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“Best Practice”

« A comparative measure, against:
— world’s best
— direct competitors
— own capacity and needs

m




Institute of Actuaries of Australia

Benchmarking current practice,
identifying strengths and weaknesses

PRICING PROCESS Poor (0] ¢

Leading Best
»

Data Management

Technical Pricing ©

Portfolio Optimisation

Decision Support @

Pricing Engine
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Setting aspirational goals,
establishing priorities

PRICING PROCESS Poor OK Leading Best

Data Management

Technical Pricing

Portfolio Optimisation

Decision Support

Pricing Engine



Is “ current best” good enough?
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“Middle of pack™ performer
- maybe

Leading Best

PRICING PROCESS Poor (0] ¢
Data Management ©

Technical Pricing ©

Portfolio Optimisation

Decision Support ©

Pricing Engine
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“Market leader”
- probably not

PRICING PROCESS Poor OK

Leading Best
Data Management =)
#

Technical Pricing

Portfolio Optimisation

Decision Support

Pricing Engine
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Pricing: Best Practice in 1980s

Data Limited extracts of policy exposure and claims data
Batch reporting via mainframe
Technical Pricing Single and multidimensional tabulation of underwriting

results by existing rating factors
Ability to re-cast results using latest premium table

Graphs done by hand!
Portfolio Optimisation Deriving distribution of premium movements for
proposed rating changes (in points)
Policy of gradual change in rates (elasticity by
Decision Support Monthly monitoring at portfolio level
Quarterly results at rating factor level
Portfolio level 2 year financial projection
Rating Engine Points rating, no interactions
Needed to support manual rate calculation

Barely rate as acceptable practice today
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Best Practice is a moving target

Today’s leading practice...

... may only be OK tomorrow
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Cows and Tigers

Looking beyond today’s best
practice
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“Purple Cows”

- Something remarkable
— Worth talking about
— Worth noticing
— Exceptional. New. Interesting.

« Opposite of remarkable is not “bad”
— Indeed it may be “very good”
— But just not good enough to be remarkable

Reference: Seth Godin Purple Cow - Transform Your Business by Being Remarkable



Institute of Actuaries of Australia

Progressive Insurance
« Competitor price comparisons

<ate | ICKer

Range of rates

hopper W.S. in California
. OLKSWAGEN JETTA GL
011, 2:41 AM ET
rogressive Direct 5

tate Farm 41
alf:

[}

Explore TickerPlus l

Learn about our accurate rate CC“FI'IEEII'iS'E'I'IS.
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Norwich Union: Pay as You Drive

il NORWICH UNION

AN AV IVA CompaTy

Guich Links | irdex " Eiﬂr:ﬂ ﬁ

Home info Apply Contact Legal

Background Fealures & Beanefits

Why "Pay As You Drive"™ Insurance?

Siatizlice show ug that people aged 18-21 are more |ikely to have sccidents fdfl‘l a

belween 11pm-Bam- with a greater risk of serious injury or falalily. Af the same

time, fewsr accidends happan during the day betwesn the howrs of Gam-11pm. :

Until now, no digtinclion has besn made babwesn thess limes and a3 & regult, 'fﬂ,"f'ﬂ,jf'l{.

cor ingurance premiums have remained high for all young drivers between 18-3

years. new
APPLY By using the Istest GPS (Global Positioning Satelite) technalogy Norwich Union | = - Pe ugenf'
HERE hns developed a smort box thel will fit discresily inte your car to record the ==

number of miles you drive and when, 06 spﬂrf’.r
By recaording how many miles you do and what time of day you drive, Norwich "'n"l-l .

Union have devalopad an infdurancs premium based on you alons. You'll banafi
frpm off-pesk rates, wilh the cost of driving belween Eﬂ!-iiﬂﬂ'l much cheaper
{han driving betweaen 11pm-Gam.

There will avan ba & monthly bill =6 youll be able {6 control jusl how much you
spand and yvou will algo bengfit from avery month 100 ofT-peak mileés bBeEing
free,

"Pay As You Drive"™ might be for you if:

Wou preter (o spread your bills monthly
Wou do nod drive regularly at night

Wou wikh 10 hava comprahensive insurancs
Wou have & bankfuilding soclety account in your name



TIO: Crocodile attack

insurance

* If you’'re killed by a croc while
traveling in the Northern Territory,
for $10 the Territory Insurance Office
will pay your estate $50,000
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Seeking your “purple cow”

* Understand your current capabilities
— Similarly for your competitors

* Look around the fringes to find
opportunities to create something...

— New, interesting, Remarkable

« Opposite of remarkable is not “bad”
— Indeed it may be “very good”
— But just not good enough to be remarkable
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Theoretical Best Practice

* Imagining what might be possible
— Describe perfection
— What is needed to get there?
— Start the journey

Reference: Mitchell et al The 2000 Percent Solution
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Theoretical Best Practice: Pricing

Data
Management

Technical HYSE6) Rating
Pricing \EIt]ooJfa9 Engine

Portfolio
Optimisation
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The FOX knows
many things...

... but the HEDGEHOG
knows one big thing

Archilochus (7t century BC)
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The Hedgehog Concept

 Is NOT

— A goal to be the best

— A strategy to be the best
— An intention to be the best
— A plan to be the best

« ITIS

— An UNDERSTANDING of what you CAN be the
best at

— Being FOCUSED on those things

Reference: Jim Collins Good to Great: Why Some Companies make the leap.... And others don’t
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Future best practice as a planning aid

 Benchmarking against current best
practice
— Provides good insight, but can be limiting

* Look for the remarkable (purple cows)
* Test your Imagination (tigers)

* Focus on what you be best at
(hedgehog)
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Further Reading

 Seth Godin

— Purple Cow: Transform Your Business by Being
Remarkable

— www.sethgodin.com
« Jim Collins

— Good To Great

— www.|imcollins.com

 Donald Mitchell et al
— The 2000 Percent Solution
— www.2000percentsolution.com




