THREE KEYS TO CCPR SUCCESS
Learn, understand, believe the fact base

Learn understand and apply the processes with integrity and vigor

Model/demonstrate the behavior with passion through relentless

measurement, work ethic and positive rewards and recognition
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CCPR METHODOLOGY

Design and
Test
Implementation

Test
Solutions

Refine or
Change
Solutions

Develop
Hypothesis
Design

Solutions

Performance Transition

Implementation )Management

Fact Finding

+ Reviews + Debriefs « Front line based « Highly structured + Dedicated
« Reinspections « Potential + Structured + Consistent leadership
« Focus groups  solutions analysis « Front line based + Measurement

+ Compensation

+ Customer «+ Front line/

interviews CCPR + Recognition
+ Employee

interviews

Design
Fact High
and Develop Involvement Relentless

Based at Front Line
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P-C CLAIM SERVICE ORGANIZATION
CLAIM CORE PROCESS REDESIGA
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P-C CLAIM SERVICE ORGANIZATION
CLAIM CORE PROCESS REDESIGl\dI
i

Deborah K. Campbell
A&mstant Vice Pr&eldent

S e— Y L AT

Toni Boyd
Design Coordinator
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ALLSTATE PERSONAL LINES - CCPR

« Includes casualty (BVUM coverages

$ Millions
1995 _
Casualty 76 182 o 319 345
Auto PD 76 216 362 4256
so% Owners 37 . 1260 189
ni i = i
OO | rossswange 76 205 6 19 %9
Expenee 15 59 97 162 108
Net savings 61 236 470 689 801
—@' = raCaNe Py
Casualty 102 244 386 , 48
Auto PD 102 209 472 570
67% opportunity | OWners 50 118 *ﬁL 186
captured Gross savings 102 396 759 1,081 1,219
Expense 15 59 1) 102 108
‘ Netsavings 87 337 662 959 1,111
Key assumptions '

), auto physical damage, homeowners

« Auto PD and homeowners implementation timelines tracks casuaity experience
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ALLSTATE PERSONAL LINES ~ CCPR BENEFIT PROJECTIONS

$ Millions
1995 1996 1997 1998 1999
Casualty 76 182 285 319 345
Auio PD 76 216 352 425
QOwnars 37 86 120 139
50% opportuni .
captured 4 Qross savings 76 295 567 7H 909
Expense 15 59 97 102 108
LNen savings 61 236 470 689 801
1995 1996 1997 1998 1999
Casualty 102 244 355 428 463
Auto PO 102 289 472 570
67% Omomﬂity Ownefs 50 115 161 186
captured Gross savings 102 396 759 1,061 1,219
Expense 15 59 97 102 108
Netsavings 87 337 662 959 1,111

Key assumptions
« Includes casualty (BV/UM coverages), auto physical damage, homeowners
. Auto PD and homeowners implementation timefines tracks casualty experience
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P-C CLAIM SERVICE ORGANIZATION
CLAIM CORE PROCESS REDESIGN

Deborah K. Campbell
Assustant Vloe Pr&sldent

L l
Scott Srrith Jack Pepping
Irrplernentatlon/D%lgn Dlrector Technology Director |

Toni Boyd
Design Coordinator

| | MCO Restructure |

Team Leaders
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CONFIDENTIAL

Putting Out the Fire (Process)

ALLSTATE INSURANCE COMPANY

Team debrief
September 1996

This regort Is solety for the use of client personnel.

No part of il may be drculated, quoted, or reproduced for
distribution outside the client organization without prior
written approval from McKinsey & Company.
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FIRE PROCESS KEY FINDINGS
=
=
=3
[:> * The current Fire Gap process was implemented in response to adverse %
severity trends in 7 CSAs. Preliminary results initially appear highly E
variable, but on balance positive =
» However, the taam belisves =
— The existing fact base is too limited in terms of sample size to support a
broad-based redesign effort and perhaps dated
— Uncertainty of loss type (e.g., extent of damages) distribution hampers our
ability to address opportunity
- Insight into additional opportunities not surfaced in the initial file review is
needed prior to redesign
- Itis unclear if the new Fire Gap process addresses the appropriate areas of
opportunity within fire
= Therefore, the team recommends an enhanced analytic phase consisting of 3 -
primary steps =
— Verily the loss type distribution through a home-office-bassad anaiysis =
— Conduct a scan of Fire Gap test sites
— Expand fact finding (e.g., file review, interviews) to non-test sites -
1
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The current Fire Gap process was implemented in seven CSAs in response to
adverse severity trends.

L] t ¥

WyeZ:6 9661 S dAs

FIRE GAP TEST

NOTIONQ0dd 1a0d3d 1D

Background

» 7 CSAs
expsrisnce
+30.0%
increasass in fire
severity over
prior year

+ Countrywide
number = +6.8%

/79

60 ON

il

y
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The results are highly variable, but on balance positive.

t '

FIRE GAP PROCESS RESULTS
I:] YTD vadance
piior to test
-] Juiy amm
54.1
A
30.3 34 27.4 30.2 30.0
16.7 21.8
128113 — 1.0 68
<o 2.0 +30.1 94 -39.0 -8.2 l—lﬂl
k ) | "; l v - |
New Maryland  Virginia Florida NY metro  Florida New Total Total US

Jersey west gast England  gap test

Source: PIC Fire Team
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The high variability in results highlights several measurement-related issues.

OJAPE-081mem/ tpnCH

ISSUES SURROUNDING THE EXISTING MEASUREMENT

+ A limited time frame — 2-3 months of data

+ The lack of ability to track Fire Gap process losses vs. total F/L losses (e.g.,
prior to process implementation)

+ Lack of comparable baselines for operational measures

Av6e:6 9661 % dES
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FIRE PROCESS KEY FINDINGS

« The current Fire Gap process was impiemented in response to adverse
severity trends In 7 CSAs. Preliminary results initially appear highly variable,
but on balance positive

|:> « However, the feam believes

— The existing fact base Is too limited in terms of sample size to support
a broad-based redesign effort and perhaps dated

~ Uncertalnty of loss type (e.g., extent of damages) distribution hampers
our abillty to address opportunity

~ Inslght into additional opportunities not surfaced in the initial tile
review is needed prior to redesign

— It is unclear if the new Fire Gap process addresses the appropriate
areas of opportunity within fire

« Therefors, the team recommends an enhanced analytic phase consisting of 3
primary steps
~ Verify the loss type distribution through & home-office-based analysis
- Conduct a scan of Fire Gap test sites
- Expand fact finding (e.g., file review, interviews) to non-test sites

003PE-O81mem / tpnCH
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The existing fact base is too limited in terms of sample size to support a
broad-based redesign.

' L]

HIT SURVEY SAMPLE
Percent; number of files reviewed

100% = 457 files

Wind/hail
Other 24
34
Only 79
fire files
were reviewed
1 20
Smoke X 3/ - -, .=
Lightning X 1Z.. = Water
Fire

RY0C:6 9661 G 'dAS
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It appears that the opportunity varies dramatically by loss type, suggesting the
need for segmenting fire losses. However, the sample size within each segment
is cwrrently too small to draw definitive conclusions.
] '
OPPORTUNITY BY LOSS TYPE
Fire loss distribution Opportunity relativity
Parcent; {(number) Index = 1.00
Lightningloss  Minor Lightning loss I
smoke damage without fire I 1.90
S nifica':;"tithout fire ;
g Significant K
smoke damage smoke damage I 139
Other |
minor loss m Total loss (1.82
I
Paitial loss . |
of structure Partial structure 0,‘72
{
Total loss Minor smoke damage 0.{70
|
Other minor losses } 1.90

Source: Homeowners claims closed file review

Index = 1.00 {17%)

Ry0C:6 9681 G IS
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Furthermore, a number of initiatives have been launched that may make the
initial findings a bit dated.

O03PE-081mem/tpnCH

RYOC:6 9661 G dES

RECENT INITIATIVES

« Reduction of QVP usagse as indicated by the PIC and supported by fieid
measurements

« Process change requiring AGV settlements (when applicable} vs. FRC
settlements and suppoerting measures

» Mandatory use of ALE worksheet

« Mandatory use of subro filters and templates

NOTIINA0Y¥d 1¥04Y HD
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Secondly, the team has questions regarding the segmentation approach and
distribution.

| L]

SEGMENTATION ISSUES

« Do the existing categories represent the best approach to segmentation?

« Does the sample distribution reflect the distribution in the population?

[ ]
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Insight into additional opportunities not surfaced in the initial file review is
needed prior to redesign.

' ' t

OPEN ISSUES PRELIMINARY

« Does the opportunity for contents vs. structure differ dramatically for fire losses?

s How should ALE be handled?

» Does timely inspection drive loss cost?

» Should there be fast track settlements? If so, at what dollar level or nature of claim?

» Who determined the cause and origin? Was this the proper person? Was this done
on a timely basis?

» What impact does FRC payments have on the overall evaluation?

» How proactively are we handling files and does it make a difference?

10
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More specifically, on the proactive vs. reactive issue, we hope to address several

key points.

t

G03PE-081mem /tpnCH

AY0L:6 9661 G ¢3S

PROACTIVE VS. REACTIVE MANAGEMENT OF LOSSES

=
=
Issue Proactive Reactive =
Scope Woe inspect and scope QVP/contractor scopas -
-
<
ALE Up-front discussions and agreement Down the road =
with customers =
=
Contenis Up-front inventory with photos Insured submits inventory to us at a
later date
Causation Cn-sight with experts Await expsrt report
Management involvement Up-front coaching and direction 30-day review
=
=}
=

11
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Finally, at this time we are uncertain if the existing Pire Gap process addresses

the appropriate areas of opportunity.

O03PE-08Lmem/tpnCH

FIRE LOSS PROCESS
. . Litigation

Notifi- Investi- Negotia- \ Replace-

catlon Covarage gatlon Fraud Evaluation} 4. ment r:‘:::g& Recovery ) CAT
Key findings
Percent of 3 7 18 4 28 9 5 3 22 1
tatal fire
opportunity
Percent of 0.51 1.19 3.06 0.68 4.76 1.53 0.85 0.51 3.74 0.17
total property
opportunity

=100

[

17
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Additional hypothesis as it relates to the quantitative and qualitative measures
of the Fire Gap process.
' q '
FIRE LOSS PROCESS (CONTINUED) PRELIMINARY
3 - _ Litigation
?:t'iﬁln Coverage l::tf;t.ll Fraud Evaluation I'ul:goﬂa ::S:m- ;t:::ga— Recovery; CAT
Qualitative <« Largefosses None = PA's None Dwalling e | acking e Litle use of = Dis- * Diract Nons
findings - Quick Involve- = QVP wriling when national RS regarded result of
timedy rhent catise losses Iinstead of  adjustor fer delense investi-
T8Sponse and crigin adjustor inspects contents counsal gation
~ Control of ' suffered » Taking sub- with QvP evaluation calling
loss upfront = Accepling mitted astimates ¢ PA involve- shots
* Smaller fira marshal ¢ Limitad ment
iosses report inspections
-~ Delay in + No Contents
Iinsured separale - « Taking invenlory
contact C&Q report listing from
~ Loose dons insured
control « 1oss of * Limited
upfront evidence verification of
» Littia {mventory
documentat » Replacement
ion on costs poorly
mid-size resaarched it at
losses all
* Who « Contents poorly
detemmined confrolled and
C&07 evaluated
ALE
» Noconlrol on
most clalms

* Small losses —
nofmal expenses
not deducted

* Leadio ALE
worksheet

NOI120Q0dd [¥0dTY KD WyIE:6 9661 G 43S

G760 ON
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Additional hypothesis as it relates to the quantitative and qualitative measures
of the Fire Gap process.
t ' '
FIRE LOSS PROCESS (CONTINUED) PRELIMINARY

Additional
hypothesis

i . ! Litigation
::ttllof: Coverage :;:ET:: Evaluation thil:rg‘otla :‘n‘:'::f ce ﬁ:'x:taga- Recovery } CAT
» Establish « TBD + Eliminate » Enhanca Eliminate Utilize » Speciali- Eliminate
screaning fast track ALE control  joint national zation/ . tast track
meithod handling » Enhancs inspec- replace- segment handling
= Contact « Qualified contents tions with  ment handling Diractly
require- C&0O reps control QvP/ source tied to
ments on should Eliminate other data investi-
all losses determine tast track contrac- where gation
» MOT cause of handling tors applicable Teansfer
loss when Proactive Ellminate = Research fila to subro
cost loss costs fasttrack  compe- in timely
effective manage- handling litive manner
« Verifi- ment Training pricing on 2nd look
cation of Ad|ustor on PA contents subro
cause of scope handling ftems
loss by damages through
claim rep and prepare other
« Secwe sstimate means
evidence
approp-
riately

14
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Additional hypothesis as it relates to the quantitative and qualitative measures

of the Fire Gap process.

O03FE-08lmem/ tpnCH

FIRE LOSS PROCESS {CONTINUED)

PRELIMINARY

Notlfi-
cation

Investi-

gation Fraud

Coverage

Evaluation

Recovery } CAT

What fire = Timely

process contact

addresses with
insured
based on
extent ot
damages
(per tier
spacifi-
cations)

Is this ¢ Yes

measured

infire

process?

= Verfy « Subro = Initial

coverage filter/ SiU
Is in templates  filter
effect « Fire
Rule out process
question- consul-
able tation
clreum- worksheet
stances
Address
limits that
apply
andfor
excluded
property
= Yes s Yes * No

« Evaluation
worksheet
— Carpet -
process
checklist
non-ITEL
claims
— Contents -
workshests
— Structure - TL
evaluation
* ALE worksheet

* Yes

+ Not
addre-~

templates  ssed

* No

15
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Additional hypothesis as it relates to the quantitative and qualitative measures
of the Fire Gap process.
] * '
FIRE LOSS PROCESS (CONTINUED) PRELIMINARY
| Q
. I Tovr
- . _ Litigation
E:é]::‘ Coverage g:;f:;' Fraud Evaluation :,‘:ﬂ“m E;;;Itace ::::ge- Recovery ) CAT
Extent of
o @@ @ @ @ O T O
opportunity

16
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FIRE PROCESS KEY FINDINGS

« The current Fire Gap process was implemented in response 1o adverse
severity trends in 7 CSAs. Preliminary results initially appear highly variable,
but on balance positive

= However, the team believes

- The existing fact base is too limited in terms of sample size to support a
broad-based redesign effort and perhaps dated

— Uncertainty of loss type (e.g., extent of damages) distribution hampers our
ability to address opportunity

— Insight into additional opportunities not surfaced in the initial file review is
needed prior to redesign

— ltis unclear if the new Fire Gap process addresses the appropriate areas of
opportunity within fire
:>  Therefore, the team recommends an enhanced analytic phase consisting
of 3 primary steps
~ Verify the loss type distribution through a home-office-based analysis
— Conduct a scan of Fire Gap test sites
- Expand fact finding (e.g., file review, Interviews) to non-test sites
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The team recommends an enhanced analytic phase consisting of three primary steps.

003PE-081mem/ tpnCH

RYy7E:6 96619 'd2S

AECOMMENDED APPROACH

Verify loss type distribution

Conduct scan of
Fire Gap test sites

Description

» Using systems data, profile fire
losses by taking a representative
sample

« Utilize output tc determine
appropriate sampling for
additional analyses and provide
foundation for staffing model

« Interview claim reps, managers,
and process specialisis
—Understand the process
—Surface further opportunity
areas

—Verify methodology of
implementation and
compliance with processes

« Review files In the process {(both
open and closed}
~ Understand process further
—Gauge process effectiveness
— Test modified review form{s}
—Enhance sample size
—Identify remaining opportunity

areas/issues

&=
=
Expand tact finding =
to new test sites =
o}
=
3
=2
» Increase sample sizes in light
of distribution and open issues
by conducting open and
closed file reviews at 3to 6
additional sites
« Conduct interviews with claim
reps, management, and CPS -
surface areas of opportunity
and process possibilities
=
=

18
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VERIFY LOSS TYPE DISTRIBUTION

1. Clairmn number
2. Cause of loss

4. Line code
5. Peril code
6. Extent of damage

Fire loss distribution survey (FLDS)

3. Amount paid {including deductible) —
AA, BB, CC, DD, other

Lightning without fire

Parameters Types

Total loss 75% of AA coverage or higher
Major fire $15,000 to totfal loss
Moderate fire $2,501 to $15,000

Minor fire $1 to $2,500

Severe smoke damage  $2,600+

Minor smoke damage  $1 to $2,500

DO3PE-B1mem/tpnCH

) ) )

Approach

« Pull ali information off the claims
systems

= Supplement with tile look-ups for
cause of loss when necessary

» Profile by
— Causs of loss
— Extent of damage
— Amount paid

+ Look for variability by regions

» Draw conclusicns/implications

WyZe-o 9661 G 48
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The team recommends a work plan for the analytical phase.

VERIFY LOSS TYPE DISTRIBUTION

Activity

Sep Oct Nov

Responsibility 9 16 2330 7 14 21 284 11 18 25

Identify and obtain additional data

« Percent contents paid to total fire paid

« Percent of PAC activity

« Total pald/average paid fire gap process losses
» List of 500 fire loss files

Design audit form/FLDS
« Fire loss specific
» Defined measure of fire loss distribution

Conduct review
« Systems list (UCAP)
« Home office review of unsegmented files

Compile data and analyze results
« Loss segmentation
» Paid by coverage

Develop further hypothesis as needed
« Team calibration

Jeanice and Paul X
{(economic team)

Jeanice X

Fire team X
Jeanice X
Fire team X

nyze-6 9661°S dES
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The team recommends a preliminary plan for additional analysis of the fire gap

process.

003PE-081mem /tpnCH

CONDUCT SCAN OF FILE GAP PROCESS TEST SITES

Activity Responsibility

Sep

Oct

Nov

16 23 30 7

14 21 28 4

11 18 25

Design interview guides Jeanice and Paul
« Front line employees

» MCO management

« Claim process specialists

Design file review form fo address specific areas Chrisse and Mike

« Contents avaluation

» ALE evaluation

« Loss management {proactive vs. reactive)

+ Loss segmentation ‘

Proof the review form and calibrate team members  Fire team

» Test local — lllincls CSA - 20 files
« Revise form as needed

Arrange for fact finding Chrisse
« File selection 20-25 per site
« Select sites (4 — NY metro, New England, Florida

East, Florida West}
« Schedule fact finding

Train roview teams (as necessary) Fire team

Visit sites 2-2 1/2 days per site Fire team
= File review
* Interview

Debrief nightly Fire team

X

NOILO000%4 1¥04TX I AvZe:-6 _9661°9 'ddS
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Additional analysis of fire loss handling in non-test sites is recommended to

gain further understanding and to 5

t

urface additional hypothesis.

"EXPAND FACT FINDING TO NON-TEST SITES

Sep Oct Nov

Responsibility g 16 23 30 7 14 21 28 4 i1 18 25

Activity

Arrange for fact finding

« Selact sites (4 — Denver, So. Cal,, Texas,
Valley Forge)

« File selection — 20-25 files per site
+» Schedule visits

Visit sites
» File review
» [nterviews

Team debrief — nightly

Compile data
« Analyze results
« Dovelops further hypothesis

Develop plans for further analysis (if necessary)

Formal debrief

Chrisse X

Fire team X
Fire team X
Fire team X
Fire team X
Fire team : X

KO1L0NQ0Ed J04TY HD Mv2e:6 9661 G dES
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) ) )

KviC:5 9661 % d8S———

VERIFY LOSS TYPE DISTRIBUTION

=
Fire loss distribution survey (FLDS) Approach &=
1. Claim number « Pull ali information off the claims =
systems -
2. Cause of loss . o s for %
3. Amountpaid (ncudng deductble) = S foss whan necsssary 3
4. Line code « Profile by
5. Peril code - Cause of loss
6. Extont of damage ‘ - Extent of damage
— Amount paid
Parameters Types « Look for variability by regions
Total loss 75% of AA coverage or higher » Draw conclusions/implications
Major fire $15,000 to total loss
Moderate fire $2,501 to $15,000 =
Minor fire $1 to $2,500 =
Severe smoke damage  $2,500+ =
Minor smoke damage $110$2,500 .
Lightning without fire =

19
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The teamn recommends a work plan for the analytical phase.

VERIFY LOSS TYPE DISTRIBUTION

Activity

Sep Oct Nov

Responsibility 9 16 23 30 7 14 21 28 4 11 18 25

Identify and obtain additional data

« Percent contents paid to total fire paid

« Percent of PAC activity

« Total pald/average paid fire gap process losses
» List of 500 fire loss files

Design audit form/FLDS
« Fire loss specific
« Defined measure of fire loss distribution

Conduct review
» Systems list (UCAP)
« Home office review of unsegmented files

Compile data and analyze results
«» Loss segmentation
» Paid by coverage

Develop further hypothesis as needed
« Team calibration '

Jeanice and Paul X

{economic team)

Jeanice X

Fire team X
Jeanice X
Fire team X

-
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The team recommends a preliminary plan for additional analysis of the fire gap
process.

Wyee:o _9661 G 'dES

CONDUCT SCAN OF FILE GAP PROCESS TEST SITES ‘
Sep Oct Nov
Responsibility g 16 23307 1421 284 11 18 25

Activity

Design interview guides Jaanice and Paul X

« Front line employees

+« MCO management

» Claim process spaciafists

Design file review form fo address specific areas Chrisse and Mike X

« Contents evaluation

» ALE evaluation
« Loss management {proactive vs. reactive)

« Loss segmentation _

Proof the revisw form and calibrate team members Fire team
« Test local - lllinols CSA — 20 files
« Ravise form as needed

Arrange for fact finding Chrisse
- File selection 20-25 per site
« Select sites (4 — NY metro, New England, Florida
East, Florida West)
« Schedule fact finding

NOTIONQ0¥d L304TY 49

Gh80 ‘0N

Train review teams {as necessary) Fire teamn X

d

b
{

Visit sites 2-2 1/2 days per site Fire team
= File raview
» Interview

21

Debrief nightly Fire team X
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Formal debrief

Additional analysis of fire loss handling in non-test sites is recommended to U,
gain further understanding and to surface additional hypothesis. —
' ' A o
=
EXPAND FACT FINDING TO NON-TEST SITES
Sep Oct Nov =
Actlvity Responsibility g 16 23 30 7 14 21 28 4 11 18 25 E
Arrange for fact finding Chrisse X =
« Selact sites (4 — Denver, So. Cal., Texas, )
Valley Forge) =
« File selection — 20-25 files per site 3
« Schedule visits =)
Visit sites Fire team X
« File review
« Interviews
Team debrief — nightly Fire team X
Compile data Fire team X
« Analyze results
» Develops further hypothesis -
Develop plans for further analysis (if necessary) Fire team X =
Fire team . X =

bl
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Putting Out the Fire (Process) g
ALLSTATE INSURANCE COMPANY

Team debrief
September 1996 —
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FIRE PROCESS KEY FINDINGS
Eo
|:> ¢ The current Fire Gap process was implemented in response to adverse %
severity trends in 7 CSAs. Preliminary resuits Initially appear highly E
varlable, but on balance positive =
<
« However, the team belioves =
— The existing fact base is too limited in terms of sample size to support a
broad-based redesign effort and perhaps dated
— Uncertainty of loss type (e.g., extent of damages) distribution hampers our
ability to address opportunity
— Insight into additional opporiunities not surfaced in the initial file review is
needed prior to redesign
- Itis unclear if the new Fire Gap process addresses the appropriate arsas of
opportunity within fire
= Therofore, the team recommends an enhanced analytic phase consisting of 3 -
primary steps =
— Verify the loss type distribution through a home-office-based analysis =
- Conduct a scan of Fire Gap test sites
— Expand fact finding (e.g., file review, interviews) to non-lest sites -~
1
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The current Fire Gap process was implemented in seven CS5As in response to
adverse severity trends.

DO3PE-081mem/ tpnCH

Ky62:6 9661 G dES .

FIRE GAP TEST

Background

» 7 CSAs
experience
+30.0%
increases in lire
severity over
pricr year

¢ Countrywide
number = +6.8%
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The results are highly variable, but on balance positive. e
' ' ‘o
=
FIRE GAP PROCESS RESULTS
B
[:l ¥TD variance E
priot to test =
(=] yuly amm —
54.1 §
=
34.1
30.3 27.4 30.2 30.0
16721.8
128113 — 1.0 . 68 6.1
S 2.0 -30.1 -9.4 -39.0 -8.2 i————r-—-l
=
New Maryland  Virginia Florida NY metro  Florida New Total Total US &
Jorsey wost past England  gaptest -
Sourca: PIC Fire Team
3
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The high variability in results highlights several measurement-related issues.

003PE-081mem/tpnCH

A¥62:6 966179 'diS

ISSUES SURROUNDING THE EXISTING MEASUREMENT

+ A limited time frame — 2-3 months of data

« The lack of ability to track Fire Gap process {osses vs. total F/L losses (e.g.,
prior to process implementation)

« Lack of comparable basslines for operational measures
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FIRE PROCESS KEY FINDINGS

- The current Fire Gap process was implemented in response to adverse
severity trends in 7 CSAs. Preliminary results initially appear highty variable,
but on balance positive

[____> » However, the team believes

— The existing fact base Is too limited in terms of sample size to support
a broad-based redesign effort and perhaps dated

~ Uncertalnty of loss type (e.g., extent of damages) distribution hampers
our ability to address opportunity

— Inslght into additional opportunities not surfaced in the initial tile
review is needed prior to redesign

— It Is unclear if the new Fire Gap process addresses the appropriate
areas of opportunity within fire

- Therefors, the team recommends an enhanced analytic phase ¢onsisting of 3
primary steps
~ Verify the loss type distribution through a home-office-based analysis
- Conduct a scan of Fire Gap test sites
~ Expand fact finding {e.g., file review, interviews) to non-test sites
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The existing fact base is too limited in terms of sample size to support a
broad-based redesign.

' '

HIT SURVEY SAMPLE
Percent; number of files reviewed

100% = 457 files

wind/hail
Other 24
34 L
' Only 79
fire files
were reviewed
1 20
Smoke X 3/ - -
nghtmng - 17.. -.:- Water

Fire
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It appears that the opportunity varies dramatically by loss type, suggesting the
need for segmenting fire losses. However, the sample size within each segment

is currently too small to draw definitive conclusions.
t

0I3PB-08Lmem/ tpnCH

OPPORTUNITY BY LOSS TYPE

Fire loss distribution
Percent; {number)

Lightning loss ~ Minor
smoke damage

... without fire

Significant

smoke damage

Other

minor loss m
Partial loss
of structure

Total loss

Source; Homeowners claims closed (ile review

Opportunity relativity
Index = 1.00

Lightning loss
without fire

1.90

Significant
smoke damage

1.39

Total loss

Partial structure

Minor smoke damage

o

=)

_..O—_-.——-.-___.
o
N ro

Q

Other minor fosses

1.90

Index = 1.00 {17%)}
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Furthermore, a number of initiatives have been launched that may make the
initial findings a bit dated.

] '

RECENT INITIATIVES

« Reduction of QVP usags as indicated by the PiC and supported by field
measurements

« Process change requiring ACV settlements (when applicable) vs. FRC
settlements and supporting measures

» Mandatory use of ALE workshest

+ Mandatory use of subro filters and templates
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Secondly, the team has questions regarding the segmentation approach and
distribution.

t L

SEGMENTATION ISSUES

« Do the existing categories represent the best approach to segmentation?

 Does the sample distribution reflect the distribution in the population?
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Insight into additional opportunities not surfaced in the initial file review is e
needed prior to redesign. o
L] t ] o
=
OPEN ISSUES PRELIMINARY
i
o
S
3
» Does the opporunity far contents vs. structure differ dramatically for fire losses? %’
=
« How should ALE be handled? =
]
 Does timely inspection drive loss cost? =
» Should there be fast track settlements? if so, at what dollar level or nature of claim?
» Who determined the cause and origin? Was this the proper person? Was this done
on a timely basis?
» What impact does FRC payments have on the cverall evaluation?
* How proactively are we handling files and does it make a difference?
=
10
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More specifically, on the proactive vs. reactive issue, we hope to address several

key points.

t

PROACTIVE VS. REACTIVE MANAGEMENT OF LOSSES

Issue Proactive Reactive
Scope We inspect and scope QVP/contractor scopes
ALE Up-front discussions and agreement Down the road
with customers
Contents Up-front inventory with photos Insured submits inventory to us at a
later date
Causation On-sight with experts Await expert report

Management involvement

Up-front coaching and direction

30-day review
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Finally, at this time we are uncertain if the existing Pire Gap process addresses
the appropriate areas of opportunity.

' , t

003PE-081mem/tpnCH
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FIRE LOSS PROCESS
(el
=
=3
Liugation =
Notifi- Investi- Negotia- \ Replace- =
catlon Covarage ga‘;ion Fraud Evaluation ﬂ:ﬂ a ma%t r:‘:rr::ge- Recavery } CAT =
o
Key {indings bga
Percentol 3 7 18 4 28 9 5 3 22 1 =100 =
total tire =
opportunity =
Percent of 0.5t 118 306 0.68 4.76 153 0.85 0.51 374 017 =17
total property
apportunity
=
=
o
—
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o
Additional hypothesis as it relates to the quantitative and qualitative measures o
of the Fire Gap process. =N
=
L] L] t w
-
o
=
FIRE LOSS PROCESS (CONTINUED) PRELIMINARY
2
fa=]
, - _ Liigation =
'::&::ln Coverage Ig':f:: Fraud Evaluation ?:gotla 2?:"“& manage- Recovery) CAT E
ment =
—3
o
Qualitative « Largs losses None PA's None Dwalling * lacking » Little use of « Dis- = Direct MNone >
findings ~ Quick involve- « QWP wriling when national RS regarded result of =
timely ment cause losses instead of  adjusior for delense investi- =
fesponse and origin adjustor inspects contents counsel gation =
~ Contral of suffered * Taking sub- with QVP evaluation  calling =
loss upiront Accepting mittad estimates  * PA involve- shots
* Smallet fire marshal * Limited ment
lcsses report inspections
-~ Detay in No Contents
insured separale = Taking inveniory
condact C&0 report listing from
- Leose done insured
control Loss of * Limited
upiront evidence verification of
Little inventory
documentat » RAeplacement
jonon costs pooily
mid-size researched it at
losses alf —
Who + Contents poorly =
detemmined conirolled and =
C&0O? evaluatad -
ALE
» No conlrol on —
most claims :
» Small losses - —
o

normal expenses
not deducted

* Leadto ALE
worksheet
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s
Additional hypothesis as it relates to the quantitative and qualitative meastires o
of the Fire Gap process. o
=
L] i ' w
e
, =
FIRE LOSS PROCESS (CONTINUED) PRELIMINARY
B
o
- . - Litigatton =
::::IE:; Coverage g:'tf:: Fraud Evaluation tr::goﬂa :‘nee':: ce m:::::ga— Recovery } CAT %
s
(e
=
Additional « Eslabiish = TBD ¢ Eliminata <« TBD » Enhance * Eliminale = Utilize = Speciali- <« Eliminate 3
hypothesis screening fast track ALE control  joint national zation/ fast track =
melhod handling + Enhance inspec- replace- segment handliing =
» Contact = Qualified contents tions with  ment handling = Dirsctly
require- C&O reps control QvP/ SOUrce tied o
ments on should » Eliminate other data investi-
&ll losses determine tast track conkrac- where gation
« MOT cause of handling tors applicable = Teanster
{oss when « Proactive = Eliminate = Research file to subro
cost loss cosis fasttrack  compe- in timely
effective manage- handling titive manner
= Verifl- ment * Tralning pricing on « 2nd look
cation of » Adjustor an PA contents subro
cause of Soope handling items
loss by damages through
claim rep and prepara other
= Secwe estimate means
evidence =
approp- =
riately =
s
=
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Additional hypothesis as it relates to the quantitative and qualitative measures
of the Fire Gap process.
t 1 L
PRELIMINARY

FIRE LOSS PROCESS (CONTINUED)

What fire
process
addresses

ts this
measured
in fire
process?

_ . _ _ Litigation
l;'l::jgln Coverage g‘:;::l Fraud Evaluation :::ﬂdh m‘;‘: ce ::::tage- Recovery | CAT
* Timely = Verify « Subro = |nitial = Evaluation = Not = Contonts  « Not « Subro « Not
contact coverage fiter SiU worksheet addre- worksheel addre- filter/ addre-
with Is in teamplates filkor — Carpet - ssed ssed templates  ssed
insured eftect = Fire process
basedon * Rule out process checklist
extent of question- consul- non-ITEL
S able taticn claims
(per tier clrcum- worksheet - — Contents -
specifi- stances workshests
cations) = Address — Structura — TL
limits that evaluation
apply » ALE workshest
andfor
axcluded
property
* Yes = Yes * Yes * No * Yes * No * No » No * Yes * No
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Additional hypothesis as it relates fo the quantitative and qualitative measures
of the Fire Gap process.
' t '
FIRE LOSS PROCESS (CONTINUED) . PRELIMINARY
O w-
@
i Litigation
Notifl- Investi- " Negotia- \ Repl
c:tion ‘Covemga gation Fraud Evaluation ﬂ:go mi’:lfce' mgfgo- Recovery ;} CAT

wmiving @ © D @ O ? @

opportunity
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FIRE PROCESS KEY FINDINGS

« The current Fire Gap process was implemented in response fo adverse

severily trends in 7 CSAs. Preliminary results initially appear highly variable,
but on balance positive
However, the team believes

~ The existing fact base is too limited in termns of sample size to support a
broad-based redesign effort and pethaps dated

— Uncertainty of loss type (e.g., extent of damages) distribution hampers our
ability to address opporiunity

— Insight into additional opportunities not surfaced in the initial file review is
needed prior 1o redesign

— It is unclear i the new Fire Gap process addresses the appropriate areas of
opportunity within fire

Therefore, the team recommends an enhanced analytic phase consisting
of 3 primary steps

~ Verify the loss type distribution through a home-office-based analysis
— Conduct a scan of Fire Gap test sites

- Expand fact finding (e.g., file review, Interviews) to non-test sites
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The team recommends an enhanced analytic phase consisting of three primary steps.

003PE-081mem/tpnCH

WY1C:6 966179 43S

RECOMMENDED APPROACH

Verity loss type distribution

Description

« Using systems data, profile fire
losses by taking a representative
sample

« Utilize cutput to determine
appropriate sampling for
additional analyses and provide
foundation for staffing model

=
=
<
Conduct scan of Expand fact finding =
Fire Gap test sites 1o new test sites =
=
=
=
« Interview claim reps, managers, * Increase sample sizes in light
and process specialists of distribution and open issues
— Understand the process by conducting open and
—~Surface further cpportunity closed file reviews at 3to 6
areas additional sites
—Verify methodology of « Conduct interviews with claim
implementation and reps, management, and CPS -
compliance with processes surface areas of opportunity
« Roview files in the procass {both and process possibilities
open and closed}
— Understand process further
—Gaugs pracess sffectiveness =
~Test modified review form(s} =
— Enhance sample size =
— Identify remaining opportunity o
areasfissues -

18
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CONFIDENTIAL

Understanding Customer
Satisfaction in Homeowners

}kLJJ§T¥\TTEIPJS[JI(A&D&CHE(ZCHbiPIXIQ\f

Homeowner team debrief
September 1996
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INTRODUCTION

* The team's goal is to identify and understand the ke

y drivers of satisfaction to
be used during the design process t

* There are a number of Important analyses that the team still needs to complete

* Therefore, we are unable to share definitive recomm

endations at this time, but
we will share our work in progress
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KEY FINDINGS

E> * Overall claim satislaction has deteriorated over time with significant variation
across perils, betwesn CATs and non-CATs and by method of settlement

* ICSS (Intema! Claims Satisfaction Survey) initially suggests there are 4 key
drivers of BIS satisfaction that are consistent across CSAs, the best and worst

MCOs, Auto and Property and satisfied and unsatisfied customers. The key
drivers are

- Sales agent follow-up
— Adequately informed
— Claim hassle-free

— Timely claim handling

* For each driver, there are a number of issues that need to be addressed

OIPE-D83Imem/tpnCH
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ABQUT THE ICSS SURVEY PROCESS

* Phone interviews
* Overall satisfaction question in the front of survey

» Diagnostic questions only asked if customer is less than
“completely" or "very" satistied

* Assumeas 100% conformance to requirements for "completely”
and "very" respondents

» Poeriodic data check of ‘completely” and "very" satisfied (ons
week each quarter)

Q03FE-083mem/ tpnCH
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WHAT CLAIMS ARE INCLUDED IN THE SURVEY SAMPLE?

* The sampis includes
— Claims opened in the past 6 months
— Claims closed in the last 30-38 days
— A minimum paid ioss of $100
— Auto line 10 and now also ndemnity, collision, and comprehensive
— Property lines 70 and 71, first party losses only

NOTL30Q0dd 14043 1O

* The sample excludes
~ Canceled for cause terminations
— Claims that invelved a dsath
= Claims that are bsing non-renewed in Florida hurmicane zones

— Catastrophe claims that were opened more than 6 months after the
occurrence of the calastrophe

~ Insureds that have been included in the Customer Satisfaction Measurement
System (CSMS) sample du ring the past year
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ICSS SURVEY TIMEFRAMES
Report distribution
Survey Claim closure dates Interview dates dates
1st survay 1996 1/1/96-2/25/96 2/7/96-4/2/96 5/20/96
2nd survey 2/26/96-4/7/96 4/3/96-5/14/96 7/15/96
drd survey 4/8/96-7/7/96 5/15/96-8/13/96 10/15/96
4th survey 7/8/96-10/6/96 8/14/96-11/12/98 1/13/97
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Satisfaction has deteriorated recently afder.an indtial improvement. 1 %‘
\ ' =
ICSS COMPLETELY SATISFIEDTREND | S b o
Percent gy =
AN §
=
80 =
=
.-ll--.....-.. R 4 =
Illl-.".'-." --..'-I--lllll-.IllllllllIIl-Illl‘ Auto
7.8 77.3 77.1
76.5 = e e AN
e ' -"-l-..
7: 1 750 - Combined
73.6
71.9
70(70.5 2

; =
L S
L . , : 2

Baseline 4Q 95 woo. o 1Q.986 : 298
§ o

Sourca: ICSS
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Satisfaction levels vary across perils, CATs versus non-CATs, and method of
settlement.

