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From the
Managing Principal

Privacy vs. Discounts:

As citizens of the U.S., we have many
statutory protections for our privacy.

Those that gather sensitive information
about individuals have an obligation to
maintain confidentiality. To the extent such
information is compromised, consumers are
harmed and lawsuits ensue.

Consider reasons for voluntarily giving up
certain privacy rights in specific instances.
Providing your medical history is essential
in order to secure life insurance. With the
advent of telematics, many consumers are
asking the question as to whether giving up
certain private information (how you drive,
where you drive, when are you on the road,
etc.) via electronic monitoring is worth the
potential savings that may come from lower
auto insurance premiums.

Is the voluntary submission of private
information worth it? Obviously there are
concerns about how such information may be
used to the detriment of the person providing
it (higher rates, declination of coverage,
denial of claims)?

Advances in technology allow the gathering
and interpretation of smaller bits but more
voluminous amounts of data about our
personal habits and daily lives. As discussed
nearby, the use of telematics in the business
of insurance is gathering momentum.

Only time will tell if consumers deem the
trade-off between privacy and discount is
worth it.
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Telematics: Innovators Separate from the Pack

Telematics is changing today’s auto insurance market. Telematics devices allow insurance
companies to gather data on miles driven, time on the road, speed, acceleration and braking
patterns. Such data has allowed analytics-oriented insurance companies to refine and develop more
advanced risk classification plans via usage-based insurance programs.

Progressive Insurance was the pioneer in this market with their Snapshots program. Originally
named the MyRates" program, Progressive implemented the program in over 30 states. The
program tracks time of driving and vehicle speed, which allows the company to differentiate

risks based on the number of miles driven, time of day the vehicle is on the road and the driver(s)
braking pattern. Progressive Insurance offers up to a 30% discount based on the measured driving
patterns. With telematics data from those policyholders that voluntarily sign up for the program,
Progressive has become the leader in the auto insurance marketplace in this innovative risk
classification approach.

In December 2010, Allstate formally launched the Drive Wise®
program in Illinois. The program utilizes information
gathered from a wireless telematics device which

tracks mileage, driving time of day and braking

behavior. Allstate also utilizes maximum speed driven to
differentiate risks. By tapping into volunteers from their
workforce to gather the telematics data, Allstate found a
creative solution around the problem of finding sufficient
initial telematics data for research and development of a
usage-based insurance program.

Vlsy,
e,

State Farm recently announced their new program, In-Drive, offering discounts for those
policyholders who voluntarily install a monitoring device on the vehicle. This device monitors
mileage, turns, braking, speed and time of day the vehicle is operated.

All other known usage-based insurance programs continue to keep their focus on effective capture
of miles driven data. The GMAC Insurance Low Mileage Discount (Pay-As-You-Go insurance), is
the most expansive of such programs. Leveraging the information gained and verified through the
OnStar technology, they have implemented the discount in 35 states and offer up to a 54% discount
a year depending on miles driven. The Automobile Club of Southern California implemented a
Pay-Drive program in California, effective February 2011, with a voluntary option to install a
telematics device for the reporting of miles driven data.

Refinements to the mileage driven discount remain the easiest hurdle to cross for companies
looking to add usage-based insurance features into their auto insurance program. There is a
common acceptance of relationship between miles driven and exposure to risks. The data is
considered relatively non-intrusive compared to the collection of other driving pattern-related data
such as time and location of driving and driving speed. The lower premium may lead to reduced
driving, and proponents point to this incentive to drive less as a means to lessen carbon emissions.
Some parents are receptive to having information about their teen’s use of the family vehicle.

It is clear the innovators are far from finished. As the leading companies have demonstrated, it

is possible to gain regulatory approval for advanced usage-based insurance programs utilizing
telematics data beyond miles driven. The innovators have demonstrated the ability to gather and
analyze the data as well as the ability to negotiate the regulatory environment to win approval for
implementing their programs. The implementation of such programs will allow them to add to
their current data and refine their programs through analyzing the captured data. As the innovators
continue to separate from the pack, it will be up to the companies behind them to determine when
and how to follow them down this path to remain competitive in the auto insurance market.




