


ATTACHMENT IX

Summary of Manual Changes



ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

SUMMARY OF MANUAL CHANGES

Rule Pages

Rule 4. Page HOPC4-2 and HOPC4-3 — Additional Coverage
Replaced references to Building Structure Reimbursement Extended Limits with
references to Excess Dwelling Coverage

Rate Pages

Page PCP-1
Replaced reference to Building Structure Reimbursement Extended Limits with
reference to Excess Dwelling Coverage

Page RFP-2
Revised Town Class Factors

Page R¥P-4 through RFP-7
* Revised Rate Adjustment Factor
¢ Revised Claim Rating Factors

Page RFP-8
Revised Age of Home Discount Factors

Page RFP-10
Revised Home and Auto Discount Factor

Page RFP-13
Replaced reference to Building Structure Reimbursement Extended Limits with

reference to Excess Dwelling Coverage



Effective March 1, 2007

PROPERTY & CASUALTY
RATE/RULE FILING SCHEDULE

(This form must be provided ONLY when making a filing that includes rate-related items such as Rate; Rule; Rate &

Rule; Reference; Loss Cost; Loss Cost & Rule or Rate, etc.)

(Do not refer to the body of the filing for the component/exhibit listing, unless allowed by state.)

[ 1. ] This filing transmittal is part of Company Tracking # | R21075
> This filing corresponds to form filing number N/A
" | (Company tracking number of form filing, if applicable)

X Rate Increase

[] Rate Decrease

[] Rate Neutral (0%)

3. | Filing Method (Prior Approval, File & Use, Flex Band, etc.) | File and Use

4a. Rate Change by Company (As Proposed)
Overall %
Indicated Written Maximum | Minimum
Change Premium # of policyholders %Change |[%Change
(when Overall % Rate Change for this affected Written premium for | (where (where
Company Applicable) Impact program for this program this program required) | required)
Name
Allstate
Property &
Casualty 97.2% 50.2% $11,694,214 31,903 $23,295,248 157.6% 1.9%
Insurance
Company
4b. | Rate Change by Company (As Accepted) For State Use Only
Company Name Overall % Overall Written # of Written Maximum | Minimum
Indicated % Rate | Premium |policyholders|premium for |%Change | %Chang
Change Impact Change affected this program | (where e (where
(when for this for this required) | required)
Applicable) program program
5. Overall Rate Information (Complete for Multiple Company Filings only)
COMPANY USE STATE USE
5a.| Overall percentage rate indication(when applicable)
5b.| Overall percentage rate impact for this filing
5c Effect of Rate Filing — Written premium change for this
‘| program
5d.| Effect of Rate Filing - Number of policyholders affected
6. | Overall percentage of last rate revision -0.95%
7. | Effective Date of last rate revision 8/25/2008
8 Filing Method of Last filing
" | (Prior Approval, File & Use, Flex Band, etc.) File & Use
Rule # or Page # Submitted Replacement Previous state filing number,
9. ; ; . .
for Review or withdrawn? if required by state
] New
01 | Rule 4, Pages HOPC4-2 and HOPC4-3 | [X] Replacement
[J withdrawn
] New
02 | Page PCP-1 X Replacement
[J withdrawn
] New
03 | Page RFP-2 X Replacement
[J withdrawn
] New
04 | Page RFP-4 through RFP-7 X Replacement
[J withdrawn
05 ] New
Page RFP-8 X Replacement
[J withdrawn
PC RRFS-1 INS02040
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Effective March 1, 2007

] New
06 | Page RFP-10 X Replacement
[ withdrawn
] New
07 | Page RFP-13 X Replacement
[ withdrawn
PC RRFS-1 INS02040
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ARKANSAS INSURANCE DEPARTMENT

FORM H-1 HOMEOWNERS ABSTRACT

INSTRUCTIONS: All questions must be answered. If the answer is"none" or "not applicable’, so state. If al questions are not
answered, the filing will not be accepted for review by the Department. Use a separate abstract for each company if filing for a group.
Subsequent homeowners rate/rule submissions that do not alter the information contained herein need not include this form.

