Leveraging Data...

State
Pass-
Throughs

Collateral C
overage

Leveraging the power of data -
to improve performance Stateg Lo i —

and Frictional
Costs StrUCtufe

Prevention




Introductions

-
=
v

{‘D’. Luke Harrison, CIC CRM

Director, Americas Region
Aon Global Risk Consulting

Captive Services

Risk Control, Claims, and

Engineering

Risk Consulting

‘

Captive Formation
Captive Management

Exclusive Reinsurance
Capacity

Fronting Facilities
Segregated Portfolio/Cell
Facilities

Group Captive
Administration

£ € ¢ ¢ ¢

Casualty Risk Consulting
Property Risk Consulting
Claims Prep Services
Risk Accounting
Engineering

Accelerated Claims
Closure

Actuarial & Analytics

Enterprise Risk
Management

Business Continuity
Management

Risk Finance

Risk Management
Outsourcing

AON



How Healthy do you feel?
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Strategies to improve health
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Personal Trainer’s Advice




Strategies to improve health
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Leveraging Data

1. Risk Maturity

2. Implementing a Casualty Diagnostic
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Aon Risk Maturity Index

What's your organization’s risk maturity rating?

Q@dgo 5@

Developed with

& Wharton

UNIVERSITY of PENNSYLVANIA
Aon Global Risk Consulting | Aon Risk Maturity Index

© Aon Risk Consultants, Inc.



Designing the Index

Governance &
Infrastructure 10 Characteristics

40 Components
Integration

Culture &

AON
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What’s your organization’s risk maturity rating?

1 3540 >

Initial Defined Operational Advanced

Why does risk maturity matter?



Initial Conclusions: Risk Maturity & Performance

= Risk maturity is associated with performance!

=  Primarily: Cap-Ex Growth & Return on Assets

= Performance effects vary

=  Primarily dependent upon competitive setting or industry specific risks

= Some characteristics offer more “bang for the buck”

=  Characteristic and the benefits vary by industry and competitive setting

Source: Chris Ittner, Wharton School of University of Pennsylvania
Initial Findings on Risk Maturity Rétings & Performance (Sept 2011)




Results Based Upon

300+ Organizations
25+ Industries

Participate At Any Time: Index Open Globally

) AON



Risk Maturity Rating Report

AoN
Aon Risk Maturity Index

What's your organization’s risk maturity rating?

Developed with

.“g Wharton
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According to your answers, your organization is at a (3) Defined Level of Risk Maturity. In Aon's experience, organizations at similar levels of
Risk Maturity have found value in the following activities to develop their risk management capahilities

Maturity Levels Globally

25% (Beta Launch - Sept 2010)
22%
20%
5% 13.6%
1.9%
0.2%
10% 8,5
% | 340
7%
% 2 ey 35) & \45
Wil tle  Bak Baiclo  Ocined  Defnedlo Operalionl Operatieal  Adwanced
Belined Operationa tohdvanced

The: chart above displays the distribution of Risk Meturty Ratings from & beta version of the
Risk Maturity Index (Sept 20100, k provides an intial point of comparizon for your resutts.
caming manihs, the index will become mare dynamic and aliow for more real-time insiohts
Into levels of Risk Meturily globatly.

Activities to Enhance Risk Maturity:

Developing awareness of risk and risk management at Board, executive and
management levels through focused educational presentations an specific
topics (e.g., risk appetite and tolerance, risk reporting, etc.)

Building consensus at executive and Board levels regarding risk tolerance
“alidating risk governance structures and the risk reporting framework

Seeking opportunities for collaboration among risk-based functions (e.g., ERM,
internal audit, compliance, etc.) and management processes

Enhancing tools and streamlining processes to support more advanced risk
assessment and guantification, risk planning and risk reporting

Expanding understanding of the impact of employee life cycle and employee
engagemnent on business performance

Disclaimer:

Results refiect participant's af activities and

wsing the Aon Risk Matwrity index. [t does nat represent an evaluation perfarmed by Aon or
Whartan Schaol
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Explanation of Risk Maturity
Rating Level