'
' t

RYTT-T1 9667 G 438

SATISFACTION PERFORMANCE VARIES

= Satisfaction varies across perils

| . — Water claims have had on balance rower-than-average satistaction, but
| results are improving

— Fire receives above-average ratings
— Wind and hail is average
~ On-premise theft receive lower ratings than off-premise theft claims

— Smaller perils have on balance lower satisfaction and more variability in
performance across years

NOIL30004d 18043¥ HD

* Satisfaction on catastrophe claims is consistently lower than for non-CAT claims

* Satisfaction varies by method of settiement
— Lowest satisfaction is associated with independent adjusters
— Highest satisfaction oceurs for uninspected and agent-settled losses
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o
Satisfaction varies by peril and across years. =
p==
' ' =
ICSS — PERIL SATISFACTION LEVEL BY YEAR =
Percent completely satisfied
Peril ICSS baseline Q1 to Q3 1995 ICSS Q4 19595 to Q2 1996 E
Aircratt n/a 100.0 3
Earthquake 100.0 44,7 =
Explosion 63.4 78.8 =
Fire 75.8 75.0 E%
Giass breakage 86.3 85.2 5
Freezing 73.4 69.8
Lighting 77.1 79.3
Mysterlous disappearance — on premises 61.5 76.8
Mysterious disappearance — off promisas 74.5 824
Removal 100.0 43.9
Smoke 74.2 74.3
TheRt — on premises 6680 708
Theft ~ oif pramises 80.2 75.4
Vandalism 74.2 75,2 —
Vehicles 777 79.7 2
Water 66.4 68.3 E’
Windstorm and hail 69.4 11 -
All other perils 75.9 73.5 —
Thett frem auto 68.6 69.8 =
Sewer back-up n/a n‘a
Totat 70.5 71.0 8
Source: ICSS
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Satisfaction is consistently higher for non-CAT claims than for CAT claims.

OU3PE-083mem/ tpnCH

CATASTROPHE Vs, NONCATASTROPHE RESULTS - ICSS

Percent completely satisfied
715 73.1 73.0 70.5
66.9 — 650 [ 700 = 69.1
Baseline Q4 1995 Q1 {996 Q2 1996

Source; <List sources here>

[ TJcar
] Non-caT
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ICSS - Distribution by Method of Settlement
CAT vs. Non-CAT (Property)

METHOD OF 1ST SURVEY PERIOD 1996 2ND SURVEY PERIOD 1996
SETTLEMENT CAT Non-CAT TOTAL CAT Non-CAT TOTAL
Field Claim Employees 45.1 33.6 36.5 415 385 394
Independent Adjusters 36.9 8.3 15.4 45.0 11.1 21.1
Uninspected Losses 8.0 229 19.2 7.5 18.1 15.0
Uninspected Theft 0.4 16.8 12.7 0.3 17.8 12.6
QVP 5.1 10.1 8.9 3.0 01 7.3
Agent Claim Settlement 0.7 2.5 2.0 0.4 2.6 2.0
Arbitrations and Suits 0.3 1.2 1.0 0.1 0.3 0.2
Blank 35 46 43 2.2 23 24
Total 100.0 100.0 100.0 100.0 100.0 100.0
JAICSS\WMOSREPTP.XLS ARPC - 8/22/96
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ICSS - Claim Satisfaction by Method of Settlement
CAT vs. Non-CAT (Property)

METHOD OF
SETTLEMENT

Field Claim Employees
Independent Adjusters
Uninspected Losses
Uninspected Theft

QVP

Agent Claim Settlement
Arbitrations and Suits

Countrywide

JMCSS\MOSREPTP.XLS

1ST SURVEY PERIOD 1996
CAT Non-CAT TOTAL

71.5

66.5

80.3

79.9

723

70.2

69.6

77.5

71.9

72.9

70.7

67.4

77.9

72.0

72.8

2ND SURVEY PERIOD 1996
CAT Non-CAT TOTAL

66.4 68.2
69.4 67.4
83.4 76.5
75.9 69.9
67.4 72.5
88.3 823
100.0 80.7
69.1 70.5

67.5

68.8

77.7

70.0

71.8

ARPC - 8/22/96
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DRIVERS OF DISSATISFACTION - Q2 1996 PROPERTY ONLY*

00GPE-083mem/ tpnCH

Percent
P //" ————————————————————
Percent satisfied vs. dissatisfied P Percent responding "no"
-~ //
- Sales agent
- follow-up 9.3
Adeguately 7
informed 9
Satisfied Dissatisfied Claim hassle-free 6.5
Timely claim
handiing 6.3
- Fair settlement g
> amount 5.
~ ~ -
~
~
N
* Inchudes CATs

Source: ICSS
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These key factors appear to be consistent over time. Z

? \ =

E

THE FACTORS HAVE BEEN CONSISTENT OVER TIME -

(==}

=

Largest “no" 3

Percent =

Factor Q4 1995 Q1 1996 Q2196 S

Sales agent follow-up 1 1 1 =

Adequately informed 2 2 2 =
Claim hassle-free 3 3 3
Timely claim handling 4 6 4
Fair settiernent amount 7 3 5
Sales agent involvement 4 5 6
Clear explanation given 4 7 7

=

[=)

Source: ICSS
14
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Like for overall satisfaction, performance on the individual drivers has recently ;
deteriorated. =
t t ' =
=
=
PERFORMANCE DETERMINED AFTER INITIAL IMPROVEMENT -
Percent dissatisfied responding "no" -
=
joct
10’ - S
2.3 3
9.0 - Sales agent follow-up =
9_.-.-"—'--- -—----‘—. —] =
I—.-,.-.-.- " —-—‘-.—
Bl T 7.9 |
7.4 - =| Adequately informed
~ o - - '
- -~ -
! B S : 6.3
6.3 - Timely claim handling
6L 5;.---..-.-. . --.-—.y.ﬂl"
e 5.9
] 3
5| 5.6 --—-—-_---'-_—1—& \ I
5.0 Claim hassle-free  Fair settlement
= =
0 L J >
4Q 95 1Q 96 2Q96
Source: ICSS - property
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KEY FINDINGS -
==
=
=

- =

* Overall claim satisfaction has deteriorated over time with significant variation =

across perils, between CATs and non-CATs and by method of settlement 3
* ICSS (Internal Claims Satisfaction Survey) initially suggests there are 4 key =

drivers of satisfaction that are consistent across CSAs, the best and worst

MCOs, Auto and property and satisfiad and unsatisfied customers. The key

drivers are

— Sales agent follow-up

— Adequately informed

— Claim hassle-free

— Timely claim handling

I::> * For each driver, there are a number of issues that need to be addressed
=
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1 1 i
[=
SALES AGENT FOLLOW-UP -
=
» =
ICSS questions issues %
Questions 16 Did your sales agent follow-up Da the questions =
to make sure you were satisfied adequately gauge =
with the claim process? importance? =
-3
Question 15 Was your agent involved in the What does the customer é
clalm process tc the extent you expect from the agent on
felt was necessary? follow-up?
In what processes or areas
do the customers expect
agent participation?
3
17
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' =
=
ADEQUATELY INFORMED o
=
=
ICSS questions Issues %
Question 11 Woere you kept adequately What does the customer =
informed throughout the expect by “adequately =
claim process? informed"? =
Does what they expect vary =
by peril and severity?
=
18
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CLAIM HASSLE-FREE
ICSS questions Issues
Question 17 Was your claim hassle-frea? What is meant by "hassle-

frae™? It does not appear to
be viewed the same as
unreasonable questioning

Are there diferent
expectations by peril?

Rvei:-11 966179 "d&S
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TIMELY CLAIM HANDLING

ICSS question

Issues

Question 12 Was your claim handled in a
timely manner?

What do the customers
consider timely?

Does this vary by peril or
claim type (e.g., severity)?

GO3FE-083mem/ tpnCH
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TIMELY CLAIM HANDLING
Percent

100

60

40

20

0

—

———_—---—_--—--

0-3

Time to settle
Days

15-30

31+

[ ]
CUIPE83mem/tpe(H  ro
o
[¥am )
o3
' —
P
e
=
L]
=
=
=3
-
L)
b= =]
—3
=
b= =]
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=
L ]
<
—3
<
g
Completely
satisfied
Claims settied
in timeframe
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o
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The key drivers of satisfaction are consistent across geography, office, lme, and o
satisfied versus unsatisfied customers. §
' ' —
=
CONSISTENT DRIVERS OF CUSTOMER SATISFACTION
=
= =]
=
S
Drivers consistent across: é
* CSA =
=
*« MCO
= Auto vs. property
» Satisfied vs. unsatisfied customers
=
al
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The drivers of satisfaction are remarkably consistent across geographies.

-y
-
-

ver-11 9661 °G 'dES

CONSISTENT ACROSS GEOGRAPHIES (CSAS)

=
=]
=
Driver AVP1 AVP 2 AVP 3 AVP 4 =
Sales agent follow-up 1 1 1 1 %’
-
—_
Adequately informed 2 2 2 2 =
<>
=
Claim hassle-free 3 3 3 3
Timely claim handling 5 4 4 4
Fair settlement amount 4 5 6 6
Carefconcern expressed 6 6 5 5
S
s
Source: ICSS
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The drivers are supported by examining the differences in high- and s
lower-performing MCOs. =
' A =
=
ANALYSIS OF BEST VS. LOWEST MCOS*
Percent who said "no” =
b
[ Jsest EE
[ Lowest =
] =
Sales agent follow-up e - 128 =
j14.4 3
‘?—T] =
Adequalely informed 217
[10.3
Claim hassle-fres 2 I 1.3 1113
Timely claim handling A '!2'5 0.8
Fair settlement amount —I 0.8 .3
‘Carelconcem expressed os 76 S
o
* <FOOTNOTE CUT OFF FAX> >
Source: ICSS
24
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Drivers are the same for property and auto lines. e
' ' =
=
=
CONSISTENT DRIVERS CROSS LINES
Percent of dissatisfied responding no 3
=
Driver Property Auto - standard Auto — indemnity =
Sales agent follow-up 9.3 5.8 9.4 %
Adequately infonmed 79 4.9 8.0 §
Claim hassle-free 6.5 48 7.1 =
Timely claim handling 6.3 4.0 7.5
=
Source: «<List sources here>
25
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INTERNAL CLAIM SATISFACTION SURVEY
**x%* CUSTOMER RESPONSE FLASH REPORT *#*¥#%
Project No: 00001 SURVEY DATE: 04/27/96

Please contact Cathy Seymour at the Allstate Research & Planning Center
{(415-833-6261) with any questions on this document.

Policyholder Name: SUE BELLEFEUILLE Open Date: 010296
Respondent Name: Same as Policyholder Close Date: 032096
Respondent Reached At: (407)793-5595 Claim Number: 3893831036
Line Code: 70 Handling MCO: 389
Respondent Number: 391137 Desk Location: HBW
Agent Name: BRIAN MURPHY Agent Number: 78814
CSM Name: Leo Fansler CSM Office Code: 322
Question Response
1. Overall satisfacticn with claim handling 3

" 2. What Allstate could have done to improve service given:

THEY COULD HAVE BEEN QUICKER. THAT WAS OUR BIGGEST COMPLAINT.

3a. Spoke to on first contact Someone at a claim office
3b. Action taken by sales agent/person at sales office Question Not Asked

4. Likelihood of renewing insurance with Allstate Very likely

S5a. Have recommended Allstate to family/friends Yes

Sb. Likelihood of recommending Allstate Question Not Asked

5c. Recommend against purchasing Allstate:
Question Not Asked

e e e e e T e E T e E e e e e e e At e e e e et = e e A T R e e Ak 4R R e dk e = e T TR E M AR - e = e e

Question Response Question Response

6. Clear explanation given No 13. Fair settlement amount Yes

7. No unreasonable questioning Yes 14. Provided expected coverage No

B. Care/concern expressed N/A 15. Saleg agent involvement DK

9. Courteous and friendly Yes l6. BSales agent follow-up No

10. Repairs made satisfactorily  Yes 17. Claim hassle-free Yes

11. Adequately informed Yes 18a. Attempts to reach Allstate

12. Timely claim handling No by phone problem-free Yes
Question

18b. Specific type of phone problem:

Question Not Asked

18c. Location trying to reach when phone problem occured:

Question Not Asked
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Project No: 00001

INTERNAL CLAIM SATISFACTION SURVEY
wxx¥+* CUSTOMER RESPONSE FLASH REPORT #¥%w#w
SURVEY DATE: 04/26/96

Please contact Cathy Seymour at the Allstate Research & Planning Center
(415-813-6261) with any questions on this document.

e = o+ = e = = e e T w T T TR = = = e e e A e e = e e T = = e kR e e e e e e L ME M R M R MR e G e e WL G L o

Policyholder Name:
Respondent Name:
Respondent Reached At:
Line Cecde:

Respondent Number:
Agent Name:

CSM Name:

ROBERT LUCAS

Same as Policyholder
(206)531-4102

70

390124

RALPH VILLAVICEN
John Nuxoll

Open Date: 020896
Close Date: 032296
Claim Number: 4671494047

Handling MCO: 467

Desk Location: P02
Agent Number: 23533

CSM Office Code: 346

1. Overall satisfaction with claim handling
2. What Allstate could have done to improve service given:

THEY COULD HAVE PROCESSED IT QUICKER.

3a. Spoke to on first contact

3b. Action taken by sales agent/person at sales office
4. Likelihood of renewing insurance with Allstate
5a. Have recommended Allstate to family/friends

5b. Likelihood of recommending Allstate
5c. Recommend against purchasing Allstate:

Question Not Asked

A Sales Agent

Somewhat likely
No

Take some information;arrange for call

Would not offer an opinion either way

Question Response
6. Clear explanation given Yes
7. No unreasonable questioning Yes
8. Care/concern expressed Yes
9. Courteous and friendly Yes
10. Repairs made satisfactorily Yes
11. Adeguately informed No
12. Timely claim handling No

13.
14.
15.
16.

l8a.

Fair settlement amount
Provided expected coverage
Sales agent involvement
Sales agent follow-up
Claim hassle-free
_Attempts to reach Allstate
by phone problem-free

Yes
Yes
Yes
Yes
No

18b. Specific type of phone problem:

THEY SAID THEY WOULD CALL ME RIGHT BACK BUT THEY DIDN‘T.

CLAIMS PROCESSCR MISPLACED MY FILE.

I THINK THE

l18c. Location trying to reach when phone problem occured:

I DON’'T REMEMBER.
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INTERNAL CLAIM SATISFACTION SURVEY
¥#*#*¥ v CUSTOMER RESPONSE FLASH REPORT ###+%#
Project No: 00001 SURVEY DATE: 04/25/96

Please contact Cathy Seymour at the Allstate Research & Planning Center
{415-833-6261) with any questions on this document.

Policyholder Name: CALVIN BROWN Open Date: 010496
Respondent Name: Same as Policyholder Close Date: 032096
Respondent Reached At: (206)838-0657 Claim Number: 4671473173
Line Code: 70 Handling MCO: 467
Respondent Numbexr: 384347 Desk Location: DAG
Agent Name: LANA MCLAUGHLIN Agent Number: 73246
CSM Name: John Nuxoll CSM Office Code: 346
Question Response
1. Overall satisfaction with claim handling 3

2. What Allstate could have done to improve service given:

HAVE THE ADJUSTOR THERE LATER IN THE EVENING, AFTER 3:00PM.

3a. Spoke to on first contact Scmecone at a claim office

3b. Action taken by sales agent/person at sales office Question Not Asked

4. Likelihood of renewing insurance with Allstate Somewhat likely

Sa. Have recommended Allstate to family/friends : No

5b. Likelihood of recommending Allstate ‘ Would be willing to recommend Allstate

5c. Recommend against purchasing Allstate:
Question Not Asked

Question Response Question Response

6. Clear explanation given No 13. Fair settlement amount Yes

7. No unreasonable questicning Yes 14. Provided expected coverage No

8. Care/concern expressed No 15. Sales agent involvement Yes

8. Courteous and friendly No 16. Sales agent follow-up Yes

10. Repairs made satisfactorily Yes 17. Claim hassle-free No

11. Adequately informed No l8a. Attempts to reach Allstate

12. Timely claim handling No by phone problem-free No
Question

18b. Specific type of phone problem:

THE PERSON WAS NEVER IN AT THE CLAIMS OFFICE.

18c. Location trying to reach when phone problem occured:

THE CLAIMS OFFICE.
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Project No: 00001

INTERNAL CLATM SATISFACTION SURVEY
¥ k** CUSTOMER RESPONSE FLASH REPORT **#*#»

SURVEY DATE:

04/26/96

Please contact Cathy Seymour at the Allstate Research & Planning Center
(415-833-6261) with any questions on this document.

Policyholder Name:
Respondent Name:
Respondent Reached At:
Line Code:

Respondent Number:
Agent Name:

CSM Name:

CLIFFORD RIESENBERG
MARY RIESENBERG
(513)777-7521

70

387793

CHARLES M. JOHNSON
Jim Smith

1. Overall satisfaction with claim handling
2. What Allstate could have done to improve service given:

THEY COULD HAVE COME OUT SOONER.

3a. Spoke to on first contact
3b. Action taken by sales agent/person at sales office Question Not Asked

4. Likelihood of renewing insurance with Allstate

Sa. Have recommended Allstate to family/friends

5b. Likelihood of recommending Allstate

5c. Recommend against purchasing Allstate:
Question Not Asked

Open Date: 011996
Close Date: 032196
Claim Number: 2733936724
Handling MCO: 273
Desk Location: TAM
Agent Number: 64250
CSM Office Code: 360

THEY DON'T GIVE A FAIR ESTIMATE.

Someone at a claim office

Somewhat likely
No

Would not offer an opinion either way

Question Response
6 Clear explanation given No
7. No unreasonable questioning DK
8. Care/concern expressed No
9, Courteous and friendly Yes
10. Repairs made satisfactorily Not completed
11. Adeguately informed No
12. Timely claim handling No
Question

18b. sSpecific type of phone problem:

Question Not Asked

Fair settlement amount
Provided expected coverage
Sales agent involvement
Sales agent follow-up
Claim hassle-free
‘Attempts to reach Allstate
by phone problem-free

18c. Location trying to reach when bhone problem occured;

Question Not Asked
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Project No: 00001

INTERNAL CLAIM SATISFACTION SURVEY
***x 4% CUSTOMER RESPONSE FLASH REPORT *w*we«

SURVEY DATE: 04/25/96

Pleage contact Cathy Seymour at the Allstate Research & Planning Center
{415-833-6261) with any questions on this document.

Policyholder Wame: RITA BROWN Cpen Date: 022196
Regpondent Name: Same as Policyholder Close Date: 032296
Respondent Reached At: (218)765-33%08 Claim Number: 4992583955
Line Code: 70 Handling MCO: 499
Respondent Number: 383091 Desk Location: NAH
Agent Name: CHUCK CHARLES J Agent Number: 05426
CSM Name: Judith Petray CSM coffice Code: 361
Cuestion Response
1. Overall satisfaction with claim handling 3

2. What Allstate could have done to improve service given:

I HAD TO SEND A COUPLE OF STATEMENTS SHOWING THAT THE CARPET WAS
REPLACED, IT WAS A HASSLE IN MAILING LETTERS.

3a. Spoke to on first contact Someone else at the sales office
3b. Action taken by sales agent/person at sales office Take some information;arrange for call
4. Likelihood of renewing insurance with Allstate Very likely
5a. Have recommended Allstate to family/friends No .
5b. Likelihood of recommending Allstate Would be willing to recommend Allstate
5c¢. Recommend against purchasing Allstate:

Question Not Asked

Question Response Question Response
€. Clear explanation given Yes 13. Fair settlement amount Yes
7. No unreasonable gquestioning Yes 1l4. Provided expected coverage Yes
8. Care/concern expressed Yes 15. Sales agent involvement Yes
9. Courteous and friendly Yes l6. Sales agent follow-up No
10. Repairs made satisfactorily Yes 17. Claim hassle-free Yes
11. Adeguately informed Yes lBa. Attempts to reach Allstate
12. Timely claim handling Yes by phone problem-free Yes
Question

18b. Specific type of phone problem:

Question Not Asked
18c. Location trying to reach when phone problem occured:

Question Not Asked
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INTERNAL CLAIM SATISFACTION SURVEY
#**** CUSTOMER RESPONSE FLASH REPORT *#*%%
Project No: 00001 SURVEY DATE: 04/25/96

Please contact Cathy Seymour at the Allstate Research & Planning Center
(415-833-6261) with any questions on this document.

Policyholder Name: RQY DURHAM Open Date: 122195
Respondent Name: Same as Policyholder Close Date: 031896
Respondent Reached At: (609)696-0190 Claim Number: 1423033610
Line Code: 70 Handling MCO: 142
Respondent Number: 382005 Desk Location: El4
Agent Name: Agent Number: 09500
CSM Name: Jerry De Pietro CsM Office Code: 329
Question Response
1. Overall satisfaction with claim handling 2

2. What Allstate could have done to improve service given:

THEY COULD HAVE HANDLED THE CLAIMS FASTER. IT TOOK ABOUT FOUR MONTHS.
THREE MONTHS PREVIOUS THEY CAME OUT AND TOOK SOME PICTURES.

da. Spoke to on first contact Other

3b. Action taken by sales agent/person at sales office Question Not Asked

4. Likelihood of renewing insurance with Allstate Don‘t know

Sa. Have recommended Allstate to family/friends No

5b. Likelihocd of recommending Allstate Recommend against purchasing Allstate

5¢. Recommend against purchasing Allstate:
IT TOOK TOO LONG TO GET THE CLAIM FINISHED.

Question Response Question Response

6. Clear explanation given Yes 13. Fair settlement amount Yes

7. No unreasonable questioning Yes 14. Provided expected coverage Yes

8. Care/concern expressed Yes 15. Sales agent involvement Yes

3. Courteous and friendly Yes 16. Sales agent follow-up No

10. Repairs made satisfactorily Yes 17. Claim hassle-free Yes

11. Adequately informed Yes l18a. Attempts to reach Allstate

12. Timely claim handling No by phone problem-free Yes
Question

18b. Specific type of phone problem:

Question Not Asked

"18c. Location trying to reach when phone problem occured:

Question Not Asked
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Project No: 00001

INTERNAL CLAIM SATISFACTION SURVEY
**¥*+ CUSTOMER RESPONSE FLASH REPORT **w%+w

SURVEY DATE:

04/26/96

Please contact Cathy Seymour at the Allstate Regearch & Planning Center
(415-833-6261) with any questions on this document.

Policyholder Name:
Respondent Name:
Respondent Reached At:

TERRY HOWELL
Same as Policyholder
(603)778-8B478

Open Date: 1227895
Close Date: 032096
Claim Number: 2391612492

Handling MCO: 239
Desk Location: NEJ
Agent Name: STEVEN W. WENTWORTH Agent Number: 139459

CSM Name: Jim Murray CSM Office Code: 326

Line Code: 70
Respondent Number: 387608

1. Overall satisfaction with claim handling 3
2. What Allstate could have done to improve service given:

ORIGINALLY THE CONTRACTOR DIDN'T SHOW UP FOR A COUPLE OF MONTHS. MY
WIFE CALLED ALLSTATE AND THEY GOT THEM TO COME. I WAS SATISFIED WITH
THE WORK. ONCE WE GOT THE SECOND CONTRACTOR IT WAS SETTLED PRETTY FAST.

3a. Spoke to on first contact Someone at a claim office
3b. Action taken by sales agent/person at sales office Question Not Asked
4. Likelihood of renewing insurance with Allstate Very likely
5a. Have recommended Allstate to family/friends No :
5b. Likelihood of recommending Allstate Would be willing to recommend Allstate
5c¢c. Recommend against purchasing Allstate:
Question Not Asked

Question Response Question Response

6. Clear explanation given Yes 13. Fair settlement amount Yes

7. No unreascnabkle questioning Yes 1l4. Provided expected coverage Yes

8. Care/concern expressed Yes 15. Sales agent invelvement Yes

9. Courteous and friendly Yes 16. Sales agent follow-up N/A

10. Repairs made satisfactorily Yes 17. Claim hassle-free Yes

11. Adequately informed Yes 18a. Attempts to reach Allstate

12. Timely claim handling Yes by phene problem-free Yes
Question

18b. Specific type of phone problem:

Question Not Asked

18c. Location trying to reach when phone problem occured:

Question Not Asked
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INTERNAL CLAIM SATISFACTION SURVEY
*wwk* CUSTOMER RESPONSE FLASH REPORT **#*%w

Project No: 00001 SURVEY DATE: 04/25/96

Please contact Cathy Seymour at the Allstate Research & Planning Center
(415-833-6261) with any questions on this document.

Policyholder Name: HARRY MILLER
Respondent Name: Same as Policyholder
Respondent Reached At: {205)681-4222
Line Code: 70
Respondent Number: 383513
Agent Name: BURT STUMAN
CSM Name: Bryan Walker

Open Date: 120595
Close Date: 031896
Claim Number: 1844195948
Handling MCO: 184
Desk Location: KLJ
Agent Number: 90528
CSM Office Code: 363

=

1. Overall satisfaction with claim handling

2. What Allstate could have done to improve service given:

THE SHOULD HAVE RESPONDED FASTER.

3a. Spoke to on first contact

Someone at a claim office

3b. Action taken by sales agent/person at sales office Question Not Asked

4. Likelihood of renewing insurance with Allstate

5a. Have recommended Allstate to family/friends

5b. Likelihood of recommending Allstate

5c. Recommend against purchasing Allstate:
Question Not Asked

Very likely
Yes
Question Not Asked

13.
14.
16.
17.

18a.

Fair settlement amount
Provided expected coverage
Sales agent involvement
Sales agent follow-up
Claim hassle-free

Attempts to reach Allstate
by phone problem-free

Yes
Yes

Question Response
6. Clear explanation given Yes
7. No unreasonable questioning Yes
8. Care/concern expressed Yes
5. <Courteous and friendly Yes
10. Repairs made satisfactorily Yes
11. Adequately informed Yes
12. Timely claim handling No
Question

18b. Specific type of phone problem:

Question Not Asked

18c. Location trying to reach when phone problem occured:

Question Not Asked
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Flash Reports
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Economic Impact of Satisfaction

* Customer satisfaction directly effects the
customers likelihood to renew and
recommend Allstate
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Work 1n progress

* Determine results of * Obtain and analyze
Claim Satisfaction satisfaction drivers on
Measurement System. property only by CSA to

» Obtain and analyze determine if issues vary
satisfaction drivers by line by market.
code. » Obtain and review CAT

* Obtain and analyze perils and locations to
satisfaction drivers on determine if CATs effect
CAT versus. Non CAT non CAT results.

claims. * Review Flash Reports
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Preliminary Recommendations

Conduct additional data * Conduct more in- depth
check weeks study of Flash reports
Further analyze existing * Study economic impact
data within various perils

Hold customer focus * Conduct employee

groups interviews in markets with
Conduct phone surveys diverging results

Partner with existing

Agent Claim Handling

Team
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Additional Questions

* Do customer

satisfaction factors
differ on CAT losses?
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CONFIDENTIAL

Overview of Homeowners CCPR

ALLSTATE INSURANCE COMPANY

Review with senior management
September 6, 1996

This report is solely for the use of client personnsl.

No part of it may be citculated, quoted, ot reproduced for
distribution outside the client organization without prior
wiitten approval from McKinsey & Company.

This malerial was used by McKinsey 8 Company during an
oral prosentation; it is not a complete record of the discussion.

003PR-084memCH
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HOMEOWNER CCPR DEBRIEF

SEPTEMBER 1996

GOODMORNING

FIRST, ID LIKE TO SAY WE HAVE HAD A REALLY GOOD TWO WEEKS
YOU HAVE WORKED HAD AND ACCOMPLISHED ALOT...
SOMETIMES PAINFULLY..BUT PRODUCTIVELY

YOU’VE LEARNED A NEW WAY TO THINK AND WORK AT ALLSTATE

BEFORE WE GET STA%TED J,S LIKE TO INTRODUCE OUR GUESTS

Bl AT P

D 'ﬁf RO% iS THE PERSONAL LINES PROPERTY SR VICE PRESIDENT
AND IS AMEMBER OF THE ALLSTATE BOARD OF DIRECTORS
RON IS RESPONSIBLE FOR THE REVENUE AND INCOME FOR ALL PERSONAL AND
PROPERTY LINES FOR ALLSTATE

AS SUCH YOU CAN IMAGINE HE IS VERY INTERESTED IN OUR WORK AS WE ARE
IN HIS

THANK YOU FOR JOINING US TODAY RON

WE ARE IN THE VERY EARLY PHASES OF OUR WORK... ALMOST PRE FACT
FINDING

ONE FACT WE KNOW FOR SURE IS THAT HOMEOWNER CLAIM HANDLING IS BIG,
COMPLEX, MULTI PERIL, MULTI POLICY, AND HOLDS GREAT ECONOMIC
OPPORTUNITY FOR US FROM A LOSS CONTROL, EXPENSE MANAGEMENT AND
RENEWAL PERSPECTIVE (CUSTOMER SAT)

TODAY WE WILL GO THROUGH A CONDENSED VERSION OF WHAT WE KNOW AND
WHAT WE NEED TO KNOW IN EACH OF THE BUCKETS WE ARE LOOKING AT
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WE WILL BEGIN THE PRELIMINARY DESIGN OF OUR FACT FINDING PROCESS
VERY QUICKLY, LETS POSITION THE CCPR METHODOLOGY

(SHOW SLIDE)
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The overall objective of the homeowner redesign is to optimize total payout,
efficiency, and customer satisfaction. Trade-offs, however, will be required to
balance all three objectives.

003PE-073mem/mcCH

HOMEOWNER REDESIGN OBJECTIVES

Primary objectives
* Reduce loss opportunity
* Optimize expenses

* Maintain or enhance
customer satisfaction

Balanced set of objectives
Minimize opportunity and pay
fair settlement on every claim

A

Severity

Vg

Customer
satisfaction

Set expectations
and meet or
exceed every time

A

Efficiency

Optimize claim
expense by
leveraging skills and
scale
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Based on the work done to date, the team needs to address the perils to varying
degrees as well as address important cross-peril issues.

CCPR HOMEOWNER'S TEAM CHARTER

Team objective
Optimize total payout, efficiency
and customer satisfaction

Team charter

Redesign peril-specific
handling strategies/practices
and supporting organizational
elements

* All aspects for non-fire/water
As required for fire and wats

Address important
cross-peril issues
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The charter of the design team is somewhat complicated by the fact that a fair
amount of work has already been done in the water and fire perils.

SIGNIFICANT WORK HAS BEEN DONE IN HOMEOWNERS

Initiative - Description .
Water process * Initiated by the Homeowners Iinitiative Team (HIT)
using CCPR methodology

* Implemented through the PIC
* Detailed description provided in today's session

Fire initiative * Patterned after water process implemented by PIC
in response to adverse severity trends
* Process developed using CCPR methodology
* Process being tested in 7 sites
* Detailed description provided in today's session

N
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Because of previous work in Homeowners, the team's charter will vary
somewhat by peril as determined by an up-front diagnostic.

003PE-073mem/mcCH

HOMEOWNERS CCPR TEAM CHARTER

ILLUSTRATIVE

Need determined by
results of diagnostic

Debrief Plan
dG:tt:er ggtalyze and ;I'e:t and implemen-) Roll out
a design efine tation

Manage
perform-
ance

Peril

CPL

Vandalism

Theft

Wind/hail

Water*

Fire

*  Key issues befieved to be in integrating measurement and staffing
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In addition to the peril-specific work, the team must address some important

cross-peril issues.

CROSS-PERIL ISSUES

Issues

Subissues

QVP

Replacement vendors

Agent claim handling

Structure vs. contents

Peril coding

* Key drivers of a successful program
* Need to change vendor role

* Need to change claim rep role

* increase/decrease QVP usage

* Key drivers of a successful program

* Establish national vendors

* Need to increase replacement activity

* How do we sell the customer on replacement

* s it effective? when and why?

* Should its use be changed? in which circumstances?

* Should authority levels be reduced?

* Should program be eliminated?

* Is there a more effective method to drive quick settlements and customer
satisfaction/retention on small claims?

» Can same adjuster handle both effectively?

* Should handiing be specialized by coverage? by peril?

* Are best practices needed for each peril?

* How do specialized MCOs segment structure and contents?

* Establish subperil codes or new ones to enhance tracking
* Is a matrix needed for uniformity to identify proper peril code?

HO00000621



003PE-073mem/mcCH

In addition to the peril-specific work, the team must address some important
cross-peril issues.

CROSS-PERIL ISSUES (CONTINUED)

Issues Subissues

Measurement * What should be captured?
* How can we simplify?
* Need to tie to performance management
* How should customer satisfaction levels be measured?

Systems support * What interal systems need to be developed/enhanced to capture data?
* What external resources can be used, i.e., ACCUPRO?

Customer satisfaction * What do our customers want?
* Do their expectations differ by coverage/peril? urban/rural?
* What role does CSC agent play in customer satisfaction?
* What skill sets are needed by coverage, peril, process step?
* What do our current training modules look like? are they effective?
are changes needed?
* Are matrices needed? scripts? type?

Staffing * What are the current staffing issues?
* Where are we filling J58 additions to staff?
* What are current production levels? average time spent on each claim type?
* Is field inquiry needed?

Management * How do we change culture?
* How do we get management buy-in and ownership?
CAT handling * |s special process needed?
* What should define a catastrophe?
* How do we minimize impact on staffing during CAT periods? o
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Based on the current understanding of the fact base and process, a preliminary

project approach and timeline has been developed. As we learn more, this will

undoubtedly change.

003PE-073mem/mcCH

Description

Timing

PRELIMINARY PROJECT APPROACH AND TIME LINE — DESIGN TEAM PRELIMINARY
Review Conduct .
Prepare for Design, Deveiop Design and
Study :::lr::tsess analytical ::g:ti:igal test,%nd implementation exec?.ute
prework analysls phase and yiebrief refine package roll out
* Assemble team * Review and * Design * Conduct * Redesign ¢ Codify results  * Design
+ Conduct assess existing  surveys, additional processes * Determine what  approach
high-levei analyses and interview analyses - Field-based implementation + Develop
financial refine guides, etc. * Conduct formal — Focused on package looks support
analysis hypotheses « Arrange for debrief, high-dollar like materials
+ Plan initial * |dentify logistics for fact  establish areas — Non- * Schedule
project phases additional fact finding priorities, and ~ Define negotiable * Train imple-
finding/ * Train review conduct high- measures and  ~ Negotiable mentation
analysis teams (as level design measurement = Continue to teams (as
required necessary) approach develop necessary)
— QOpen files * Conduct tests measurement ¢ Execute
- QVP - Field-based system rollout
— ORG -~ Heavy
diagnostic measurement
~ Analyses of focus
replacement * Develop staffing
vendors model
—~ Assess
existing
staffing
levels(?)
Early August { ate August - September October - December - March April May - TBD
early September November
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SUBTEAMS FOCUSED ON 5 IMPORTANT ISSUES

Problem solving area

Rationale

Economic analysis
of homeowners performance

Fire peril

Customer satisfaction

HIT survey analysis

Water peril

* Understanding the economic performance and trends will help focus the
work on the areas of greatest economic opportunity

* Understanding the work done to date is the logical 1st step for the fire
team

* Up front analysis will help determine what additional design work may be
desirable, potentially impacting the team structure

* Customer satisfaction will be a critical component of the homeowner's
redesign

* The team needs a sense of existing performance as well as drivers of
satisfaction

* A fair amount was invested in the data gathering phase of the
Homeowner initiative

* Taking full advantage of the existing information will allow us to more
sharply define our analysis

* The integrated homeowner's design cannot be complete without a
detailed understanding of all component pieces, including water
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Property lines represent approximately $3 billion in annual losses, with nearly 40% coming from catastrophes in the last 3 years

INCURRED LOSSES % DISTRIBUTION

12000

ALLSTATE PERSONAL LINES

(3 Millions)

10000 -
8000 -
6000 -
4000 -

2000 -

i’cimteam\prop

81.7%

1995 x Cats

3 YrAvg 93-95
CATS

Property
$1,217
91.0%

Auto |
$109
9.0%

COProperty
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:

ach homeowners form has a unique peril distribution, with fire and water having the largest overal! impact

ALLSTATE PERSONAL LINES
PAID LOSS DISTRIBUTION BY PERIL - X CATS

1.5

Theft& Jewl 9.4 Other

Owners DECEMBERYTD, 1995 Condo
Thett& Jew ; . oter | CPL

Windktorm
7.4 Fire
Other 13.9
EC/AEC . I - ¥ Lightning
6:6 Fire EC/AEC N 12
35.2 g -
Water GRS
19.9 :
Lightning 3.4 Water 46.5
Renter Total
Other Fire CPL
Theft& Jewl
,‘ . 19‘8 14.4 o 12.9 Other
CPL : ' ) 1.5
4 & ightning 1.9 Windstorm A

; Water 6.6
' ;‘@ : Other EC/AEC3.0

\Windstorm
4

Theft& Jewl
45.5

iclmteam\prop

7.0
Other Fire
EC/AEC 33.9
6.4
Water ) by
204 Lightning 3.3

| D
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Geographic concentration is an issue in the smaller residential property forms

ALLSTATE PERSONAL LINES
PROPERTY LINES PIF DISTRIBUTION

WIErs

JUNE, 1996

Condo

Other

0?‘“?” y California
6013 11.9 New Jersey
Y 5!3
- i Florida
F d
l;r(l) : Illinois 30.6
) 8.4
New York
17 California
llinois o 11.9 New York
5.4 ' 12.5
Renters Mobilehome
Oﬂier A New York Other .
64.4 578 / )\ Florida
14.1 .
2 20.8
California
0
8 California
i Illinois ) 9.8
Michigan 7.1 S Carolina N Carolina

6.3

i’cImteam\prop

5.4 6.2
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There is a high opportunity percentage in off-premise theft, vandalism, water,
and "unknown."

ACHIEVING OPERATIONAL EXCELLENCE IN CLAIMS HANDLING

Percent opportunity
Oppeortunity by peril
46 44
39 Averagg
opportunity
34 34 =21%
30
| I (N EPNEN S 'S, E F S S SN SIPNPN [N NP N SN - S — ==
Off- Vandalism Water Unknown  Light- Theft On- Wind Fire
premise : ning from premise and
theft auto theft hait

Source: Homeowners claims closed file review
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Adjusting for the number and size of loss in each peril, the largest opportunities

are in the perils of water and fire.

0Q3PE-073mem/mcCH

CONCENTRATION OF OPPORTUNITY

Percent”
Other o :
Unknown . 4
Theft 3 10
22
Fire .
................. -
Water ”

Total losses

* Based on average of 1992-94

Source: Homeowners claims closed file review

Total opportunity
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D03PE-073mem/mcCH

"The overall opportunity is concentrated in the process steps of coverage,
investigation, evaluation, and recovery/subrogation.

CLAIMS ACTIONS
Percent opportunity
i ; Litigation
Notifi- | ti- Negoti- Replace-
caotilon Coverage gna:,t?cfn Fraud Evaluation atigr? mer:\tc mz::ge— Recovery )CAT
21.0
wl= (0, 4=
3.0
......... C1.0-]
C103 0
2.0
5.0
1.0
4.0
.0
1.0 r 4
[ ]
Total

* Does not add due to rounding
Source;: Homeowners claims Closed File Review ’ } \3'
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=
KEY FINDINGS
£
o
=
=3
» Existing HIT fact base is accurate and represents a substantial 1st step %
— Utilized a comprehensive review form =
— Reviewed 457 closed files from 5 markets® =
— Findings primarily focused on opportunities in water and fire =
« However, since the focus of the HIT analysis was to broadly prioritize
opportunities within perils, furthar work will be required on the details of
specific perils and cross-peril issues
— Fine tune survey form where necessary
— Increase sample size in selected perils
— Perform field reinspections to expand fact base
=

* Arlinglon Helghts, Austin, Denver, Newburgh, Seaitle
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Field Reinspections

« Provides a powerful tool for review team and
managers.