Company Name Allstate Property & Casualty Insurance Company
NAIC # (including group #) 008-17230

If you have had an insurance to value campaign during the experience filing period, describe

L the campaign and estimate its impact.
N/A
If you use a cost estimator (or some similar method) in order to make sure that dwellings (or
2. contents) areinsured at their value, state when this program was started in Arkansas and estimate
its impact.
In Odgba 2005, AP& C began to use RCT, aMarshall & Swift Boeckh Product. AP& C uses RCT to develop an
estimate of the minimum amount for which AP& C will insure a property, rather than to ensure that a property is
insured at its value.
If you require a minimum relationship between the amount of insurance to be written and the
3. replacement value of the dwelling (contents) in order to purchase insurance, describe the
procedures that are used.
At the point of sale, it is required that the cost estimator be completed. The new business processing application
will require the agency to select a Coverage A limit equal to or greater than the generated RCT estimate.
4 If you use an Inflation Guard form or similar type of coverage, describe the coverage(s) and
" estimate the impact.
Allstate's policy contains Property Insurance Adjustment language. When there has been a changein the
estimated cost to replace an insured's property, thiswill allow an adjustment to a policy's Coverage A limit at
renewal.
5. Specify the percentage given for credit or discounts for the following:
a. Fire Extinguisher 3 %
b. Burglar Alarm 3 %
c. Smoke Alarm 3 %
d. Insured who has both homeowners and auto with your company 3B %
e. Deadbolt Locks 3 %
f. Window or Door Locks N/A %
g. Other (specify) Complete Central Burglar Alarm 4 %
Complete Central Fire Alarm 4 %
Central Home Sprinkler System 4 %
6 Arethere any areasin the State of Arkansas In which your company will not write homeowners
" insurance? If so, state the areas and explain reason for not writing.
No. N/A
7 Specify the form(s) utilized in writing homeowners insurance. Indicate the Arkansas premium
" volume for each form.
Form Premium Volume
Homeowners $23,295,248
AID PC H-1 (1/06) INS01787
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Form H-1 (1/06)
Page 2 of 2

Do you write homeowner risks which have auminium, steel or vinyl Xlyes CINo
siding?

Is there a surcharge on risks with wood

heat? No

If yes, state the surcharge N/A
Does the surcharge apply to conventional fire

places? N/A
If yes, state the surcharge N/A

THE INFORMATION PROVIDED IS CORRECT TO THE BEST OF MY KNOWLEDGE AND BELIEF.

(Lt Uan

Signature

Celeste P. Mrdak
Printed Name

Senior State Filings Analyst
Title

847-402-5000 Ext. 27328
Telephone Number

oscmrda@all state.com
Email address

AID PC H-1 (1/06) INS01787
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS '
ARKANSAS

Response to letter dated April 13, 2009 regarding Filing #R21075

1. Please explain the decision to move from a loss ratio to a pure premium methodology
for calculating rate need. Were the indications calculated both ways? How would they
compare?

Allstate chose to move to a pure premium method for the Homeowners line of business
mainly to be consistent with the method currently used for Private Passenger Automobile
ratemaking. There are several benefits to using each methed; for instance, in a pure premium
method, there is not a need to make as many adjustments to the premium. This simplification
also drove the decision to move to the pure premium method.

The indication corresponding to R21075 was calculated using a pure premium methodology.
No corresponding loss ratio indication was calculated since as illustrated in actuarial
literature, both a loss ratio and a pure premium methodology for calculating rate need
produce the same resulis when consistent data and assumptions are used.

The pure premium method develops indicated rates, while a loss ratio method develops
indicated rate changes directly. Allstate then compares the indicated rate calcuiated using its
pure premium methodology to the projected average premium to determine the indicated
change.

Indicated rates can be calculated using the following formula:

R = (P+E)Y(1-V-Q), where:
R is the (indicated) rate per unit of exposure;
P is pure premium (average loss per exposure});
F is fixed expense per exposure;
V is variable expense factor;
Q is profit and contingency factor.

For reference, the loss ratio method uses the following formulas:

R = A*Ro, where
R is the (indicated) rate per unit of exposure;
Ro is the current rate;
A is an adjustment factor, which is equal to W/T where
W is the experience loss ratio;
T is the target loss ratio.

T = (1-V-Q)/(1+G), where:
V is the premium-related expense factor;
Q is profit and contingency factor;
G is ratio of non-premium-related expenses to losses.

W = L/(E*Ro), where:
L is experience losses;



E is experience period eamed exposures;
Ro is the current rate.

As stated above, the pure premium and loss ratio methods will produce identical rates when
applied to identical data and when consistent assumptions are used.

It can be derived that the indicated rate under a loss ratio method is as follows:
R = A*Ro = (W/T)* Ro = [L/AE* Ro )*[(1-V-QW(1+G)]* Ro = [L¥*(1+GY/[E*(1-V-Q)]

Pure premium is defined as experience losses per experience period earned exposures.
Therefore, P = L/E or L=E*P.

As above, G is the ratio of non-premium-related expenses to Joss; therefore G = (E*F)/L.
When combined with the above equation for pure premium, it can be shown that G = (E*F)/
(E*P)=F/P.

By substituting for L and G in the loss ratio method formula derived above, it can be shown
that R = (E*P)*(1+F/P) / [E*(1-V-Q)] = (P+F)/(1-V-Q), which is the formula for the pure
premium method.