Comments on Improving Risk
Maturity Rating

Additional Information: Index
& Wharton

Ratings on 40 Components of
Risk Maturity




What Clients Receive for Participating: Immediate

Feedback

Risk Maturity Rating

AON
Aon Risk Maturitsy¢Index

‘What’s your organization’s risk maturity rati

Developed with

@ Wharton

UNIVERSITY af PENNSYLVANIA

According to your answers, your organization is at a (3) Defined Level of Risk Maturity. In Aon's experience, organizations at similar levels of
Rizk Maturity have found wvalue in the following activities to develop their risk management capahilities:

Activities to Enhance Risk Maturity:

Maturity Levels Globally

Beta Launch — Sept 2010
= ¢ . P ) Developing awareness of risk and risk management at Board, executive and
22% management levels through focused educational presentations on specific
20.3% topics (e.q., risk appetite and tolerance, risk reporting, etc.)
20%
Building consensus at executive and Board levels regarding risk tolerance
506 13.6% “alidating risk governance structures and the risk reporting framework
11.9%
Seeking opportunities for collaboration among risk-based functions (e.g., ERM,
pOss 8.5% 8.5% internal audit, compliance, etc.) and management processes
Enhancing tools and streamlining processes to s8gport more advanced risk
5% assessment and guantification, risk planning and MY reporting
1.7%
. Expanding understanding of the impact of employee litcycle and employes
0% 3 3.5 4 4. engagement on business performance
nitial 10 Deined  Definedin  Operationsl  Operationsl  Advasced
Basic Operationai 1o Advansed Disclgimer

Resuits veflect participant' s selCassessment of orgarizational activitie s
waing the Aon Risk Maturity index. 1t does not represent an evaluation pe,
art above displays the distribution of Risk Maturity Ratings from a beta version of the harton School.

= = — “ omparizon for your resuts. in
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Traditional Approach — The very tired “Pie Chart”

Casualty Total Cost of Risk

The Traditional approach to Total Cost
of Risk has been on how to “measure”
the total costs instead of “managing”
the cost drivers...

Premiums
Losses

B Administrative

" AON



% of WC Claims with TTD

26%

19%

12%

AON



Medical Only to Indemnity “Conversion Rate”

12%
18%
23%

AON



Average value of an indemnity claim

$12,261

$21,412
$28,943

AON



Collateral:

Reasonableness of insurer loss

forecasts

Collateral to ultimate loss benchmark

based on credit profile
Form of collateral

Medical Strategy:

Review of Medical Cost
Containment
Effectiveness

Prevention:

Frequency rate and
Severity Rates

Information Management
e Quality and Use of Data

WC Program Design by State: Premiums

e  Optimized insurer charges e Benchmarking

e Lowest cost placement strategy e Effectiveness based on program
structure/loss experience

Coverage

State e Comparison to Best in class
. coverage for your industr
Pass- Premiums g y Y
Throughs

Collateral Coverage

Retentions and Limits

e Benchmarking

e  Effectiveness vs. loss experience
e Treatment of Defense Costs

Medical
Strategy

Program
Structure

Premiums
and Frictional
Costs

Losses

Claim Admin

Claims Process

e Report Lag Time

e Claim Development
e  Audit Frequency

Claims
Process

Prevention

Information
Management

Actuarial:

Litigation Disability
Management| Management . Integrity in financial reporting of

loss reserves

. Risk Modeling to support
Decision Making

o Allocation Methodology

Litigation Management: . Emerging losses vs. expected
e Litigation Rate and Cost trending ahead of expected
analysis

AON



Challenges of Benchmarking

>

> Right data l$
— Valuation date DOLLAR TREE

— Jurisdiction

— Actuarially developed

> Right time Walmal‘t

Save money. Live better.
— Age of benchmarking sources and data

TARGET

» Right Comparison ;
— Are the companies you benchmark against W

really comparable to your organization?

