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Best practice pricing: Data

Four key sources of data

Internal

Competitive
Advantage

Competitor
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Affiliate

External




Internal data
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Marketing
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Affiliate data

S
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Competitor data
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External data
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Best practice pricing: Technical costs
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Best practice pricing: Competitor pricing intelligence @
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Using web bots to understand competitive position @

Specify Quotes Collect Quotes Analyse Quotes

> Stage 1: Specify Quotes

Web bot used to specify the necessary set of quote inputs as required for a particular insurance product, by a
particular insurer

> Stage 2: Extract Quotes

Web bot Afeedso the specified quote inputs into the
quote input

> Stage 3: Analyse Quotes

Use the quote outputs to reverse engineer and monitor competitor rating structures, measure customer price
elasticity relative to competitor prices etc
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Benchmarking against main competitors

S
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AAMI Premium / RAC Premium
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Identifying price rankings

S

Competitive Position for AAMI by Region (Q2 09/10) E
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Exploring variation in premium differentials

S

RAC vs AAMI Premium Comparison by Region (Q2 09/10)
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Monitoring competitor price movements in real time @

> Consider NRMAG6Gs Buildings rates i n North Quee
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Rating factors and relativities for each competitor

S
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Premiums for Males by Policyholder Age by Insurer
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Insurer A Conversion Rate by Competitiveness vs Insurer B
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Best practice pricing:

S

Elasticity modelling

Customer attributes

Risk attributes
Customer relationship
Product holdings and activity
Payments
Known triggers
External data

External environmental

© 2010 The Quantium Group

AAge, gender, etc

AVehicle group, excess, etc

ADuration, claims and service utilisation, etc.
AProducts held, when purchased, order of uptake, etc
APayment method, delinquency, etc

AChange of address, price changes, etc

AAffluence, employment status, credit score etc

ACompetitor pricing, relative media spend, etc
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Understanding variation in expected conversion
rates by individual customer...

S

100%
90%

Quote Model - Conversion Rate by Change in Premium

80%

40%

Conversion Rate

30%
20%
10%

70%
60%

50% “S—

\

T ——

—

0% |
-25%

© 2010 The Quantium Group

-20%

-15%

C

-10%

=D

-5%

0%

5%

Change in Premium

-—E

19

F

10%

15%

20%

25%



..gives us elasticities for different policyholders

S

Quote Model - Conversion Rate by Change in Premium
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S

Best practice pricing: Optimisation

-
N
A Develop a pricing framework aligned with your strategic
objectives .
y,
)
A Optimality is about understanding the tradeoff between profit
and volume
y,
A What contribution measure will be maximised? h
A Over what time horizon?
A Subject to what constraints? )
AAut omate the optimisation p?ocess. Ma k e
A Most major Australian insurers use optimisation techniques
A More than 50% of GWP in the UK market is optimised
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Simulate multi-year profitability for each pricing @‘
scenari o consideredeée

New Business

and Renewal _

Profit Generator

Technical Cost

Models

Other
Assumptions
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e combine this with our el@t

New Business

and Renewal _
Cohort Multi-Year

Profit Generator

Technical Cost

Models

Other
Assumptions
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..to simulate the expected portfolio KPIs in each case @

Number of opportunities

Multi-Year Expected

Conversion rate

Profit Generator Portfolio KPIs

New business volume

Retention rate

Total number of policies

Average premium

Cost per policy

Profit per policy

Mix of business

!
> > > > > > > > > >

etc
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Optimisation process simulates hundreds of @‘
thousands of price combinations...

Optimising Algorithm

Multi-Year Expected

Profit Generator Portfolio KPIs
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Optimisation helps quantify the best possible trade- @*
off between profit and volume

Profit per Policy vs Incremental Growth
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Incremental Portfolio Growth
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...together with a range of potential pricing and @‘
business strategies...
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Profit per Policy vs Incremental Growth
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Incremental Portfolio Growth

27






