seee e e premium

individual product pricing d

pure
premium
c=a*(l-z)+b*z

assume client’s past claims experience
experience per unit is .
reflective of next period of Rl
insurance with inflation b
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Calibrating the Credibility Factor z

Key Principle: the larger the client and the more claims experience,
the more the Pure Premium relies on Experience Premium

| need 1000 claims for one

—_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— —_— |
given client to almost only

use its past experience
(90% confidence)

AW = ——

[]
|
. Client with 4 years claims
Cllent experience and product
Experience claims frequency of 10%
- | need an exposure of
2,500 to get 90% credibility

Credibility
| need 50 claims for one

y 4
| q q q
given client to start using
its past experience

[
|

v 0.1 (10% confidence)
0

50 2,500
'I'T’I‘ (------- Client size and Exposure =======

Private and Confidential. Not for external distribution.
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Pricing: when do we start movmg the needle?
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A Common Conversation with Underwriters

Fred, | have a good account due for renewal, but
your pricing tool suggests a +10% rate increase.

Underwriter

Commercial Lines Pricing in Asia Direct Context, Fred Weber
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&

SOMPO

There is something wrong!

What do you mean by “good account”?

The loss ratio is 30%

What about the commission ratio?

What is the account size?

10 headcount

Do you think the past claims experience of
such a small account is reflective of the

future expected claims? . .
: Pricing Actuary

Of course! Out competitors are

quoting lower than us!
Private and Confidential. Not for external distribution.
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Credibility, a powerful weapon for demand pricing e

SOMPO

Assumption: z is overestimated by the market

Market view: EXPERIENCE PREMIUM -> COMPETITIVE

Actuarial view: mainly PORTFOLIO PREMIUM Market view: EXPERIENCE PREMIUM -> COMPETITIVE

Actuarial view: mainly EXPERIENCE PREMIUM

Good Is PORTFOLIO PREMIUM > EXPERIENCE PREMIUM ?

if yes (likely): PRUNE
if no (unlikely): OPPORTUNITY

Price according to BEST ESTIMATE,
potentially slightly aggressive

Expiring
Profitability

------------F-----------l

Market view: EXPERIENCE PREMIUM > NOT COMPETITIVE I .
Actuarial view: mainly PORTEOLIO PREMIUM I Market view: EXPERIENCE PREMIUM > NOT COMPETITIVE

o Actuarial view: mainly EXPERIENCE PREMIUM

oor

Is PORTFOLIO PREMIUM > EXPERIENCE PREMIUM ? I
if yes (unlikely): PRUNE

if no (likely): OPPORTUNITY I

OPPORTUNITY
‘Overprice’ depending on elasticity model

Small Large

Client Size

Commercial Lines Pricing in Asia Direct Context, Fred Weber Private and Confidential. Not for external distribution. 21
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Pricing a Decreasing Expense Ratio o

It is about assessing the economic view of the expenses needed to manage a given account.
We should not be influenced by competitiveness or profit margin.

: /: Idea: if you price a jumbo account worth $100m and you apply the usual LOB expense ratio of 15%,

is the expense needed to service this account really S15m? Will you be competitive?

Maximum Expense %
| | ] ] ] ] | | ] ] ] ] | | tO charge

(reasonableness)

Product (or LOB)

] ] ] | | ] ] ] ]
Average Expense %

Expense %

Priced
I Minimum Expense %
| | ] ] || | | ] ] ] || |
I to charge
Fixed Policy Expenses

Minimum Average Client Size . .

Client Size  (GWP Weighted) Client Size
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AFTER ALL,
I'M THE ONE
WHO HELPED
SHOW YOU THAT
WITH GREAT
POWER, THERE
MUST ALSO
COME GREAT
RESPONSIBILITY!

You can be the Hero with Marketing and Underwriters!
BUT...

You must convince

You must frequently monitor
the mix of secured clients size
and recalibrate your
decreasing expense curve
accordingly

underwriters that
smaller than average accounts
will be charged
a higher expense % than
product expense % average

Commercial Lines Pricing in Asia Direct Context, Fred Weber
Singapore Actuarial Conference, Singapore, 26 September 2023

Actuaries in General Culture

! 4 I'm gonna be an actuary!
Tron Batman About Schmidt Zootopia
(1982) (1995) (2002) (2016)

Private and Confidential. Not for external distribution.
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Please fund my
management expenses!

Marginal Pricing

All secured accounts
contribute to fund the
company management expenses

Mission accomplished!
Merry Christmas and
see you next year!

Get a promotion from

Hero to Superhero?

Secured Account 1 Secured Account n

Maximum Expense %
to charge
(reasonableness)

What happens when
snenn the bucket is full?