Florida Senate Bill 408

Senate Bill 408 became law in Florida effective May 17, 2011. The reforms
to the Florida property insurance market in this bill addressed the underlying
cost drivers to the insurance system and should produce significant savings.
The primary cost drivers addressed include the amount of time to file

claims for losses due to hurricanes, the manner in which sinkhole claims are
handled and limits on the compensation for public adjusters.

Projecting the ultimate value of property claims in Florida has been
problematic as policyholders have been given a five year period of time to
present damages from
hurricanes. Further,
the rules for alleging
sinkhole damage
have been in the favor
of homeowners as

the insurer has been
forced to pay the

cost of engineering
studies (averaging
more than $12,000
per study) to assess
sinkhole damage

and the definition of
“structural damage” was so broad that many such claims related simply to
normal settlement and not catastrophic collapse.

Florida Senate Bill 408 will have an impact on future costs and the rate at
which losses emerge (i.e., loss development patterns) for insurers.
The new law:

* Requires hurricane claims be submitted within 3 years.

* Changes the treatment of sinkhole related claims. We note that the
treatment of sinkhole claims involving catastrophic collapse (where the
structure is impacted by a sudden and dramatic drop in the underlying
ground) will remain unchanged.

a. The definition of “structural damage” is intended to eliminate the
coverage of normal settlement cracks.
b. Requires submission of a sinkhole claim within 2 years after the

policyholder knew or reasonably should have known about
the damage.

c. Provides for cost sharing of further testing if requested by the
policyholder after an insurer’s claim denial.

d. Requires contracts for stabilization and foundation repair must be
entered into within 90 days of confirmation of an insured loss and
be completed within 12 months of the contract signing. The insurer
will pay for the repairs as they are performed and expenses are
incurred.

e. Allows insurers to limit the sinkhole coverage to the principal
building and not all other structures.

* Allows insurers to settle structure claims on Actual Cash Value (ACV)
basis first, with the remaining costs reimbursed on a Replacement Cost
Value (RCV) basis after repairs are performed.

We continue to recommend to our insurer clients with significant
Florida property exposure that they review their property loss
development data separately for hurricane/catastrophe events,
sinkhole events, and all other property claim types.

In rate filings, this legislation will alter the rules going forward as follows:

a. Decreases review time allowed on an expedited net cost of
reinsurance filing to 45 days.

b. Removes restriction from submitting another rate filing after the
expedited filing implementation.

c. Postpones the option to make a Use and File property rate filing until
May Ist, 2012.

d. Allows for supplemental information or additional information to be
submitted and considered without rendering the original certification
to be false or the need for recertification.
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Apex Discussion Series

September Unique Professionalism Considerations for
Self-Insured Public Entities

October Reports and Presentations to Management and
Board of Directors

November Usage Based Insurance

December Recent Industry Adverse Loss Development

Be sure to secure your registration online!

Sept 8-9 Telematics
Sept12-14 South Carolina Captive Insurance Association
Sept 13- 14 Florida Insurance Conf on Financial Reporting

Sept 15-16 CAS CLRS
Sept 19-20 NAMIC Annual Convention

Sept 20 IASA WI Chapter Conference

Sept 26 - 27 IASA Central States Regional Conference
Oct5-7 NRRA

Oct11-14 ASA Temps

Oct16-18 ASHRM

Oct 24 -26 Target Markets Summit

Oct 27 2011 Insurance Conf, hosted by Blackman Kallick
Nov 1-3 2011 NAMIC Financial Focus Seminar
Nov 2 KY Captive

Nov 3 -4 ARIAS Annual Meeting

Nov3-6 NAIC - Fall

Nov 6 -9 CAS Annual Meeting

Nov29-Dec1 Cayman Captive Forum

Check the Pinnacle website for full details on our
industry meetings and speaking engagements.