Must see Internal & External Benchmarks

, AON



Re-thinking Benchmarking

» ldentify Cost Drivers

— ldentification of Cost-Driving Elements
— Benchmarking (Internal and External)

» Establishing Baselines
» KPIs for Processes using your own data
»Validate against external benchmarks

> Create a Process of Monitoring
» Casualty Dashboarding
»Review at regular intervals, ALL metrics

24



Common Sense Benchmarks

The Pieces of the TCOR Puzzle that Drive Your Costs

ILTEND,
CAND PRIVATE

] ] I
-
.
Ghat, o .
\ \
*

of States,
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Incident Rates & Frequency Trend
Report Lag Time

Claims closure rates
Medical-to-indemnity conversion rates
Litigation rates

Pharmacy Cost Management

PPO Penetration Rates

Percent of medical to total cost
Percent of expense to total cost
Closure Rates

AON



Where to find your benchmarking?

Z,

ZURICH
N\

AON \e
sedgwick C@

AL Haldings, inc
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Sample Executive Summary Dashboard
N e N

Report Lag time

(date of knowledge to date
reported — Average)
Average Medical Cost
Closure Ratio

Indemnity Closure Ratio

WC Conversion Rates
(MO to Indemnity)

Disability Duration
Average TTD duration

Expense Ratio

Managed Care Pricing

Litigation Management

Collateral

Premium and State
Pass-Throughs

Coverage

Program Structure

Policy year 2009
0-3 Days = 42.1%
0-7 Days = 61.8%

The past 3 policy years show on average the
medical to be 53% of claim cost.

Policy year 2009 shows 74.7% of the claims closed
within 12 months

Policy Year 2009 shows 31% of the indemnity
claims closed within 12 months

57% of the indemnity claims in policy year 2009

Policy year 2009 at 12 months averages 57days

The past 3 policy years average about 12% of
claims costs

Contract shows bill review fees at $17 per bill

Policy year 2009 shows 6.6% of the claims are in
litigation

Current and legacy insurer collateral at 110% of
Client's actuarial outstanding loss estimate

WC premium rate .14 per $100 payroll, State
pass-through expenses .09 per $100 payroll

Batch coverage/ definition of occurrence, and
treatment of ALAE key issues for client industry

$1M retentions by line. Statutory limits for WC
and $3M primary limits for liability

Average lag is greater than benchmark. Claims tend
to cost on average 15% more when they exceed the
benchmark.

Within acceptable range.

Within acceptable range.

Within acceptable range. An Initial AnalySis Will:

Conversion rate is significantly higher than the
industry best practice. An indemnity claim that is
reported and managed as a medical only claim may

not receive appropriate TPA resources. - EStab“Sh yOur OWﬂ KPIS

The disability duration is significantly higher than the
target benchmark. However, results could be skewed
due to the small indemnity claim count. I d t_f f f
Expenses are a higher percentage of total claims costs e nt y a reas O OCUS
than desired. We suggest further investigation into the
potential cost drivers,

Industry benchmark for bill review pricing is — C reate fo un d atio N

significantly lower per bill. Further discussion is
suggested regarding the overall managed care pricing.

Within acceptable range.

Insurer collateral at S&P BB+ rating should be 70% of
ultimate outstanding loss or better.

Industry benchmark for state pass through expenses
significantly lower. Florida is especially high relative to
insured program options.

Current coverage forms are reasonable and
competitive, but noted 12 issues for potential coverage
enhancements.

Program structure is reasonable and competitive based
on loss experience and risk transfer premium




The Next Step — Casualty Dashboarding

» ldentify KPIs for measuring ongoing program performance
» Measure on a quarterly basis

» Advanced RMIS Systems can create dashboards with drilldown capabilities

AW Laser Dashboard

Key Laser Metrics

zirend

Organ.fzaﬁon Analys.fs
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Dashboards can Depict Information

by Organizational Layer

Organization Analysis

Avg Indemnity Cost Indemnity Conversion Rate
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Tiger Manufacturing USA
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In Summary

» Understand the fundamentals of how you manage risk!
» Act like a doctor, not a pharmacist!

» Challenge your organization to create benchmarking!
» Start internal, but don’t forget to validate!

» Ensure integrity of analyses, and remain consistent!

» Develop KPIs to improve performance, evaluate quarterly!
— Mid-Year Checkups

» Communicate — report to operations quarterly your progress!

30



Additional Information?

Luke.Harrison@aon.com

Tel: 312.320.6179

Or

Harland.Priddle@aon.com
Tel: 816.698.4609
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