— First hand field evaluation of loss damages

— First hand evaluation of adjuster technical skill
level.

— Direct customer contact during claim process.

— Direct assessment to adherence to claim
process. |

HO00000632



INITIAL HOMEOWNER INITIATIVE TEAM FILE REVIEW SAMPLE

Explosion 1.8% Freszing
Vehicles 1.1% Number of files = 14
Mysterious 0.8% CPL
g;? 3‘:2:1?;22% Number of files = 11
Glass 0.7% Vandalism
Credlt card 0.2% umber of files =8
0.2%
Other 5.3% Wind/hail
Number of files = 43 Number of files = 111

Theft on premises 9.6%
Theft off premises 1.8%
Theft (auto) 3.1%

Number of files = 66
Fire 17.3%
Lightning 2.8%
Smoke 1.9%
Number of files = 97
Water
Number of files = 93

o
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Work Plan

Address Peril Segmentation
Finalize Review Form
Select Survey Demographics
Select Audit Parameters
Establish Review Team
Train Review Team

Schedule Field Reviews
Execute
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KEY FINDINGS

>

We feel comfortable that the water process was designed based on a
statistically signiticant, representative fact base and the process design
addresses the significant areas of opportunity

— A combination of HIT findings and CSA base {ine surveys produced a
large sample size and consistent findings

— The water process addresses the major areas of opportunity, and it
appears to be working

However, there are 2 issues the design team must address — they fall into the

areas of measurement (including customer service) and staffing

For measurement, we recommend a 2-step approach

— Consolidation/refinement and agreement on calculation method

— Use water as a prototype/pliot for developing a systems-supported
measurements system

The team Is not ready to make staffing recommendations. Additional analysis
is required

D93PE-080mem./tpnCH
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The file review conducted by the Homeowners Initiative teamn was supported
by consistent findings in the baseline process conducted prior to water process
implementation. In total, over 3,000 files were reviewed with very consistent

0 findings. i Y
WATER OPPORTUNITY
Percont

Humber of water files reviewed — 108

Notificstion } Coverage lgna\;le:;[- Fraud Evaluation } Negotiation m;l: ce Egﬁ?g:—n Recovery CAT
CSA baseline review
HAT. 380 15.0 15.0 - 12.0 = 80%
Virginia (198 files reviewad)
26.9 9.3 38.4 25.4
Vallay Forge (247 files reviewed) '
61.6 14.5 9.4 14.4
North Texas {275 files reviewsd)
’ 468 25.9 ' 22.4 20.6
Seattle (253 files reviewed)
27.2 18.5 214 31.9
New York Metro (200 files reviewed)
25.1 12.7 21.0 41.1
Nashville (219 files reviewed) '
33.9 18.3 16.8 azi
Michiana (204 files reviowed)
36.2 17.8 17.8 28.1
Maryland (197 files raviewed) -0
30.9 74 174 443
Y (a nR, 7]
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We believe that the redesigned water process addresses the significant areas of
identified opportunities.

PROCESS ADDRESSES SIGNIFICANT AREAS OF OPPORTUNITY

Coverage Investigation Evailuation Recovery
Opportunity

Percent

38 15 i5 12

Description of how water process addresses opportunity

+ Analytical approach * Training * Mitigation vendor ¢ Analytical process
* Forms * Forms *» On-site Inspaction/ » Cause and origin first
* Tralning * Fleld inspections evaluation * Forms ~ template
» Field inspections * Measurements » ACUPRO and file
» Measurements « Scripts * Measurements * Timing
» Timing requirements for * Timing requirements + Ride alongs + On-site inspection
inspections and contact * Tier chart * Reinspections * Proper tools
* Legal interpretation of  + Proper tools + Training —~Recorders
coverage issues by * Forms —Photos
CSA » [TEL
* QVP taken cut of » Framework for making
coverage decisions repair vs. replace
decislons

‘\\\\“-f—"””r

We believe the new process
can capture the opportunity

2|
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[tis our understanding that the water process has had significant impact on
water closed costs. However, there is wide variation on interpretation of
performance and trends. One of the issues we will talk about is the need to
derive consistency and/or understanding) between the two approaches

003PE-080mem/tpalH

WATER PROCESS RESULTS
Closed costs; percent

Approach 1
Manually
tracked water Approach 2
process
CSA measurement OIS relrievals
Northem California  -53.1 8.8
New Jerssy -58.4 -8.6
Texas South -45.2 0.6
‘Texas North -41.8 '
Florida East -36.9 8.9
Florida West 52,1 )
Phoenix -60.9 -0.9
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There are a number of measurement-related issues that must be addressed.

MEASUREMENT ISSUES

*» Inconsistently between OIS and manually tracked
* Too many measurements

* Manually calculated measures are prene to mistakes/manipulation and are time
consuming to track

* Are they right for the field?

* CWP measurement - Is it being measured accurately?

* Does the water process mest customer requirements? (Can [CSS be done by peril?)
» Inconsistency in obtaining results ftom CSA to CSA

* Some measurements need clarification

23

HO00000639



Staffing needs to be fact-based and dependent on factors that may be
market-specific. We need to examine the staffing model in light of the
following factors.

i t

CU3PE-080mem /tpnCH

STAFFING ISSUES

Is it fact-based?

Talent depletion

Claim count fluctuations
Geographic considerations

How should water peril staffing integrate with staffing for other perils?
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For measurement, the team recommends a two-step approach.

MEASUREMENT RECOMMENDATIONS

Explore options to use water

Refine/consolidate key measures process for measurement system

+ Internally analyze * Interview Jack Pepping

* Fiold interviews . * 5/4/96 Glen overview of ADS and CDS
* Team/PIC interviews » Study system capabilities
*» Debrief

*» Customer interviews
* Explore opportunity to track ICSS by peril
* Consider independent CWP survey

5
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Again, a number of issues must be resolved before making staffing by peril
recommendations.

003PE-080mem /tpnCH

STAFFING RECOMMENDATIONS

* Interview Dan Hebel

» Interview Dave Mueller
* Field interview

+ Review time study

* Interview Morton

+ Secure current staffing model
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FIRE PROCESS KEY FINDINGS

[:> e The current Fire Gap process was implemented In response to adverse
severity trends In 7 CSAs. Preliminary resuits Initlally appear highly
variable, but on balance positive

s However, the team believes

— The existing fact base is too limited in terms of sample size to support a
broad-based redesign effort and perhaps dated

— Uncertainty of loss type (e.g., extent of damages) distribution hampers our
ability to address opportunity

- Insight into additional opportunities not surfaced in the initial fite review s
needed prior to redesign

- Itis unclear if the new Fire Gap process addresses the appropriate arsas of
opportunity within fire

« Therefore, the team recommends an enhanced analytic phase cdnsisting of 3
primary steps
— Verify the loss type distribution through a home-office-based analysis
— Conduct a scan of Fire Gap test sites
— Expand fact finding {e.g., file revisw, interviews) to non-test sites

o
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{03PE-081mern/ tpnCH E
The results are highly variable, but on balance positive. &
' ' v
=
FIRE GAP PROCESS RESULTS
&=
:] YTD varence E
prior to test %
July 3MM —
54.1 =
=
34.1
30.3 57.4 30.2 30.0
16752
12.8 {13 — 1.0 . 6.8 6.4
o 2.0 -30. 1 9.4 -39.0 -8.2 I-——,_]'
feme— _E— e - - -
=
New Maryland Virginla  Florida NY metro  Florida  New Total Total US &
Jersay west east England  gap test
Seurce: PIC Fire Team
7%
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It appears that the opportunity varies dramatically by loss type, suggesting the o
need for segmenting fire losses. However, the sample size within each segment =
is currently too small to draw definitive conclusions. =
] L] "R
é:::-‘;
OPPORTUNITY BY LOSS TYPE
=
Fire loss distribution Opportunity relativity E
Percent; {number) Index = 1.0C =
S
Lightningloss  Minor Lightning loss | ; =
smoke damage without fire | 1.90 S
Signific ;vtithoul fire :
ighiica Significant \
smoke damage smoke damage ! 1.39
Other 1
minor loss m Total loss C}.BZ
I
Partial ioss . ]
of structure Partial structure 0[72
|
Total loss Minor smoke damage olro
: =
Other minor losses } 1.90 &
Index = 1.00 {17%) -

Source: - Homeowners claims closed file review

G
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Insight into additional opportunities not surfaced in the initial file review is
needed prior to redesign.

¢ v !

OPEN ISSUES PRELIMINARY

= Does the opportunity for contents vs. structure differ dramatically for fire losses?

» How should ALE be handled?

« Does timely inspection drive loss cost?

« Should there be fast track settlements? If so, at what doflar level or nature of claim?

» Who determined the cause and origin? Was this the proper person? Was this done
on a timely basis?

» What impact doss FRC payments have on the overall evaluation?

» How proactively are we handling files and doss it make a difference?

RY0E:6 9661 G 43S

NOTLINA0dd 14043 1)

Gp60 ON

d
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The team recommends an enhanced analytic phase consisting of three primary steps.

003PE-081mena/ pnCH

RYIE:6 9661 G dAS

RECOMMENDED APPROACH

Verify loss type distribution

Conduct scan of
Fire Gap test sites

Description

« Using systems data, protile fire
losses by taking a representative
sample

« Utilize output to determine
appropriate sampling for
additional analyses and provide
toundation for staffing model

« Interview claim reps, managers,
and process specialists
— Understand the process
—Surface further opportunity
areas
—~Verify methodology of
implementation and
compliance with processes
» Review files In the process (both
open and closed)
- Understand process further
—Gauge process effectiveness
- Test modified review form(s)
—Enhance sample size
—|dentify remalning opportunity
areas/issues

<
[==]
=3
™=
=]
L)
Expand fact finding =
to new test sites ~
[
=
S
=
=
* Increase sample sizes in light
of distribution and open issues
by conducting open and
closed fite reviews at 3 to 6
additional sites
» Conduct interviews with claim
reps, management, and CPS -
surface areas of opportunity
and process possibilities
S

e

2|
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INTRODUCTION

* The team's goal is to identify and understand the key drivers of satisfaction to
be used during the design process t

There are a number of important analyses that the team still needs 10 compiete

* Therefore, we are unable to share definitive recommend

ations at this time, but
we will share our work in progress

Q03PE-083mern/tpnCH
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KEY FINDINGS

E> * Overall claim satisfaction has deteriorated over time with significant variation
across perils, between CATs and non-CATs and by method of settlement

* ICSS {Intemal Claims Satisfaction Survey) initially suggests there are 4 key
drivers of BIS satisfaction that are consistent across CSAs, the best and worst

MCOs, Auto and property and satisfied and unsatisfied customners. The key
drivers are

- Sales agent follow-up
— Adequately informed
— Claim hassle-free

— Timely ¢laim kandling

* Foreach driver, there are a number of issues that need to be addressaed

003PE-083mem/tpnCH

23
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003PE-083mem/tpnCH
Satisfaction has deteriorated recently afer an initial imvproverent.

\ o A

MyOl:IT 9661 G 43S

ICSS COMPLETELY SATISFIEDFREND 2 o
Percent R o
=
&0 E
=
=
eanena ¥l Auto
76.5
75 ;———
74.1 6 Combined
70705 . Property
; =
L = . : 2
Baseline 4Q 95 . 1296 : 2Q 96

Source: ICSS

3¢
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Satisfaction levels vary across perils, CATs versus non-CATs, and method of
settlement.

SATISFACTION PERFORMANCE VARIES

* Satisfaction varies across perils

— Water claims have had on balance fower-than—average satistaction, but
results are improving

— Fire recelves above-average ratings

— Wind and hall is average

~ On-premise theft receive Jower ratings than off-premise theft claims

~ Smaller perils have on balance lower satisfaction and more variability in
performance across years :

* Satisfaction on catastrophe claims |s consistently lower than for non-CAT claims

* Satisfaction varies by method of settlement
— Lowsst satisfaction is associated with independent adjusters
~ Highest satisfaction occurs for uninspected and agent-settled losses

55
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v t =
E
DRIVERS OF DISSATISFACTION - Q2 1996 PROPERTY ONLY*
Percent o
Y -
Percent satisfied vs. dissatisfied e Percent responding "no” | .
P | =
-~ Sales agent ' E
d follow-up 8.3 ! =
| =
Adequately l
informed 7.9 ;
|
Satisfied Dissatisfied Claim hassle-free 6.5 {
|
Timely claim .
handiing 6.3 :
|
Fair settlement ’ =
s amount 5.9 | =
~ (=25
o | =
~ |
~
~ 1 o

T S — . bt e . ot ot Wt Akt UMt MAAR e wrrrw T e —

* includes CATs
Source: ICSS

51
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Conformance Levels - ICSS Process Assumptions

Percent Who said "No"

Not at all afe
Satisfied 2 3 4" g@&%ﬁy

# Responses 279 343 692 1743 9044

% Distribution 22 3 5.8 14.5 748
Key Satisfaction Drivers:

Clear explanation given 50.4 38.1 327 17.3 4.9

Q7 - No unreasonable questioning 36.4 20.2 15.1 7.2 2.9

. Care/concern expressed 59.5 454 25.0 74 1.4

Q9 - Courteous and friendly 36.9 27.2 11.8 40 0.4

Q10 - Repairs made satisfactorily 33.5 23.1 19.2 7.1 28

715 Adequately informed B8 70.2 413 213 4.0

% . Timely claim handling 54.1 51.4 338 11.9 1.5

Q13 - Fair settlement amount 55.4 34.0 29.4 9.8 1.8

- Provided expected coverage 47.1 34.2 29.9 18.7 6.3

@ Sales agent involvement 497 38.1 34.3 241 12.8

- Sales agent follow-up 714 67.7 65.9 57.5 37.2

Q17 - Claim hassle-free . 624 66.7 35.7 12.4 19

Q18a - Attempts to reach Alistate 38.7 404 2341 126 3.4

by phone problem free
306 16.2 8.2

Avg. of 13 drivers: 51.4

42.8

Total
12101
100.0

¥
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Flash Reports
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Preliminary Recommendations

Conduct additional data
check weeks

Further analyze existing
data

Hold customer focus
groups
Conduct phone surveys

Partner with existing
Agent Claim Handling
Team

* Conduct more in- depth
study of Flash reports

* Study economic impact
within various perils

* Conduct employee
interviews in markets with
diverging results

£y
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OCTOBER 11, 1996

ARz

{ FIRE TEAM UPDATE
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FIRE TEAM UPDATE AND PRELIMINARY RECOMMENDATIONS
OCTOBER 11, 1996
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CONFIDENTIAL

Fire Team Update and Preliminary
Recommendations

ALLSTATE INSURANCE COMPANY

Team debrief
October 11, 1996

‘This repott is solely for the use of client personnel.

No part of it may be dirculated, quoted, or reproduced for
distribution outside the client organization without pricr
weitten approval from McKinsey & Company.

003047-0186jsCH
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The fire team visited eight CSAs in a 2-week period conducting closed file

reviews, reinspections and employee interviews.

003047-018sjsCH

Nd87: 11 9661 01 120

ACTIVITIES TO DATE

* Visited 4 fire gap test sites

-Florlda, East
~Florida, West
—Maryland
-~ New York Metro

« Visited 4 nonfire gap sites
—Denver, CO
—North Texas
—Valley Forge, PA
—Northern California

« Reviewed 188 closed files (152 input in
the database)

» Conducted 24 reinspections

» Interviswed over 32 field personnel

- prefiniinaryfindings only:

& aialysi 16 Tollow préserits ol -~

NOTLO0d0dd 130434 HD

9780 ON
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During our site visits, we found the fire gap process had addressed some areas
of opportunity; however, there are still areas of opportunity to be addressed.

48911 9667 01 120

KEY LEARNINGS

« While some elements of tire gap process appear to be working, it still does not
capture all the major pockets of the opportunity. In addition, the appiication of
the process is hot being consistently applied

NOTLONT0dd 140d3Y HD

« Significant opportunities exist, particularly in the following areas
— Process-related issuss
. Contents
. Clean vs. replace
. Managing vendors
. Evaluation
. Subrogation
— Other management-related issues

« Therefore, we propose the following next steps
- Additiona! in-depth analysis of the collected data
- Preliminary design of structure and contents processes
-~ Detemmining criteria and timing for fire test

9780 ON

0£/7 d
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KEY LEARNINGS

« While some elements of fire gap process appear to be working, it still
does not capture all the major pockets of the opportunity. in addition,

the application of the process Is not being consistently applied

NOILI0Q04d 140434 K

= Significant opportunities exist, particularly in the following areas
- Process-related issues
. Contents
. Clean vs. replace
. Managing vendors
. Evaluation
. Subrogation
- Other management-related issues

» Therefore, we propose the following next steps
- Additional in-depth analysis of the collected data
— Preliminary design of structure and contents processes
— Determining criteria and timing for fire test

3780 ON

08/5 4
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Creation of the fire gap process was a result of AVP Mike Donohue's request for
a temporary "gap” process for seven CSAs with F&L severity concerns.

§

003047-018sj5CH

FIRE GAP PROCESS

Communication/rollout

» CPS Design Workshop utilizing
iearnings from the water process

» The work was focused on getting
Alistate eyes on fire losses

» CPS were the process owners and
responsible for the rollout and field
training

Rd6w: 11 9661 01 120
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For the most part, the CSAs are waiting for a full-blown fire implementation.

IMPACT OF FIRE GAP PROCESS

Focus of fira gap

Impact experienced

« Initiating faster customer contact

« Capturing additional measurement
information through form compliance

« Facilitating more management invelvement

* Interviews with field personnel and
reinspaction indicate positive impact on
customer satisfaction

« Though there Is some variance across sites,
information captured in the forms is not
usad to add value to the process

» For the most part, manager involvement is
primarily focused on pushing the file to
closure

Rd67-11 9661 01 120

NOT1DAQ0¥d {40438 AD
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While the fire gap sites show an approximate 5-point improvement, there is still
significant opportunity in both groups.

003047-018sjsCH

OPPORTUNITY BY FIRE GAP SITES AND NON-GAP SITES

Percent
Overall
Gap sites opportunity
33.0
22.2 222
16.8 :
9.3
CSA 1 CSA 2 CSA3 CSA 4 Gap sites
Overall
Non-gap sites opportunity
29.9
27.9 26.4 04.4 27.7
CSA 1 CSA2 CSA3 CSA 4 Non-gap sites

Source: Team analysis of fire CFR

Nd6F-1T 9661 01 120
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The greatest opportunity exists in evaluation of structure and in recovery across
both gap and nontest sites.

Hd6F: 1T 9661 01 “L20

COMPARISONS OF AREAS OF OPPORTUNITY BETWEEN GAP TEST SITES AND NONTEST SITES

T
=
. . o=t
Gap test sites —~ total epportunity 22.2% Vo
=
Evaluation E;lluanon g?l::::— E’valuatlo Evaluation Evaluation %
Mitigation ; Coverage } Fraud of of Negotiation) Recovery =
struct structure /ment/ contents [ . .0t of ALE ‘ =
UCIUre / cleaning / restorationy cleaning enis =
g,
0.6 0 1] 7.6 1.0 0.3 16 17 0.5 1.4 7.5
Nontest sites - total opportunity 27.7%
Evaluation E;ratuatlon f:rlp?:i- E;raluat[o Evaluation Evaluation
Mitigation ) Coverage ) Fraud of 0 pa of Negotiationy Recovery
structure structure /ment/ contents contents of ALE
cleaning restoratiory cleaning
=
[ ]
1.3 1.1 4] 85 1.1 0.9 3.1 45 0.7 0.4 6.2 §
o]
p=
~
=
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KEY LEARNINGS

[:>.

While some elements of fire gap process appear to be working, it still does not
capture all the major pockets of the opportunity. In addition, the application of
the process is not being consistently applied

Significant opportunities exist, particularly in the following areas
~ Process-related Issues

. Contents

. Clean vs. replace

. Managing vendors

. Evaluation

. Subrogation
- Other management-related issues

Therefore, we propose the following next steps

— Additional in-depth analysis of the collected data

- Preliminary design of structure and contents processes
— Determining criteria and timing for fire test

003047-0183jsCH
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Contens is a large portion of the opportunity.

N6 11 9661 01 120

CONTENTS ISSUES

Limited or no vendor management or direction

— Vendor determines clearing

- Paying cleaning bills as submitted

— Pack out decisions made by vendor

- Paying O&P on cleaning bills and/or appliances that are replaced

NOTLONM0dd 14043y H)

Lack of adjusters' ability to determine cleaning vs. replacement

- Few contents specialists in place; howsver, there are significant issues
relating to their experience and work load

* |nventory issues
— Adjuster not listing inventory — customer submits list
~ Adijuster not verifying inventory of nonsalvagable items
— Lack of verification of LKQ for replacement
- Salvage not being addressed
— Lack of specific information on nonsalvagable items

9780 ON

Lack of adequate price

— Inadequate research on replacement costs

— Minimal and/or Insuffictent depreciation being applied
— Paying FRC up frent before items are replaced

d

0E/11
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COM7-01BehsCH =
3
Opportunity is especially large in contents cleaning,. =
=
CLEANING VS, REPLACEMENT — CONTENTS
Percent o
Cleanlng =
=
B ] =
l Opportunity in 1 =
Percentage of contents { contents cleaning I =
<
| | =
| I
| |
i I
|
|
I
I
|
1
|
|
|
l =
I =
I =
| oD
I
] =
Source: Team analysis of fire CFR §
10
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=3
There is a very high opportunity in contents cleaning especially when a vendor =
is involved. =
=
CONTENTS CLEANING
Percent =
==
Was contents involved In the clalm &=
100% = 155 claims =
] 100%= _ 88claims ______ 88claims | =
I Other 20 15 ; =
o ] =
1 =
|
Vendor 52 60 :
|
] I
........ I
Claim rep 28 25 :
|
Who made Who prepared |
the decision the estimate |
to clean I
e e e et e e e e e e e e e e e I =
Opportunity =
30 33
S
Source: Team analysis of fire CFR Claim rep Vendor 11
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000047-018sjsCH =2
Structure items ate being replaced without first determining if cleaning would =
have been successful. =
=
CLEAN VS. REPLACE STRUCTURE ISSUES
£
e
» Scope Is prepared at initial inspection with focus on replacement %
— Wiiting scope geared toward claim conclusion without supplements gczi
— There is a skill set issue in vegards to cleaning structural items =
==
= [nsufficient direction and control of cleaning vendors by adjuster
« Reforred vendors often performing both cleaning and repair/replacement
activities, limiting incentive to properly clean
=
S

12
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OU3M7-MESECH 2
—
Although cleaning is small relative to structure dollars paid, thereisa =
significant opportunity associated with it. —
Vv —
=
CLEANING VS. REPLACEMENT - STRUCTURE
Percent : =
Cleaning =t
S
=
o e e e | fa ]
| I =
Percentage of structure dollars | Opportunity in B =
pald for cleaning ! structural cleaning | =
E I =
i | =
| I
| I
] |
l [
| I
i
|
|
|
|
|
|
| z
l =
| =2}
I
i =
Source: Team analysis of fire CFR e
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03047-01855CH = =
-3
Vendors are an active part of our claim handling process and are impacting our =
areas of opportunity. =
=
MANAGING VENDORS
=
=
=
=J
—3
« There Is siill widespread use of QVP =
— There is insufficient control of the scope of loss =
. Clean vs. replacement of both structure and contents ilems is being E
determined by the vendor =
. We are paying for items not verified as damaged
— We are not taking overlap deductions
— Minimal use of altemative methods of repairs
- Tendency of contractor to lump-sum and single-bid items which are not
being verified
» Woe are not utilizing competitive bids
=
—
=

14
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There are a number of issues which affect the amount of opportunity found in =
the evaluation and cleaning of structure. =
=
EVALUATION ISSUES
=
o Lack of skill and understanding of ACCUPRO estimating =
« We are continuing to pay FRC prior to repair 5
« Lack of estimating fundamentals =
~ We are failing to take overlap deductions, where applicable
— We are not verifying like, kind, and quaiity on estimates
« Final estimate is being prepared during initial inspection, as a result, we are
paying to replace items that may have been cleaned
» Normal expenses are not being deducted from ALE payments
=
o
S

15
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A majority of the claims are being settled on an FRC basis.

003047-018s{sCH

R0G-TT 9667 0T 120

FRC VS. ACV SETTLEMENT OF STRUCTURE

FRC

ACV

Combo

Source: Team analysis of fire CFR

NOTL2200¥d 140434 HD

9780 ON

q

0€/81

16

HO00000674



00G047-0185]sCH =
=

There is a significant opportunity when a vendor estimates the structure. =
=

WHO PREPARED STRUCTURE ESTIMATE?

Percent o
je =]
=
=

Opportunities in structure estimation §
19.3 =
=
Other =
12.9
11.0
Vendor . N -
= f Structure -
adjuster s i
Structure Vendor Other
adjuster =
=
Source; Team analysls of fire CFR S

17

HOO00000675



003047-018sjsCH

There is significant opportunity in the evaluation of both structure and
contents.

STRUCTURE VS. CONTENTS OPPORTUNITIES IN EVALUATION

Parcent
Structure vs. Evaluation opportunities
contents losses in structure and contents
13.6*
Contents losses 29

Structure losses

- PPt -T15d

Structure Contents

* The estimates excludes cleaning
Source: Team analysis of fire CFR

18
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003047-0185sCH =2
There is opportunity related to the usage of ACCUPRO as well as the quality of =
such usage. =
=

UTILIZATION OF ACCUPRO - STRUCTURE
Percent <
o=
Opportunity related =
N to ACCUPRO use =
100% = 155 clalms 139 =
=
Non-ACCUPRO 36 =

ACCUPRO

P L e g
ACCUPRO Non-ACCUPRO é:
Source: Feam analysis of fire CFR S

19
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Reinspections show that the greatest opportunities seem to lay in four

categories.

003047-0185j6CH

RdTG:TT 9661 01 120

AREAS OF OPPORTUNITY IDENTIFIED IN REINSPECTIONS

Percent

Reinspections =
18% overall opportunity

Areas of opportumty

Mzsuad miﬂgaﬁon .
Qverlap g

gLilmp;s;Jm bltfs
Obvicusly no damage
Like kind and quality
Measurement

Alternate repair method
Coverage

No visible damage
Depreciation

Repair vs. replace
Labor rates

2.zil

o NN W b U'IU‘IOQm" R S,
AR P

NOTL0000dd 1d043d HD

9780 0N

0€/2¢
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As subrogation is extremely time-consuming to pursue, we are often looking
for ways to take shortcuts.

003047-018jsCH

Ndis: 11 9661 1 120

SUBROGATION ISSUES

« Subro/recovery hampered by lack of up-front investigation

~ Limited C&Q investigation (adjusters making their best call, uncritically
accepting customers' first impression)

« Subro fiiters in files does not necessarily mean that subro is being addressed

NOIL2A00dd 140438 HD

9780 ON

0€/8¢ 4
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003047-01865CH 2
Experts determine the C&O only 13 percent of the time. =
i i —
=

SUBROGATION AND RECOVERY
=
=
=
Other Eg
18 =

Expert
69
Adjuster

=
Source: Team analysis of ire CFR S
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Many managers understand the need for measurement; however, it is not being
consistently implemented nor regularly communicated to employees.

It y

1N

MANAGEMENT-RELATED ISSUES

+ Measurement and management involvement
— Lack of awareness by employees on how they are measured
- Lack of feedback from management {o claim reps

-~ Many managers understand the need for measurement, but it is not in place
on a consistent basis

» There is a staffing/skill-set issue in the field
- Staffing/skill leve! drives file-handling toward fast-closure
- Independent adjusters are being used where staffing is an issues

HO00000681
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Q03M70U8CH <3
o |
Opportunity in claims involving independent adjusters is higher than for =
nonindependent adjusters claims. =
] ] { ;
=
INDEPENDENT ADJUSTERS
Percent =
=
Percentage of claims =
involving independent =
adjusters Structure and contenis opportunity :
s
15.5* =
RS RSE =
12.5%
Nonindependent
adjusters 91.6
independent adjuslené HLT it_ 1T F L CrIEeR 3
independent  Nonindependent =
adjusters adjusters >
Source: Team analysis of fire CFR SZ -
24
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KEY LEARNINGS

« While some elements of fire gap process appear to be working, it still does not
capture ail the major pockets of the opportunity. In addition, the application of
the process is not being consistently applied

« Significant opportunities exist, particularly in the following areas

. — Process-related issues
. Contents
. Clean vs. replace
. Managing vendors
. Evaluation
. Subrogation
- er management-related issues

G> « Therefore, we propose the followlng next steps
- Additional in-depth analysis of the collected data

~ Preliminary design of structure and contents processes
— Determining criteria and timing for fire test

003047-018sisCH

Rdes- 11 9661 01 120
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After reviewing the gathered data and visiting various sites, we have developed
a preliminary design outline for handling structure losses.
{i 0
PRELIMINARY DESIGN WORK FOR STRUCTURE HANDLING — OVERVIEW
What do they do?
When do How are they
Who are they? | o ? Customer Recovery/ measured?
oy ga service Invesatigation Evalualion salvage
1. Jaob 1. Tier chart 1. Build customer 1. Take 1. Testclean to determine and 1. Pursue 1. Initiat
description basad on rapport statement prepara scops subrogation inspection -
2. Skill sst severity of 2. Scripts trom insured/ 2. Prepare diagrams based on requirements
3. Tools loss = Explain others 3. Wiite conly veriflable ca&o 2. Settlement
2. Dispatcher coverages 2. Determine damages 2. Obtain time
asaigns flle * Processes need for 4. Coordinate cleaning vendor bids/dispose schedule
based on tier » ALE C&Ofother and meet with coniractor of salvage -
level *» PAs expert and and/or insured o agree on per GSA
= Contents contact scope guidellnes
specialists 3. Direct 5. Detemmine LKQ materials for 3. Transfer lo
* Advances securing of replacesment subro
3. Give advance evidence/ 8. Input scope into Accupro coordinator
establish » Small estimates tc be
theory of written on-site
liability « Apply depreclation
4. Tile search 7. U subbids are obtained
and court » At lsast 2 bids
racords * Detalled and ltemized
5. Take 35mm 8. If necessary, meet with
plcturas contractor and/or insured to
get AP
9. Reinspact losses
+ Before decorating begins
to verify scope of
work/release FRC
* Supplements over a
specific dollar amount
26

* When handling contents, 888 preliminary design work for contents handling

HO00000684
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We have also developed a preliminary design outline for handling content

losses.

003047-018sjsCH

RdZe: 1T 9661 07 130

PRELIMINARY DESIGN WORK FOR CONTENTS - OVERVIEW

What do they da?
When do How are they
Who are the
¥? | they go? s:::l'::‘" Investigation Evaluation 2;5:;‘:”’ measured?
1. Job 1. Tier chart 1. Build customer 1. Video 1. Testclean, separate items 1! Pursue 1. Initial
description based on rapport/script 2. Structure 2. List cleanable items subrogation inspection -
2. Skill set severity of 2. Script expert will 3. Coordinate vendors based on requirements
3. Toals loss « Explain direct 4, Determine pack out of ltems C&O 2. Setilemant
2. Dispatcher coverage investigation 5. Prepare scope for cleanable 2. Obtain time
assigns file » Advances items bids/dispose schedule
based on tisr 6. Prepare nonsalvagable ot salvage
lovet restorable inventory list per CSA
7. Research competitive guidelines
pricing/LKQ 3. Transter to
8. Apply appropriate subro
depreciation coordinator

9. Settle ACV with insured

10. Handle FRC as receipts are
submitted per policy
guidelines

NOTiJNQ0dd 180434 H)

9780 ON

0€/62 “d
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0M7-OIEsCH =2
We have developed criteria for the selection of future fire test sites. =
(! Y :
=
CRITERIA FOR FIRE TEST SITE SELECTION
=
=
« Fire is a significant issue for the CSA =
+ The CSA has an important amount of the countrywide losses E
o)
» The CSA has staffing adequate to participate in the test =
« Prefer 2 MCOs that handle propsrty within a reascnable travel distance of
each other. Other options would include choosing 2 CSAs and having
structured cross-team debrlefs
« The CSA has an average or below-average fire severity performance
=
<
>
28
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CONFIDENTIAL

Preliminary Closed-File
Review Findings

ALLSTATE INSURANCE COMPANY

Team debrief
October 11, 1996

)

This repor is solely for the use of client personnel.

No par of it may be circulated, quoled, ar reproduced for
distribution outside the cllent organization without prior
writtan approval from McKinsey & Company.

This malerial was used by McKinsey & Company dufing an

oral presentalion; it is not a completa record of the discussion.
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OVERVIEW OF FINDINGS

. After 2 woeks in the field, initial CFR results suggest that there is a 20%

opportunity in wind/hail ciaims and 32% opportunity in theft claims; the overall
opportunity is 26%. Reinspection suggests the opportunity is even greater

Primary drivers of opportunity within petils appear to be in coverage analysis,
evaluation investigation, and subrogation. Cross-perll issues like training and

staffing also drive opportunity

Going forward, the team will complete the preliminary file scan next week, and
spend the following 2 weeks adapting the review form based on our learnings

and preparing for the final CFR

HO00000688
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ACTIVITIES TO DATE

Visited 1 specialty and 3 muitiine MCOs
» Tucson, Arizona

» Miami, Florida*

« Troy, Michigan

« Oklahoma City, Oklahoma

* Specialty MCO

003047-019sjs /sipCH

« Roviewed more than 200 files
» Conducted 48 reinspections
« Interviewed 24 field personnel
- 12 adjusters
-4 UCMs
—4 PCMs
-2 MCMs
-2 CPSs
« Rode along with adjusters inspecting
claims for 4 days

HO00000689
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INITIAL CFR OPPORTUNITY FINDINGS BY PERIL"

Percent

For CAT vs. non-CAT

Wind/
hail

Theft

Total

CAT Non-CAT Total
19 22 20
N/A 32 az
18 28

* [Includes 93 files reviewed betwean Oct 8-9

For Allstate vs. Independent adjusters

Wind/
hail

Theft

Total

003047 -019sjs/slpCi

PRELIMINARY

Alistate Independents Total
10 21 20
33 27 32
32 22
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INITIAL REINSPECTION OPPORTUNITY FINDINGS FOR WIND/HAIL CLAIMS*

Percent

CAT

Non-CAT

Total

Alistate Independents Total
N/A 34 34
25 72 59
25 61

* Includes reinspsciions completed September 30 through October 2

003047-0195js /slpCH

PRELIMINARY
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PRIMARY OPPORTUNITY DRIVERS

« Opportunity in wind/hail claims appears to be driven by insufficient coverage
analysis, improper scoping of damages, and poor identification of subrogation
opportunities. These problems are magnified when independents are used

« The principle drivers of opportunity in theft claims appear to be inadequate
investigation of loss facts and improper evaluation. Furthermore, contents
specialists who lack proper theft handling skills are frequently assigned to

handle theft claims

« Across perils, there appears to be opportunity to improve training, staffing
levels, management involvement in the claims process, and CAT management

HO00000692
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COVERAGE ANALYSIS — WIND/HAIL

Primary issues

« Old damage not identified

s Losses coverad that ware
not sudden and accidental

« Deoterioration identified as
wind/hail loss

« Cause of loss covered

» Multiple losses not
recognized

003047-019sjs/ slpCH

Examples

» Hail damage, which is months oid, reported as
new damage; we replaced entire roof

» Aithough drywall has various muiticolored water
rings from repeated leaks, loss was covered

« Roof repair covered despite evidence of wet/dry
rot, deterioration, and vegetation growing on roof

« Insured reported hail caused damage to roof;
investigation revealed wom roof but no hail
damage; roof replacad by Allstate

» Hail damage to roof paid for twice

« Hail damage from multiple occurrences covered
as single lcss

HO00000693
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SCOPING OF DAMAGES - WIND/HAIL

Primary issues

« Deductibles given away

« |mproper or no measurement of
damaged area

» Damaged structure reptaced
instead of repaired

« Improper pricing

« Depreciation not properly applied

003047-G19sjs /sipCH

Examples

+ Homeowner given $250 for replacing 4-5 shingles;
deductible was $250

» Adjuster recordad in diary that he waived the
deductible because the insured agreed to make

repairs

it. larger than it actually is

« Inspected loss, but accepted estimate of contractor
although estimate was clearly wrong

« Canopy frame could have been repaired, but whole
frame was replaced

» Used $10 per sq. ft. price for aluminum cverhang;
local price actually $3 per sq. ft.

» 7-yeal-old roof only depreciated 10%

» Size of wire screen anclosure reported to be 230 sq.

HO00000694
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SUBROGATION — WIND/HAIL

003047-019sjs/slpCH

Primary issue

Examples

» Subrogation discounted
without proper
investigation

« Diary entry shows subrogation was discounted
before adjuster spcke with insured

« Canopy frame blown down, but there was no
investigation of cause (e.g., date of installation,
improper manufacture}

Quote(s)

« *| somstimes don't have time to follow up on
subro, so | just write in the diary that } looked for

it but there wasn't any (subro) petential.”
— Claim rep

Comment(s)
« Almost no discussion of subro with customer

documented in files reviewed
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INDEPENDENTS - WIND/HAIL

» Opportunity in wind/hail losses inspected by independents is significantly
higher* than in losses inspected by Alistate personnel; nevertheless,
opportunity drivers appear to be the same as in files which Allstate inspected

« Broad use of independents in most offices
— Inspect alt wind/hall claims in 2 out of 4 offices visited
— Frequent use of independents on CAT and non-CAT losses in 3rd office
— Independent usage limited to CATs in 4th office

« Limited or no management of independents’ performance

— "We give up on independents too easily. We try them for 3 months, say they
aren't any good, and throw them out. We don't do that to our own psople.”
-PCS

— "We don't have time to manage our own people. When would we find time
to manage independents who won't be here very long?®

4 ) - uUcM

144,

*  Preliminery CFR results show 210% higher opporiunity; reinspection showed a A% higher opporiunity

003047-019sjs/s1pCH

PRELIMINARY
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INVESTIGATION OF LOSS FACTS — THEFT

(03047-019sis/s1pCH

Primary issues

Examples

+ Susplcious loss facts not
Investigated

« Procf of ownership nat
requested or investigated

» No background on insured
gathered (e.g., date of
hirth, place of employment)

« Fraud indicators not
recognized

« Assignment of contents
specialists to handle theft
claims _

» $8,000 paid for items that were damaged or stclen
during a move, but loss facts were not verified
« $1,000 of insured's weight equipment stolen from

|oss facts
« Single female who lives alone reported that 3-4

men's suits were stolen from her house; proof of
ownership was not requested
« Accepted inventary sheet of insured without verifying

ownership

common area of apartment complex; no validaticn of |

Quote(s)

« "Even if they don't have proot of ownership on large
itomns like 42" televisions, we still have to pay the
claim unless we can send it to SIU.”

