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With this filing, Allstate Property and Casualty Insurance Company (AP&C) is proposing an overall rate increase of

50.2% for the Owners insurance program in the state of Arkansas. This does not include the Renters or Condominium
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programs. The attached exhibits provide information supporting an overall indicated rate level change of 97.2%.

With this change, Allstate is revising the rate adjustment factor, the Home and Auto Discount factors, Age of Home
Discount factors, Town Class factors, and Claim Rating and Rating Group factors. In addition, a minor rule revision is

proposed.
The 50.2% rate level change will result in approximately $11.7 million of additional premium.
For additional information, please refer to the following attachments:

Attachment I: Summary of Disclosures

Attachment Il: Summary of Arkansas Rate Level Indication
Attachment 1ll: Non-Modeled Catastrophe Provision

Attachment 1V: Contingency Factor Support Explanatory Memorandum
Attachment V: Rate Level Indication Exhibits

Attachment VI: Rating Plan Revisions

Attachment VII: Rate Level Impact of Revisions

Attachment VIII: Miscellaneous Rule Revision

Attachment IX: Summary of Manual Changes

Effective Date:
New business written and renewals processed on or after June 1, 2009, with renewals effective on or after July 16,
20009.

Company and Contact

Filing Contact Information

Celeste Mrdak, Senior State Filings Analyst oscmrda@allstate.com
2775 Sanders Road (847) 402-5000 [Phone]
Northbrook, IL 60062 (847) 402-9757[FAX]
Filing Company Information
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2775 Sanders Road Group Code: 8

Suite A5

Northbrook, IL 60062 Group Name: Allstate
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Filing Fees

Fee Required? Yes

Fee Amount: $100.00

Retaliatory? No

Fee Explanation: Filing and review of independent rates: $100

Per Company: No

COMPANY AMOUNT DATE PROCESSED TRANSACTION #
Allstate Property & Casualty Insurance $100.00 04/01/2009 26876173
Company

Created by SERFF on 05/08/2009 09:52 AM



SERFF Tracking Number: ALSX-126098335 Sate: Arkansas

Filing Company: Allstate Property & Casualty Insurance Sate Tracking Number: EFT $100
Company

Company Tracking Number: R21075

TOI: 04.0 Homeowners Sub-TOI: 04.0000 Homeowners Sub-TOI Combinations
Product Name: Homeowners
Project Name/Number: 2009 - Rule and Rate Change/R21075

Correspondence Summary

Dispositions
Status Created By Created On Date Submitted

Filed Becky Harrington 05/08/2009 05/08/2009
Objection Letters and Response Letters

Objection Letters Response Letters

Status Created By Created On Date Submitted Responded By Created On Date Submitted

Pending  Becky 04/27/2009 04/27/2009 SPI AllState 04/30/2009 04/30/2009

Industry ~ Harrington

Response

Pending  Becky 04/10/2009  04/13/2009 SPI AllState 04/21/2009 04/21/2009

Industry ~ Harrington

Response

Filing Notes

Subject Note Type Created By Created Date Submitted
On

Response to May 1, 2009 Note To Filer Note To Reviewer SPI AllState 05/05/2009 05/05/2009

Revised forms Note To Filer Becky Harrington 05/01/2009 05/01/2009

Director OK Reviewer Note Becky Harrington 05/01/2009
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Disposition

Disposition Date: 05/08/2009

Effective Date (New): 06/01/2009

Effective Date (Renewal): 07/16/2009

Status: Filed

Comment:

Company Name: Overall % Overall % Rate Written # of Policy Written Maximum % Minimum %
Indicated Impact: Premium Holders Premium for Change (where Change (where
Change: Change for Affected for this this Program: required): required):

this Program:
Program:

Alistate Property & 94.400% 27.700% $0 24,322 $0 30.000% 21.400%

Casualty Insurance

Company
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Iltem Type Item Name Item Status Public Access
Supporting Document Form RF-2 Loss Costs Only (not for Yes
workers' compensation)
Supporting Document HPCS-Homeowners Premium Filed Yes
Comparison Survey
Supporting Document NAIC loss cost data entry document Filed Yes
Supporting Document ActuariallndMemo01, Filed Yes
ActuariallndMemo02, Rate and Rule
Schedule
Supporting Document H-1 Homeowners Abstract Filed Yes
Supporting Document 04.13.09 OBJ Response Filed Yes
Supporting Document 04.27.09 OBJ Response Filed Yes
Rate (revised) Manual_R21075 Filed Yes
Rate Manual_R21075 Filed Yes
Rate (revised) CheckingList_R21075 Filed Yes
Rate CheckingList_R21075 Filed Yes
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Objection Letter

Obijection Letter Status Pending Industry Response
Obijection Letter Date 04/27/2009
Submitted Date 04/27/2009

Respond By Date
Dear Celeste Mrdak,
This will acknowledge receipt the response dated 4/21/2009.