The NAIC's SMI and ORSA:
What Does it Mean to You?

The National Association of Insurance Commissioners (NAIC) is
performing a critical self examination of the US insurance solvency
regulation framework, called the Solvency Modernization Initiative (SMI).
The SMI focuses on key issues such as capital requirements, governance,
risk management, group supervision, statutory accounting, financial
reporting and reinsurance.

These recent NAIC activities are part of a global movement in insurance
regulation. The International Association of Insurance Supervisors (IAIS)
— of which the NAIC is a key member — is currently revising its Insurance
Core Principles (ICPs). The IAIS has recently adopted ICP 16: Enterprise
Risk Management. Supervisory regimes are expected to establish ERM
requirements, and in particular to require that insurers address all relevant
and material risks.

To be in compliance with ICP 16, regulators are expected to require
insurers to regularly perform an Own Risk and Solvency Assessment
(ORSA) to assess the adequacy of its risk management, as well as its
current — and likely future — solvency position

ORSA is still very much a
work in process...with many
outstanding issues that need
to be addressed.

The NAIC recently released its ORSA proposal in response to ICP 16

and as a key part of the SMI. The European Union (EU) is currently
implementing a new insurance regulatory regime, known as Solvency II,
which will also contain an ORSA requirement. It is important to note that
the NAIC SMI is not a reaction to Solvency II; all members of the IAIS are
reviewing their regulatory frameworks, with Solvency II being the most
well known example.

The NAIC proposal would require each insurance legal entity to annually
file an ORSA, consisting of three key sections: 1) Risk Management
Policy; 2) Risk Quantification and Stress Tests; and 3) a Prospective
Solvency Assessment. Section 1 would document the entity’s ERM
program, its use in day-to-day operations and in the determination of
economic and regulatory capital. Section 2 would contain a quantification
of the material risks faced by the entity, under normal and stressed
scenarios. Section 3 requires the board and senior management to
demonstrate that the legal entity has the financial resources necessary

to achieve its 3 to 5 year business plan — in normal and stressed
environments. If such a demonstration cannot be made, then there must
be a discussion of the actions that will be taken to resolve the adequacy
of its financial capital. The entity must project its future financial position
(including projected future economic capital) and its ability to meet
regulatory capital requirements in the future working from the current
risk profile, risk management policies, quality and quantity of capital,
and expected changes associated with executing the business plan, The
prospective solvency assessment must also consider the risks associated
with group membership.

ORSA is still very much a work in process; the NAIC SMI Roadmap
indicates that the intention is to have the details ironed out by the end of
2011, with model laws and regulations drafted by the close of 2012. There
are many outstanding issues that need to be addressed.

For example:

* Confidentiality Under the current proposal, legal entities would be
required to divulge sensitive proprietary and confidential information.
Will the ORSA be a public document? If so, how will confidentiality
be preserved?

e Group vs. Legal Entity The current proposal requires an ORSA
from each insurance legal entity. Many insurance firms do not manage
risk at the legal entity level. Good arguments have been made that the
ORSA filing requirement be more closely aligned with the level at
which organizations manage their risks.

* Frequency of Filing A persuasive argument can be made that an
annual filing requirement would be burdensome to both insurers
and regulators.

* Management and Board More clarity is needed regarding the
roles of the management and the board of directors. Will the ORSA be
the responsibility of the board, but administered by management? Is it
a board undertaking with assistance from management?

 Time Horizon Not all insurance organizations have rigorously
developed three to five year business plans. Perhaps the ORSA should
focus more on an organization’s ability to withstand a multi-year
stress scenario than to achieve a multi-year business plan.

Many issues remain prior to final ORSA requirements being promulgated.
It behooves insurers to be prepared to deal with the new ERM regulations
that are on the horizon.

LeRoy A. Boison presented at the
Casualty Actuarial Society Ratemaking
and Product Management Seminar (CAS/
RPM) on the subject of “VEHICLE SYMBOL
DEVELOPMENT’ in March and presented at the North Carolina Association
of Mutual Insurance Companies (NCAMIC) on ‘PREDICTIVE MODELING FOR
PERSONAL LINES’ in May.