- Claim rep

Comm?nts

« Palice reports confimming loss facts were not included

in any of the files examined
« Insured background information not documented in

any of the files reviewed

10
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EVALUATION — THEFT

G03047-0195{a/slpCH

| Primary issues

Examples

« improper pricing

« Depreciation not property
applied

 Lump-sum estimates of
personal items accepled

» |tems miscoded

» Reluctance to replace

« Did not check prices on insured's inventory list

« Accapted customer's price of $400 for 5-year-old
microwave; did not apply depreciation

« Paid $800 for miscellaneous 1ools without
itemization and description from insured

« $1,700 of jewelry coded to miscellaneous,
intemal limit on jewelry was $1,000

Quote(s)

« "Because insureds can't see and feel items
[cefore purchase from replacement vendors]
they don't want them replaced.”

~ Claim rep

Comments n

« Interviews suggest claims are unfamiliar with
most replacement resources (e.g., Waxman

carries tools)

11
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EMERGING PROCESS IMPROVEMENT HYPOTHESES

Wind/ail

003047-0195is/slpCH

PRELIMINARY

Theft

Contact « Require more detailed dascription of
damages from insured (e.g.,
measurements)

Coverage » Require use of coverage checklist

Evaluation » Teach claim reps impact of deductible
giveaways
» Require photographs and measurement
of inspacted damages
« Encourage claim reps to offer
appearance allowances and/or repairs
before replacements

Documentation + Provide claim reps with structured diary

CH REPORT PRODUCTION

OCT. 10. 1996 5:50PM

» Take recorded statements from insured at
beginning of investigation

« Require use of coverage checklist

« Enforce proof of ownership clause on
large itemns (e.g., televisions, computers)

«» Teach claim reps how to "sell
replacement vendors to insureds

» Provide claim reps with structured diary

13
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HYPOTHESES FOR CAPTURING CROSS-PERIL OPPORTUNITIES PRELIMINARY

Opportunity area Hypotheses

Rationale

Training « Build clearly defined training modules
designed to capture wind/hail and
theft opportunity

« Increase access to training programs
and resources
« Build foliow-up raining programs

Staffing » Create staffing model which facilitates
staffing of Allstate personnel on
wind/hail claims

» Base claim representatives from

residences
» Specialize adjusters around
ProOCassas
Management « Free-up management time to ride
involvement along with and coach claim

representatives, and conduct
rainspections and file reviews

CAT management® * Treat CAT claims the same as
' non-CAT claims fo the extent
possible
« Ensure Pilot adjusters receive the
same management attention as is
recommended for Allstate personnel
on non-CAT claims

*  Primarlly reviewed filas closed priori to implementation of new CAT processes

« No standard process for handling wind/hail
and theft claims

« Claim representatives' requests to attend
training turned down because of
insufficient space or overburdened MCO
staff

« Long-time employees frequently unclear
about basic skills (e.g., ACCUPRO, theft
investigation)

» MCOs unable to staft wind/hail claims with

Alistate personnel

» Residence-based claim representatives
appear more efficiert

« Theft specialists currently processing tco
many cther types of files 10 develop
expertise

 Management involved in only 1 file
reviewed

« CAT claims treated differently than
nor-CAT claims
- Emphasis on closing files too quickly
—Y.ess dccumentation
— Littie management of pilot adjusters

12
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Measure

Current tracking

Future Method

Water Peril Severity e

cwa & cwp

C122- one or multiple

OIS;including all water perils
look at peril definition too

Mitigation; use, success, cost
E+ 3

manual logs

HDS- screen inputs

# of losses inspected in
process

manual logs, C527 mech disp

mech.disp by peril

Accupro on site

Ride alongs, ? File reviews

Accupro internal clock stamp

Subro submissions **

manual logs

HDS, list 56

Reinspection results

C3259

Mech disp enhancement

Process Compliance-1/ S

file reviews

HDS screen review for UCM

Process Compliance- O /S

file reviews

Accupro report on form use

Customer Sat-cwa

ICSS

ICSS- by peril

Customer Sat-cwp

phone contact via UCM

ICSS- by peril

Same day contact-1/S  **

file reviews

HDS - mech diary

Contact O / S

file reviews

HDS - mech diary

Tier level

file reviews

HDS
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October 11, 1996
\AS(_) Debrief |
Briaw Dime

1. Coverage Analysis
2. Fire Gap States

3. Allocated Expense
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CCPR PROPERTY COVERAGE ANALYSIS

OWNERS

TOTAL PERILS: PAID LOSSES BREAKOUT 67% DWELLING AND 28% CONTENTS
90% OF EXPENSE IS DWELLING AND CONCENTRATED IN WATER, WIND, & FIRE
2% OF PAID LOSS IS FOR ADDITIONAL LIVING EXPENSE

FIRE ACCOUNTS FOR 32% OF PAID LOSSES WITH 64% OF THIS IN DWELLING
WATER IS SECOND WITH 28% OF PAID LOSSES AND 90% IN DWELLING

RENTERS/CONDO

TOTAL PERILS: PAID LOSSES BREAKOUT 25% DWELLING AND 71% CONTENTS
ADDITIONAL LIVING EXPENSE IS 3% OF PAID LOSSES

40% OF PAID LOSS IS IN THEFT PERIL UNDER CONTENTS COVERAGE

WATER IS SECOND WITH 31% OF PAID LOSSES OF WHICH 67% IS DWELLING

MOBILEHOME

* TOTAL PERILS: PAID LOSSES BREAKOUT 72% DWELLING AND 26% CONTENTS
* WATER AND FIRE COMBINED ACCOUNT FOR 64% OF PAID LOSSES
« WINDSTORM REPRESENTS 16% OF PAID

HO00000704



LINE GROUP

OWNERS
OWNERS
OWNERS
OWNERS

OWNERS
OWNERS
OWNERS
OWNERS

OWNERS
OWNERS
OWNERS
OWNERS

OWNERS
OWNERS
OWNERS
OWNERS

OWNERS
OWNERS
OWNERS
OWNERS

OWNERS
OWNERS
OWNERS
OWNERS

OWNERS
OWNERS
OWNERS
OWNERS

QOWNERS
OWNERS
OWNERS
OWNERS

PERIL GROUP

OTHER
OTHER
OTHER
OTHER

OTHER
OTHER
OTHER
OTHER

FIRE
FIRE
FIRE
FIRE

AEC
AEC
AEC
AEC

LIGHTNING
LIGHTNING
LIGHTNING
LIGHTNING

THEFT
THEFT
THEFT
THEFT

WATER
WATER
WATER
WATER

WINDSTORM
WINDSTORM
WINDSTORM
WINDSTORM

TOTAL
TOTAL
TOTAL
TOTAL

COVERAGE

CCPR PROPERTY COVERAGE ANALYSIS - AUGUST YTD 1996
%10 | ] CLOSED Ava
PAID LOSS  *DIST.* EXPENSE PAID cwa cwp CLOSURES  *DIST.* COST EXPENSE
18,795,268 73% 412,382 2.19% 11906 4506 16411 66% 1.170 EL
2,072,481 8% 23,705 1.14% 2400 880 3280 13% 839 7
4,360,357 17% 10,923 0.25% 3346 1224 4570 18% 957 2
497,562 2% 695 0.14% 508 149 855 3% 761 )
25,726,647 447,705 1.74% 18,167 6,769 24,916 1,050 18
8,836,387 89% 242,957 2.76% 6368 2928 9296 B7% 977 26
447,390 5% 4,642 1.04% 310 170 480 4% 942 10
583,042 8% 2,720 0.47% 510 340 850 8% 689 3
43,886 0% 81 0.14% 79 20 99 1% 444 1
9,910,706 250,380 253% 7.267 3,458 10.725 947 23
118,674,184 64% 2,201,223 1.86% 13492 1565 15057 48% 8,021 146
5,102,326 3% 84,668 1.66% 1294 256 1550 6% 3,346 55
53,187,545 29% 159,613 0.30% 9373 2021 11304 36% 4,682 14
7,833,550 4% 11,187 0.14% 2742 845 3687 11% 2,187 3
184,697,605 2,456,590 1.33% 28,901 4,687 31,588 6,925 78
17,133,636 67% 408,173 2.38% 17227 4919 22146 49% 792 18
561,707 2% 5,703 1.02% 785 288 1071 2% 630 5
12,172,761 41% 67.610 0.55% 16809 6136 21944 48% 558 3
107,791 0% 0 0.00% 109 31 140 0% 770 0
29,975,886 481,387 T.61% 33,930 11,371 45,301 672 11
5,879,222 8% 236,184 3.43% 12269 4897 17166 21% 418 14
364,035 0% 411 0.11% 972 440 1412 2% 258 0
75,764,680 91% 569,184 0.76% 63253 10696 63949 77% 1,194 9
17,142 0% 0 0.00% as 13 48 0% 357 0
83,025,079 805,779 0.97% 66,519 76,048 82,665 1,016 10
146,417,223 90% 4,574,776 3.12% 85062 31027 116089 82% 1,301 a9
607,140 0% 18,892 3.11% 478 491 967 1% 647 20
16,145,853 9% 45,147 0.30% 14936 7861 22797 16% 866 2
1,335,433 1% 176 0.01% 1586 448 2034 1% 657 0
163,606,648 4,638,989 2.84% 102,060 39,827 141,887 1,186 33
76,830,797 88% 2,666,309 3.51% 50920 17409 68329 80% 1.146 a9
8,005,763 9% 82,910 1.04% 9478 2132 11607 14% 697 7
2,197,048 3% 8,587 0.30% 3866 1768 5624 7% 392 1
180,666 0% 0 0,00% 118 38 156 0% 1,158 0
86,014,274 2,744,806 3.19% 64.369 27,347 86.718 7,036 32
392,266,716 67% 10,731,004  2.74% 197,233 67.251 264,484 63% 1,624 4
17.160,822 3% 220,831 1.29% 16,712 4,855 20,367 5% 863 1
163,411,276 28% 861,684 0.53% 101,083 30,045 131,128 3% 1,253 7
10.016.030 2% 12,117 0.12% 5,175 1,544 8,719 2% 1,493 2
582,864,844 11,625,686 2.03% 319,203 103,495 422,698 1,407 28
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| up

RENT/CCNDO
RENT/CONDO
RENT/CONDO
RENT/CONDO

RENT/CONDOQ
RENT/CONDO
RENT/CONDO
RENT/CONDO

RENT/CONDO
RENT/CONDO
RENT/CONDO
RENT/CONDO

RENT/CONDO
RENT/CONDO
RENT/CONDO
RENT/CONDOQ

RENT/CONDO
RENT/CONDO
RENT/CONDO
RENT/CONDO-:

RENT/CONDO
RENT/CONDOQ
RENT/CONDQ
RENT/CONDOQ

RENT/CONDO
RENT/CONDO
RENT/CONDO
RENT/CONDO

RENT/CONDO
RENT/CONDO
RENT/CONDOQ
RENT/CONDO

PERIL GROUP

CTHER EC
CTHER EC
OTHER EC
OTHER EC

OTHER AEC
OTHER AEC
OTHER AEC
OTHER AEC

FIRE
FIRE
FIRE
FiRE

LIGHTNING
LIGHTNING
LIGHTNING
LIGHTNING

THEFT
THEFT
THEFT
THEFT

WATER
WATER
WATER
WATER

WINDSTORM
WINDSTORM
WINDSTORM
WINDSTORM

TOTAL
TOTAL
TOTAL
TOTAL

COVERAGE

CCPR PROPERTY COVERAGE ANALYSIS - AUGUST YTD 1996
% TO [ | cLosED Ava
PAID LOSS *DIST.* EXPENSE paID cWA cwe CLOSURES  "DIST.* cosT EXPENSE
301,311 31% 35,079 11.64% 257 131 388 37% 867 ‘90
0 0% ] 0 0 0 0%
600,974 62% 12,227 2.03% 382 208 590 57% 1,039 23
87,153 7% 0 0.00% 50 14 64 6% 1,049 0
969,438 47,306 4.88% 689 353 1,042 976 45
130,674 65% 3,099 2.37% 191 108 299 76% 447 10
o 0% o 0 0 0 0%
68,040 34% 454 0.67% 39 47 86 22% 796 5
882 0% 0 0.00% 3 3 8 2% 147 0
199,587 3,653 1.78% 233 168 391 520 9
932,649 11% 26,798 2.87% 520 139 659 24% 1,458 41
0 0% ] ] 0 o 0%
6,928,662 79% 106,845 1.53% 1232 276 1608 56% 4,865 70
866,010 10% 983 0.11% 436 108 543 20% 1,578 2
8,717,211 133,626 1.53% 2,187 523 2,710 3,268 49
120,882 1% 2,101 1.74% 179 49 228 9% 539 9
0 0% 0 0 0 0 0%
1,011,208 89% 9,618 0.95% 1599 723 2322 91% 440 4
7,668 1% 0 0.00% 8 1 7 0% 1,095 0
1,138,767 11,719 1.03% 1,784 773 2,667 450 5
126,417 1% 2,089 1.65% 265 130 395 3% 325 5
o 0% 0 o 0 0 0%
16,230,035 99% 182,352 1.12% 12567 2614 15171 97% 1,082 12
1,443 0% 1,107 768.71% 5 2 7 0% 364 158
16,357,885 185,549 1.13% 12,827 2.748 15,673 1,082 12
8,457,117 87% 220,023 2.60% 6398 2499 8897 83% 975 25
0 0% ] 0 0 0 0%
3,909,677 31% 35,296 0.90% 2798 1919 4717 34% 836 7
335,745 3% 179 0.05% 323 79 402 3% 836 0
12,702,439 255,498 2.01% 9,519 4,487 14,016 925 18
202,549 55% 8,513 4.20% 226 110 336 57% 628 25
0 0% ] ] ] 0 0%
160,794 44% 2,325 1.46% 145 96 241 41% 677 10
4,863 1% 0 0.00% 7 4 11 2% 442 0
368,207 10,838 2.94% 378 210 588 645 18
10,271,499 25% 297,701 2.90% 8,036 3,168 11,202 30% 944 27
0 0% ] 0 0 0 0%
28,909,280 N% 348,118 1.20% 18,752 5,883 24,835 87% 1,188 14
1,273,765 3% 2,269 0.18% 829 211 1,040 3% 1,227 2
40,454,544 648,089 1.60% 27,617 9,260 36,877 1,118 18
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CCPR PROPERTY COVERAGE ANALYSIS - AUGUST YTD 1996

%TO | ] | cLosED AVG
LINE GROUP PERIL GROUP COVERAGE PAID LOSS *DIST. * EXPENSE PAID CWA [o31:d CLOSURES  *DIST.* COST EXPENSE
MOBILEHOME OTHER EC AA 433,414 74% 11,414 2.63% 386 190 576 73% 772 ‘20
MOBILEHOME OTHER EC 88 142,389 24% 100 0.07% 131 64 195 25% 731 1
MOBILEHOME OTHER EC cC 0 0% 0 ] 0 0 0%
MOBILEHOME OTHER EC DD 5,994 1% 9 0.00% 13 5 18 2% 333 0
581,798 11,514 1.98% 530 259 789 752 15
MOBILEHOME OTHER AEC AA 402,173 72% §,366 1.33% 67 20 87 55% 4,684 62
MOBILEHOME OTHER AEC BB 143,034 26% ) 0.00% 44 ©o12 58 35% 2,554 0
MOBILEHOME OTHER AEC ce 0 0% o 0 0 0 0%
MOBILEHOME OTHER AEC DD 13,587 2% 0 0.00% 1 4 15 9% 906 0
558,794 5,356 0.98% 122 38 158 3,571 34
MOBILEHOME FIRE AA 5,251,444 81% 192,078 3.66% 730 116 845 46% 6442 227
MOBILEHOME FIRE BB 3,093,295 38% 7.342 0.24% 607 126 733 40% 4,230 10
MOBILEHOME FIRE cc ] 0% 0 0 o 0 0%
MOBILEHOME FIRE DD 303,931 4% 95 0.03% 207 88 273 15% 1,114 0
8,648,670 199,614 2.31% 1,544 307 1,861 4,780 108
MOBILEHOME LIGHTNING AA 884,980 50% 18,961 2.14% 1312 EY:1:] 1880 45% 538 1"
MOBILEHOME LIGHTNING BB 867,631 49% 3,867 0.42% 1478 550 2028 54% 430 2
MOBILEHOME LIGHTNING cc 0 0% 0 0 0 0 0% .
MOBILEHOME LIGHTNING oD 1.810 0% 0 0.00% 10 7 17 0% 106 0
1,754,421 22,628 1.20% 2,800 925 3,725 477 ]
MOBILEHOME THEFT AA 314,683 119% 828 0.20% 698 334 1032 26% 305 1
MOBILEHOME THEFT B8 2,571,391 89% 21,812 0.85% 2449 504 2953 74% 878 7
MOBILEHOME THEFT cc 0 0% 0 o ) 0 0%
MOSILEHOME THEFT DD 335 0% 0 0.00% 2 1 3 0% 112 0
2,886,309 22,440 0.78% 3,149 838 3,988 729 8
MOBILEHOME WATER AA 8,802,239 96% 264,437 3.00% 66803 1822 8425 B87% 1,076 A
MOBILEHOME WATER BB 342,562 4% 1,343 0.39% 678 371 1047 1% 328 1
MOBILEHOME WATER cc ) 0% 0 0 0 o 0%
MOBILEHOME WATER o]e] 56,684 1% [s) 0.00% 118 49 165 2% 343 0
9,201,355 266,780 2.89% 7.385 2,242 9,637 982 28
MOBILEHOME WINDSTORM AA 4,173,800 949% 118,392 2,79% 3468 870 4338 88% 98¢ 27
MOBILEHOME WINDSTORM BB 249,560 8% 1,001 0,40% 403 133 538 1% 487 2
MOBILEHOME WINDSTORM cc o 0% 0 ) 0 0 0%
MOBILEHOME WINDSTORM [o]s] 18,089 0% 0 0.00% 22 1 33 1% 548 0
4,441,449 117,383 2.64% 3,893 1,014 4,907 929 24
MOBILEHOME TOTAL AA 20,202,633 72% 509,267 3.01% 13,284 3,718 16,983 68% 1,229 a8
MOBILEHOME TOTAL BB 7,409,862 26% 36,266 0.48% £,788 1,760 7.548 30% 986 5
MOBILEHOME TOTAL cc 0 0% o 0 ] ) 0%
MOBILEHOME TOTAL oD 400,310 1% 95 0.02% 381 143 524 2% 764 0
28,072,796 544,628 2.30% 19,433 5,822 25,065 1,146 26
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FIRE GAP STATES

FIRE

Aug-96 96/95 95/94 94/93 Aug-96

SEVERITY % VAR % VAR % VAR CWA's
CONNECTICUT 13,522 18 -6 19 507
FLCRIDA (ATLANTIC) 9,258 1 8 16 831
FLORIDA {GULF}) 9,702 3 26 -5 977
MAINE 8,377 28 32 -29 151
MARYLAND 9,001 -19 19 -4 1,060
NEW HAMPSHIRE 12,108 66 -26 -12 128
NEW JERSEY 16,272 10 -3 25 803
NEW YORK {LONG ISLAND) . 16,545 15 15 -2 789
RHODE ISLAND 11,347 9 -13 73 123
VERMONT 12,166 27 46 -64 75
VIRGINIA 7,149 -18 24 6 1,341
TOTAL FIRE GAP 10,965 0 11 B 6,785
TOTAL STATES 11,032 6 2 12 30,771

GAP PT. VAR -6 9 -7
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TOTAL PROPERTY
EXCLUDING CATS

ALLOCATED EXPENSE PER CLOSURE ANALYSIS

AUGUST YTD 1995 E/L EC AEC CPL THEFT ALL PERILS
ALLOCATED EXPENSE $10,331,924 $2,659,693 46,343,943 $22,525,536 $3,788,626 $49,632,914
CWaAs 75,282 84,143 142,463 23,596 100,574 . 479,641
CWPs 17,052 30,469 64,131 19,814 25,187 170,448
TOTAL CLOSURES 92,334 114,612 206,594 43,410 125,761 650,089
EXPENSE PER CLOSURE $112 $23 $31 $519 $30 $76
AUGUST YTD 1996 E/L EC AEC CPL THEFT ALL PERILS
ALLOCATED EXPENSE $11,825,605 $4,636,845 $11,230,549 $25,211,182 $4,556,888 $62,295,927
CWAs 68,390 97,185 169,719 21,398 89,468 487,159
CWPs 15,832 34,253 70,506 19,344 23,574 177,232
TOTAL CLOSURES 84,222 131,438 230,225 40,742 113,042 664,391
EXPENSE PER CLOSURE $140 $35 $49 $619 $40 $94
|% VAR PER CLOSURE | 25.48% 52.02% 58.86% 19.25% 33.81% 22.81% |
SUPPLEMENT
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TEXAS (HOUSTON)
CALIFORNIA (SO CAL)
CALIFORNIA (SACRAMENTO)
HAWAL

NEW YORK {NEW YORK LIBERTY)
IOWA

TENNESSEE

NEW HAMPSHIRE
LOUISIANA
MONTANA

FLORIDA (ATLANTIC)
NEW YORK {LONG ISLAND METRO}
RHODE ISLAND

NEW JERSEY
MINNESOTA

FLORIDA (GULF)
MISSOURI

WYOMING
PENNSYLVANIA
SOUTH DAKOTA
KANSAS

NEBRASKA
WISCONSIN

NEW MEXICO
OREGON

WEST VIRGINIA
WASHINGTON

MAINE

KENTUCKY

TEXAS {DALLAS}
NEVADA

NEW YORK (ROCHESTER)
ALASKA

MISSISSIPPI

TOTAL ILLINOIS
ARIZONA

OHio

UTAH

CONNECTICUT
MICHIGAN
OKLAHOMA
COLORADO
ARKANSAS

IDAHO

SOUTH CAROLINA
GEORGIA

VERMONT

INDIANA

DISTRICT OF COLUMSIA
NORTH CAROLINA
ALABAMA
DELAWARE

NORTH DAKOTA
MARYLAND

VIRGINIA

TOTAL US STATES

% ALLOCATED EXPENSE TO GROSS PAID

Aug-96
ALLOCATED
EXPENSE

3,213,155
2,451,243
2,312,189
122,111
2,921,680
99,233
1,169,696
226,783
1,416,079
106,860
1,633,632
2,010,765
202,027
1,715,481
353,300
1,476,674
295,018
80,319
2,162,391
13,104
166,634
89,880
235,440
251,410
379,833
189,008
652,292
91,912
277,658
1.388,079
285,715
849,474
197,915
182,616
1,651,413
450,230
888,666
203,733
623,610
1,214,317
253,109
287,494
144,065
60,278
359,917
637,045
60,731
374,027
29,625
451,934
295,872
26,816
16,482
443,487
202,590

Aug-96
% TO
GROSS

BAID
&
9.66%
8.69%
8.60%
8.54%
8.00%
6.97%
6.27%
5.96%
5.88%
5.64%
5.61%
5.569%
5.33%
4.99%
491%
4.89%
4.74%
4.69%
4.52%
4.38%
4.32%
4.18%
3.96%
3.86%
3.81%
3.79%
3.70%
3.63%
3.61%
3.61%
3.561%
3.46%
3.39%
3.25%
3.23%
3.21%
3.15%
3.04%
2.92%
2.87%
2.86%
2.66%
2.63%
2.57%
2.563%
2.42%
2.31%
2.27%
2.10%
1.94%
1.93%
1.92%
1.63%
1.66%
0.80%

4.88%

Aug-95
% TO
GROSS

7.11%
5.80%
6.88%
4.75%
5.38%
2.96%
§5.35%
4.45%
4.64%
2.39%
3.81%
4.47%
5.60%
5.14%
3.67%
3.74%
2.59%
7.57%
2,58%
1.58%
2.87%
5.22%
3.652%
3.20%
2.71%
2.57%
2.88%
3.00%
3.92%
1.99%
2.53%
2.47%
5.84%
2.57%
2.91%
2.30%
2.93%
2.67%
2.81%
3.17%
5.43%
3.22%
1.02%
5.13%
211%
2.29%
3.01%
1.74%
1.13%
1.16%
1.97%
3.34%
0.81%
1.02%
1.04%

4.13%

96/95

2.66%
2.88%
1.71%
3.78%
2.63%
4.01%
0.92%
1.651%
1.23%
3.25%
1.80%
1.12%
-0.27%
0.16%
1.24%
1.15%
2.16%
-2.88%
1.54%
2.80%
1.45%
-1.04%
0.44%
0.66%
1.10%
1.22%
0.82%
0.63%
-0.31%
1.62%
0.98%
0.99%
-2.46%
0.67%
0.32%
0.91%
0.22%
0.37%
0.12%
0.30%
-2.57%
0.57%
1.61%
-2.56%
0.42%
0.13%
0.70%
0.53%
0.97%
0.78%
0.04%
-1.42%
0.82%
0.53%
-0.23%

0.76%
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P,

NO. 0843

CH REPORT PRODUCTION

0CT. 10, 1995 71704

KEY ISSUES TO DISCUSS IN LEADERSHIP TEAM MEETING

1. Agree on near-term team structure and activities
- Need for additional CFR resources cr not
- Fire vs. design teams
2. Agree on key decision points
— Timing and basis for decision on peril/cross-peri! focus
~ Timing and basis for decision on Phase 1 test sites

3. Address personnel issue

00304702 Oesd CH
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P,

N, 0843

CH REPORT PRODUCTION

T 0CT. 10. 1996 7:17PM

METHODOLOGY FOR CALCULATING CFR STAFFING NEEDS

003047 -020csdCH

Files per person per day: 5

Total files per team per week
2.1/2 FTE x 4 full days x 5 files/FTE day =|50 files

Additional files per person added
3/4 FTE x 4 full days x 5 files/FTE-day  =|15 files

Files required 250-300 per peril subgroup Wind/Mhail {(non-CAT)
Theft
Wind/hail (CAT)
Total =750-900
Files reviewed during scan = ~300
Flles required from CFR = 450-600
g
Reviewing capaclty Number of weeks required
Team of 4: 2-1/2-CFR With design team only:
Time 1 — Reinspections 450-600/100 files 4-1/2-6 weeks
Allocation 1/2 - Interviews _
With full core team:

450-600/100 + 60 files

With design team plus:
450-600/100+30 files
(past-time fire or 2

additional resources)

3-4 weeks

3-1/2-41/2 weeks
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P,

NO. 0843

ta REPORT PRODUCTION

OCT, 10 1996 T7:17PM

OPTIONS FOR TEAM STRUCTURE/FOCUS GOING FORWARD - SHORT/MEDIUM TERM

« Keep fire and design teams completely separate

— Allow fire to focus on design and testing

— Recruit additional resourses to suppert design CFR
+ Role fire into design team

— Use entire team to complete design CFR

- Begin design and test phase together
» Incorporate fire into overall team with split focus

~ Allow fire 1o begin design phase

— Use fire team to “fill out* CFR need on part-time basis

003047-020esdCH
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P,

NG. 0843

CH REPORT PRODUCTION

T T1TPM

“0CT. 10. 1996

OPTION 1

003047-020csdCH

10/4 10/21 10/28 1174 11711 11/18 11425 11/30_12/2 12/3 12/16 12/23
T T T T | | 0 T F 2o %4

Design team
« Complete scan )——

+ Analyze scan data and
validate focus/adapt as

appropriate

» Run full CFR
« Begin debrief/data analysis

Fire team

« Continue data analysis

« Intemally design first cut of
process

« Prep for test sites

« Phase 1 fire test sites
~ Refine process detail

on-site

3 A

’
:
£
i
|
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P,

NO. 0843

Cd REFORT PRUDUGCTION

i LIPM

UCT, 10, 1990

00304702 DesdCH

OPTION 2
10/4 10/21 10/28 11/4 11711 11118 11/25 11/30 1272 12/9 12/16 12/23
T T T ] T , ; T , T =
Complete design scan — : : ;
Continue analysis on fire -
data

Analyze design scan data
and validate focus/prep for
fuli CFR

Run full CFR

Debrief and analyze CFR
data

Intemnally design first cut of
processes

HO00000715
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NU. U843

CH REPURT PKUDUCTION

T:11PM

0CT. 10. 1996

003047-020csdCH

OPTION 3

10/4 10/21 1028 11/4 11411 11718 11/25 11/30 12/2 12/8 12116 12/23
[} I 1 1 J TTREnT

] | B £l |
Design team
« Complete scan

» Debrief/analyze scan and S ——
validate focus

« Run full CFR

« Dabrief analyze CFR
data/buitd hypotheses an
processes

Fire team

« Continue data analysis ON " = -
fire

« Intemally design first cut of o E—
process

« Assist design team CFR

» Continue design and prep
for test sites ~
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NO. 0843

CH REPORT PRODUCTION

0CT, 10. 1996 7:16PM

003047-(20csdCH

OPTION TRADE-CFFS

Pros Cons
Option 1 — fully separate teams « Maintains fire's focus and « Creates significant time lags
momentum between design efforts

« Potentially requires additionai
resources for design CFR

Opticn 2 — 1 fully integrated team  © Allows more spsedy completion  * Kills momentum of fire team

of design CFR with core team

only
« Aligns timing of design efforts

Option 3 — partially integrated « Allows fire 1o maintain some » Forces fire team to have split

teams

critical momentum focus
« Provides design team enough + Slows fire design process
support to complete CFR without
additional resources
« Keops thinking and hypotheses
of 2 teams linked (especially on
cross-perli issues)

(o0
é@ .
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CH REPORY PRULUCTION

7:18PM

0C€T. 10. 1996

LONGER-TERM PROJECT STRATEGY

003047-020csdCH

Fact finding and
design

R s‘tgsr; L
I SRR S

- Phésk2 s, .

AEPS
T =T <

Phased rollout

Description

Tast processes for
individual perils in
separate locations to
ailow focus and
isalated attention

Test processes as a Rollout in

comblined,
integrated solution

Include appropriate
"support” redesign
(e.g., staffing and
cross-staffing,
management
alignment, local vs.
regional spans of
contral, etc.)

groupings small
enough to allow for
sufficient focus and
time to ensure
success

Make effort to
specifically prep
rollout sites to
ensure they are
able to take full
agdvantage of rollout

HO00000718



10

P,

NO. 0843

CE REPORT PRODUCTION

7:18PK

0CT. 10. 1996

006047-020csdCH

PRELIMINARY FINDINGS REGARDING AREAS OF OPPORTUNITY

Findings

Implications

» There is still significant opportunity both in
process and nonprocess issues in fire

» The opportunities In both wind/hail and
theft are consistent with or even greater
than indicated by initial hit analysis

+ Reinspection of wind/hail losses indicate
even greater levels of opportunity

+ Contents and independents are 2 quite
important cross-peril issues

» The roll-back of the QVP program has
made QVP less of an issue though still
important in spots (e.g., fire cleaning)

+ |n affected MCOs, CATs have a substantial
detrimental effect on the entire property
claims area :

« Staffing in the field is extremsly stretched in
much of the figld

* The fire peril will require a relatively
comprehensive design effort

= The perils of wind/hail and theft
continue to display substantial
opportunity

* The cross-peril issues targetad
(contents, independents, QVP) are
also proving out, though to
somewhat differing degrees

+ CATs, particularly srnall/medium
CATs may need to be more
actively considered in the upfront
solutions

* The staffing situaticn in the field will
require particular attention not only
in rollout, but in testing as well

HO00000719
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NO. 0843

CH REPOKT PRODUCTION

7:18PM

0CT. 10. 1996

003047-020csdCH

POTENTIAL PROCESS DESIGN TEAM ALIGNMENT

Group 1

—

Fire

Content QvP

Group 1
| r
Theft Wind/ Independent
hail
. . T
| Major CATs  __ - ;- .|
| oo s Al CATs)

10
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NO. 0843

CH REPORT PRODUCTION

OCT. 10. 1996 7:16PM

KEY DECISION POINTS

Issue

003047-020csdCH

Timing

Which perils/cross-peril issues will be in-scope

L.eadership of peril/cross-peril design efforts

Structured and timing of first test cycles

Selection of test sites

— End October
{after design team scan debrief)

— End November

1
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NO. 0843

CH REPORT PRODUCTION

0CT. 10. 1996 7:18PM
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NEXT STEPS

» Agree on shert-term team approach
¢ Set dates and times for next full team reviews and leadership meetings

» Agrea on dispositicn of personnel issue

12
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Cross-Peril Opportunities

CONFIDENTIAL

ALLSTATE INSURANCE COMPANY

Team debrief
October 30, 1996

This repart is solely for the use of clant personnel.

Mo part of it may be creulated, quoted, or raproduced for
distribution outside the client organization without prior
wrilten approval from McKinsey & Compary.
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KEY FINDINGS/BELIEFS

> -

Approximately 93% or $478 million of opportunity is captured in evaluation,
coverage, and subrogation

— On the more macro level, issues within these process steps are for the most part
common across perils

— Opportunity is driven by improper or nonapplication of basic adjusting techniques

The largest cross-peril issue is contents/replacement which drives $76 million of
opportunity. Independents account for $27 million of opportunity in non-CAT. QVPs,
which represemt $14 million of opportunity, are used almost exclusively in fire losses

The underlying causes within process steps and for cross-peril issues fall into 3 main areas
— Inadequate staffing

- Lack of management involvement in the claims process

— Lack of training/basic adjusting skills

Although there is more fact finding to be done, going forward it would appear that we need
to focus on resolving issue-specific as opposed to peril-specific opportunities.

Furthermore, we need to take a holistic approach to potential solutions. As a result, we will
address a number of additional items during field visits
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The largest opportunities across perils exist in evaluation of structure and
contents, coverage, and subrogation.

OVERALL OPPORTUNITY BY PROCESS STEP

eustiation \
. . {structure.. .\ Ev@ uatlon .
Mitigatian ‘and - ... -} {(cleaning Negotiation Salvage
.and e 9
and ALE)
Overall
$ millions 5.8 14.4 31 a1 5171
Percent 0.3 0.8 0.2 0.2 295
Cat
$ millions 0 (1] 1] 0 3016
Percent 0 0 0 0 332
Fire
$ millions 51 14.4 3.1 aft 134.8
Percent 1.0 2.8 0.6 0.6 26.2
Theft
$ millions 0 0 o 0 41.9
Percent) 0 0 0 0 2286
Wind/hail
(noncat)
$ millions 0.7 0 1] 0 38.8
Percent 05 0 0 0 28.5

Source: CFR; reinspections; OIS; C074 audd; working team analysis
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Coverage not investigated is a common issue across theft, wind/hail, and
CATs. Itis also the largest driver of coverage opportunity. Other coverage
issues are similar across wind/hail and CATs.

003047-027tpn /sbpCH

COVERAGE

Issue Fire Theft Wind/hail Cats
Coverage not investigated V V /
Other insurance V

Improper policy interpretation “ V
Multiple lcsses V /
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Incorrect depreciation/improper use of FRC versus ACV was a common issue
across all perils. Improper estimate calculation was common in perils where

structural losses occur frequently.

003047 (27tpm /sbpCH

EVALUATION - STRUCTURE

lssue Subissue

Fire

Theft

Wind/hail

Scoping Clean vs. replace
Alternative repair methcds
Damages not related to foss
Maintenance-related damages

Lack of estimating Improper estimate calculaticns
fundamentals (e.g., improper use of
ACCUPRO)

Incorrect depraciation/FRC vs.
ACVY

N\ NX
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[n contents evaluation, incorrect depreciation/improper use of FRC versus
ACV was again a common issue. Most other issues were shared across fire and

theft where contents losses are frequent.

003047-027tpn /sbpCH

EVALUATION - CONTENTS

Issue Subissue

Fire

Theft Wind/mail

Cats

Inventory Accept insured's inventory sheel
without verification

Clean vs. repair

Lack of estimating Accept insured's prices without
fundamentals verification

Little or no use of national
replacement centers

Incorrect depreciation/FRC vs.
ACV

A\

N\ N XX

AN
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Most of the issues related to subrogation were common across all perils.
Subrogation was more likely to be pursued in fire where losses are often quite

large.

003047 -027tpn/sbpCH

SUBROGATION

Issue Fire Theft Wind/hail

Cats

Limited or no investigation v v v
Lack of identification v v v

Poor handling by NAVP V

Not pursued when recognized / /
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KEY FINDINGS/BELIEFS

Approximately 93% or $478 million of opportunity is captured in evaluation, coverage, and
subrogation

— On the more macro level, issuas within these process steps ara for the most part common
across perils

— Oppontunity is driven by improper or nonapplication of basic adjusting techniques

The largest cross-perll issue is contents/replacement which drives $76 million of
opportunity. Independents account for $27 million of opportunity in non-CAT. QVPs,
which represent $14 million of opportunity, are used almost exclusively in fire losses
The underlying causes within process steps and for cross-peril issues fall into 3 main areas
~ Inadequate statfing

~ Lack of management involvement in the claims process

— Lack of training/basic adjusting skills

Although there is more fact finding to be done, going forward it would appear that we need to
focus on resolving issue-specific as opposed to peril-specific opportunities. Furthermore, we

need to take a holistic approach to potential solutions. As a result, we will address a number
of additional tems during field visits

HO00000733
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Our findings matched our original hypotheses about contents/replacement and
independents. We found less use of QVD’s than we expected.

CROSS-PERIL HYPOTHESES

Issue Original hypotheses What we found
Contents/ » Segmentation of structure and * The insured routinely priced and submitted the
replacement contents may be the most contents inventory
programs effactive handling method » Some adjusters handie both the structural and
« Replacement activity is below cantents portion of losses. It appears that this
neaded levels method of handling does not provide the best
« Can impact severity positively severity control
if used properly « Replacement activity is relatively low
» General lack of knowledge of available replacement
resources

« The carpset replacement evaluation process appears
to take too long
» Contents raceiving secondary priority

Independents  * Heavily used in field due to » Confirmed hypotheses
inadequate staffing « Replaced QVPs in the adjusting force
= Major driver of cress-peril « Represent significant economic opportunity
opportunity * Racsive little or no Allstate supervision
 Fraquently not managed » Heavily represented by Pilot adjusters
QvP re QVP negatively impacts * QVPs ware not widely used in wind/hail and theft 1
severty losses
* Role of QVP may not be « Were a driver of opportunity in fire, mostly in the
clearly defined in the field evaluaticn of large structural losses
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Contents/replacement is the largest cross peril. Independents are also a
significant issue. QVP usage appears tc be limited to fire lcsses.