Praduct for LOB)
Average Expanse %

Maximum Expense %

Product (or LOB)

Minimum Expense %
to charge

Minimum Expense %
ta charge

Fixed Policy Expenses Fixed Policy Expenses

Client Size i Client Size

The budgeted Management
Expenses are now fully funded

Is there still a need to charge

NOVEMBER DECEMBER
expenses for each account?

Sun Mon Tue Wed Thu Fri Sat Sun Mon Tue Wed Thu Fri Sat

1 2 3 4 5 6 7 1 2 3 4 5

8 9 10 11 12 13 14 6 7 8 9 10 1 12

15 16 17 18 19 20 21 13 14 15 16 17 18 19

2223 24 25 26 27 28 20 21 22 23 24 35 26 Marginal Pricing: either charge fixed

g st expenses only, or no expenses at all

until 31 December

Commercial Lines Pricing in Asia Direct Context, Fred Weber Private and Confidential. Not for external distribution. 24
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Pricing Monitoring: Risk Adjusted Rate Change e

SOMPO

RARC iz a measure of the underlying change in price allowing for the change in exposure. It is a relative
measurement, which can only be calculated on renewal business.

Below iz a simple example of RARC use in car insurance.

Last year This Year
Fire and theft cover only Comprehensive cover
Premium = £500 Premium = £1000

To calculate the RARC we have to allow for the effect of the change in perils from last year to this year. In this
example the car will have comprehensive cover this year compared t© being insured for third party, fire and
theft only last yvear at a cost of £500. Assuming the claims experience remains the same, the exposure will
have increased and so to maintain the same loss ratio, the premium charged would need to increase. To
calculate the RARC we need to establish what the premium would have been last year if the car had been
insured with comprehensive cover. If the premium last yvear for comprehensive cover would have bean £700
we can use the following RARC calculation:

Risk-adjusted rate change = Price charged this year — Price charged for this year's coverage last year
Price charged for this year's coverage last year

RARC = £1000 - E700
E£700

RARC = 42.9%.

Commercial Lines Pricing in Asia Direct Context, Fred Weber Private and Confidential. Not for external distribution. 25
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Pricing Monitoring: Premium and UW Result Walk

120

100
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40

o 20°

Top Line
- P

-10
_12 I

N 2° i
o o ‘\e“
e\@“\e ¢ ‘,leb
o

100
|

| I

m°°

1

‘4.\9‘&’e

@

e“‘ﬁ

‘.\e

6\“?’

14

12

10

4Bottom Line

7 11
10
= ’
-2
-6

UW Profit 2023 Mix Impact Exposure Change  Frequency Change

Severity Change

Rate Change

UW Profit 2024
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SOMPO

Risk-Adjusted Rate Change (RARC) is a measure of the underlying
change in price allowing for the change in exposure.

Itis a relative measurement, which can only be calculated on
renewal business.

RARC = (Price (C,T) - Price (C,T-1)) / Price (C,T-1)

With:

e Price (C,T): Price charged this year

e Price (C,T-1): Price charged for this year’s coverage last year

Private and Confidential. Not for external distribution. 26
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Millions

14

12

10

o~

Expected COR (UW 2017) = 112.7% (LR = 74.6%)

RN GWP  mmmNB GWP  =#==Expected COR

Expected COR (UW 2018) =99.9% (LR = 65.7%) 160%

93.1%

Q1 Q2 Qa3 Q4

2017

104.1%

2017

|
140%

116.9%
115.5% 120%

103.3% 102.7%

949% 100%
80%
60%

40%

20%

-O%

Q2 Q3 Q4

2017 2017 2018 2018 2018 2018
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RESERVING

Product Expected LR used for:

* Bornhuetter-Ferguson
method

* New products with limited /
no experience

BUSINESS PLANNING

Product Expected LR /CoR used
to:

Be ahead of reserving,
anticipate financials and take
corrective actions asap

Quantify the initiatives

Private and Confidential. Not for external distribution. 27



o,

Conclusion: Commercial Lines Pricing — Ideal Framework o

SOMPO
other lines? intermediary grade? |
competition? increase excess?
increase premium in waves?
profit sharing? etc.

sum of individual risks quotations as
if each risk was quoted according to
individual product pricing

portfolio
premium

a

profit

margin
8

CEINEINYE

inputs

the larger the client and the more claims
experience, the more the pure premium
relies on experience premium

pure breakeven technical actual
premium premium premium premium

c=a*(l-z)+b*z f=c+d+e h=f+g j: UW decision

O( N .-)l—'

client size and i
(----- == mmm g Maximum

claims history exposure

experience

premium
b

assume client’s past claims
experience per unit is reflective of
next period of insurance with
inflation

expenses
allowance

@

registered

expiring
premium

in quotations xy
register

delegation of authority control,

gap of actual premium over

technical premium
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= SOMPO

./ INTERNATIONAL

Thank You

Fred Weber

APAC Head of Pricing and
Portfolio Management

fweber@sompo-intl.com
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