Christopher S. Carlson presented the Past President’s Address to the
New CAS Members, CAS 2011 Spring Meeting in May.

Derek W. Freihaut and Paul A. Vendetti spoke at the Insurance
Accounting & Systems Association (IASA) on ‘AUDITOR AND ACTUARY
INTERACTION’ in June.

Joseph A. Herbers moderated on the subject of ‘PREMIUM DEFICIENCY
RESERVES’ at the CAS Spring Meeting in May. Listen to Joe’s audio
interview with AMBest on the subject of ‘CAPTIVE DOMICILES AND SERVICES:
HOW TO ASK THE RIGHT QUESTIONS OF YOUR ACTUARY at pinnacleactuaries.com
- click the slide on the homepage to access the audio and White Paper.

Kevin M. Madigan moderated the general session ‘DISCUSSING THE NEED

FOR ERM STANDARDS OF PRACTICE AND THE EXISTENCE OF SHARED RISK PRINCIPLES’
at the 2011 Enterprise Risk Management Symposium (ERM) and was a
speaker on the panel ‘CROSS POLLINATION OF MODELING TECHNIQUES in March;
presented ‘ERM FUNDAMENTALS’ at the CAS Southeast Spring Meeting in
March; was reappointed to Chair the Joint CAS/SOA Committee for the
ERM Symposium through April/2012 and was a speaker on the panel ‘Erm:
REGULATORY AND PROFESSIONAL ISSUES” in June.

Peter S. Rauner was a speaker on the panel ‘IMPLICATIONS AND COSTS TO
INSURERS ASSOCIATED WITH MEDICARE REQUIREMENTS” at USA Risk 6th Annual
Executive Education Conference in May.

John E. Wade performed in the Mock Trial presented by the Committee
on Professionalism Education at the CAS Spring Meeting in May, and
facilitated at the Chicago session of the ‘COURSE ON PROFESSIONALISM’.

Robert J. Walling, I1I presented ‘PREDICTIVE MODELING FOR THE REST
oF us’ at the 2011 NAMIC Commercial Lines Underwriting Conference
in March; ‘PREDICTIVE MODELING APPLICATIONS FOR CAPTIVES’ at CICA 2011
International Conference in March; presented ‘COMMERCIAL LINES PREDICTIVE
ANALYTICS: BEFORE AND AFTER” at CAS RPM Seminar in March; presented
‘HEALTHCARE ROUNDTABLE’ at 2011 VCIA Annual Conference in August.
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A Pinnacle Promotes Nick Kucera to Consultant
Nick Kucera has been promoted to the position
of Consultant. This promotion reflects Kucera's
predictive modeling expertise, and handling of
client relationships and project management, as
demonstrated by his SAS certification.

Contact Nick at our new Des Moines office:
Board Certifies New ARIAS-US Certified Arbitrators 630+457+1293
S.SaS. SAS® Certified Predictive Modeler Using SAS® Enterprise Miner™ 5

A Nicholas Alicea joins Pinnacle as Actuarial Assistant
Nicholas Alicea joined the Pinnacle Family following graduation,
working from our Atlanta Office. After only a few weeks on the job, he
enthusiastically joined his analyst colleagues at the Challenger Learning
Center, a state-of-the-art training center, developing skills in decision
making, teamwork, problem solving, and commmunication.
Welcome aboard Nicholas!

A Pinnacle provides volunteer leadership in communities
across the enterprise - and beyond!
Pinnacle encourages employees to bring forward opportunities while
continuing the commitment to’'make a difference’ in our local, regional,
and global communities such as:

»  National Brain Tumor Society

*  American Cancer Society

»  Florida Sheriff's Association

Easter Seals

Relay for Life

SmileTrain

Center for Economic Progress

*  Respiratory Health Association of Metro Chicago

visit our website to explore the details
pinnacleactuaries.com