003047-027tpn /sbpCH

OPPORTUNITY FOR INDEPENDENTS AND QVPs
$ Millions; percent

100% = $76.3 ~ 26.6 14.0
Vi
Thett 17 i i
S/
/ a8 /
Wind/hail 18 /
/
-
CAT 23 | yd 100
/
62
Fire 42
Contents/ Independents QVP
replacement

Source: CFR; workdng team analysis

Methodology

* |dentified files with
independent or QVP
involvement

» Determined which
process steps involve
independents or QVPs

= Calculated opportunity
in procass steps for
independents or QVPs

e Calculated percent
opporiunity

¢ Multiplied percent
opporiunity by total paid
loss to get total
opportunity
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KEY FINDINGS/BELIEFS

Approximately 93% or $478 million of opportunity is captured in evaluation, coverage, and
subrogation

— On the more macro leval, issues within these process steps are for the most part
common across perils

— Opportunity is driven by improper or nhonapplication of basic adjusting techniques

The largest cross-peril issue is contents/replacement which drives $76 million of
opportunity. Independents account for $27 million of opportunity in non-CAT. QVPs,
which represent $14 million of opportunity, are used almost exclusively in fire losses

The underlying causes withln process steps and for cross-peri! [ssues fali into 3
main areas '

— Inadequate staffing

— Lack of management involvement in the claims process

— Lack of training/basic adjusting skills

Although there is more fact finding to be done, going forward it would appear that we need
to focus on resolving issue-specific as opposed to peril-specific opportunities.

Furthermore, we need to take a holistic approach to potential solutions. As a result, we will
address a number of additional items during field visits

10
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Three areas were frequently identified as the primary drivers of opportunilty.

UNDERLYING CAUSES OF OPPORTUNITY ACROSS PERILS

Area Description
Inadequate « Adjusters feel rushed to settle claims due to high work load; "short cuts” lead to
staffing errors

« Adjusters sattle losses that they are inadequately trained to handle

» Independents, who lack appropriate customer service skills and receive little or no

Allstate supervision, are used to settle losses

Lack of » It appears that front-line managers are heavily involved in nonfront-line management
management activities

involvement

Lack of skills/
training

« Managers' time is heavily involved in complaint handling

« Front-fine managers are often new to the position, and are still learning the job
» Thete appears to be a lack of quality reinspections

- Some managers lack technical background

» Manager unable to provide angoing training — lack of time and/or ability

» Poor reinspection activity leads to lack of identification of skill gaps

» Lack of management ride-along activity to reinforce and train appropriate skills and
behaviors

« There appears to be litlle continuing training

« Inadequate technical training to support our needs

« Lack of available training resources (e.g., CPS training systems)

11

Source: CFR: inlerviews; team observalions
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KEY FINDINGS/BELIEFS

Approximately 93% or $478 million of opportunity is captured in evaluation, coverage, and
subrogation

— On the mare macro level, issues within these process steps are for the most part common
across perils

— Opportunity is driven by improper or nonapplication of basic adjusting techniques
The largest cross-peril issue is contents/replacement which drives $76 million of opportunity.

Independents account for $27 million of opportunity in non-CAT. QVPs, which represent
$14 miliion of opportunity, are used almost exclusively in fire losses

The underlying causes within process steps and for cross-peril issues fall into 3 main areas
- Inadequate staffing

— Lack of management involvement in the claims process

— Lack of training/basic adjusting skills

Although there is more fact finding to be done, going forward it would appear that we
need to focus on resolving issue-specific as opposed to peril-specific opportunities.

Furthermore, we need to take a holistic approach to potential solutions. As a resulit,
we will address a number of additional items during field visits

12
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Moving forward, the team needs to further understand a number of issues.
That may impact the ultimate solution.

ISSUES TO ADDRESS MOVING FORWARD PRELIMINARY

Staffing » Current role definitions
« Current use of QVP and independents, and their effectiveness
» Volatility and seasonality of various perils, and their impact on claim processes
» Effectiveness of inside and field claim reps
» Impact of specialization/segmentation

Management » Current role of management
= Management of Allstate staff vs. independents
» Management issues across perils
« Impact of specialization on mandgement resources\
» Performance measurements

Skills/training « Strong vs. weak skills
« Availability of training
* Methods of training administration

13
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CONFIDENTIAL

Results from Design Team CFR Scan

ALLSTATE INSURANCE COMPANY

Qctober 30, 1996
Team debrief

4
This report Is solely for the use of client petsonnel.
No part of it may be drculated, quoted, or reproduced for
distribution outside the cllent organization without prior
written approval from McKinsey & Company.
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The design team visited 6 MCOs over a 3-week period, conducting
reinspections, interviews, and ride-alongs.

RLPULRL TLJUULL L

i

LLUbm

£9. 1390

|
W e

ACTIVITIES TO DATE

Equal number of files selected Visited 6 MCOs * Reviewed 323 files

from quartiles based on loss betwean - 113 non-CAT wind/hail

size September 30 and — 106 theft

» Theft quartiles October 17, 1896 — 104 CAT wind/hail
—-$100-1,000 + 3 multiline * Conductsd 95
-1,001-2,500 *» 3 specialty reinspections
-~2,500-5,000 * Interviewed 36 field
-5,001+ personnel

« Wind/hail quartiles » Rode along with
—$100-750 ad|usters inspecting
—-751-1,500 clalms for 4 days
-1,501-2,500
—2,501+
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KEY FINDINGS

« The CFR Scan uncovered significant cppoitunity in both theft and wind/hail
~ The opportunity in theft appears to be $42 million or 23%

— Non-CAT wind/hail has a $39 million or 28% opportunity. Reinspections
suggest the opportunity could be much higher. Opportunity appears to be
consistent for both Allstate claim reps and independent adjusters

- The team was unable to fully capture the CAT wind/hail opportunity due to
the lack of information in the files, but it appears to be substantial®. This
opportunity will be addressed by the CAT team

« The largest opportunities exist within the evaluation and coverage process
steps. Significant opportunities also exist in theft around fraud and subrogation

- Within these process steps, opportunity drivers focus around improper or
nonapplication of basic adjusting techniques for both perils

— Although the size varles, significant opportunity exists for almost all claim
handlers

1

* CFA scan revealed $70 miflon or 16% opporturity in CAT wind/hafl
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Economic opportunity of approximately $42 million exists in theft losses.
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OVERALL THEFT OPPORTUNITY
$ Milllons; percent

41.9

50

25

100% = 185.5
$5,000+ 34
2,501-5,000 25
1,001-2,500 27
100-1,000 14

14

11

Total paid loss
and allocated
expenses

* Based on C074 audit of 5 CSAs

Source:

CFR scan; OIS; C074 audit; working team analysis

Opportunity

| 23% opportunity I
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Based on the CFR scan results, approximately $39 million of cpportunity cxists .~
in non-CAT wind /hail claims. ;
=
OVERALL NONCAT WIND/HAIL OPPORTUNITY
$ Millions; percent -
:
100% = 136.1 38.7 =
$2,501 + 42 40 B
28% opportunit
$1501-62,500 | 26 31 L___T__"J
$751-$1,500 18 15
$100-$750 13 14
Total paid loss Opportunity f
and allocated @
expenses =

+ Based on C074 audit of 5 CSAe
Source: CFR scan; OIS; C074 audit, working leam analysis
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However, reinspections suggest the opportunity in non-CAT wind/ hail claims

is closer to $65 million.

OVERALL NON-CAT WIND/HAIL OPPORTUNITY FROM CFR VS, FROM REINSPECTIONS

CFR

Reinspections

Oversl! opportunity
Percent

28

48

—
71%

increase

Source: CFR; Field Relnspections; working team analysls

Overall opportunity
$ Millions

38.7 ;
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Both the CER scan and reinspection results suggest the opportunity in non-CAT

wind /hail is the same for Allstate and independent handled claims.

0000470233 /\paCH

WIND/HAIL OPPORTUNITY FROM CFR AND REINSPECTIONS BY PRIMARY CLAIM HANDLER*

Percent

Flles handled

74

Allstate

64

S P

Independents
36

Opportunity
i - :;E_:ﬁ 23
24

4

* Primary claim handler is dafined as the parson who handlas the evaluation step of the claim

Source: CFR scan; Fleld Reinspections; working leam analysis

CFR scan resulls
I:] Reinspection resulls

48

48
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KEY FINDINGS

« The CFR Scan uncovered significant opportunity in both theft and wind/hail
— The opportunity in theft appears to be $42 million or 23%

— Non-CAT wind/hail has a $39 million or 28% opportunity. Reinspections
suggest the opportunity could be much higher. Opportunity appears tc be
consistent for both Alistate claim reps and independent adjusters

— The team was unabile to fully capture the CAT wind/hail opportunity due to
the lack of information in the files, but it appears to be substantial*. This
opportunity will be addressed by the CAT team

« The largest opportunities exist within the evaluation and coverage process
steps. Significant opportunities also exist in theft around fraud and subrogation

— Within these process steps, opportunity drivers focus around improper or
nonapplication of basic adjusting techniques for both perils

— Although the size varies, significant opportunity exists for almost all claim
handlers

4 n

« CFRA scan revealed $70 milfion or 16% opportunity In CAT windfhail
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The largest buckets of opportunity for theft are evaluation, coverage, fraud, and
subrogation. In wind /hail claims opportunity exists primarily in evaluation
and coverage.

0030470235 /tpnCH

OPPORTUNITY BY PROCESS STEP

Mitigation ) Coverage Fraud Evaluation g:;’;?;

Theft*

$ Millions 0.0 11.3 7.7 16.9 6.0
Parcent 0.0 6.1 4.1 91 3.2
Windmall

Non-CAT

« $ Millions Q7 13.3 A4 22.4 2.0

* Percent 0.5 98 03 16.5 1.4

* Adjusted by guartiles
Source: CFR scan; OIS; working leam analysis

41.9
22,6

38.8
28.5
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The primary driver of both theft and wind /hail coverage opportunity is failure
to analyze coverage.

COVERAGE OPPORTUNITY

Peril Key drivers/issues Descriptionfexample

Theft « Coverage analysis not addressed * Coverage issues ignored (e.g., single female living
alone reports 3-4 men's suits were sfolen from her
house, no attempt to verify ownership)

« Pald for dwelling loss with no indication of damage

» Other insurance « Lack of investigation for additional coverage
wind/hail « Coverage analysis not addressed * All damages covered

« No consideration of coverage issues,

« Improper policy interpretation « Policy settlement options not properly applied (e.g.,
$2,500 FRC option)

« Misapplication of sudden and accidental (e.g., roof
leaked various times, damaging drywall; interior loss
covered, despite not being sudden and accidental)

« Loss not reported promptly, but covered

« Multiple losses « Roof damaged by various hailstorms; all iosses

covered under same claim
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In theft files, adjusters failed to address coverage issues primarily when
analyzing structural damage. However, the 5 percent of the time when they
did not address contents coverage issues drove opportunity. Coverage analysis
in wind /hail claims is frequently lacking for both structure and contents losses.

OCCURRENCE OF COVERAGE ANALYSIS IN FILES WHERE COVERAGE ISSUES EXISTED
$ Millions; percent

Ne coverage analysis
[ coverage analysis
occurred
Structure Contents

100% = 38 100% =68

/

Theft

100% =105 100% = 27

Wind/hatl

Source: CFR scan; working team analysis

10
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In theft files, adjusters most frequently failed to investigate other insurance and
exceeded internal limits. In wind /hail claims, multiple losses occur most often.
The largest opportunity appears to be in improper policy interpretation.

COVERAGE ISSUES DURING CLAIM HANDLING

Percent
Coverage
Occurrence opportunity
Theft
Other insurance
{i.e., Allstate auto poticy) 13 8
Internal limits exceeded 13 :I 3
Personal property not covered 0 ]3
Wind/hail
Multiple losses 20 16
Exclusions not properly applied 13 20
tmproper polficy interpretation 13 ) 30
Loss not reported promptly 11 . 16

Saurce; CFR scan; working team analysis

11
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For both theft and wind /hail, double-digit coverage opportunity exists for the

primary claim handlers.

003047-023js /tpnCH

COVERAGE OPPORTUNITY BY TYPE OF CLAIM HANDLER

Percent

Theft

Theft specialist
Contents specialist
Homeowner claim rep

Independents

Wind/ail

Dwelling specialists
Independents

Homeowner claim rep

Source: CFR scan; working team analysis

Type of claim handler

24

24

20

58

Coverage opportunity

25

24

]
— s
— )

51

25

25

44

12
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Fraud opportunity is driven by failure to investigate when fraud indicators
exist in a file.

FRAUD OPPORTUNITY

Peril Key drivers/issues Descriptionfexampile

Theft « Lack of fraud investigation when » Little evidence that adjusters reccegnized fraud
fraud indicators are present indicators

= Theft speclalists believe they will not be supported by
management when investigating fraud claims

» SIU guidelines discourage transfer of files

» SIU guidelines inconsistent across CSAs

13
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Fraud indicators were present in theft files 48 percent of the time. In those files,

adjusters failed to investigate fraud 94 percent of the time.

003047-023js / tpnCH

PERCENT OF THEFT FILES INVESTIGATED WHEN INDICATORS EVIDENT

Numbaer of files; Percent

___.______......_..____.__...._-___.___.______..__...._______.__._.___...__.________,.,__._

100% = 106 files [

Not

investigated
No fraud Fraud 9
indicators indicators
evident evident

Investigated

.___-—_-—_.__..—.-_-___...-.-.—-_._..___._....———_-—______._—_—_.__._.......-.___._....___

Saurce: CFR scan; worling team analysis

Investigation
occurrence
Percent

Fraud
opportunity
Percent

10

14
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Incorrect or no application of depreciation drives evaluation opportunity in

both theft and wind /hail.

EVALUATION OPPORTUNITY

Peril Key driversf/issues Description/example
Thelt — « Incorrect or no application of « No depreciation applied to 5-year-old microwave
contents depreciation

» Incorract pricing

Wind/hail — » Incorrect or no application of
structure depreclation

» Damages not related to loss

+ Maintenance-related
damages/repair

« |mproper estimate calculation
(including improper use of
ACCUPRO)

« Insured's inventory sheet price accepted without
verification

» 15-year-old roof depreciated only 10%

» Tree fell on 1 side of house; damagé on other sitle of
house included in estimate and payment

» Roof replaced because it is wom out

« Incorrect/improper application of labor rate, overhead
and profit, etc.

= Addition errors

« Most adjusters inadequately trained to use
ACCUPRO corractly

« Adjuster retyped contractor estimate directly into
ACCUPRO, causing double counting of labor,
overhead, and profit

15
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Depreciation was improperly or not applied in almost half the theft files.
Incorrect pricing occurred more than a quarter of the time.

003047 -023js /tpnCH

THEFT EVALUATION ISSUES
Percent

Occurrence Opportunity

Improper or no
application of 47 15
depreciation

Incorrect
pricing 27 9

Source: CFR scan; working team analysls

16
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Incorrect pricing appears to be driven by the fact that adjusters used only the

insured's inventory sheets to price contents 35 percent of the time.

THEFT PRICING METHOD DISTRIBUTION

Number of files; percent

Occurrence of pricing method

100% = 106 files

Insured's inventory only

Local store/shop

National vendor

Catalog

Source; CFR scan; working team analysis

35

46

26

17
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Theft specialists evaluate the bulk of theft claims and have the largest

opportunity.
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EVALUATION OPPORTUNITY BY TYPE OF CLAIM HANDLER - THEFT

Percent

Theft specialist

Contents spacialist

Homeowner claim rep

Independents

Type of claim handler

56

Source: CFR scan; OIS; working team analysis

25

Evaluation opportunity

25

15

20

11

18
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In evaluating wind/ hail claims, depreciation was mishandled most frequently.

Nevertheless, a number of issues drove opportunity.

003047-023js /tpnCH

WIND/HAIL EVALUATION ISSUES
Percent

Qccurrence

Incorrect or no
application of 43
depreciation

Damages not

related to loss 24

Maintenance-related

damage/repaif 20

Improper estimate

calculation 17

Source: CFR scan; working team analysis

Opportunity

25

21

23

21

19

HOO00000759



;o
[

wu. 10

sl

SLPURD 1o

Wil

UL, 2Y. 1990 1licrd

Improper use of ACCUPRO drives opportunity. Lack of knowledge about
ACCUPRO causes much of the improper calculation of estimates.

D03047-023js/tpnCH

EVALUATION OPPORTUNITY BY STRUCTURE ESTIMATING METHOD FOR WIND/HAIL CLAIMS

Percent

ACCUPRO

Outside bides

Manual astimate

Other mechanical

Type of structure
estimating system

43

20

15

It

Source: CFR scan; interviaws; working team analysis

Evaluation
opportunity

15

11

23

Team observation

* Team observed very low
oppottunity for claim reps
who knew how to use
ACCUPRO

» Opporunity was much
higher for ACCUPRO
users with little training

« Appears more adjusters
are untrained than trained

20
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Wind/ hail evaluation opportunity is particularly high for all primary claim

handlers.
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EVALUATION OPPORTUNITY BY TYPE OF CLAIM HANDLER — WIND/HAIL

Percent

Wind/hail

Independents

Dwaelling specialists

Homeowner claim rep

Source: CFR scan; OIS; working team analysis

Type of claim handler

26

24

19

25

31

Evaluation opportunity

43

21
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The primary driver of subro opportunity is the failure to recognize potential.
However, even when the potential is recognized, adjusters fail to pursue it.

SUBROGATION OPPORTUNITY*

Peril Key driversfissues

Descriptionfexample

Theft « Lack of recognition

« Opportunities hot pursued

*  Only 3 wind/ail fitas had subrogation potential

Diary occasionally stated that there was not subro
opportunity before the claim rep spoke to insured
Subro template checked off without actually examining
subro potential

In interviews, claim reps admitted they ignore subro

opportunity because they do not have time to pursue it

No follow-up/investigation of potential perpelrators, e.g.,

~Moving company "stole” items, no one followed up with
moving company

— Diary stated that suspects were caught and convicted,
but adjuster made nc attempt to follow up with police or
courts

22
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Subro potential was recognized in less than half of the files where it existed.

003047-023js / tpnCH

RECOGNITION OF THEFT SUBROGATION POTENTIAL
Number of files; percent

s
Ve
/s
s
e
100% = 106files .~ 100% = 40 files
Subro
potential
N\ Recognized
\
\
\ Not
No subro \ recognized
potential 62 \\
\
\
\
\
Theft filos \
reviewed \\ 3 "
\ .
\

Source: CFR scan; working team analysis

23
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Once the potential was recognized, it was only pursued 29 percent of the ime.

PURSUANCE OF THEFT SUBROGATION POTENTIAL
Number of files; percent

100% =

Recognized

Not
recognized

Source: CFH scan; working team analysis

106 files

57

Files with
subrogation
potential

100% = 40 files

Pursued

Not
pursued

@ . —— e e — —— e e M i —— et s S SR e T e e e e e =

Lo e e —— e e —_—_————— e —
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In many files the subro investigation procedure was not properly followed.

ISSUES WITH SUBROGATION INVESTIGATION

Percent

Theft

Procedure not
properly followed

Theory of
liability not developed

File not referred
to National Property
Subro Office

Source: CFR scan; OIS; working team analysls

Occurrence of
pricing method

14

Evaluation
opportunity

s
|5

37

25
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Opportunity varies by claim handler in subrogation.
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THEFT SUBRO OPPORTUNITY BY TYPE OF CLAIM REP

Parcent

Occurrence
Theft specialist
Homeowner claim rep 8
Contents specialist 5
Dwelling specialist 2

Source: CFR scan; working team analysis

17

Opportunity

26
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OPPORTUNITY MEASUREMENT PROCESS STEPS

HIT process steps

Notificalion } Coverage > :?::'"9!' > Fraud >Eveluatlon >Negotlallon >Heplacement Litigation > Racovery > CAT

Issuss + Calculation » Includes « Calculation « Ovarlaps » Calculation * Primary = Limited

of alemants of of with of opportunity  infarmation
oppartunity coverage, opportunity evaluation opporunity in subro available in
too fraud, o0 too (salvage many files
subjective evaluafion, subjactive sublective recovery

and * No ‘potential

recovery opportunity very small)

* Drove idantified by
apportunity HIT team

Design Team process steps

S W F - PP "—_—'\\
Investiga- T subro- .
: Notlflcation> fon ' " gallons 5 CAT /
L Y A8 SO ——— 7
Issues + Eliminated + Combined + Eliminated + Combined =« Eliminated » Focused » Crealed
due to - relevan! due to with due to small recovery separate
subjectivity pieces with " subjectivity evalualion size and " on subro- leamn to
coverage, subjectivity gation address
fraud, N CAT
svaluation, processas
and subro-
gation
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CAT WIND/HAIL OPPORTUNITY
Millions; ent
$ Ml percen 1 opportunity =2
CFR results =
100% = $430.8 million =
=
=
« Opportunity identified in
CFR scan is limited due to
Relnspection results* lack of information In file
o » Wind/hail CAT opportunity
100% = $430.8 mill
%=$ on to be assessed by CAT
T team through reinspections
=

 Based on 59 reinspections from 6 CFA scan shes
Source: CFR scan; working team analysis

HOO00000769



NOC LU

LUC: i

of REPUZL Ci

OCT 29 19490 (1 2ZEM

OPPORTUNITY BY MCO
Parcent
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Theit
23 25 26
——g—————- jp————df . T — ] ] Average = 23%
MCO 1 MCO 2 MCO 3 MCO 4 MCO 5 MCO 6
Wind/hail
a9 42
34
————————— 6 ———g————F———5———F———3—=————=—- Average = 28%
18
X B!
MCO 1 MCO 2 MCO 3 MCO 4 MCO 5, MCO 6

Source: CFR scan; working team analysis
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MOST FREQUENTLY OCCURRING THEFT FRAUD INDICATORS

Percent

[nsured unable to
provide proof of ownarship

Suspicious circumstances

Excessive valuation

No forced entry

Prior losses/PILR/SIU

Inconsistent statement of facts/
inventory different from police report

Insured pushing for
quick settlement

insurad cannot provide
receipts fro recent purchases,
but can provide recelpts for old items

Source: CFR scan; workdng team analysis

O0MH7-023 A/ ipnCH

27

13

10

12

20

A4
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CONFIDENTIAL 5
Initial Findings From CAT Sites Scan =
ALLSTATE

Team debrief

This report is solely for the use of client personnel. -
No part of it may be circulated, quoted, or reproduced for o
distribution outside the client organization without prior :
wiitten approval from McKinsey & Company. ' o
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Rd0E:2 9661 62 120

CAT HANDLING REVIEW ACTIVITY TO DATE

» Visited 6 MCOs

» 2 special CAT
handling locations

=
=
=
Conducted 90 reinspections of major CAT ($15+
million} losses
Compieted 100 closed file reviews of CAT losses
Conducted 29 customer imterviews
Conducted selocted employee interviews {e.g., CAT
managers, QCRs, examiners, pilot adjusters)
=

d

£
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=
CATASTROPHE EARLY ANALYSIS PRELIMINARY
1 A combined 221 CAT CFRs and reinspections have been completed to date. ;
* Based upon early findings, there is significant opportunity in catastrophe %
loss handling. Total opportunity is 33.2 percent. —
1 The major driver of opportunity is evaluation. The key issues are scoping, S
estimating techniques, and timing. 3
1 Coverage also represents significant opportunity, and poor understanding or =
application of policy coverage being the key.
1 Initial customer interviews indicate we can enhance customer satisfaction in a
number of areas. '
2
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CATASTROPHE OPPORTUNITY EARLY ANALYSIS

Percent

From
reinspections

From CFRs"*

003047-025¢csd /larCH

W40£:2 9661 62 120

* CAT 2-6 represents reinspeciions performed in original CFR locafions
“* PBased on 6§ MCOs within 8 CSAs; sample size varied from 6-20 files

S
302 34.6 o =
. Overall opportunity identified in =
reinspections s significant S
90 REls 29 REls Gap in opportunity identified between =
reinspections and CFR is believad to
be driven primarily by the lack/limit of
data available in CFR
CAT 1 CAT 2-6* ‘-
26.6
19.2
135 15.9 13.7 162 =
10.2 —
LOC 1 LOC 2 LOC 3 LOC 4 LOCS LOC 6 Total o

G
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=
=
CATASTROPHE EARLY ANALYSIS PRELIMINARY
94 A combined 221 CAT CFRs and reinspections have been completed to date. £
=
[:> s Baged upon early findings, there is significant opportunity in catastrophe E
loss handling. Total opportunity is 33.2 percent. =
9 The major driver of opportunity is evaluation. The key issues are scoping, §
estimating techniques, and timing. =
—3
9 Coverage also represents significant opportunity, and poor understanding or =
application of policy coverage being the key.
9 Initial customer interviews indicate we can enhance customer satisfaction in a
number of areas. ‘
p=
4
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Significant economic opportunity exists based upon both the closed file review =
and reinspection results. =
=
=
OVERALL OPPORTUNITY IN CAT HANDLING
$ Millions i
>
=
=
=
_—
=
Reinspections | . g 3 )
33.2% » 4“1 L
CFR 16.2% 202 178 147
5-year average 3-year average 1996 annualized
3
CAT $ paid 1,244,168 1,098,778 908,699 2
Including exp. =S
Source: Of1S; Total propeny — all perils
5
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Both the CFR and reinspection process identify coverage and evaluation as the
big buckets.

CAT OPPORTUNITY BY PROCESS STEP

Mitigation Coverage Fraud Evaluation Subrogation
100 CFR 0.8% 3.5% 0 0.4%
121 REI n/a 7.3% nfa 25.9% n/a

» The identification of opportunity in the big buckets is significantly more
dramatic through the reinspection process

Source. CFR scam; reinspections; feam analysis

[
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=
CATASTROPHE EARLY ANALYSIS PRELIMINARY
1 A combined 221 CAT CFRs and reinspections have been completed to date. b
* Based upon early findings, there is significant opportunity in catastrophe =
loss handling. Total opportunity is 33.2 percent. =
91 The major driver of opportunity is evaluation. The key issues are scoping, g
estimating techniques, and timing. =
1 Coverage also represents significant opportunity, and poor understanding or =
application of policy coverage being the key.
1 Initial customer interviews indicate we can enhance customer satisfaction in a
number of areas. ‘-
==
=
7
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Based upon the early analysis, there are three areas which effect evaluation of
catastrophe losses.

nyLe:17 9661 6¢ 120

DRIVERS OF OPPORTUNITY IN EVALUATION

Issues Description

Scoping + Altemative repair methods
» Roof replacement is too often standard vs. repair
* Unnecessary replacement of roof vents
» Fences written to replace vs. repair
= Excessive allowance for tree and dabris removal

NOTLONQ0¥d 130434 HD

Estimating techniques » Writing damage where none exists
« Inappropriate use of unit costs _
» Multiple minimum charges on same estimate for same or similar
trades
* Lump sums
= Little or no verification of paid bills

Timing » Adjusters do not immediately complete estimate after initial scope
and inspection {up to 2 weeks)
« Errors due to time and memory lapses

8871 0N

d

L
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"No damage" and "alternative methods of repair” make up 12.1 percent of total =
opportunity. =
=
MAJOR AREAS OF OPPORTUNITY IN EVALUATION
Percent £
&=
=
No damage” 6.1 + Roof vents, turbines, etc. =
|::> » Roof shingles, fences =3
Altemative =
meﬂ'!?,d of 6.0 l___> * Repair roof vs. replace
repai - » Section fence vs. replace
Measurements {: - ] LY '
Depreciation, |-.-.~~ 77I..-
ACV/FRC | 1o ol b 53
Material cost
All other** ) =

There is a relatiohship between no damage and alternate and alternate method of repair. Depending on who did the reinspection,
there is some spillage from one to the ather

The remaining 6.3% opportunity is spread over 18 other evaluation categories
Source:  Fisld reinspections

A
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The drivers identified by the CFR represent areas of opportunity classified as
"all other" on the previous page, due to the inability fo the CFR to capture some

of the more pertinent drivers. This also explains, at least in part, the
discrepancy in total opportunity identified.

u

003047-025¢csd /larCH

Wvee: 1T 9661 62 100

STRUCTURAL EVALUATION ISSUES IDENTIFIED IN CFR — CAT ONLY

Percent

Incorrect or no
application of
depreciation

Maintenance
related

change/repair -

Improper
estimate
calculation

* Percent occurrence in files with structural evaluation only

Source: GFR

Occurrence*

44

Percent opportunity

13

15

22

NO1L30G04d 14043¥ HD

8871 0N
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CATASTROPHE EARLY ANALYSIS PRELIMINARY

I A combined 221 CAT CFRs and reinspections have been completed to date.

» Based upon early findings, there is significant opportunity in catastrophe
loss handling. Total opportunity is 33.2 percent.

f The major driver of opportunity is evaluation. The key issues are scoping,
estimating techniques, and timing.

L—> q Coverage also represents significant opportunity, and poor understanding or
application of policy coverage being the key.

q{ Initial customer interviews indicate we can enhance customer satisfaction in a
number of areas. ’

11

Wy8C: 11 9661 6 120

NOTLIAQQUd 1¥044d HD

8821 0K

q
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The initial CAT scan indicated several drivers in the coverage step.

WYL 1T 9661 62 130

DRIVERS OF OPPORTUNITY IN COVERAGE

Issues Description/examples

Trees/tree debris » Excess amounts paid for removal of trees from covered property
» Debris removal paid when there was no damage o covered
property

§01L100Q04d LI04EE HD

Covered property * Paid for nonowned property {e.g., neighbot's fence, fence
around school yard)
= Paid for surface water damage to contents
¢ Paid for several food spoilage losses — no on premises power
interruption — no coverage in this state

Muttiple losses/old damage » Paid for 8 windows in which cracks were filled with paint
» Gutters included that had end caps cut off prior to loss
» Paid $732 for screens on a porch tom by children
= Paid for old, fogged-up themnal-pane windows

8821 0K

1

12
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Reinspections indicate a 7.3 percent opportunity in coverage.
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Av8e -1l 9661 52 100

COVERAGE
Percent 2
=
=
Muitiple losses/old damage a7 E
=
Coverage o
determination 1.
Deductible 17
application . =

13
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=
COVERAGE ISSUES IDENTIFIED IN CFR - WIND/HAIL CAT ONLY
Percent =
=
Occurrence* Percent opportunity §
[ s
Multiple losses 14 11 E
=
improper policy
interpretation 7 21 :
Loss not reported
properly 8 "
Exclusions not properly
applied 4 ’ 49
Personal property =
not covered 4 13 =
* Percent occurrence in all filas reviewed e
14
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On a large proportion of claims, coverage analysis was not completed.
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WYSE:11 9661 62 100

COVERAGE ANALYSIS COMPLETED ON STRUCTURE ELEMENT OF CLAIM
Percent

100% = 167 files

No coverage

analysis
40 ¥

Coverage 60
analysis
completed

Source: CFR scan

NOTIONM0dd L304Td HD

88¢1 0N

d
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When on-site inspection was not performed, the opportunity was significantly %
greater. w
M i W :
=
ON-SITE INSPECTION COMPARED TO COVERAGE OPPORTUNITY — CAT ONLY
Structure E
s
Could 255 files | $ %
not tell 3 — 4 3
No 21 =
\\\\ 41
\\.
Yes 76
55
g
On-site Coverage —
inspection opportunity =
Source: CFR scan; OIS; working feam analysis
16
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Although the sample size is small, coverage as it relates to contents represents a :E‘
significant opportunity. =
b v ) =
g:;:
=
CATASTROPHE EARLY ANALYSIS — CONTENT
PERCENT =
S
Reinspections* 2
=
100% = $6,181 S
=
» Focd spoilage
+ Water damage
+ Depreciation
60.4 « Old damage
Opportunity
* Based on 10 contract reinspections “
17
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CATASTROPHE EARLY ANALYSIS PRELIMINARY
4 A combined 221 CAT CFRs and reinspections have been completed to date. =
+ Based upon early findings, there is significant opportunity in catastrophe 5
loss handling. Total opportunity is 33.2 percent. =
{ The major driver of opportunity is evaluation. The key issues are scoping, %,
estimating techniques, and timing. §
—3
9 Coverage also represents significant opportunity, and poor understanding or =
application of policy coverage being the key.
[:> 9 Initial customer interviews indicate we can enhance customer satisfaction in
a number of areas. ’
=
18
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Based upon interview with 29 customers, there is opportunity to enhance
customer satisfaction during catastrophe.

nyee Il 9661 6¢ 1J0

OPPORTUNITIES IN CUSTOMER SATISFACTION

<
j= =
=
[e]
Issues Description §
Clear explanation » Some customers did not understand settlement -
» Adjuster not explaining scope =
[enes}
[=a]
[enr)
Informed e Customers unsure of when to expect copy of estimate and check =
+ Some adjusters stockpiling scopes — creating delays in setllement - =
customers unsure of why it takes so long to gel copy of estimate
Hassle free service  Multiple transfers of assignments create confusion for customer
» Concem with the lack of prompt responses to inguiry calls
» Customers had difficulty connecting with someone who could answer
questions
==
[=

Source: Customer service and calastrophe personnel

19
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MOVING FORWARD

» CAT subteam formed
» Two new team members added from NCMT
» Additional sites selected for further CAT review and analysis

« A plan is being developed to examine other areas of CAT claim handling. The
focus will not be totally on reinspections

)
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E
(HYTASJT“JPHEIRE"QSPEKfTH)NlDPFWJRTUh“TY
Paint ll20 ;
Clean vs. repair 133 S
Overlap 1400 -
Equipment (]425 S
Multiple losses 1738 S
Labor rates 1960 =
Repair vs. replace 11,104
Appearance allowance 11,339
ACV vs. FRC —— 11,789 |
Missed damage 2,472
Judgment time 12936
Deductible ] 3,881
Coverage 14,215
Material cost 14,946
Depreciation 14,960 =
Miscellaneous 15,496 —
Old damage : 16,136 =
Measurements §7 588 .
Altemate repair method 113,587 =
No damage ~ 113,742 —
22
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CONFIDENTIAL

Fire Process Assessment

ALLSTATE INSURANCE

Debrief
October 30, 1996

This report is solely for the use of client personnel.

No part of it may be circulated, quoted, or reproduced for
disiribution outside the dient organization without prior
written approval from McKinsey & Company.
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Summary of the opportunities
Evaluation

Subrogation
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The fire team visited eight CS5Asina 2-week period, conducting closed file ~
reviews, reinspections, and employee inferviews. —
‘ i
=
ACTIVITIES TO DATE |
;
=
« Reviewed 190 closed files from 4 gap and 4 nongap sites =
o]
» Conducted 24 reinspections =
. Interviewed over 32 field personnel =

« Our analysis is based on ax-CAT dollars, OIS data for 1993-95, CAGR-based

predictions for 1996, C74 audit (7 sample C5A), and Houston File Review
2
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KEY LEARNINGS =
=
« The team identified large overall opportunity in the tire peril, representing $135 =
million on an annual basis =
—
« The bulk of the opportunity in fire is in fires larger than $15,000 (major fires) E
=
+ By process steps, the opporntunity is primarily driven by 2 areas, namely
— Evaluation (structure and contents)
— Subrogation

d
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The total non-CAT projected fire expenditures for 1996 are $515.4 million.
L )
¥
TOTAL FIRE LOSSES 1993-96E"
$ Millions
CAGR =
3.9%
515.4
ag9.4 4989 1387
Alocated 4598 oA 1203 T ne=—1_ 4
expenses
501.6
Paid losses | 450.8 4774 484.0
1993 1994 1995 1996E

« Includes owner, C/R lines {non-CAT)
«  Estimate for 1996 based on 1993-95 {CAGR = 3.9%)

Source: OIS, team analysls
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While only 20 percent of the fires are major losses over $15,000, major fires
represent the majority of the opportunity, as well as dollars spent nationwide.

003047-021sjs /

MdLy:G6 9681 62 120

OPPORTUNITIES BY SIZE OF LOSS* o
$ Millions; percent st
=
100% = 20,650" $515.4 134.9 é
Major loss o =
>$15,000 20.5%
Medium loss .1"\.,\ $99.7
$2,500-15,000 30.0 \ 72.6 (73.9%)
5
R
A
A
Small loss 49.5 \‘\ \
<$2,500 | \ 014 26.8
) (19.9) =
— 6.0 84 (6.2) e
Percentage Total dollars Opportunity =
of claims paid by doflars by
by size of loss size of loss size of loss I

* Based on 7 CSA audit
Source: IS, C74 Audit of CSA File Distribution by Loss Size
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Over 75.3 percent of the total cppo

rtunity dollars, or $101.6 million, can be

003047-021s}s/jsCH

!
o
—
o
attributed to evaluation (structure and contents) and subrogation. o
o
& ‘ A
et
E
FIRE OPPORTUNITY BY PROCESS STEPS j
2
j =]
=
)
o
L}
=
. —3
Evalu- Evalu- -
Evalu- ation ot Evalu- stion of Evalu- Evalu- Subro- =
atlon of structure | ation ot |conlents ation of ation of | Nego- gation Salvage =
Mitigation | Coverage Fraud structure | cleaning carpet cleaning |contenis ALE tiation |Llitigation | recovery recovery 3
=
Absolute 0.98 0.71 0 B.29 1.0% 0.72 1.23 6.05 0.60 0.61 0 6.37 0.61 =26.18
oppenunity
Percent
Relative 3.70 270 0 31.70 3.90 2.80 4.70 19.30 2.30 2.30 4] 24.30 2.30 =100.00
opportunily
Percent
Projected 5.05 3.66 0 4273 521 3n 6.34 26.03 309 3.14 0 32.683 3.14 =134.93
savings
§ Milkons
=
-
7=,
=]
*  Total amount peid on CFR claims $2,722,730 o
Sowce: CFR, OIS
7
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Evaluation alone corresponds to over $68 million of the total opperiunity, while o
subrogation contributes over $32 million. =
6 ‘ i
LARGEST OPPORTUNITIES BY PROCESS STEP — EVALUATION AND SUBRO =
$ Miliions
£
134.9 =
g S
| | =
1 217 | o
l =
et ———— g
11.6 =
32.8
68.8
Evaluation* Subrogation/ Cleaning™ Other*** Total fire .
recovery opportunity =
*+ Evaiuation consists ot evaluation of structure and contents only, and excludes cleaning, ALE, and carpet «
*  Cleaning includes contents and structure cleaning v
e+ Other includes mitigation, avaluation of carpet and ALE, coverage, and negotiation, which are al ’
comparatively small opporunities (S$5 million} s
8

Source’

01S; team analysis
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Major fires have the largest opportunity, especially in contenis. .
L =
[ b . =
EVALUATION AND SUBROGATION OPPORTUNITIES BY SIZE OF LOSS =
$ Millions; percent
o
100% = $134.9 42.73 26.03 32.83 ‘g
Major fire o =
(+$15.000) 73.9% 755 81.3
95.2
dodumtre | oo | A
($2,500-15,000) | 1 19.9 \\_ /,../ 144
Minor fire 62 | 4.6 — 1a=34 u 43 __
Total Evaluation Evaluation Subrogation p=4
opportunity of structure of contents opportunity =
by size of opportunity opportunity by
loss
Source: CFR =
9
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Evaluation

Subrogation
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0661 67 130
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EVALUATION

Using non-Allstate
resources

.

STTIonanEd JA04%8 KD

Key opportunity
Evaluation of structure drivers
+ Simllarity to structure
evaluation
Key opportunity
Evaluation of contents drivers .