For more detail, please reference Chapter 3 of “Ratemaking,” from Foundations of Casualty
Actuarial Science by C.L. McClenahan.

The base data used in developing the rate level indications (2007 and 2008) does not
comply with ACA 23-67-209, which requires Arkansas experience be shown for the past
S-years. If not credible, companywide data may be used.

Given the time period on which the indication is based, only two full years of Arkansas
Allstate Property and Casualty Insurance Company (AP&C) data are available, as the
company opened on 10/3/2005. At this time, we believe the AP&C book of business is
mature enough to analyze independently; however, based on the number of claims in AP&C,
we apply a credibility procedure to the AP&C indication.

To determine the credibility of the AP&C rate level indication, a partial credibility
calculation is performed as described in Appendix 1 of Classical Partial Credibility with
Application to Trend by Gary G. Venter.

The complement of credibility is calculated by using the current Allstate Indemnity Company
(AD) indication and the rate differential between the two companies since the inception of the
Owners program in AP&C. This is the approach that has been used in the past due to the
absence of maturity in the AP&C book of business. To develop the complement, the Al
indication was adjusted to incorporate the rate differential between the two companies.

Please refer to the attached Exhibit I, Pages 1 and 2 for detail on the development of the
complement of credibility as well as the development of the credibility weighted AP&C
indication.

The selected percent change reflects this credlblhty weighted indication. Note that the
Arkansas Al indication was calculated using 5 years of historical data, compliant with ACA
23-67-209.
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Please note that the indication and credibility-weighted indication shown in Exhibit I, Pages 1
and 2, reflect a change to the contingency provision from the original filing. More detail can
be found in the response to Question 3.

The data supporting the contingency factor appears outdated, the most recent year
being 2003. Please include more current data. Identify the type of losses actually
incurred in AR.

Please refer to the attached Exhibit I for Arkansas specific mold losses from 2003-2007.
Quantitative information on countrywide losses from unexpected events past 2003 is not
available at this time. Qualitatively, increases in foreclosures, abandonments, and vacancies
have caused more losses from unexpected events countrywide; additionally, current drivers of
contingent countrywide losses include use of Chinese drywall and back-ups of sewer and
drains.

Given this and the existing support, Allstate feels that a 2% contingency provision is
appropriate and justified. However, we propose to reduce the contingency provision to 1%,
consistent with the approved provision in other Arkansas lines of business.

The revised overall indicated rate need resulting from this change is 94.4%. When credibility
weighted as described in Question 2, the selected rate change resulting from the revision to
the contingency provision is 48.1%. A revised copy of the Summary of Proposed Changes
and the revised Rate Adjustment Factor are included in Exhibit IIl. In addition, Manual
Pages reflecting this change are included with this response. Upon approval, updated filing
forms and rating examples will be provided.

The CAT provision appears excessive. If is noted that changes in the development of
this provision were made from previous filings. Compare the developed factor to what
it would have been if calculated using previous methods.

The approach for calculating the catastrophe provision in past filings used relativities of state
damage ratios* to countrywide damage ratios*. As a result, the state catastrophe provision
was susceptible to variation due to catastrophe activities in other parts of the country. In
addition, to achieve an adequate overall countrywide catastrophe provision using the previous
approach, capped losses among all states were distributed back to each state using an
aliocation method which could potentially increase State X’s catastrophe provision though no
capped losses occurred in State X.

In order to more appropriately match state-specific rates with state-specific risk, Allstate has
proposed a change in the development of the catastrophe provision. In the proposed method,
two averages are considered before making a selection. Allstate selected a catastrophe
provision on the low end of the range provided in recognition of the impact of this change.
Also, by selecting closer to the longer term average, less weight is given to the 2008
catastrophe ratio. Allstate acknowledges that 2008 catastrophe incurred losses were

significant. However, given the number of years within the last three decadés with

correspondmg catastrophe provisions substantially above 1.000, Allstate believes its selected
provision of 1.400 is a reasonable estimate of expected catastrophe losses per AIY in
Arkansas. '

*Catastrophe incurred losses divided by earned Amount of Insurance Years (AIYs)
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5. Provide a breakdown on the numbers of insureds receiving more than a 20% increase.

Allstate has estimated 26,310 insureds will receive more than a 20% increase with our revised
rate level change. This corresponds to 86.7% of the total Allstate Property and Casualty
Insurance Company book of business in Arkansas. The table below shows a breakdown of
the number of insureds by percent of increase.