11
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There is a significant opportunity in the evaluation of both structure and ‘ C}- _ ;
contents. : Q ' O .
b : j
STRUCTURE VS. CONTENTS OPPORTUNITIES IN EVALUATION =
$ Miltions; percent _
100% = $444.0 _ $68.8 (
Contents % E
el 7.9% =
: ($26.0)
Structure 70.7% 62.1%
313.8 -re
® ) ($42.7)
Losses” Evaluation %
opportunity”
* The estimales exclude cleaning. ALE, and some other expenses, accounting for ~14% of lotal fire expanses __
Source: CFR
12
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Opportunities

003047-0215js/jsCH

in the evaluation of structure are driven by three key factors. @ Q'- N o

1

EVALUATION OF STRUCTURE — KEY DRIVERS

« The opportunity in th

o evaluation of structure is, primarily, driven by

—mproper scoping of the fire loss

—Lack of estimating fundamentals

- Paying full replacement cost instead of ACV

« There are significant oppo

rtunities in the evaluation of structure for both Alistate

and non-Allstate resources

Adve:f 9661 62 L00— —

geriangedd [40438 ED

RRZT 0N

4

71

13

HOO00000808



008047-021sjs /5CH

A fundamental issue in scoping is the desire to bring claims toa speedy closure {B .I =
without supplements. - Q +O -
G . =

SCOPING ISSUES IN STRUCTURE EVALUATION =
Issue Descrlption =

» Timing « Timing is geared towards speedy closure in order to ensure pending 5

control =

—~Trying to fimit presence on site to one visi! -

« Scoping is often done upfront Ieading to <

- Writing unseen damages =

— Limited mitigation 5

focus on replacement

« Scope Is prepared at initial inspaction with
lusion without supplements

—Writing scope geared towards claim conc
— Limited attempts to clean

« Scoping often done by non-Allstate people
— Referred vendors often making decisions on clean vs./ replace and

perform both cleaning and repair/replacement activities, which limits
their incentive to make the right decision on clean vs. replace
« Lack of direction for cleaning vendors
—Vendors often not told what 1o do
_ Sometimas they clean and then we replace

« Clean vs. replace decisions

RRZT 'nu
AR AT

but we paid to replace all cabinets; on the rein spection,

« Lack of alternative repair + 1 cabinet doof,
thod existed which would allow to repair

methods found that alternative repair me
just 1 door

P

Soutce: Team analysis of the reinspections; CER

14
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[
Although it is difficult to quantify the exact share of opportunity dollars based @ ® ;
on the fire CER, evidence points to improper scoping as a key driver of Q +O —
structure cvaluation opportunity. ©
L‘ (‘ Car
KEY DRIVERS - IMPROPER SCOPING =
$ Millions; percent
=
:
100% = 180 $42.7 =
12.8% 5
Yes 37.8% / =
/‘ Improper
4 scoping drives
disproportionate
share of the
87.2% structure

No o evaluation
Was the scope Opportunity in <
proper? structure o
evaluation o

!

Source: Team analysis of the fire CFR

15
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On almost 18 percent of the evaluation of structure dollars (or $56.2 million), S . :r\;
cleaning was not attempted although it should have been. Q ) O —
& " j.
=
SCOPING ISSUES - STRUCTURE CLEANING VS. REPLACEMENT
$ Millions; percent Should have been _
cleaned, but was not o
=
$313.8° -
=
=
Yes 75.7%
$25.2
Actual dollars spent
on structure cleaning
No 24.3% 26.3%
Was cleaning Should it =
attempted? have been? —
* Totlal structure evaluation dotlars
< Giucture evaluation dollars on which cleaning was not attemped ”

ss»  Structure evaluation dollars on which clearing was not attempted, but should have been

Source: OIS team analysis of the CFR
16
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There are several issues related to fundamental estimating skills. @ E}'— ' O
ﬁ Q Ca2
KEY DRIVERS — ESTIMATING FUNDAMENTALS
Issue Description %
« ACCUPRO « There appears to be a leaming curve on ACCUPRO, and as a result, its full =
potential has not been realized .
— Lack of technical-related skills %
—Lack of understanding/skills an estimation <
« Limited use of ACCUPRO on site =
« Qverlap « Not deducting for openings, doors, etc., while paying to clean and paint them
« Multiple minimum charges in the same estimate, e.g., 3 drywall minimum charges
in different rooms in the same estimate
» Submitted bids « Lump sum, single bids, or combo
— Adding electrical or plumbing estimate as the last line of ACCUPRO ("replace
plumbing: $3,000)
s LKQ » Upgrading
— At no extra cost to insured, replaced old metal cabinets with new high-quality .
wooden cabinets =

Source; Reinspections; inlerviews; CFR

17
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There are significant issues Telated to the current usage of ACCUPRO.

‘ §

D03047-021sjs/jsCH

2T e

966! 62 100 — ——

=
ACCUPRO SETTLEMENT
How it should be done o
Prepare ACCUPRO estimate Agreed price with contractor . ;o:
(prefer on-site) or Insured Claim settiement _
S
How it is being done %
. Compromise =
Contractor submits .
Prepare ACCUPRO . " ACCUPRO estimate to .
estimate g:fsgh_l‘:::egtt’: of mest contractor's Claim settlement
) estimate
OH - = B
. From the beginning,
Prt;pan: ACCUPRO No contractor bid eslimate overscoped ) Claim settlement
estimate submitted and overestimated
Issues ‘
« Lack of accuracy of « Lack of confidence in adjustor's ability f

scopeftechnical stand  * Lack of confidence in ACCUPRO
« Limited on-site sstimate * Lack of negoliationfcommunication skill
« Lack of ACCUPRO « Desire to rapidly close

understanding e Lump sum

(mechanics of system)

Soutce: Reinspections; Interviews

q

Rl

18
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o)
Reinspections show that overlap, lump sum bids, and LKQ are among the top @ . - =
opportunities in the evaluation of structure. Q ) o =
t ‘ =
ESTIMATING ESSENTIALS =
Percent i5i-H] Estimating
fundamental issues >
Areas of opportunity =
Missed mitigation <
BT T S ot —
OPeldps i et - =
Reinspections =

18% overall opportunity 5

Alternate repair method 5

Coverage 4

No visible damage 3
Depreciation 2 =
Repair vs. replace 2 =
Labor rales 1 “
Source: Reinspections; team analysis; CFR =

19
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Over seven percent or more than nine million dollars could potentially be saved CB . -;5
if ACV was initially paid instead of FRC. q * O —
& 0 Lh
FRC VS. ACV - STRUCTURE
$ Millions; percent 55 Polentlal savings _
$129.0" ‘;’:;
119.7 =
11.8% $ -
=
é
100%

92.8%
Initiat FRC Average Customer's ACV vs, Total payments —
payment depreciation claim back®™  FRC savings ifthe amount =
if the amount was paid ACV o
were paid ACV*™* -

ants comprise 41.1% of the tota! initial payments

17

* The figure based on the flre CFR estimate that FRC paym
=  From the Houston Flie Review (1994-95)
Source: Housion File Review; OI5; team analysis of he fise GFR
20
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L)
L)
—3
b " .
=
EVALUATION
e
F‘ + 2
Key opportunity =
Evaluation of structure drivers
+ Similarity to structure
. evaluation

Key opportunity
Evaluation of contents drivers -
=

7

21
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non-Allstate sources. Major fires are more likely to be evaluated by QVP and

vendors than smaller ones.
{

003047-021538/3sCH

More than 50 percent of the structure dollars are being evaluated by @ q C"’bﬁ . .

USING NON-ALLSTATE SOURCES
Number of claims; $ millions handied; percent

100% = 185 claims $313.8 185 claims $313.8
Structural £8.9°% 45.7% 49.9%
adjustor = 65.9%

IA, Pilot
Homesowner

Vendor

QVP s e gt o

Who did the scope

Who did the estimate

Source: O1S; team analysis of the CFR

8] Non-Allstate

9661 62 120

Kdet:f

NOTIJNACEd 13nddy K2
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3
Almost half of the total opportunity in the evaluation of structure comes from @ O o
QVP and vendors. q +. =
G ‘ .
=
OPPORTUNITY IN EVALUATION OF STRUCTURE
$ Millions -
427 -
17.0 =
=
04— [ 81 | =
1.2
$11.0
Qvp Vendor Homeowner 1A, Structure Total
Pilot adjuster structure

Percent evaluation
opportunity” opportunity 5
» Scope 16.7 156 7.0 13.6 115 13.6 ~
« Estimate 15.4 17.7 5.7 : 13.6 1141 bt

7

+ Defined as dollar opportunity/structure evaluglion payments
Source: Team analysis of the CFR
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EVALUATION
- F + ( Using non-Allstate
resources
Key opportunity
Evaluation of structure drivers

Similarity to structure

+ evaluation

Key opportunity
Evaluation of contents drivers

RACE:E _GRBT B2 120

NOTLONQO¥d 1¥043¥ HD
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d
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Opportunity in contents i
fires, contents and prices a
control asserted by Aﬂstatz:.

003047-021si5/5CH

s large and primarily driven by the fact that in major . q o
é r =0 S

re usually listed by homeowner, with little or no

b

EVALUATION OF CONTENTS

« Contents is a large, although ofte

n times neglected, opportunity, especially in

maijor fires. In order to capiure the opportunity more emphasis is needed on

— Inventory of contents

- Cleaning and repair vs. replacement
— Research of replacement costs

+ In developing new proc

esses, one may benefit from the fact that there are

similar issues in the evaluation of structure and contents such as

-~ Scoping/inventory
— Estimating fundamentals
— FRC vs. ACV

Source: Team analysis of the CFR, reinspactions, inferviows

Wd9C:€ 9661 62100~

NCTLONGOEd 13043E HD

621 on

d
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b
Contents evaluation currently lacks attention. In order to pursue the PATAN =
opportunity related to'contents evaluation, contents specialists may be needed, E-—i’:i.'! D' ' *o —
especially on large fires. =
§ & 4 L.)I
=
EVALUATION OF CONTENTS — ISSUES
B2
Issue Descriptionfexamples =
Contents evaluation lacks attention « Contents specialists do not have job description or special =
training =
: « Theft rep often handle fire contents, although skill =
requirements are different =
» Processors often used as contents specialists =
Inventory of contents « Requires different set of skills than structure scoping
~ Customer mindset/interaction
— Lack of item description
_ Salvage not addressed
More emphasis needed on cleaning « Example - wood furniture replaced without considering
and repair vs. replacement cleaning or repair
« Lack of direction given to vendor — vendor often cleans/repairs
items before the claim rep inspects the loss
Research replacement cost « Use of a submitted list of damaged items
— No verification of price by adjustor 3
— Limited use of national replacement sources/local sources =

d

bz

Source: Team analysis of Reinspections; interviews; CFR

20
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The vast majority of the content inventory is controlled by homeowners. JATHN
. 94 & @’

9661 82 L0

—

¢ G
=
KEY DRIVERS - INVENTORY
Number of files handled; $ millions; percent —
Homsowner Z
=
—3
100% = 134 files $130.2 Percent opportunity® o
. Other ——25% 27.2% ] =
Ipilot 9.3% 166% | =
-
Adjuster 28.0%
[ 21.0% B
Homeowner

[

of contents total payment

*  Dollar opporiunity in tiles handled/evalualicn

Sowce: O!S; leam analysis of the flre CFR
27
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More than 60 percent of the time, replacement cost is determined by @ q’_ . O

non-Allstate resources.

190

‘7 .

0RRT

Wiie:f

KEY DRIVERS — REPLACEMENT COSTS

Percent
Non-Allstate

[RUECEIR)

Who determined contents replacement cost

100% = 134 claims

NATTANAANd

Adjuster

Homeowner

FR7T 0N

1A, Pilot

A

A7

Source: Team analysis of the fire CFR

28
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=
There are important similarities between contents and structure evaluation @q @:;, . . =
165U€S. ! oy
SIMILARITIES BETWEEN CONTENTS AND STRUCTURE
=t
Issues Descriptionfexamples =
» Scoping/inventory descriptions =
- Timing » Try to evaluate with one-time visit g
‘ « Decision to replace items up front leads to incomplete/nonexistent <!
mitigation Eg
—Clean vs. replace « Decisions made by non-Alistate representative/vendors =
« Focusing on replacement
—Repair vs. replace « Lack of direction to vendor
—Wood fumiture replaced without cleaning or repair consideration
« Estimating fundamentals
—-PEC » Lumping items
« Inconsistent depreciation applied
« FRC vs. ACV « Paying FRC upfront
=

q

i

Source: Team analysis of reinspection; interviows; CFR

29
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Summary of the opportunities
Evaluation

Subrogation
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=
SUBROGATION/RECOVERY
oSmmmMnEmmmMWawwmmmmmmMWMmeeWm %
« Kay barriers to successtul subrogation are E
— Limited or no investigation =
- Lack of identification
— Poor handling by NAVP or law firm

1

or

31
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There is a significant opportunity in subrogation. =
SUBRO COLLECTED FIRE (NON-CAT) 1993-1995 AND PROJECTED 1996 J
$ Millions, percent of total loss <
$32.81 -
A =
Potential =
opportunity
beyond subro
projection —
6.37% $23 million
$11.31 A‘ o
verage subro
-39 """~ | %88 o collection — 1.9%
0 3% $9.8 million
» Q 0,
1.5% 18% =
1993 1994 1995 Projected L
subro '
collection o
1996

* Includas owner, C/R lines
Source: OIS team analysis of the CFR

32
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The primary reason for subrogation opportunily is thela

B03047-02158/jsCH

ck of attention due to

the time-consuming nature of subrogation. Additionally, there is a lack of

proper identification and investigation.

SUBROGATION - ISSUES

Issues

Description/examples

« Lack of attention in subrc

« Subro recovery hampered
by lack of investigation

« Lack of identificaticn

» Time consuming

« Limited C&0 investigation
—Reliance on adjustors' best call
—{.ack of statement from insured/3rd party
— Lack of photos which add value
—Minimal use of C&O0 reports, fire/official reports
— Problems with securing evidence (especially contents)
« Poor handiing of investigation by NAVP and law firm
~Sofa caught on fire and C&O0 just stated that "sofa caught on fire,” no
cause listed; insured did not live in house and law firm wrote it off,
although tenants should have been pursued
«Writing off claims caused by appliances >7 years old
~Group cases not addressed

« Example — dryer fire was written off because the dryer was old; however,
2 months prior, Sears had repaired it — never pursued possible fink

Source: Team analysis of the CFR: Reinspections; Interviews

33
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We could do 2 much better job in investigating claims.

INVESTIGATION EFFECTIVENESS
Percent

Should have been done

1
Other expert repons 0.0 0.5

Proof of ownership 1 6 3.7

Staternent from 3rd party 21 15.3
Cause and origin report E___* ‘ 31.6

Fire department report

Previous loss history

Statement from insured

93.7

Photos that added value

Source: Team analysis of the CER

Nd8C: € 9661 B 120

NOTI0AG0¥d [¥043E KD
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ESTIMATING FUNDAMENTALS - SUB-BIDS
Number of files; $ millions; percent

Files without
sub-bids

Files with
sub-bids

Source: OIS, team analysis of the fire CFR

185 files $313.8 $42.7
Dollar Opportunity
share ot share for o
ot hout | 551% | fies without | S&1%
75.1% sub-bids sub-bids
- e
Dollar share Opportuni
ot files with O r
- O, Q,
24.9% +— $20.1 —— sub-bid
A
Actual Structure Opportunity
amount evaluation in structure
spenton  dollars evaluation
sub-bids

9661 62 100

BRI

NOTLONAOHd 13043% HD

- Sub-bids primarily in larger fires

Do not seem to be a dominant
opportunity driver

« However, since aimost 44% of
both opportunity and doltars
spent invoives files with
sub-bids, the issue may
deserve further analysis

AR

L

N
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KEY ISSUES — CONTENTS CLEANING VS. REPLACEMENT

$ Millions; percent; number of files

100% = $157.5

Evaluation
of contents 82.7%
($130.2)
. 17.3%
Cleaning ($27.3)
Total contents
dollars

Source: OIS; team analysis of the fire CFR

Yes

No

134 files

72.4%

27.6%

_ 003047-021 Asfs/jsCH

a7 files

35.1%

64.9%

Was cleaning
attempted

Should have
been attempted

JBCC GRET BT L0

NOTL20Q0¥d LE043E HO
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=
LEADERSHIP TEAM AGENDA

-
S
3
* Review team fact gatharing plan ’é
— What we are expecting to capture 3
— Who, where é

» Discuss data access/resource issues

* Review/agree on message for Mick
==
(=)
1
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8661 0¢ 120

ReL0:1

GOING FORWARD — REFINING THE FACT GATHERING EFFORT

* The CFR scan is proving effective in identifying opportunity and the associated
drivers

« Howsever, there are several areas outside the current scan format, (e.g.,
management time/focus, complaint handling} which warrant closer attention.
Furthermore, an initial scan of opportunity in CATs indicates that CATs may in
fact represent a substantial proportion of the opporiunity

» Therefore,

— Full CFR needs to move forward with some minor adjustments to the current
focus, to establish the necessary statistical fact based

— Some additional fact gathering should be done in conjunction with the CFR
{to take advantage of the field visits) to provide some important based lines
for the design phase

— Finally, a separate team needs to continue to develop a fact-base around
CATs and CAT-specific issues

KOT1100Q04d 140438 HD

pELT ol
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The design team CUR effort can move forward with some minor adjustments.

003047 028memCH

9661 '0€ 120

=
DESIGN CFR EFFORT
=
st
Area Changes/additions =
CFR » Adapt form to :
-~ Remove/adjust ineffective questions ”é’
-~ Eliminate ambiguity =
— Highlight required fields =
» Review file sample mix =
Interviews « Design more focused interview guides to identify key issues, such
as management time allccation, availability/use of training
Management ride/sit alongs « Add several half or tull days shadowing managers to get specific
data on their activities
S

HO00000835



DESIGN TEAM FACT DEVELOPMENT

Time involved

003047-028omemdCH

9661 '0€ 120

fdLo:l

Activity Recommended volume by site
CFR Minimum 7§files

CJD
Reinspections Minimum 25 reinspections

All non-CAT CFR and reinspections
Interviews 2-3 targeted interviews of claim reps

2-3 targeted interviews of MCO managers
Ride Alongs Ride along {shadow 2 field claim reps)

Ride along {shadow MCO manager)

2-Teams

5~ Pecple

3-CFR

1 —- Reinspections

1 - Interviews and ride alongs

6-7 CFR per day, 3 people
5-7 per day per 1 person

3 per day
3 per day
1 day each /
1 day each A

NO1190100d4d 1¥04EY HD

PEET ON

d
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A number of additional issues exist in CAT handiing, for which it would be =
useful to gather fact-based information. o
=
CAT-SPECIFIC HANDLING PRACTICES AND ISSUES
=
\ Coverage \ Damage \ E
evaluation evaluation =
Notification Assignment zﬁﬁcemenu Subrogation/ ) Litigation -
/ Invest / Assess/ Invest / Asses9/ S %
1. Handling 2. Prioriti- 3. Unique 4. Managing 5. Evidence =
large zation/ damage the supply gathering
volume of triage of assessment chain/ prior
incoming clalms processes preventing losses
calls {e.q., price
earthquake) gouging
6. Applying appropriate resources in light of large and uneven volume
S
7. Managing independents — quality, accuracy, and customer service <

8. Agents’ role

9. Clean-up/ close-down

HOO00000837
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Hdgl- |

CAT FIELD ACTIVITY
=
o
Area to study Detail of information Relevance to CCPR How do we gather §
1 & 2 Dispatcher/dispaich » Assignment distribution * Does the system get the right  « Sit-alongs :
process * Method of assigning assignments into the right =
« Selection of adjusters for hands? =
territory =
« Bv size or bv aeoaraphv? =
3,4, Policies and procedures * What are they? » Are there cross-peril and ¢ Interviews
&5 * Who determines state-specific cross-cat issues to consider? ¢ Review of documents
rules? * How do we best control the at cat sites
» How are policies and communication process? = Review of state statutes
procedures communicated?
6 & 7 Pilot manager * Daily activities e Economic impact of position » Shadow activity
+ Activities required by Alistate  « Missings
= Interaction with adjusters —
training, quality control
+ Interaction with Alistate
6 & 7 Team leader + Daily activities + Development of positions to * Sit-alongs =
« Interaction with pilot positively impact severity .
* Interaction with QCRs » Who checks up on the QCR? =
Who does re-res? .

HO00000838
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=
CAT FIELD ACTIVITY (CONTINUED)
=
o
Area to study Detail of information Relevance to CCPR How do we gather §
7 Alistate examiner » Required activitios * Measure economic impact of = Sit-alongs :
* Time to complete position * Interviews =
* What is done when pilot = How much can be captured at §
etror(s) are discovered? this level? 2
* Training received =
* Productivity gauge
* Required skills for position
7 Pilot adjuster » Assignments received * Training missings = Sit-alongs
* Required training for position = Motivation to scope and * Ride-alongs
* |nstruction received from complete estimates in a certain < Interviews
Alistate at cat site pattern
« Lavel of supervision required = Percepfion of the Allstate/pilot
 Lavel of interaction with Alistate  relationship
at cat site = Customer satisfaction
= How is estimating feedback
received ez
» Scoping — how done, how =
many? b
» At what interval are estimates .
completed? -
» Customer interaction before, -
during, after inspection
7
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=
CAT FIELD ACTIVITY (CONTINUED)
=
Area to study Detail of information Relevance to CCPR How do we gather E
7 QCR (Allstate) » Daily activities = Economic impact on process » Ride-alongs :‘
« What do we do with ability to effect improvement  Sit-alongs e
reinspections? « Ways to improve ability to have =
» Job qualifications a quick impact 3
* |nteraction with pilot =
» Empowerment to take action
» Their perception of role
« Selection criteria of
reinspections
+ Procedure for completing
8 Agent role in * Interview — discuss + Economic impact e Office visits
catastrophe perceptions, aclivities, » Required training
interaction with claims
employees, customers
9 Supplements + Supplement notification » Do we process supplements + Paperwork review
« Supplement handling process exercising cost control? + Examiner sit-along and 3
» Supplement checks and + Identification of opportunity? interviews —
balances {reinspections, * Reinspection of =
reviews, examiner procedures) supplements
» Role of FRC/ACVY ™~
8
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=
CAT TEAM TIME/ACTIVITY ANALYSIS
ft
Recommended volume Time involved - ?.f
Area to study Activity per site 1 person =
Pilot manager » Shadow activity 2 1/4-day sessions » 1/2 days %5’
(4 hours total} =
QCR activity « Ride-along — « 50 reinspections « 7 days - reinspections ;J
accompanies (wind/hail sites) « 1 day — inside activity =
reinspection « 25-30 reinspections
« Sit along {rain/water sites)
* Interview *» 2 interviews
« Pilot interaction
e Fyamine valiie ardsar
Dispatch process » Observe process * 2 1/4-day sessions * 1/2 day
 Review pending and
staffing per site
Team leader « Observe activity — » 1-2 gessions totaling 4 ¢ 1/2 day
shadow hours
Examiner « Sit-along — observe * 2 8-hour sessions — » 2 days 3
document activity different examiners =
AND OR =
» Observe economic * 1 4-hour session
activity functions * 2 interviews ~
o Intanviaw tn aain insioht e RN filaq minimm —
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CAT TEAM TIME/ACTIVITY ANALYSIS (CONTINUED)

Area to study

Activity

Recommended volume

per site

—— 1

003047-028memCH

9661 '0€ 130

Ndb0: 1

Time involved —
1 person

Points to

consider

e Surplus time
spent with
examiner,
reinspections

* What level of
permission
do we need
from pilot?

Pilot adjuster

Policies and procedures

Supplements

Agents

« Ride-along
« interview

« Document observations
« Incorporate supplement
detail in interviews. etc.

» Gather info on

state-specific handling,
coverage variation,
regulations, local
interpretations —
through site teader,

acRk

» Reinspect supplements
+ Observe examiner's

activity on supplements
* Incorporate QCR

interview on
sunnlements

» Visit agent locations

« Conduct interviews

» Discuss cat activities
and agent perspective

« 2 pilot adjusters

« 2-4 hours total — review

all local detail

« Reinspsct 5-7
» Inside activity

« 4 agent locations —
attempt to visit sites
with team leader or

PCPS

« 1-1/2 days

NOTL12000dd L304EY HD

e 1/2 day

¢ 1 day
« 1/2 day

PEET OK

« 1 day

d

i
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CONFIDENTIAL

Homeowners CCPR Project Review

ALLSTATE INSURANCE COMPANY

Review with senior management
December 13, 1996

This report is solely for the use of client personnel.

No part of it may be circulated, quoted, or reproduced for
disEribution outside the dient organization without prior
written approval from McKinsey & Compary.
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TODAY'S OBJECTIVES

summarize activities to date

Review overall opportunity

Discuss key finds

— CAT

— By peril

— Cross-peril issues

*

Review next steps
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The project is making good progress to date. The team has completed the initial

field fact finding and has begun the design phase.

003047-030bk/sbpCH

wvs0:01 9661 €1 DEC

PRELIMINARY PROJECT APPROACH AND TIME LINE — DESIGN TEAM PRELIMINARY
a1
[CE71] Progress -
to dale ;
=2
Devel >
. Develop .
smplemen- esign and
1 tation execute
rolf out
i solutions package
o can move
the numbers
Description « Assemble » Reviewand = Design * Conduct ¢ Redesign = Codify results "= Design
team as5ess SUIveys, additional processes * Deotermine approach
« Conduct existing interview analyses ~ Field-based what s Develop
high-lavel analyses and guides, etc. » Conduct — Focused on implementatic  support
financial refine * Arrange for formal debriet, high-dollar n package malerials
analysis hypotheses loglstics for establish areas looks like « Schadule
« Plan initial » |dentify fact finding priorities, and — Defina - Non- + Train imple-
project additionai facl = Train review conduct high- measures negotiable menlation
phases finding/ teams (&8s Jevel design and — Neggotiabls teams (as
analysis necessary) measureme « Continus to necessary)
required ni approach develop « Execute
= Conduct tests measwement roliout
— Field-based system —
- Heavy (=3
measurems =
nt focus =
» Develop
staffing mode! -
Timing Early August Late August - September October - December - TBD TBD TBD
early November ‘ =
Septermber
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Phase 1 of the fact-finding verified that the fire perilneeds tobe
included in the overall design phase, and that CAT handling is also an
important area to consider

9661 €1 24Q

Rd9€: 1

FIELD FACT-FINDING TEAM FOCUS

Phase 1 (9/21 to 10/7) Phase 2 (11/4 to 12/6)

Fire team Design team

« Understand impact of fire gap » Build complete CFR fact-base
process « Attempt to build perspective

« Assess opportunity in gap vs.
nongap sites

Design team

« Test fact-gathering tools

« Begin gathering CFR fact base
for wind/hail and theft

CAT scan

» Take quick look at CAT process

» Assess potential for opportunity
in CAT handling

Interim analysis
and debrief
(10/17 to 11/1)

» Fire still has
substantial
opponunity and
should be
included in
overall design

» The opportunity
potential in CAT
deserves closer
scrutiny

around "qualitative” issues

CAT team

« Build broader fact-base on CAT
clalm opportunity

» Get clearer perspective on CAT
pracess, activities, and
Allstate/pilot interaction

8 YANNY 4¥

¢140 ON

b/ ¢
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Each team used a number of methods to assess opportunity and the underlying

drivers.

FIELD FACT-FINDING ACTIVITIES COMPLETED

CAT team Fire team Design team
Visited
* 6 MCOs » 4 fire gap » 7 multiline MCOs
+ 6 special CAT handling locations * 4 nongap sites » 9 specialty MCOs
Conducted
» 451 file reviews * 190 file reviews » 625 file reviews (325 wind/hail,
300 theft)
= 267 reinspections ' » 24 reinspections s 242 reinspections
» 88 interviews {management « 32 interviews + 74 intarviews (management and
members, pilot members, and (management and claim claim reps)
adjusters) reps)
» 31 customer interviews
» 23 shadows = 29 shadows

+ 66 skill assessments

vG0-07 9661 €1 010
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The teams found significant opportunity in CAT and non-CAT perils.

OVERALL OPPOHTUNITY IDENTIFIED

o MQ’%

CAT Opp. ﬁob}ﬂm Non-CAT* OoPP
$ Mrlhons 0\\() Percent guq $ Millions . Percent
100% = 837 20
N Wind/ o W/
Initial REI 28.7 ha;r 16 15 CFR 23.5
20 /H
Supplement | Thett 22 0
REI 1 W‘" 437 RE| %%.7
' Inmal desk THEF-
2 : 13.3 CFR 22.7
reviews Fire 62 65
Supplement s
esk reviews 21.9 CFzﬁ 26.2
Totalloss  Total v o’ &0 Total loss Total
opportunity

opporiunity ‘ W

* Excludes other non-CAT losses including waler
Source:  OIS; closed lile reviews; reinspections
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The teams found significant opportynity in CAT and non-CAT perils. o
\ 1N =
OVERALL OPPORTUNITY IDENTIFIED V
=
=
CAT Opp- Non-CAT* OPP -
2> Millions Percent $ Millions Parcent
100% = 837 208
iti Wind/ WiH
nitial REI 28.7 hail 134 3t CFR 23.5
Theft 184 42
Supplement 437 hvds 33.7
Initial desk Theft
. 13.3 207
reviews Fire 519 135 CFR
Supplement Fire
desk reviews 21.9 CFER 26.2
=
Totalloss Total Total loss Total z
opportunity opportunity =
1 watet 2

Source: OIS; closed file reviews; reitispections
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While there is variability, oppertunity exists across all MCOs visited.

006047-030bk/sbpCH

OPPORTUNITY ACROSS SITES
Percent
ag
CAT* a1 38 38 a2 ap
24 20
CAT1 CAT 2 CAT3 CAT 4 CATS CAT®6 CAT 7-10 Qverall
GAP Non-GAP
26 24 26
22 17
. 9

Fire —

MCO 1 MCO 2 MCO 3 MCO 4 MCO 5 MCO 6 MCO 7 MCO 8 Overatl

40 50
a7
Theft 83 19 29 15 19 27 24 26 21 23
12 11
T Y N e ]

MCO1 MCC2 MCO3 MCO4 MCO5 MCO6 MCO7 MCO8 MCO9 MCO10 MCO 11 MCO 12 MCO 13 MCO 14 Overall

42
Wind/ail 28 93 29 3
25 21

19 14

[ 1

17 18 i3

[ 1

27

22 24

MCO1 MCO2Z MCO3 MCO4 MCOS MCO6 MCO7 MCOg MCO® MCO10 MCOM MCO 12 MCO 13 MCO 14 Overall

* Based on reinspections
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F70:01 8661 €1 940

i XINNY d3

§0L0 0N

d

8



003047-0301k / sbpCH

9661 €1 040

=
=
SUMMARY OF FINDINGS
as)
Area Key findings %
CATs « Reinspections revealsd opporunity of $275 million e
« Primary issues include improper scoping and estimation, timing of estimates, and =+
coverage determination
Perils
* Fire » Total opportunity is $135 million
« 74% of opportunity is found in tire losses over $15,000
« Largest drivers of opportunity exist in structure and contents evaluation and
subrogation
» Theft » Total opportunity is $42 million
» Claims over $2,500 represent 74% of opportunity
« Largest opportunity areas include evaluation, coverags, and fraud
» Wind/hail « CER identified almost $32 million opportunity; however, reinspections suggest the
opportunity could be as high as $46 million
« Substantial opportunity exists for both Allstats and independent adjusters
« Largest opportunity area is roofs
Across perils, « Significant issue overiap exists across perils »
CAT/Non-CAT « Contents and independents appear to be the largest cross-peril issues =
« The primary underlying causes of opportunity include =
— Insufficient training =
— Little or no calibration
~fnadequate technical/policy skills among management and claim reps ™
—Limited homeowner staffing =

—Lack of management attenticn to claim handling
— Uriclear/ineffective performance measurements
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The largest opportuinities across périls exist in evaluation of structure and o
contents, coverage, and subrogation. o
n
=
=
=
) ==
OVERALL OPPORTUNITY BY PROCESS STEP
= =]
A =
=
=
b
(o]
Evaluation 5 ==t
Mitigation (cleaning Negotiation 3 Salvage =
and ALE)
Cat
$ millions 0 0 0 0 2751
Percent 0 1] 1] 0 30.5
Fire
$ millions 5.1 14.4 31 3.1 134.8
Percent 1.0 2.8 0.6 0.6 26.2
Theft
$ millions 0 G 1) 0 420
Percent) 0 0 0 0 22.7
Wind/hail
{noncat)
§ millions L 0 0 o 320
Percent 0 0 G 0 235 =
Overall .
$ millions 5.1 14.4 3 3.1 483.9 =
Percaent 0.3 08 0.2 0.2 27.8 ==
~
Source: CFR; reinspeciions; OI5; C074 audi; working team analysis
8
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Coverage not investigated is a common issue across theft, wind /hail, and e
CATs. It is also the largest driver of coverage oppottunity. Other coverage o
issues are similar across wind /hail and CATs. =
E
COVERAGE
o
=
Issue Fire Thett Wind/hail CATs &
. E=1
Coverage not investigated '/ “ V o
Other insurance V
Improper policy interpretation “ V
Multiple losses V “
=
f=3
-
9
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Incorrect depreciation/improper use of FRC versus ACV was a common issue e
across all perils. Improper estimate calculation was common in perils where =
structural losses occur frequently. >
E
EVALUATION - STRUCTURE
.
Issue Subissue Fire Theft Wind/Mhail CATs =
Scoping Clean vs. replace V 3
Altemative repair methods V V V
Damages not related to loss V V
Maintenance-related damages V V
Lack of estimating Improper estimate calculations
fundamentals {e.g., improper use of V V V
‘ ACCUPRO)
Incorrect depreciation/FRGC vs.
Inco v v v v
3
10
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In contents evaluation, incorrect depreciation/improper use of FRC versus
ACV was again a common issue, Most other issues were shared across fire and
theft where contents losses are frequent. Contents evaluation is not an issue for

wind /hail or CATs.

003047-030bk /sbpCH
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EVALUATION — CONTENTS

>
=
issue Subissue Fire Theft Wind/hail CATs &
) o
Inventory Accept insured's inventory sheet V V ~
without verilication
Clean vs, repair V
Lack of estimating Accept insured’s prices without V V
fundamentals verification
Liﬁle or no use of national
replacement centers V V
Incorrect depreciation/FRC vs.
ACV V “
=
.._U i

11
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Most of the issues related to subrogation were commeon across all perils.
Subrogation was more likely to be pursued in fire where losses are often

quite large.

SUBROGATION

lssue Fire Theft Wind/hail

CATs

Limited or no investigation v v’ v
Lack of identification ‘/ V V

Poor handling by NAVP V

Not pursued when recognized V V

v
v

v

[
006047-030bk/sbpCH. =3
L
oy
<>
w
o
o
=
Lo ]
—a
TE==
=
=
o
.
=
==
=1
]
e
™~
==
=
[ ]
—-a
—
Y=,
b=
-
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Our findings matched our original hypotheses about contents/replacement and <
independents. We found less use of QVPs than we expected. =
-;—J
=
CROSS-PERIL HYPOTHESES
o
=
Issue Original hypotheses What we found &
Contents/ » Segmentation of structure and * The insured routinely priced and submitted the >x
replacement contents may be the most contents inventory
programs effective handling method » Some adjusters handle both the structural and
» Replacement activity is below  contents portion of losses. It appears that this
needed levels method of handiing does not provide the best
+ Can impact severity positively  severity control
if used properly » Replacement activity is relatively low
» General lack of knowledge of available replacement
resources

* The carpet replacement evaluation process appears
to take too long
» Contents receiving secondary priority

Independents = Heavily used in field due to » Canfirmed hypothesss in a number of locations
inadequate staffing » Replaced QVPs in the adjusting force
* Major driver of cross-peril « Represent significant sconomic opportunity
opportunity * Receivs little or no Allstate supervision —
* Frequently not managed * Heavily repressnted by Pilot adjusters z
QvP « QVP negatively impacts « QVPs were not widely used in wind/hail and theft =
severity losses
+ Role of QVP may not be » Worsg a driver of opportunity in fire, mostly in the s
clearly defined in the field evaluation of large structural losses =

13
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The team identified a handful of contributing potential causes of opportunity
which consistently surfaced across perils as well as across CAT and non-CAT.
The creation of the NCMT is an effective first step in beginning to address a

number of these issues.

003047-030bk /ebpCH
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UNDERLYING CAUSES OF OPPORTUNITY

=
o
Description %
Area Non-CAT CAT -~
]
Training * Training given secondary pricrity « Training needed on policy/coverage and §
+ Little or no ongoing skill/policy training customer interaction skills —3
= Training curriculum not updated =
frequently
Skill levels * Management tenure low * No certification process to ensure we arg
* Technical and policy skills insufficient receiving skilled adjusters/staff
for both managers and claim reps
Management * In some cases, scope of management < Definition of management roles still in
timeffocus focus is too broad to be eftective development
» Focus on administrative tasks and * Varying duties at CATs sites prevent
customer interaction QCR's and file examiners from performing
+ Extremely limited time for coaching, early and frequent reinspections
reinspections, and ride alongs * Emphasis taken away from QCR function
* Reinspections primarily completed to during clean-up phase
fulfill requirements ' =

14
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UNDERLYING CAUSES OF OPPORTUNITY (CONTINUED)

Area

Description

003047-030bk/sbpCH

Non-CAT

CAT

Staffing

Calibration/
consistent
procedures

Measurements

= Resources dedicated to Auto, casualty,
and water — Homeowner's given last
priority

» Significant number of open J58s

+ Limited or no understanding of
calibration process

* There is mixed focus on key
performance measurements

» There is a "disconnect” in
communication to the front line

» Frequently do not promcte desired
behavior

» Insufficient staffing to adequatsly reinspect

adjusters

» Examiners/QCRs perform same lask
differently from site to site

» Scope and estimate components vary
within and across sites

* Level of CAT preparation varies by CSA

s Measurements of closures and pending

shifts focus from quality closures to rapid

closures

NYLO:81 9667 €1 ad
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P
The team will spend the next 3 weeks preparing for the set of field tests. o
§
: , —
=
<o
b
=
NEXT STEPS
=1
o
==
=
1 d P T &
Review an repare . e
Study assess for the Conduct Develop . Design and -
analysis and implementation | execute rofl ~—
prework current analytical debrief ackage out
analysis phase P g
o e — - T~ e
Develo
Complete Select and . 2:: : :1':::‘} :: Bt gomprephgnsive Conduct 2nd
1st-cut prepare for {process solution and pass field test
design initial field {fest implementation (transportabllity)
concepts) P
plans
Prove
Description = Identify high * Determine » Test specific Debrisf and pull  * Tast viability of transportable
impactpoints in  appropriate split process redesigns together overall solution solution can
procssses to be of test focus into in independent the numbars independent * Refine move the
redesigned 3 sites locaticns solutions into implementation numbers
» Develop = Establish key « Use first test sites comprshensive process and
requlsite criteria for site as active lab for answer package -
orgenizational selections adapting process » Develop first-cut  + Test =
support model  « Generate short changes implemantaticn transportability of =
» Define measures  list and select *+ Detarmine how transfer plan solution =
= DefineArain team  capturable the
members in opportunity is — —
rolesftest what Is .
process systematically —
intractable e
Timing 12fi8to 1/18 1211610 1118 3 months TBD TBD

16
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There are a few issues moving forward. e
=
KEY ISSUES MOVING FORWARD
=
=
=
=
« Success of project depends on team stability/continuity
« Coordination of schedules with Auto PD second look/rollout and managing “field
fatigue” ‘
» Depletion of Homeowners skilled resources through redeployment into other units
= Timing of filling existing J58s in property
=
o
17
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HOMEOWNERS CCPR PROJECT REVIEW

MANAGEMENT SKILL ASSESSMENT

CSA |TECH | TRN | ORAL |WRIT’ | ORG’ | LDR |POLICY } COMPR | TOTAL
#1 1.5 1.5 1.7 1.8 2.0 1.4 1.8 1.5 9

#2 2.2 2.3 2.5 2.3 2.3 2.5 — - 110

43 1.5 1.5 1.7 1.7 1.7 1.6 1.7 1.2 13

#4 2.2 2.4 2.2 1.8 2.2 1.8 2.0 e 8

#5 2.3 1.9 2.0 L9 - {22 2.0 2.1 — 10

46 2.5 2.3 2.1 1.9 1.9 1.8 2.2 — 19
TOTAL 1 2.1 2.0 2.0 1.9 2.0 1.8 2.0 1.3 66

SKILL LEVBEL ASSESSMENT: LEVELS 1 THRU 3
TECH-TECHNICAL SKILLS

TRN-TRAINING AND DEVELOPMENT\COACHING
ORAL-ORAL COMMUNICATION SKILLS
WRIT-WRITTEN COMMUNICATION SKILLS
LDR-LEADERSHIP SKILLS

POLICY-POLICY INTERPRETATION SKILLS
COME'R-COMPUTER (LAPTOP) UTILIZATION SKILLS

Allstate’

You're in good hands.
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DEC, 13, 1996 10:08AM
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RP ANNEX #2

Appendix A: CATs
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KEY DRIVERS OF CAT OPPORTUNITY

Issues

Description

Scoping

Estimating techniques

Timing

Coverage

« Alternative repair methods do not receive sultficient
consideration

« Roof replacement is too often standard vs. repair

« Fences writlen to replace vs. repair

« Excessive allowance for tree and debris removal

« Wiiting damage where none exists

» Inappropriate use of unit costs

« Mulitiple minimum charges on same estimate for
same or similar trades

s Lurmp sums

« Little or no verification of paid bills

» Adjusters do not immediately complete estimate
after initial scope and inspection (up to 2 weeks)
« Errors due to time and memory lapses

» Coverage analysis errors

« Multiple jossesfold damage treated as ons loss

« Tree{debris removal coverages and fimitations
misstated

003047-030_Ack /memCH
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OVERALL OPPORTUNITY IN CAT HANDLING
$ Millions

5-year average

o192

3-year average

3|69

1996 estimate actual |———===7_
TR ]139

Note: Assumes reinspeclion opportunity of 30.5% and desk review opportunity of 15.4
Source: OIS, CFR; reinspections; working team analysis

003047-030.Acb/memCH 5
o
e
o
w
o
=
=
(o]
o
=
. -
b=}
[_] Reinspections =
Desk reviews E
3+
[N ]
379
335
275
=
<«
Lo )
-3
L ]
=
o
A-2
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CAT OPPORTUNITY BY DAMAGE AREA
$ Millions; percent >
-
=
=

100% =275
52
13

11
10 =
7 | =
: L_Jﬁu_lmm=é>1== -1 __ =

Total Roofs Exterior Cther Debris interior Fence Garage  Contents w
dwelling exterior removal dwelling :
Source: QIS; reinspections
A-3

HO00000868



003017-030.Ach / memCH

Hv80-01 9661 t1 230

I8 YRNNY &Y

Appendix B: Fires

§0L0 0N

d

7l

HO00000869



003047-030.Ackh/memCH

b2

nyg0:01 9667 €1 4¢

KEY DRIVERS OF FIRE OPPORTUNITY

Issues Description

Structure evaluation « Writing unseen damages without follow up
» Focus on teplacement vs. cleaning/repair
+ Lack of understanding of skills for ACCUPRO estimaticn
« Lump sum estimates
» Paying full replacement costs instead of ACY

Contents evaluation  Minimal or no Alistate involvement in inventory of contents
s Focus on replacement vs. cleaning/repair ‘
+ Replacement cost not verified

Subrogation « Cause and origin not properly determined
« Subro potential not identified
« Poor handling by NAVP or law firm

2 YINNY d¥

POLO ON
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OPPORTUNITIES BY SIZE OF LOSS”
$ Millions; percent

100% = 20,650* $515.4 134.9
Major loss o
>$15,000 20.5%
Medium loss Y $99.5
$2,500-15,000 30.0 \ 728 (73.9%)
AN
N\
\\ y
Small loss 495 y
<$2,500 \\ 014 26.8
\ i (19.9)
8.0 8.4_(6.2)
Percentage Total dollars Opporiunity
of claims paid by dollars by
by size of loss size of loss size of loss

* Based on 7 CSA audit
Sourca: OIS, C74 Audil of CSA File Distitbution by Loss Size

003047-030.Ach fmemCH
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EVALUATION AND SUBROGATION OPPORTUNITIES BY SIZE OF LOSS
$ Millions; percent 2o
| =
100% = $1349 42.73 26.03 32.83 =
=

Major fire o

(+$15,000) 73.9% 755 81.3

95.2

Medium fire 109 AN

($2,500-15,000) 8. 19.9 \ 14.4

™ - '

Minor fire 6.2 4.6 =y =340 4.3 =
Total Evaluation Evaluation Subrogation i
opportunity of structure of contents opportunity =
by size of opportunity opporiunity =
loss ro

Sowce: CFR QIS; working team analysis
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Appendix C: Theft
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KEY DRIVERS OF THEFT OPPORTUNITY
’ et
Issues Description =
Coverage » Coverage analysis not addressed :
« Lack of investigation for additional coverage/insurance i
Evaluation of contents « Incorrect or no application of depreciation
« FRC paid prior to replacement
* Incorrect pricing
« Insured's inventory shests accepted without verification
Fraud « Lack ot fraud investigation when fraud indicators are present
{tittle evidence adjusters recognize fraud)
Subrogation « Litlle or no recognition of subro potentiat
« Oppottunity not pursusd when recognized
S
s
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OVERALL THEFT OPPORTUNITY

$ Millions; percent

100% = 185.5 42.0
$5,000+ 34
53

2,501-5,000 25 \‘\

N 25
1,001-2,500 27 Ny

S 14
100-1,000 14 o 5

Tota! paid loss Opportunity

and allocated
expenses

* Based on C074 audit of & GSAs
Sourca: CFR scan; OIS; C074 audit; working team analysis

003047-030.Ach/ memCH
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KEY DRIVERS OF WIND/HAIL OPPORTUNITY
=
=
Issues Description g
Coverage « Policy interpreted improperly ::
+ Muitiple losses covered as single loss ~>
= Coverage analysis not addressed
Scoping » Damages included in scope which were not related to loss
» Maintenance-related damages not distinguished from sudden
and accidental losses
Estimating techniques « Incorrect or no application of depreciation
, « Improper estimate calculation (including improper use of
ACCUPRQO)
S
o
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OVERALL NON-CAT WIND/HAIL OPPORTUNITY FROM CFR VS. FROM REINSPECTIONS

Overall opportunity Overall opportunity
Percent $ Miilions
CFR 23.5 32.0
|
‘ .
Reinspections } 33.7 45,9
i
L—p 43.4%
increase

Source: CFR; Fisld Reinspections; working team analysis
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WIND/HAIL OPPORTUNITY FROM CFR AND REINSPECTIONS BY PRIMARY CLAIM HANDLER*

Percent
CFA scan results
[ Reinspaction results

Paid losses handled

Percent Opportunity
: e £ 6
Allstate ; < B
49 32
: "‘ :::::- 44 " -‘:-:_::' 21
Independents =23
51 38

* Primary claim handler is defined as the person who handles the evaluation step of the claim
Source: CFR scan; Fiald Relnspections; working team analysis
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=
WIND/HAIL OPPORTUNITY BY DAMAGE AREA =

$ millions; percent
=
e
=
100% = $46MM* =
=

57
13
9
[ e |
[—B_J"MI: .
4 S sl Jemmt EETENSSS 1= g
Total Roofs  Exterior  Interior Fences  Other Debris Garage Contents b
dwelling dwslling exterior removal =
+ pased on relnspection resulls anly -
Source: DIS; reinspections; working leam analysis b
A-15
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HOMEOWNER CCPR REVIEW
DEGEMBER 19, 1996
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1/

CONFIDENTIA?,

ALLSTATE INSURANCE COMPANY

Team debrief
December 19, 1996

This report is solely for the use of client personnel.

No part of it may be circulated, quoted, or reproduced for
distribution outside the client organization without prior
written approval from McKinsey & Company.

003047-035memCH
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TODAY'S OBJECTIVES

* Summarize activities to date

* Discuss key findings
- Cat
— By peril
— Qualitative observat'ons

* Discuss potential solution components and next steps
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TODAY'S OBJECTIVES

|:> * Summarize activities to date

* Discuss key findings
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* Discuss potential solution components and next steps
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The project is making good progress to date. The team has completed the initial
field fact finding and has begun the design phase.

PRELIMINARY PROJECT APPROACH AND TIME LINE - DESIGN TEAM

Description

Timing

PRELIMINARY

Progress
to date
Develop Desi
. esign and
;r;;ialemen execute
A on roll out
solutions package

can move

+ Assemble * Reviewand * Design ¢ Conduct * Redesign * Codify results + Design
team assess surveys, additional processes * Determine approach
« Conduct existing interview analyses ~ Field-based what * Develop
high-level analyses and guides, etc. + Conduct — Focused on implementation  support
financial refine * Arrange for formal debrief, high-doflar package looks materials
analysis hypotheses logistics for establish areas like * Schedule
* Plan initial + ldentify fact finding priorities, and - Define - Non- * Train imple-
project additional fact * Train review conduct high- measures negotiable mentation
phases finding/ teams (as level design and ~— Negotiable teams (as
analysis necessary) measureme * Continue to necessary)
required nt approach develop * Execute
* Conduct tests measurement rollout
- Field-based system
- Heavy
measure-
ment focus
* Develop
staffing model
Early August Late August-  September October - December - TBD TBD T8D
early November
September
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Phase 1 of the fact-finding verified that the fire peril needs to be
included in the overall design phase, and that Cat handling is also an
important area to consider.

003047-035memCH

FIELD FACT-FINDING TEAM FOCUS

Phase 1 (9/21 to 10/7) Phase 2 (11/4 to 12/6)
Fire team Design team
* Understand impact of fire gap * Build complete CFR fact-base
process . , . * Attempt to build perspective
» Assess opportunity in{@apvs. lntgnm analysis around "qualitative” issues
nongap sites 5«% and debrief
Design team §7 > * Build broader fact-base on Cat
* Test fact-gathering tools claim opportunity
* Begin gathering CFR fact base * Get clearer perspective on Cat
for wind/hail and theft * Fire still has process, activities, and
substantial Alistate/pilot interaction
Cat scan opportunity and
¢ Take quick look at Cat process should be
* Assess potential for opportunity included in
in Cat handling overall design
* The opportunity
potential in Cat
deserves closer
scrutiny
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Each team used a number of methods to assess opportunity and the underlying

drivers.

FIELD FACT-FINDING ACTIVITIES COMPLETED

Cat team Fire team Design team
Visited

* 6 MCOs * 4 fire gap e 7 multiline MCOs

* 6 special Cat handling locations * 4 nongap sites * 9 specialty MCOs
Conducted

* 451 file reviews

* 267 reinspections

* 88 interviews (management
members, pilot members, and
adjusters)

* 31 customer interviews

e 23 shadows

¢ 190 file reviews

* 24 reinspections

» 32 interviews
{management and claim
reps)

/\) ) &
kg 5 g
— 0 j
K g
o

» 625 file reviews (325 wind/hail,
300 theft)

* 242 reinspections

e 74 interviews (management and
claim reps)

* 29 shadows
* 66 skill assessments
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TODAY'S OBJECTIVES

* Summarize activities to date

¢ Discuss key findings

—) -ocu

— By peril ‘
— Qualitative observa*ons

» Discuss potential solution components and next steps
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SUMMARY OF CAT QUANTITATIVE FINDINGS

Key findings from initial scan

003047-035memCH

Updated findings from desk reviews,
reinspections and supplements

* Opportunity was 33.2% from reinspections with a
$302 million opportunity

* Early hypothesis was that there was significant
opportunity in roofs

* 78% of the opportunity dollars was in the
process step of evaluation

» Coverage represents 22% of the opportunity
dollars

* Consistent results with a 30.5% overall
opportunity representing $275 million

» Major opportunity was quantified in roofs and
building exteriors, with lesser opportunities in
debris and fences

+ Additional reinspections showed an increase in
evaluation opportunity to 87% with estimation
practices being the major driver

* Opportunity in coverage decreased to 13%
* Wind and hail is the largest peril driver of Cat

claims paid, accounting for 42% over the last 4
years '
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Further reinspections confirm an overall opportunity of 30.5%. When applied
to the total base of Cat dollars paid in 1996, this is a potential $275 million
opportunity.

OVERALL CAT OPPORTUNITY IDENTIFICATION

Opportunity Opportunity
$ Millions Percent
Overall REI 30.5
902
REI | 29.0
Supplement
REI 43.8
Overall desk 15.4
275 =
139 Desk review 13.0
Supplement
desk review 21.9
Total loss Total Total
1996 P opportunity opportunity
REI desk reviews

Source: Field reinspections; desk reviews
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Wind and hail account for 42 percent of Cat dollars paid over the last four
years. This number increases to 63 percent if earthquakes are removed.
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CATASTROPHE PAID LOSS*

$ Millions; percent

100% = $902 million 1,135 1,050
Flood/lightning 29 43 4.8
Other 13 12.2 11.8
Water 15.8 8.8 7.9
Earthquake 12.6 33.4

40.9
Wind and hail 55.7
421
33.7
1996 3-year 4-year
average average
1994-96 1993-96

* Total property
** Team estimate
Source: QIS

Other perils** (percent)

Weight of ice and snow 25
Freezing 25
Other water causes 30
Misc. - missed coding 20
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The economic opportunity in Cat is applicable to both wind and hail (>25 percent),
although wind appears slightly higher.
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ECONOMIC OPPORTUNITY —~ WIND VS. HAIL

REls
Percent

100% = 267 reinspections

Opportunity
32.4 32.5
26.4
Wind Hail Other*
Number of 185 70 12

reinspections

* Other — all perils: wind, hail, water
Source: Field reinspections

10

HO00000893



003047-035memCH

The economic opportunity is fairly consistent across different wind and hail
sties (the two large outliers may have been affected by a small sample size of
reinspections).

ECONOMIC OPPORTUNITY BY CAT SITE

Percent
Opportunity 64.4
44.2
38.4
36.1
312 323 34.6
24.2
19.1 20.4

Location | 1 2 3 4 5 I 6 7 8 i 9 10I

Wind Hail Other
Number of 109 40 24 8 4 6 18 46 8 4
reinspections

*  QOther - ali perils; wind, hail, water

Source: Field reinspections . 11
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Roofs and exteriors account for 76 percent of opportunity dollars and 68 percent
of exceptions.

CAT OPPORTUNITY BY DAMAGE AREA AND FREQUENCY OF EXCEPTION

Percent
Total = 30.5% overall
Cat opportunity Total = 517 exceptions
Contents —
Garage _._‘151 <1E1£
Fence 6 | . 9
Interior dwelling y AR
Debris removai 9 I R 10
Other exterior I 10
................................. 8
Exterior damage 13
28
Roof 52
34
Opportunity by damage area Frequency
Source: Combined field reinspection 12
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Capturing the Wind Cat opportunity may involve more damage areas than hail,
which is driven almost entirely by roofs and exteriors.

OPPORTUNITY DOLLARS BY TYPE OF PROPERTY DAMAGE

Percent

Garage

Fence 0.6 5.7 1.0 25
Interior 7.0

Debris 108 21.9

* Roof damage accounts
for almost 3/4 of hail
25.6 damage opportunity
' * Debris removal is not
an issue in Hail
* Wind Cats involve
more damage areas
720 such as fence, debris,
and interiors

Exterior dwelling

Roof 48.2

Wind Hail

Source: Field reinspections of 2 wind and 2 hail sites

13
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The opportunity in Cat is predominantly in the evaluation process step with
some opportunity also in coverage.

CAT OPPORTUNITY BY PROCESS STEPS
Percent; $ millions

Mitigation Subrogation

Reinspections

Opportunity 0 34 ' uﬂa 241 v vﬂ'M 275
($ millions)
Opportunity (%) O 3.8 A u‘\\(& 26.7 {\/ﬂw 30.5

14
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The drivers of opportunity in evaluation revolve mostly around technical
estimating skills.

=2 Technical

DRIVERS OF OPPORTUNITY IN EVALUATION
estimating
Percent skills

100% = $241 million Examples

Alternative method

* Replaced spot-damaged roof
of repair and repair P P g

*» Two roof slopes replaced instead of one

vs. replace * Fence could have been repaired instead of replaced

* Paid for nonexistent damage — nail marks and weathering
No damage * Replaced undamaged gutters

* Incorrect measurements for siding replacement
Measurement 8

* Paid for total debris removal of tree bill instead of only to remove from

Debris.removal damaged property

* Depreciation not taken for roof replacement

Depreciation 7

ial * Paid for upgrade on roofing material
Material cost 6 * Wrong pricing on siding and gutters

* Paid OH+P when not due

Other exceptions

14

15

Source: Field reinspections
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The primary issue in coverage is when old damage is covered.

DRIVERS OF OPPORTUNITY IN COVERAGE

Percent

100% = $34 million

Examples

*» Paid for roof with old hail damage
56 * Paid for fences that were rotted and deteriorated
* Paid for prior water damages to carpet

Old damage
Coverage

application

ACV vs. FRC 7
Deductible 7
Multiple losses 7

Source: Combined reinspections

* Paid for fogged thermopane windows

* Paid for tree debris removal when covered property was
23 not damaged
* Paid for nonowned property (fence belonging to school)

* FRC was paid on a jungle gym

* Lump sum temporary repairs paid to cover deductible

* Paid for minor roof repair to home, but also paid for
$10,000 bathroom and interior remodel on same claim

16
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TODAY'S OBJECTIVES

* Summarize activities to date

» Discuss key findings
~ Cat

|:> - By peril

— Qualitative observations

* Discuss potential solution components and next steps

17
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SUMMARY OF NON-CAT QUANTITATIVE FINDINGS

003047-035memCH

18

Area Key findings presented in last review Additional findings based on larger CFR base
Theft * Total opportunity $42 million * Total opportunity unchanged
* Claims over $2,500 represent 75% of opportunity * Finding essentially unchanged — number has
moved slightly to 78%
* Largest opportunity areas are evaluation, fraud, and  * Finding unchanged
coverage * No significant difference in opportunity for specialty
and multiline MCQs
Wind/hail * Total opportunity $39 million * Opportunity now estimated at $32 million with most
of the revisions in coverage and evaluation
* Reinspection indicated potential $65 million * Reinspection indicated opportunity of $46 million
opportunity
« Substantial opportunity for both Alistate (23%) and * Finding unchanged, though opportunity numbers
independent adjusters (24%) have moved slightly to 26% for Allstate and 21% for
independents
+ Largest opportunity areas are coverage and * Finding unchanged
evaluation * 57% of the reinspection opportunity is in roofs
» Significant opportunity in both specialty and
multiline organizations
Fire * Overall opportunity $135 million * Additional CFRs and reinspections not conducted
* 3/4 of overall opportunity is in fires larger than
$15,000 (major fires)
* By process steps, evaluation (structure and contents)
and subrogation drive 75% of the overall opportunity
Source: CFRs and reinspections; team analysis
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Closed file reviews indicate an opportunity of $42 million and $32 million in theft
and wind /hail respectively, with 78 percent of the theft opportunity being in
claims over $2500.

OVERALL NON-CAT WIND/HAIL AND THEFT OPPORTUNITY
$ Millions; percent

100% =
$5,000+
2,501-5,000

1,001-2,500

100-1,000

Theft
185.5 42.0
34
52.9
25
25.5
27
13.7
14 7.8
Total paid loss Opportunity

Source: CFRs;

and allocated
expenses

l 22.7% opportunity i

Team analysis

100% =

$2,501+

1,501-2,500

751-1,500

100-750

Wind/hail (non-Cat)

136.1 32.0
42 49.6
26
23.2
19
18.8
13 Y
Total paid loss Opportunity

and allocated
expenses

I 23.5% opportunity E

19
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CFRs indicate an opportunity of $135 million in fire claims, with the bulk of the

opportunity in large fires.
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FIRE OPPORTUNITY BY SIZE OF LOSS*

Percent
100% = 20,650" claims $515.4 million $134.9 million
Major loss
>$15,000 20.5%
Medium loss L $99.5
$2,500-15,000 30.0 Y 72.6 (73.9%)
Small loss 495
<$2,500 014 26.8
) (19.9)
6.0 84 (6.2) |
Number of Total dollars Opportunity
claims by paid by dollars by
size of loss size of loss size of loss

* Based on 7 CSA audit
Source: OIS, C74 Audit of CSA File Distribution by Loss Size

20
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Wind/hail reinspections indicate that the opportunity could be 44 percent
higher than indicated by closed file reviews.

OVERALL NON-CAT WIND/HAIL OPPORTUNITY FROM CFR VS. FROM REINSPECTIONS

Overall opportunity Overall opportunity
Percent $ Millions
CFR 23.5 32.0
Reinspections : 33.7 45.9
]
I
L— 43.4%
increase

Note: Previous increase was 71%
Source: CFR; Field Reinspections; working team analysis

21
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Although there is variability, significant opportunity exists across all MCOs.
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OPPORTUNITY ACROSS SITES

Percent

Wind/hail CFRs

MCO 2
MCO 8
MCO 5
MCO 6
MCO 4
MCO 13
MCO 3
MCO 14
MCO 9
MCO 1
MCO 11
MCO 7
MCO 12
MCO 10
Overali

133
[ 29
o8
[ 127
[ 25
122
121
119
119
[ 114
113
112

[ 124

[ Ja42
137

Wind/hail reinspections

[ se
129

|73

|31
136
]40

|63

|24

|74

- 115
- ]20

| P

|38
113

134

Source: CFRs and field reinspections; working team analysis

Theft CFRs

[ a0
111

[ 29

[ 115
119
121
112
150
[ o7
[ 133
137
119

[ ]26
[ ]24
|23

Fire gap sites

Fire CFRs

7] 22
24
130

26

22
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Both multiline and specialty MCOs present significant opportunity.
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OPPORTUNITY IN MULTILINE AND SPECIALTY MCOs

Percent
Theft claims
25
21
Multiline Specialty
Wind/hail claims
29
22
Multiline Specialty

Source: CFRs; team analysis

Both perils
24 03
Multiline Specialty

23
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Roofs only account for a third of the exceptions found, but nearly 60 percent of
the opportunity.
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WIND/HAIL OPPORTUNITY BY DAMAGE AREA*
$ Millions; percent

100% = $46 million 376 exceptions
Contents —
Garage ——— 1=»5 : 2=
Debris removed go T — — —82
Other exterior 6 | S
ot e S 7
Interior dwelling 9 | 8
Exterior dwelling 13 21
18
Roofs 57
34
Value of Frequency of
opportunity exceptions

" Based on reinspection results only
Source: Reinspections; working team analysis

24
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CFRs and reinspections both indicate similar opportunities in wind/hail for
Allstate and independent adjusters.

WIND/HAIL OPPORTUNITY FROM CFR AND REINSPECTIONS BY PRIMARY CLAIM HANDLER*

Percent
CFR scan results

|:| Reinspection results

Paid losses handied
Percent Opportunity

Allstate

Independents

Primary claim handler is defined as the person who handles the evaluation step of the ciaim
Source: CFR scan; Field Reinspections; working team analysis

25
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Specifically in roofs, reinspections showed that independent adjusters accounted

for over 60 percent of the opportunity although handling just a third of
claims.

the
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ROOF OPPORTUNITY BY METHOD OF INSPECTION
Percent

Total opportunity in wind/hail

T T T T T T T 7

100% = $46 million T ;

- |

32.0 :

Allstate 58.0 |

Other :
opportunity |
I

57 | Roof |

opportunity | 61.0 :

Independent 36.0 |

I

S~ |

T~a QVP 58 7.0 l

T~a - Method of Share of :

S~ inspection opportunity I

\\\\ |

~ |

Source: Field reinspections

S —— — — s — i . — — s it svaran

26
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The evaluation process step accounts for the largest component of opportunity
across all three perils.

OPPORTUNITY BY PROCESS STEP

g:ésll:er Coverage Fraud Evaluation ) Subrogation
Theft
* $ Millions 9.4 10.4 16.1 6.1 42.0
* Percent 5.1 5.6 8.7 3.3 22.7
Wind/hail
Non-Cat
* $ Millions 9.0 0.1 21.2 1.0 32.0
* Percent 6.6 0.1 16.1 0.7 23.5
Fire
* $ Millions 11.3 3.7 0 87.1*" 32.8 134.9
* Percent 2.2 0.7 0 16.9 6.4 26.2

* Mitigation, negotiation and salvage recovery
** Ewvaluation of structure, structure cleaning, carpet, contents cleaning, contents, and ALE
Source: CFR scan; OIS; working team analysis

27

HO000009810



003047-035memCH

The primary driver of both theft and wind /hail coverage opportunity is failure
to analyze coverage.

COVERAGE OPPORTUNITY

Peril Key drivers/issues Description/example

Theft » Coverage analysis not addressed * Coverage issues ignored (e.g., single female living
alone reports 3-4 men's suits were stolen from her
house, no attempt to verify ownership)

* Paid for dwelling loss with no indication of damage

 Other insurance * Lack of investigation for additional coverage
Wind/hail » Coverage analysis not addressed ¢ All damages covered
* No consideration of coverage issues
* Improper policy interpretation * Policy settlement options not properly applied (e.g.,
$2,500 FRC option)

» Misapplication of sudden and accidental (e.qg., roof
leaked various times, damaging drywall; interior loss
covered, despite not being sudden and accidental)

* Loss not reported promptly, but covered

* Exclusions and conditions (e.g., insured's obligation
to protect property) often not applied

* Multiple losses * Roof damaged by various hailstorms; all losses

covered under same claim

Source: CFRs and reinspections; team analysis

28
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Fraud opportunity is driven by failure to investigate when fraud indicators
exist in a file.

FRAUD OPPORTUNITY

Peril Key drivers/issues Description/example

Theft » Lack of fraud investigation when  « Little evidence that adjusters recognized fraud
fraud indicators are present indicators

*» Theft specialists often not supported by
management when referring file to SIU (e.g., on one
occasion when fraud indicators were present, the
UCM told the claims adjuster that the SIU was too
busy for new transfers)

+ SIU guidelines discourage transfer of files

* SIU guidelines inconsistent across CSAs

Source: CFRs and reinspections; team analysis

29
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Incorrect or no application of depreciation and poor repair vs. replace decisions
drive opportunity in thefts, wind /hail, and fire (structure). In fire (contents)
opportunity is driven by poor Allstate involvement in inventory of contents,
and focus on replacement instead of cleaning or repair.

EVALUATION OPPORTUNITY

Peril

Key drivers/issues

Description/example

Theft — contents »

Wind/hail — .
structure
Fire .

Incorrect or no application of depreciation
Incorrect pricing

No investigation

Incorrect or no application of depreciation

Damages not related to loss

Maintenance-related damages/repair

Improper estimate calculation (including
improper use of ACCUPRO)

Multiple losses not identified

Structure evaluation

Contents evaluation

Source: CFRs and reinspections; team analysis

No depreciation applied to 5-year-old microwave

Insured's inventory sheet price accepted without verification

Claim rep made payment of $3,000 1 week after initial contact. There was no
evidence of investigation in the file diary

15-year-old roof depreciated only 10%

" Tree foll on 1 side of house; damage on other side of house included in estimate and

payment

Roof replaced because it is worn out

Incorrect/improper appiication of labor rate, overhead and profit, etc.
Addition errors

Most adjusters inadequately trained to use ACCUPRO correctly

Adjuster retyped contractor estimate directly into ACCUPRO, causing double
counting of labor, overhead, and profit

Inconsistent pricing/application of minimum charges

Writing unseen damages without follow-up

Focus on replacement vs. cleaning or repair

Lack of understanding of ACCUPRO for estimation
Lump sum estimate

Paying FRC vs. ACV

Minimal or no Allstate involvement in inventory of contents

= Focus on replacement vs. cleaning or repairs

Replacement cost nct verified 30
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CFRs show that depreciation and inventory/pricing drive theft opportunity
while scoping/estimation and FRC vs. ACV drive wind /hail opportunity.

DISTRIBUTION OF EVALUATION OPPORTUNITY

Percent
Theft contents Wind/hail structure
Percent Percent
Inventory 15 Scoping 29
Pricing 3
Estimation 32
FRC vs. ACV 10
FRC vs. ACV 31
Depreciation 36
Source: CFRs; team analysis 31
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In theft, subrogation opportunity is driven by the failure to recognize and
pursue potential. In fire, inadequate investigation prevents subrogation from
taking place.

SUBROGATION OPPORTUNITY

$ Millions

Peril

Key drivers/issues

Description/example

Theft

Fire

Source: CFRs and reinspections; team analysis

* Lack of recognition

e Opportunities not
pursued

* Lack of investigation

» Diary occasionally stated that there was not subro opportunity even
though claim rep had not spoken to insured

*» Subro template checked off without actually examining subro
potential

* In interviews, claim reps admitted they ignore subro opportunity
because they do not have time to pursue it
* No follow-up/investigation of potential perpetrators, e.g.,
~—Moving company "stole" items, no one followed up with moving
company -
—Diary stated that suspects were caught and convicted, but adjuster
made no attempt to follow up with police or courts
« Difficulties in recovery -
— Perpetrator in jail or has no money
— Slow restitution ($16/month on a $2,000 claim)

_‘ [
« Limited C&O fvestigatdr® * OLegin
—Reliance on adjuster's best call

—Lack of photos and statements which aq_d_\ﬁh.l.&——?.
—Minimal use and understanding of C&QO'reports and fire/official
reports
* Poor handling of investigation by NAVP and law firm, e.g.,

—Sofa caught fire and C&O just stated "Sofa caught fire" — no cause
listed; also insured did not live in house and law firm wrote off

32
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TODAY'S OBJECTIVES

e Summarize activities to date

* Discuss key findings
— Cat
— By peril

:> — Qualitative observations

* Discuss potential solution components and next steps

003047-035memCH
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SUMMARY OF QUALITATIVE FINDINGS

* As aresult of Allstate measurements and incentives, adjusters believe they
have 2 main objectives: close claims rapidly and minimize customer service
complaints. These objectives do not promote desired behavior

* Beyond measurements and incentives, we observed a number of themes that
consistently prevented staff and management from obtaining optimum quality
control and customer service for both Cat and non-Cat

* In addition, we observed organizational best practices in some non-Cat MCOs

34
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PRIMARY ADJUSTER OBJECTIVES

Cat Non-Cat

* |don't know what we're measured + We are measured on everything.
on, but | think what's important is But | focus on reaching my customer
closures and avoiding customer satisfaction goals because that's
complaints what managers focus on and it

—Alistate  affects how big my raise is

We asked Cat and

non-Cat personnel * Alistate is putting an emphasis on * |t seems like all we ever hear is

: quantity of closures and not close claims quickly
gzz ggzgs?ﬁlﬂned necessarily the quality '
operation ~Pilot

* What Alistate wants from me is
closures and no complaints. Neither
Alistate not Pilot will put up with
customer cocmplaints

—Pilot

35

HO00000918



The focus on closing claims quickly and minimizing customer complaints
frequently drives suboptimal behavior. :
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BEHAVIOR DRIVEN BY OBJECTIVES

Cat

Non-Cat

Objectives Rationale

Outcome

Rationale

Outcome

Close claim quickly « Paid per claim
* Economic benefit for
return visit is limited
* Performance
— Pending

- Closures

Minimize customer e Fired after 2-3 customer
service complaints complaints
. * Encouraged to pay
questionable claims if
customer disputes
e Complaints slow down
production

* Do not negotiate
alternative methods of
repair/ vendor prices

* Stockpile scopes

* Do not call insured to
explain estimates

* Do not settle on site

* Pay for unseen damage

* Use contractor estimates
in place of their own

* Find ways to pay claims to
avoid confrontation

* Pay for items that caused
past complaints

* Measured on production e
goals

* Pending tracked weekly

* Failure to meet production
goals could affect
compensation

Do not investigate (e.g.,
price, loss facts,
coverage)

Failure to negotiate
alternative repair methods

* Do not pursue subro

» Use contractor prices

instead of their own

* Do not settle on site
* Closure drives

¢ [CSS resuits/formal .

complaints affect

compensation .

* Management overrides
claim rep decisions

* Adjusters unprepared to
deal with confrontation
(e.g., explaining CWPs)

Find ways to pay claims to
avoid confrontation

Pay for items that caused
past complaints

36
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In addition, we observed a number of other consistent themes which impair

adjusters’ ability to consistently handle claims properly.

KEY THEMES OBSERVED IN THE FIELD

Cat

Non-Cat

* Roles different at each cat site

* Varying duties at cat sites prevent QCRs
and file examiners from performing early
and frequent reinspections

e Emphasis taken away from QCR
function during clean-up phase

* QCR reviews not always shared with file
examiners

* Reinspections primarily completed to
fulfill requirements

Management
time/focus

* Untrained in policy/coverage and
customer interaction skills

« Examiners and QCRs perform same
task differently from site to site

* Scope and estimate components vary
within Cat sites

* Level of Cat preparation varies by CSA

Training/
calibration

Skill levels * Certification process in development (for

Pilot and NCMT)

* Some managers responsible for muitiple
perils and disciplines

* Focus on administrative tasks and
customer interaction

* Extremely limited time for coaching,
reinspections, and ride-alongs

* Reinspections primarily completed to
fulfill requirements

* Limited understanding of calibration
process

* Training given secondary priority

* Little ongoing skill/policy training

* Training curriculum not updated
frequently

* Limited reinspection feedback

* Management tenure low

* Technical and policy skills insufficient;
leadership skills lacking in management
staff

37
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KEY THEMES OBSERVED IN THE FIELD (CONTINUED)

Cat

003047-035memCH

Non-Cat

* Insufficient staffing to adequately

Staffing
: reinspect adjusters

* Agents unable to communicate new
procedures to customers to set
expectations

* Agents receive break command via
Alstar that interrupts normal business

Communication

* Sites have inconsistent or outdated
plans

e Critical information unavailable or
outdated (e.g., policies, price guides,
state regulations)

Site preparation

* Resources dedicated to auto, casualty,
and water — Homeowners given last
priority

* Significant number of open J58s

* Importance of performance
measurements not clearly
communicated to the front line

* Quarterly reviews often not happening

+ Clerical resources shared with other
disciplines

* Equipment difficult to obtain/get
approved (e.g. lap top computers, cell
phones)

38
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We also identified organizational best practices which addressed some of the
barriers to proper claim handling.

NON-CAT ORGANIZATIONAL FINDINGS

Summary

Best practices

Outcomes

¢ 2 types of MCO structures
— Multiline
— Specialty

Variations of multiline

MCOs include

-~ Specialization units for
homeowners

— Allstate claim reps limited
to handling fire and water

- Independents handle all
wind/hail

* Variations of specialty
MCOs include
— Inside/outside
units/adjusters
— Resident adjusters
~ Centralization
— Specialization by peril

* Qutside managers
dedicated to field activities
with limited inside
responsibilities

* Inside managers with
specialized inside units

* Inside and outside adjuster
assigned to each claim

* Dedicate property clerical
resources

* Outside UCMs focus on
coaching and reinspections

* Wind/hail economic
opportunity 50% lower than
average

* Theft opportunity 62% lower
than average

* Outside adjusters able to
inspect greater number of
losses

* Inside adjuster able to
answer customer inquiries,
pursue subro

* Clerical activities shifted to

processors; adjusters free
to focus on claims
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TODAY'S OBJECTIVES

* Summarize activities to date

* Discuss key findings
— Cat
—~ By peril
— Qualitative observations

|:> * Discuss potential solution components and next steps

40
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be

In order to capture the opportunity, the solution needs to‘comprised of two
important elements - the specific new processes which directly alter front-line
activities, and some underlying support elements which drive the behavioral
change.

POTENTIAL SOLUTION COMPONENTS

Opportunity

o * Peril & cross-peril specific processes
Specific processes designed to capture opportunity

+ Environmental/cultural changes
Support structure required to ensure specific
processes remain in place and
are effective

41
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Three broad process solutions (roofs / exterior dwelling, contents, and vendor
management) and two narrower solution (cause and origin, scoping) address a
large proportion of the potential opportunity. The major support issues cut
across perils and Cat.

003047-035memCH

SUMMARY OF POTENTIAL SOLUTIONS

Non-Cat
Fire Theft Wind/hail Cat
Specific * Contents * Contents * Roofs/exterior * Roofs/exterior
process * Vendor/ ‘ dwelling dwelling
independent * Vendor/ » Vendotr/
management independent independent
+ Cause and origin management management
* Scoping '
Percent of T75% 88 70 77
opportunity
Dollar $104 million 37 32" 119*
opportunity
Support » Skill levels —
structures * Measurements >
» Management >
time/focus
» Staffing -
* Training g
* Incentives .

* Based on reinspection opportunity
**  Since wind/hail opporlunity constitules 56% of total Cat opportunity
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The process areas identified have a small number of discrete issues which need /\
to be addressed to capture the opportunity. /i

KEY PROCESS IMPROVEMENT AREAS

Process areas Issues to address

Roofs, exterior dwelling * Recognition of sudden and accidental damages vs. no, prior, old, or
maintenance related damages
* Lack of knowledge of altemative repair methods
* Willingness to present insured with ACV
* Subrogation not addressed

Contents * Minimum or no Alistate involvement in inventory of contents
» Lack of replacement cost verification
* Paying FRC upfront or inadequate depreciation taken

Predominantly fire * Replace vs. clean/repair

Predominantly theft * Lack of proper investigation
* Failure to recognize intemnal policy limits
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AN

KEY PROCESS IMPROVEMENT AREAS (CONTINUED)

Process areas

Issues to address

Vendor management

Predominantly pilot/
independents

Predominantly QVP

Cause & origin (fire only)

Scoping/estimation by
structural adjusters (Fire only)

* No calibration on the requirements to be a vendor
* No calibration for the expectation of performance standards by the

vendor Limite.
. /(e:s;ements in place to track vendor performance
* Lack of on-going management involvement to address performance

gaps
* Inappropriate incentive/compensation structure (quantity vs. quality)

* Proper timing of cleaning/mitigation vendors
* Lump sum bids

* Lack of proper skill set to determine and /or analyze C&0O
* Tiniely photos and statements which add value

* Ability to synthesize C&0O and take next steps

* Timely POL and subro receipt

¢ Clean vs. replace
—~Timing
—Lack of alt. repair methods
* No follow up inspections
—Supplemental inspections
—Release FRC
* Understanding of ACCUPRO
~Overlap
-LKQ
* Lump sum bids
—No competitive bids
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While different to some degree, the underlying issues and what needs to be
done to address them are quite similar across non-Cat and Cat.