Percent Change Numntber of Insureds
Under 10% 1254
10%-20% 2785
20%-30% 2476
30%-40% 5582
40%-50% 6536
50%-00% 3371
60%-70% 2685
T0%-80% 2583
80%-90% 1596
90%-100% 567
100%-110% 344
110%-120% 99
120%-130% 52
130%-140% 6
Over 140% 13

6. Pursuant to ACA 23-67-211(d), if an insurer writing private passenger automobile,
homeowners multi-peril, or dwelling fire insurance revises its rates and the revision
results in a premium increase on a renewal policy and the insured will receive a rate
increase other than due to a change in the nature of the risk insured, then the insurer
shall mail or deliver to the insured and the agent of record not less than thirty (30)
calendar days prior to the effective date of renewal a notice specifically stating the

insurer's intention to increase the rate for the renewal.

Acknowledged. Alistate ensures that it will be compliant with this Arkansas Code.



Alistate Property and Casualty insurance Company
Owners Forms

Arkansas

Development of AP&C Indicated Rate Level Change Using Rate Differential Approach
Complement of Credibility

1) (2) (3 (4} (5)
=[(H2Y AN =3 +(4)11
Last AP&C Raie| Last Al Rate | Al Indicated Rate Rate Levei AP&C Indicated Rate
Change Change Level Change Bifferentiat Level Change
9.2% 17.8% 18.6% 7.9% 28.0%

*Reference filing number R21074 for additional detail

Exhibit
Page 1



Exhibit {
Page 2

Allstate Property & Casualty Insurance Company
Arkansas
Owners Forms

Development of Credibility-Weighted Rate Level Indication

Rate Leve! Credibility of Rate Level Credibility-
Indication Using - Company-Specific indication Using Weighted
Company-Specific Rate Level Rate Differential Rate Level
Experience Indication Approach Indication®
94.4% 30.3% 28.0% 48.1%

* 0481 = (1+.944)*(.303)+(1+.280)*(1-.303) - 1 .



Exhibit II
Allstate Insurance Group

Arkansas

Contingency Factor Support
Mold Claims Excluding Catastrophes

Year Losses

2003 $46,444.42
2004 2434556
2005 58,493.36
2006 63,759.22
2007 155,465.37

Total 348,507.93



Exhibit I

_ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY

OWNERS FORMS
ARKANSAS

Revised Summary of Proposed Changes

Premium Dist. at Indicated Selected
Current Rates Change** Change
Fixed Expense Premium 8.3% N/C N/C
Variable Package Premium 86.3% 109.4% 55.8%
Total Owners Package* 94.5% 99.9% 50.9%
Additional Coverages 5.5% N/C N/C
Total Owners 100.0% 94.4% 48.1%

*Inchudes premium from Homeowners and Select Homeowners policies. Please reference Rule Manuat for

more details.

**We implicitly assume no indicated change for fixed expenses and additional coverages.

Revised Rate Adjustment Factor

Current Rate Adjustment Factor

Original Proposed Rate
Adjustment Factor

New Proposed Rate
Adjustment Factor

1.066

2.099
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ALLSTATE INSURANCE COMPANY
ALLSTATE INDEMNITY COMPANY
ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

Response to letter dated April 27, 2009 regarding Filings #R21073, #R21074, and #R21075
1. Please amend the filing to cap increases at 30%.

In accordance with Regulation 23, Section 7.A., this filing may not be implemented untii
206 days after the requested amendment(s) and/or information is received.

The Allstate Insurance Company (AIC) and Allstate Indemnity Company (A} filings have
been amended so that no expected policyholder impact exceeds 30.0%. As such, the revision
to the Home and Auto Discount percentage has been removed for each company. In addition,
the Rate Adjustment Factor has been revised for each company. Manual Pages reflecting
these changes are included with this response. Upon approval, updated filing forms and
rating examples will be provided for AIC and Al. The Total Owners rate level change for
AIC remains at 18.4%, and the Total Owners rate level change for Al remains at 18.6%.

Allstate has noted the concern that the rate increases be capped at 30%. The Total Owners
proposed rate level change of 48.1% for Allstate Property and Casualty Insurance Company
{(APC), based on its credibility weighted indication, is markedly above your requested cap.
Though Allstate believes that the original proposed change is actuarially justified, Allstate
has amended its APC filing so that the expected policyholder impacts do not exceed 30.0%.
To do so, all rating plan revisions presented in the original filing have been removed. Rating
plan revisions removed include changes to the Home and Auto Discount factor, Age of Home
Discount factors, Town Class factors, and Claim Rating and Rating Group factors. In
addition, the Rate Adjustment Factor has been revised to achieve the Total Owners rate level
change of 27.7%. Note that estimated policyholder impacts resulting from the amended
overall flat change of 27.7% do not exceed 30.0%, though some may be slightly higher than
the overall 27.7% change due to the impact of the Fixed Expense Policy Fee which varies
across each policy. Manual Pages reflecting the changes described above are included with
this response. Upon approval, updated filing forms and rating examples will be provided for
APC.