003047-035memCH

ADDRESSING THE UNDERLYING ISSUES

Area Non-Cat Cat

Skill levels * What basic skill levels do we need? » What should adjuster skill assessment
—~Technical? look like? (e.g., peril, major/minor,
~Policy? coverage)

—Management vs. nonmanagement?

— Negotiation/vendor relations?

—Customer interaction/ interpersonal?
* How can roles be redefined to better

leverage the limited skill base?

Staffing/organization + What should the homeowners staffing

model look like?
* How do we appropriately prioritize
homeowners vs. auto casualty?

* How do we attract quality applicants to

fill open positions?

Training
meet our needs? Focus on critical
issues?

* How do we ensure training is given the

right priority?
* How do we ensure ongoing skill
training?

* Does the current training curriculum

* How should ongoing NCMT skill
assessment be designed?

* What might a Cat staffing model look
like?
~ Cat type
—Claim volume
~ All positions (adjuster, QCR, suppott)
* What NCMT staffing level is
appropriate?
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ADDRESSING THE UNDERLYING ISSUES

003047-035memCH

Area Non-Cat Cat
Management * What should be the specific roles of  « How should Cat roles be defined?
role/focus various management positions? » What should the role of the NCMT be

* How can we change management
focus to become more effective?

in management of pilot adjusters?
* How do we drive consistent execution

— Coaching? of management and oversight
— Reinspections? activities?
— Ride-alongs?
Measurement * What behaviors do we want >

measuremerits to drive?

* What are the 2-3 key measures that
will drive desired behaviors?

* What processes are needed to 1>

capture and sustain performance?
(e.g., communication)

Calibration/consistent * How do we make calibration a
procedures well-understood and effective tool in
driving performance?

* What defines a successful Cat?

[

* How do we drive consistent execution
of processes across all Cat sites?

Incentives * How do we compensate to encourage _______

appropriate behavior?
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The team will spend the next 10 weeks preparing for the set of field tests.

NEXT STEPS
Review and Prepare .
Study assess for the E::Id:ic; and ::l‘:vrelr:t';ntation gfzéﬂ?ea;?l
prework current analytical d br)i,ef agka e out
analysis phase e P 9
—_— - ~—
——— - = -
— - ~~ —~
Develo
Complete Select and g::: ;;::J ::st comprephensive Conduct 2nd
1st-cut prepare for (process solution and pass field test
design initial field test conce implementation (transportability)
Pts) plans
Prove Prove
Description « Identify high + Determine » Test specific solutions Debrief and pull  « Test viability of transportable
‘ impagct points in appropriate split process redesigns < can move together overall solution solution can
processas to be of test focus into in independent the numbers independent * Refine move the
redesigned 3 sites locations solutions into implementation numbers
* Develop » Establish key * Use first test sites comprehensive process and
requisite criteria for site as active lab for answer package
organizational selections adapting process Develop first-cut  + Test
support model * Generate short changes implementation transportability of
* Define measures  list and select * Determine how transfer plan solution
» Defineftrainteam  capturable the
members in opportunity is —
roles/test what is
process systematically
intractable
Timing 4-8 weeks 3 months T8BD TBD
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OVERALL OPPORTUNITY BY PROCESS STEP

Evaluation
Mitigation Fraud (cleaning Negotiation Salvage

and ALE)
Cat
$ millions 0 0 0 0 0 275.1
Percent 0 0 0 0 0 30.5
Fire
$ millions 5.1 0 14.4 3.1 3.1 134.8
Percent 1.0 0 2.8 0.6 0.6 26.2
Thett
$ millions 0 10.4 0 0 0 42.0
Percent) 0 5.6 0 0 0 22.7
Wind/hail
(noncat)
$ millions 0 0.1 0 0 0 32.0
Percent 0 0.1 0 0 0 23.5
Overall
$ millions 5.1 10.5 14,4 3.1 3.1 483.9
Percent 03 0.6 0.8 0.2 0.2 27.8 .

Source: CFR; reinspections; OIS; C074 audit; waorking team analysis
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TOTAL CAT NOTICE COUNT AND GROSS DOLLARS PAID 1993-96

Notice count

003047-035AjhdCH

Thousands
256
232
146
122 118
105 102
90 91 84
64

47
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Gross dollars 384 356 438 373 198 322 295 296 248 285 255 157

paid

$ Millions

* December 1996 not included
Source: OIS
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CAT WIND AND HAIL NOTICE COUNTS AND GROSS DOLLARS PAID 1993-96

Notice count

003047-035AjhdCH

Thousands
154
111
90 90
77 77
65 67
48 48 41
33
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Gross dollars 178 141 144 197 195 195 120 122 106 136 101 47*
paid
$ Millions

* December 1996 not included
Source: OIS
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RESULTS OF ACTIVITY TRACKING — NON-CAT SITES

Average time

spent

Designation Activity Percent
Claim Representative (inside) Customer calls 15

Lunch and breaks 15

Diary input 13

File reviews 12

File, letter typing, and PEC input 10

Work conversations

Inquiry calls

Other 20
Claim Representative (field) Drive time 41

Scoping and evaluation 18

Phone calls to customers and voice mail 13

Lunch and breaks

Customer contact at loss site

ACCUPRO input

Other 10
Source: Activity fracking reports 4
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RESULTS OF ACTIVITY TRACKING (CONTINUED) Average time

spent

Designation Activity Percent

Managers (mainly UCMs) Communication with claim reps 12
Lunch and breaks 11
Other 1
Staff meetings with other managers g*
Mail 9
File reviews 6
List review 6
Complaint handling 5
Home office meetings 4
Agent calls 3
E-mail 3
Inquiry calls 3
Administrative 3
Moving office equipment 2
Personal calls/social conversations 2
Subro investigation 2
Other 11

" This number is an underestimate since the team often observed managers on meetings (both in office and external) that were
not tracked explicitly 5

Source: Activity tracking reports
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SKILL ASSESSMENT LEVEL DEFINITION

Level 1 A basic understanding of the skill category — includes being able to

Methodology explain the skill to others

Team leaders sat with

CPS andfor MCMto | -6V€!2
jointly assess skill
levels for homeowner
managers within the
CSA

A functional knowledge of the skill category - includes having the
ability to teach others

Level 3  An expert knowledge of the skill category; would be considered an
organizational resource in the application of the theories and
techniques in the skill category
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HOMEOWNERS PROJECT REVIEW - MANAGEMENT SKILL ASSESSMENT*

CSA 1

CSA 2

CSA3

CSA 4
CSA 5

CSA 6

Technical

Training

Written

Organization Leadership Policy

003047-035AjhdCH

Computer

/ Deficient skili level

== Not evaluated

v

v

v

v

v

v

v

v v v v v v v
v v -

v v -

v —

* Includes UCM and PCM lavel

Source:

Skill assessment forms
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Auto CCPR New Approach

Allstate Brand - P-CCSO

Discussion Topics
« Elements of New Approach

+ California Qutcomes
- Learnings and solutions
- Transition to Front Line
- Results

 Florida Strategy
- Approach

« Preliminary Implementation Strategy
- Country wide support

- Segment-specific implementation

« Decision Tool

BRAND MEETING
April 18, 1997
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Alistate Brand - P-CCSO

Auto CCPR New Approach

CCPR Process

Supporting solution

ELEMENTS OF NEW APPROACH

BRAND MEETING
April 18, 1997

Damages

« Estimating Accuracy Requirement

Segmentation

« Comparative negligence

New UCM Role

» Total Loss  Matrices

« Service Calls  Contacts
MOS/MOI

Performance management Rigor and Discipline
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BRAND MEETING
April 18, 1997

Alistate Brand - P-CCSO

Auto CCPR New Approach Southern California learnings November 1996 - February 1997
Processes as designed are effective, supporting solutions to include infrastructure are necessary

Learnings Solutions
Original implementation was oo focused upon » Ensure that Front Line understand exactly how the new processes work
“what to do” (not how to do it) » Develop job aids
- MCO monthly meetings

- Weekly calibration; role plays
- Weekly Auto Tech team sessions

« Redesign UCM role to be proactive - new job
- One-on-one coaching
- Teaching/training at desk/car
- Process focused
- Model new behavior
- Understanding of reports
- Institute regular figure review meetings

UCMs operated in a reactive manner engaging
in minimal coaching or training

+ Redesign performance management system to support CCPR processes
- Develop MRs/PSs by position
- Set effective goals by CSA, MCO and position

Performance management system did not
reflect new processes

Physical Damage assignment process needed « Create dispatch workshop
refinement « Develop directed MOS/MOI strategy
Original Auto CCPR implementation had little « Institute comp. neg. training module
impact on liability assessment and application « Test “second look™ process

» Redesign AFR

« Ensure weekly round table discussion and role plays
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BRAND MEETING
April 18, 1997

Auto CCPR New Approach

TRANSITION TO FRONT LINE

Critical levers driving

success of Auto CCPR . . g
Ongoing priorities

Estimating accuracy « DE reinspections
requirements « UCM ride-alongs/coaching Calibration
« ACPS validation of accuracy
Goal: To gain and sustain « UCM file re;'iews _ :
significant competitive | Liability accuracy « UCM sit-alongs/coaching Calibration
advantage by achieving 10 requirements « ACPS validation of accuracy
point improvement in —
customer satisfaction and 7 « DE reinspections
pcn.nt severlty‘ improvement « UCM reinspections and ' Calibration
while enhancing employee Total loss accuracy sit-alongs/coaching
relationships «ACPS validation of accuracy
Custf.)mer service « UCM ride—alongs/sit-alongs/coaching
requirements « Monitoring of customer service drivers (via C199)

« ACPS validation of process compliance
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COMPARISON OF AUTO PD PERFORMANCE
[—__] Country wide

Percent
[ Scuthern California

1 month {March) 1997 vs. 1996

8.8

7.2

-0.7
PD Collision | Comprehensive

Source; OIS

HO00000944



<l

Allstate Brand — P-CCSO

COMPARISON OF AUTO PD PERFORMANCE
Percent

1 month (March) 1997 vs. 1996

B.8

PD Collision Comprehensive

Source: OIS

[ Country wide

_ Southern California

3 month mover 1997 vs. 1995

7.8

9.7
] 8.9
0.7
-3.8
PD Collision Comprehensive
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COLLISION SEVERITY TRENDS
Percent severity growth indexed to 1988

160

v Industry

\
\
!

150
7 Allstate

140}

L

130

120

T

110

| ] 4

100 ] ] ] | 1 ]
88 89 90 91 92 93 94 95 -96Q1 96Q2 96Q3

Source: Fast frack
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BRAND MEETING
April 18, 1997

Auto CCPR New Approach

FLORIDA STRATEGY MARCH-JULY ‘97

Mission: To utilize our learnings from Southern California to design an effective
implementation strategy for the rest of the country

« Create a showcase for Auto CCPR success

. Ascertain ability to transfer knowledge in multiple segments in stable and
unistable environments

« Drive results through new performance management system

« Create winning team culture

« Enhanced PRO integrated into CCPR solution
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BRAND MEETING
April 18, 1997

Auto CCPR New Approach

Preliminary Countrywide Implementation Strategy

+ Release Auto CCPR support processes
prior to New Approach implementation

- Performance Management
- MOS/ MOI
- New UCM Role

- Miscellaneous job aids
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Auto CCPR New Approach

Preliminary Countrywide Implementation Strategy

« Develop Segment Specific Implementation
« Triage CSAs

- Implementation Vs. nonimplemented

- Percent economic opportunity

- Staffing status (hiring completed, experience
levels, culture, skill)

- Geography
+ Design CSA specific implementation approach

« Build timeline and estimate potential economic
impact

BRAND MEETING
April 18, 1997
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HONDA CIVIC 1992-95 — ADJUSTER COMPARISON FOR DRIVE-IN

Average estimate amount in dollars

1,666
1,607
1,291
268 a70
750 771
499
Adjuster A B C D E G H
Number of 7 € 8 Q 11 ] 5

estimates

*  Adjusters with less
Source: ADP damage data for Oct-Nov 1996 in Southern California CSA

CSA
average
= 1,058

than 5 estimates on Honda Civic were not shown, 134 total Honda Civic drlve-in sstimates

Current status

« Organizing team to
conduct test

+ Developing
manual decision
tool for test

« Selacting test sites
In Florida

« Begin testing in

May
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Homeowner CCPR

FIRE

WIND/HAIL

THEFT/CONTENTS

Allstate Brand - P-CCSO BRAND MEETING

April 18, 1997

FACT BASE
® 36 MCOs

® 1225 file reviews

® 533 re-inspections

KEY FINDINGS BY PERIL

26.2% ($135 million) opportunity
¢ Opportunity concentrated in structure/contents evaluation

and subro ($120 million)

23.5% ($32 million)) opportunity non-Cat

30.5% ($154 million) opportunity Cat
Largest area of opportunity is in evaluation of roof damage

($18 million non-Cat and $80 million Cat)

22.7% ($42 million) opportunity
Opportunity driven by coverage identification, loss investigation/evaluation

HOO00000951



BRAND MEETING

L1 e April 18, 1997
| _
Homeowner CCPR
DESIGN WORK
AREA OF FOCUS PROCESSES BEING TESTED

Fire Structure

Fire contents

Wind/Hail roofs

clean vs replace
cause and origin investigation
subro ID/pursuit

on-site inventory
pricing

evaluation

coverage/damage identification

repair vs replace
estimating skill
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Allstate Brand - P-CCSO

Homeowner CCPR
TESTING PLANS

Target Tests (March - August)

« Locations
_ Roseville (fire structure and contents)

- Albuquerque (roof adjusting - non-Cat)

« Challenges
- Skill assessments

- Technical training
- Calibration
- Customer satisfaction

» Strategy

First Round Testing
- Limit testing to two processes
- Use first test sites to identify solutions/develop process

- Perfect processes
- Prove processes will capture opportunity

BRAND MEETING

April 18, 1997

HO00000953



BRAND MEETING
April 18, 1997

Allstate Brand - P-CCSO

Homeowner CCPR

TESTING PLANS

Target Tests (March - August)

« Strategy

Subsequent Testing
- Expand scope (refinement and transportability)

- Test Roof Process in Cat environment
- Begin theft/contents testing
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RESULTS FROM MCO CALIBRATION EXERCISE
Dollars

Estimate written on identical hail damaged roof

BRAND MEETING
April 18, 1997

Economic opportunity

=1—— CCPR estimate =
$1,570

« Area measurement varied between 25 and 43 squares
« 2 contractors visited the site and

« 5 adjusters asked to adjust the same roof during field calibration exercise
« Unit cost for shingles varied between $59 per square to $85 per square

confirmed the CCPR scope and estimate  §
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Alistate Brand - P-CCSO BRAND MEETING
April 18, 1997

CCPR UPDATE ‘
AUTO AND HOMEOWNER
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Auto CCPR New Approach

Alistate Brand - P-CCSO

Discussion Topics
+ Elements of New Approach

California Qutcomes

- Learnings and solutions
- Transition to Front Line
- Results

Florida Strategy
- Approach

Preliminary Implementation Strategy
- Country wide support
- Segment-specific implementation

Decision Tool

BRAND MEETING
April 18, 1997
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Allstate Brand - P-CCSO BRAND MEETING

April 18, 1997

Auto CCPR New Approach
ELEMENTS OF NEW APPROACH
Damages Segmentation
+ Estimating Accuracy Requirement » Comparative negligence
CCPR Process
» Total Loss  Matrices
« Service Calls  Contacts
MOS/MOI
Supporting solution Performance management Rigor and Discipline
New UCM Role
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BRAND MEETING
April 18, 1997

_—#—__—_’_—_———_—————_'/———’—#——_-_————#——_——_——__——/_—#

Auto CCPR New Approach Southern California learnings November 1996 - February 1997
Processes as designed are effective, supporting solutions to include infrastructure are necessary

Allstate Brand - P-CCSO

Learnings Solutions
Original implementation was too focused upon « Ensure that Front Line understand exactly how the new processes work
“what to do” (not how to do it) * Develop job aids
- MCO monthly meetings

- Weekly calibration; role plays
- Weekly Auto Tech team sessions

« Redesign UCM role to be proactive - new job
- One-on-one coaching
- Teaching/training at desk/car
- Process focused
- Model new behavior
- Understanding of reports
- Institute regular figure review meetings

UCM s operated in a reactive manner engaging
in minimal coaching or training

» Redesign performance management system to support CCPR processes
- Develop MRs/PSs by position
- Set effective goals by CSA, MCO and position

Performance management system did not
reflect new processes

Physical Damage assignment process needed « Create dispatch workshop
refinement « Develop directed MOS/MOI strategy
Original Auto CCPR implementation had little + Institute comp. neg. training module
impact on liability assessment and application » Test “second look™ process

» Redesign AFR

« Ensure weekly round table discussion and role plays
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Auto CCPR New Approach

Allstate Brand - P-CCSO

TRANSITION TO FRONT LINE

Critical levers driving
success of Auto CCPR

Estimating accuracy
requirements

Goal: To gain and sustain
significant competitive
advantage by achieving 10
point improvement in
customer satisfaction and 7
point severity improvement
while enhancing employee
relationships

Liability accuracy
requirements

Total loss accuracy

Customer service
requirements

Ongoing priorities

« DE reinspections
« UCM ride-alongs/coaching

BRAND MEETING -

April 18, 1997

Calibration

« ACPS validation of accuracy

« UCM file reviews
« UCM sit-alongs/coaching

« ACPS validation of accuracy

« DE reinspections
« UCM reinspections and
sit-alongs/coaching

+ACPS validation of accuracy

Calibration

Calibration

« UCM ride-alongs/sit-alongs/coaching
« Monitoring of customer service drivers (via C199)
« ACPS validation of process compliance
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Allstate Brand — P-CCSO

COMPARISON OF AUTO PD PERFORMANCE
Percent ] Country wide
B Southern California

1 month (March) 1997 vs. 1996

8.8

1.6

-0.7
PD Coliision Comprehensive

Source: QIS
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COMPARISON OF AUTO PD PERFORMANCE [ ] Country wide
Percent [l Southern California
1 month (March) 1997 vs. 1996 3 month mover 1997 vs. 1995
9.7
8.9

8.8

7.8

0.7

-3.8

PD Collision Comprehensive PD Collision Comprehensive

Source: CIS
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COLLISION SEVERITY TRENDS
Percent severity growth indexed to 1988

160

150 o Industry

i
\
\

Alistate

140}

130

120

110}

100 | ) | ! ! |
88 89 90 91 92 93 94 95 96Q1 96Q2 96Q3

Source: Fast track
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Alistate Brand - P-CCSO BRAND MEETING

April 18, 1997

Auto CCPR New Approach

FLORIDA STRATEGY MARCH-JULY 97

Mission: To utilize our learnings from Southern California to design an effective
implementation strategy for the rest of the country

« Create a showcase for Auto CCPR success

« Ascertain ability to transfer knowledge in multiple segments in stable and
unstable environments

« Drive resuits through new performance management system

« Create winning team culture

« Enhanced PRO integrated into CCPR solution

HOO00000966



BRAND MEETING

April 18, 1997

Auto CCPR New Approach

Preliminary Countrywide Implementation Strategy

» Release Auto CCPR support processes
prior to New Approach implementation

- Performance Management
- MOS/ MOI
- New UCM Role

- Miscellaneous job aids
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BRAND MEETING

April 18, 1997

Auto CCPR New Approach

Preliminary Countrywide Implementation Strategy

« Develop Segment Specific Implementation
« Triage CSAs

- Implementation Vs. nonimplemented

- Percent economic opportunity

- Staffing status (hiring completed, experience
levels, culture, skill)

- Geography
« Design CSA specific implementation approach

« Build timeline and estimate potential economic
impact
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Allstate Brand — P-CCSO
iy

HONDA CIVIC 1992-95 —- ADJUSTER COMPARISON FOR DRIVE-IN
Average estimate amount in dollars

1,666
1,607 Current status

1,291 » Organizing team to
conduct test

CSA » Developing

968 970 average manual decision

= 1,058 tool for test

750 771 « Selecting test sites

in Florida

« Begin testing in
May

499

Adjuster A B C D E F

Number of 7 € 8 9 11 8 9 5
estimates .

*  Adjusters with less than 5 estimates on Honda Civic were not shown, 134 total Honda Civic drive-in estimates
Source: ADP damage data for Oct-Nov 1996 in Southern California CSA
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April 18, 1997

Allstate Brand - P-CCSO

Homeowner CCPR

FACT BASE
® 36 MCOs

® 1225 file reviews

® 533 re-inspections

KEY FINDINGS BY PERIL

FIRE

26.2% ($135 million) opportunity
e Opportunity concentrated in structure/contents evaluation

and subro ($120 million)

23.5% ($32 million)) opportunity non-Cat

30.5% ($154 million) opportunity Cat

Largest area of opportunity is in evaluation of roof damage
{$18 million non-Cat and $80 million Cat)

WIND/HAIL

22.7% ($42 million) opportunity
Opportunity driven by coverage identification, loss investigation/evaluation

THEFT/CONTENTS
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BRAND MEETING
April 18, 1997

———

Homeowner CCPR
DESIGN WORK
AREA OF FOCUS PROCESSES BEING TESTED
Fire Structure ¢ clean vs replace

Fire contents

Wind/Hail roofs .

cause and origin investigation
subro ID/pursuit

on-site inventory
pricing
evaluation

coverage/damage identification

repair vs replace
estimating skill
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Alistate Brand - P-CCSO BRAND MEETING

April 18, 1997

Homeowner CCPR

TESTING PLANS

Target Tests (March - August)

» Locations
- Roseville (fire structure and contents)

- Albuquerque (roof adjusting - non-Cat)

» Challenges
- Skill assessments
- Technical training
- Calibration
- Customer satisfaction

o Strategy
First Round Testing
- Limit testing to two processes
- Use first test sites to identify solutions/develop process

- Perfect processes
- Prove processes will capture opportunity
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Homeowner CCPR

TESTING PLANS

Target Tests (March - August)

o Strategy

Subsequent Testing
- Expand scope (refinement and transportability)
- Test Roof Process in Cat environment
- Begin theft/contents testing

BRAND MEETING
April 18, 1997
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BRAND MEETING
April 18, 1997

RESULTS FROM MCO CALIBRATION EXERCISE
Dollars

Estimate written on identical hail damaged roof

Economic opportunity

CCPR estimate =
$1,570

» 5 adjusters asked to adjust the same roof during field calibration exercise
« Unit cost for shingles varied between $59 per square to $85 per square

« Area measurement varied between 25 and 43 squares
« 2 contractors visited the site and confirmed the CCPR scope and estimate
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Auto CCPR New Approach

CCPR Process

A gfifu

oy f; 5
Supporting solution

ELEMENTS OF NEW APPROACH
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MOS/MOI

Performance management

New UCM Role

Rigor and Discipline
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Allstate Brand - P-CCSO

BRAND MEETING

April 18, 1997

Auto CCPR New Approach

Southern California learnings November 1996 - February 1997

Processes as designed are effective, supporting solutions to include infrastructure are necessary

Learnings

Solutions

Original implementation was too focused upon
“what to do” (not how to do it)

UCMs operated in a reactive manner engaging
in minimal coaching or training

Performance management system did not
reflect new processes

Physical Damage assignment process needed
refinement

Original Auto CCPR implementation had little
impact on liability assessment and application

« Ensure that Front Line understand exactly how the new processes work

+ Develop job aids : .
- MCO monthly meetings Center) cfesetacl A Coned

- Weekly calibration; role plays M% m 06— jon Aﬂ%&ﬂf

- Weekly Auto Tech team sessions—

« Redesign UCM role to be proactive - new job
- One-on-one coaching
- Teaching/training at desk/car O . »
- Process focused D , 0 . al
- Model new behavior \.Q :}_/V”‘/
- Understanding of reports / \
- Institute regular figure review meetings Y (/")
» Redesign performance management system to support CCPR processes
- Develop MRs/PSs by position
- Set effective goals by CSA, MCO and position

» Create dispatch workshoﬁ& o el u!?ﬁ/-:? de”‘%j @ﬁy)’f’a m OS/ mo/
+ Develop directed MOS/MOI strategy o

« Institute comp. neg. training module

» Test “second look™ process

» Redesign AFR

« Ensure weekly round table discussion and role plays
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BRAND MEETING
April 18, 1997

Alistate Brand - P-CCSO

Auto CCPR New Approach
TRANSITION TO FRONT LINE

Critical levers driving

success of Auto CCPR Ongoi o
ngoing priorities
Estirpating accuracy « DE reinspections
requirements « UCM ride-alongs/coaching Calibration
« ACPS validation of accuracy
Goal: To gain and sustain « UCM file reviews
significant compe:titi.ve | Liability accuracy « UCM sit-alongs/coaching ' Calibration
advantage by achieving 10 requirements « ACPS validation of accuracy
point improvement in
customer satisfaction and 7 « DE reinspections
point severity improvement « UCM reinspections and | Calibration
while enhancing employee Total loss accuracy sit-alongs/coaching
relationships +ACPS validation of accuracy
Customer service « UCM ride-alongs/sit-alongs/coaching
requirements « Monitoring of customer service drivers (via C199)
« ACPS validation of process compliance
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COMPARISON OF AUTO PD PERFORMANCE ﬁ C}F\ ' ﬁ\ \ [} Country wide
Percent jo ’ gl Southem Caltiomia
1 month (March) 1997 vs. 1996 3 month mover 1997 vs. 1995
9.7
8.8 8.9
7.8
2 2
| .
-0.7
-3.8
PD Collision Comprehensive PD Collision Comprehensive

Source: OIS
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Allstate Brand — P-CCSO

e 905
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BRAND MEETING
April 18, 1997
y
Auto CCPR New Approach

Alistate Brand - P-CCSO

FLORIDA STRATEGY MARCH-JULY 97

Mission: To utilize our learnings from Southern California to design an effective
implementation strategy for the rest of the country

Jjoe Nad %szca 10D (@/J—- |
« Create a showcase for Auto CCPR success ~ o G oo 4 - 0% [ oo d 56%

« Ascertain ability to transfer knowledge in multlple segments in stable and
unstable environments (17~ Vo —

« Drive results through new performance management system

« Create winning team culture ~ ~.Je 0 € (i« ‘47i Cfogne Firyd Junsls Leten— €A e o

Do Cf/\-é-\é//('jﬁj }),n j/& [ Ariner AR { /ém.{u%
« Enhanced PRO integrated into CCPR solution

L (a/a b(ﬂ//m Oirne on lo0% 05 JCMEA ozf(wm
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Alistate Brand - P-CCSO BRAND MEETING

April 18, 1997

Auto CCPR New Approach

Preliminary Countrywide Implementation Strategy

« Release Auto CCPR support processes
prior to New Approach implementation

- Performance Management
- MOS/ MOI

- New UCM Role

- Miscellaneous job aids
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BRAND MEETING
- | April 18, 1997
/I
Auto CCPR New Approach |

Allstate Brand - P-CCSO

Preliminary Countrywide Implementation Strategy

« Develop Segment Specific Implementation
 Triage CSAs

- Implementation Vs. nonimplemented

- Percent economic opportunity

- Staffing status (hiring completed, experience
levels, culture, skill)

- Geography
« Design CSA specific implementation approach

« Build timeline and estimate potential economic
impact
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Allstate Brand — P-CCS A

HONDA CIVIC 1992-95 — ADJUSTER COMPARISON FOR DRIVE-IN
Average estimate amount in dollars

1,666
1 ,5.07 Current status

1,291 » Organizing team to

conduct test

CSA * Developing

968 970 average manual decision

= 1,058 tool for test

750 771 « Selecting test sites

in Florida

499 « Begin testing In
May

Adjuster A B C D E F G H

Number of 7 € 8 9 11 8 9 5
estimates

*  Adjusters with less than 5 estimates on Honda Civic were not shown, 134 total Honda Civic drive-in estimates
Source: ADP damage data for Oct-Nov 1996 in Southern California CSA
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Homeowner CCPR

FIRE

WIND/HAIL

THEFT/CONTENTS

BRAND MEETING
April 18, 1997

Alistate Brand - P-CCSO

FACT BASE
® 36 MCOs

e 1225 file reviews

® 533 re-inspections

KEY FINDINGS BY PERIL

26.2% ($135 million) opportunity
Opportunity concentrated in structure/contents evaluation

and subro ($120 million)

23.5% ($32 million)) opportunity non-Cat

30.5% (8154 million) opportunity Cat

Largest area of opportunity is in evaluation of roof damage
($18 million non-Cat and $80 million Cat)

22.7% ($42 million) opportunity
¢ QOpportunity driven by coverage identification, loss investigation/evaluation
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Alistate Brand - P-CCSO

BRAND MEETING
April 18, 1997

y

Homeowner CCPR

AREA OF FOCUS

DESIGN WORK

Fire Structure

Fire contents

Wind/Hail roofs

PROCESSES BEING TESTED

* clean vs replace

e cause and origin investigation
* subro ID/pursuit

* on-site inventory
* pricing
* evaluation

e coverage/damage identification

* repair vs replace
 estimating skill
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Homeowner CCPR

TESTING PLANS

Target Tests (March - August)

o Locations
- Roseville (fire structure and contents)

- Albuquerque (roof adjusting - non-Cat)

+ Challenges
- Skill assessments
- Technical training
- Calibration
- Customer satisfaction

 Strategy

First Round Testing
- Limit testing to two processes
_ Use first test sites to identify solutions/develop process
- Perfect processes
- Prove processes will capture opportunity

BRAND MEETING
April 18, 1997
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BRAND MEETING

April 18, 1997

Homeowner CCPR

TESTING PLANS

Target Tests (March - August)

 Strategy

Subsequent Testing
- Expand scope (refinement and transportability)

- Test Roof Process in Cat environment
- Begin theft/contents testing
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BRAND MEETING
April 18, 1997

RESULTS FROM MCO CALIBRATION EXERCISE
Dollars

Estimate written on identical hail damaged roof

Economic opportunity

CCPR estimate =
$1,570

« 5 adjusters asked to adjust the same roof during field calibration exercise
« Unit cost for shingles varied between $59 per square 10 $85 per square
« Area measurement varied between 25 and 43 squares
« 2 contractors visited the site and confirmed the CCPR scope and estimate
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Allstate Brand - P-CCSO BRAND MEETING
April 18, 1997

CCPR UPDATE
AUTO AND HOMEOWNER
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Auto CCPR New Approach

Allstate Brand - P-CCSO

Discussion Topics
« Elements of New Approach

California Outcomes

- Learnings and solutions
- Transition to Front Line
- Results

Florida Strategy
- Approach

Preliminary Implementation Strategy
- Country wide support
- Segment-specific implementation

Decision Tool

BRAND MEETING
April 18, 1997
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Allstate Brand - P-CCSO BRAND MEETING

April 18, 1997

Auto CCPR New Approach
ELEMENTS OF NEW APPROACH

Damages Segmentation
» Estimating Accuracy Requirement « Comparative negligence
CCPR Process
» Total Loss » Matrices
» Service Calls » Contacts
MOS/MOI

Performance management . . e s
Supporting solution & Rigor and Discipline

New UCM Role
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BRAND MEETING
April 18, 1997

Auto CCPR New Approach Southern California learnings November 1996 - February 1997
Processes as designed are effective, supporting solutions to include infrastructure are necessary

Allstate Brand - P-CCSO

Learnings Solutions
Original implementation was too focused upon « Ensure that Front Line understand exactly how the new processes work
“what to do” (not how to do it) » Develop job aids
- MCO monthly meetings

- Weekly calibration; role plays
- Weekly Auto Tech team sessions

« Redesign UCM role to be proactive - new job
- One-on-one coaching
- Teaching/training at desk/car
- Process focused
- Model new behavior
- Understanding of reports
- Institute regular figure review meetings

UCM s operated in a reactive manner engaging
in minimal coaching or training

« Redesign performance management system to support CCPR processes

Performance management system did not
. gement Syste no - Develop MRs/PSs by position

eflect

reflect new processes - Set effective goals by CSA, MCO and position
Physical Damage assignment process needed « Create dispatch workshop

refinement « Develop directed MOS/MOI strategy

Original Auto CCPR implementation had little « Institute comp. neg. training module

« Test “second look” process
« Redesign AFR
« Ensure weekly round table discussion and role plays

impact on liability assessment and application
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BRAND MEETING
April 18, 1997

Auto CCPR New Approach
TRANSITION TO FRONT LINE

Critical levers driving

success of Auto CCPR . . ey
Ongoing priorities
Estirpating accuracy « DE reinspections
requirements « UCM ride-alongs/coaching Calibration
« ACPS validation of accuracy
Goal: To gain and sustain « UCM file re'views , .
significant competitiye | Liability accuracy « UCM sit-alongs/coaching Calibration
advantage by achieving 10 requirements « ACPS validation of accuracy
point improvement in
customer satisfaction and 7 « DE reinspections
point severity improvement « UCM reinspections and | Calibration
while enhancing employee Total loss accuracy sit-alongs/coaching
relationships «ACPS validation of accuracy
Custf)mer service « UCM ride-alongs/sit-alongs/coaching
requirements « Monitoring of customer service drivers (via C199)
« ACPS validation of process compliance
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Allstate Brand — P-CCSO
iy

COMPARISON OF AUTO PD PERFORMANCE
[_] Country wide

Percent
Bl southern California

1 month (March) 1997 vs. 1996

8.8

1.6

-0.7
PD Collision Comprehensive

Source: OIS
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Allstate Brand — P—CCSO

[ Country wide

COMPARISON OF AUTO PD PERFORMANCE
B Southern California

Percent

3 month mover 1997 vs. 1995

1 month (March) 1997 vs. 1996
9.7

8.9

8.8

7.8

0.7

-3.8
Comprehensive

PD Collision Comprehensive PD Collision

Source: OIS
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Allstate Brand — P-CCSO

COLLISION SEVERITY TRENDS
Percent severity growth indexed to 1988

160
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Source: Fasttrack
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BRAND MEETING
April 18, 1997

Auto CCPR New Approach

FLORIDA STRATEGY MARCH-JULY ‘97

Mission: To utilize our learnings from Southern California to design an effective
implementation strategy for the rest of the country

+ Create a showcase for Auto CCPR success

« Ascertain ability to transfer knowledge in multiple segments in stable and
unstable environments

« Drive results through new performance management system

« Create winning team culture

« Enhanced PRO integrated into CCPR solution
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Alistate Brand - P-CCSO BRAND MEETING

April 18, 1997

Auto CCPR New Approach

Preliminary Countrywide Implementation Strategy

» Release Auto CCPR support processes
prior to New Approach implementation

- Performance Management
- MOS/ MOI
- New UCM Role

- Miscellaneous job aids
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BRAND MEETING
April 18, 1997

Allstate Brand - P-CCSO

Auto CCPR New Approach

Preliminary Countrywide Implementation Strategy

» Develop Segment Specific Implementation
+ Triage CSAs

- Implementation Vs. nonimplemented

- Percent economic opportunity

- Staffing status (hiring completed, experience
levels, culture, skill)

- Geography
« Design CSA specific implementation approach

« Build timeline and estimate potential economic
impact

HO00001003



i

Allstate Brand — P-CCSO

HONDA CIVIC 1992-95 - ADJUSTER COMPARISON FOR DRIVE-IN

Average estimate amount in dollars

1,666
1,507
1,291
968 970
750 771
Adjuster E H
Number of 8 9 11 8 9 5
estimates .

CSA
average
= 1,058

*  Adjusters with less than 5 estimates on Honda Civic were not shown, 134 total Honda Civic drive-in estimates
Source: ADP damage data for Oct-Nov 1996 in Southern Callfornia CSA

Current status

» Organizing team to
conduct test

» Developing
manual decision
tool for test

« Selecting test sites
in Florida

« Begin testing in

May
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Homeowner CCPR

FIRE

WIND/HAIL

THEFT/CONTENTS

Alistate Brand - P-CCSO

FACT BASE
® 36 MCOs

® 225 file reviews

® 533 re-inspections

KEY FINDINGS BY PERIL

26.2% ($135 million) opportunity
Opportunity concentrated in structure/contents evaluation

and subro ($120 million)

23.5% ($32 million))} opportunity non-Cat

30.5% ($154 million) opportunity Cat
Largest area of opportunity is in evaluation of roof damage
(318 million non-Cat and $80 million Cat})

22.7% ($42 million) opportunity
Opportunity driven by coverage identification, loss investigation/evaluation

BRAND MEETING
April 18, 1997
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Homeowner CCPR

AREA OF FOCUS

Allstate Brand - P-CCSO

Fire Structure

Fire contents

Wind/Hail roofs

DESIGN WORK

PROCESSES BEING TESTED

* clean vs replace
* cause and origin investigation
* subro ID/pursuit

* on-site inventory
* pricing
* evaluation

* coverage/damage identification

* repair vs replace
* estimating skill

BRAND MEETING

April 18, 1997
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BRAND MEETING
April 18, 1997

Allstate Brand - P-CCSO

Homeowner CCPR

TESTING PLANS

Target Tests (March - August)

» Locations
- Roseville (fire structure and contents)

- Albuquerque (roof adjusting - non-Cat)

e Challenges
- Skill assessments
- Technical training
- Calibration
- Customer satisfaction

o Strategy

First Round Testing

Limit testing to two processes

Use first test sites to identify solutions/develop process
Perfect processes

Prove processes will capture opportunity
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BRAND MEETING
April 18, 1997

Allstate Brand - P-CCSO

Homeowner CCPR

TESTING PLANS

Target Tests (March - August)

e Strategy

Subsequent Testing
- Expand scope (refinement and transportability)
- Test Roof Process in Cat environment
- Begin theft/contents testing
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RESULTS FROM MCO CALIBRATION EXERCISE
Dollars

Estimate written on identical hail damaged roof

BRAND MEETING
April 18, 1997

4,050
3,300 3,500 .~
2759 Economic opportunity
1 1950 .',f/.
CCPR estimate =
$1,570
A B C D E

« 2 contractors visited the site an

« 5 adjusters asked to adjust the same roof during field calibration exercise
« Unit cost for shingles varied between $59 per square to $85 per square

« Area measurement varied between 25 and 43 squares
d confirmed the CCPR scope and estimate
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