Obijection 1
No Objections
Comment: Please amend the filing to cap increases at 30%.

Please feel free to contact me if you have questions.

Arkansas

EFT $100

04.0000 Homeowners Sub-TOI Combinations

In accordance with Regulation 23, Section 7.A., this filing may not be implemented until 20 days after the requested

amendment(s) and/or information is received.
Sincerely,
Becky Harrington

Response Letter

Response Letter Status Submitted to State
Response Letter Date 04/30/2009
Submitted Date 04/30/2009

Dear Becky Harrington,

Comments:
Response to April 27, 2009 objection letter

Response 1
Comments: Please see attached.

Related Objection 1
Comment:
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Please amend the filing to cap increases at 30%.

Changed Items:

Supporting Document Schedule Iltem Changes
Satisfied -Name: 04.27.09 OBJ Response
Comment: 04/27/09 OBJ Response

No Form Schedule items changed.

Rate/Rule Schedule Item Changes

Exhibit Name Rule # or Page # Rate Action
Manual_R21075 R21075 Replacement
Previous Version

Manual_R21075 R21075 Replacement
CheckingList_R21075 R21075 New
Previous Version

CheckingList_R21075 R21075 New
Sincerely,

Celeste P. Mrdak
Sr. State Filings Analyst
800-366-2958 ext. 27328

Sincerely,
SPI AllState
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Objection Letter

Obijection Letter Status Pending Industry Response
Obijection Letter Date 04/10/2009
Submitted Date 04/13/2009

Respond By Date
Dear Celeste Mrdak,
This will acknowledge receipt of the captioned filing.

Obijection 1

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment: Please explain the decision to move from a loss ratio to pure premium methodology for calculating rate need.
Were the indications calculated both ways? How would they compare?

Objection 2

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment: 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 5-years. If not credible, companywide data may be
used.

Objection 3

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment: 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.

Objection 4

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment: The CAT provision appears excessive. It 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.

Objection 5
- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment: Provide a breakdown on the number of insureds receiving more than a 20% increase.

Objection 6
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No Objections

Arkansas

EFT $100

04.0000 Homeowners Sub-TOI Combinations

Comment: 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.

Please feel free to contact me if you have questions.

In accordance with Regulation 23, Section 7.A., this filing may not be implemented until 20 days after the requested

amendment(s) and/or information is received.
Sincerely,
Becky Harrington

Response Letter

Response Letter Status Submitted to State
Response Letter Date 04/21/2009
Submitted Date 04/21/2009

Dear Becky Harrington,

Comments:
Response to April 13, 2009 objection letter

Response 1
Comments: Please see attached.

Related Objection 1
Applies To:

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)

Comment:

Provide a breakdown on the number of insureds receiving more than a 20% increase.

Related Objection 2
Applies To:

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
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Comment:
Please explain the decision to move from a loss ratio to pure premium methodology for calculating rate need.
Were the indications calculated both ways? How would they compare?

Related Objection 3

Applies To:

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment:
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 5-years. If not credible, companywide data may be
used.

Related Objection 4

Applies To:

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment:
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.

Related Objection 5

Applies To:

- ActuariallndMemo01, ActuariallndMemo02, Rate and Rule Schedule (Supporting Document)
Comment:
The CAT provision appears excessive. It 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.

Related Objection 6

Comment:

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.

Changed Items:

Created by SERFF on 05/08/2009 09:52 AM



SERFF Tracking Number: ALSX-126098335 Sate: Arkansas

Filing Company: Allstate Property & Casualty Insurance Sate Tracking Number: EFT $100
Company

Company Tracking Number: R21075

TOI: 04.0 Homeowners Sub-TOI: 04.0000 Homeowners Sub-TOI Combinations
Product Name: Homeowners
Project Name/Number: 2009 - Rule and Rate Change/R21075

Supporting Document Schedule Iltem Changes
Satisfied -Name: 04.13.09 OBJ Response
Comment: 04/13/09 OBJ Response attached.

No Form Schedule items changed.

No Rate/Rule Schedule items changed.

Sincerely,

Celeste P. Mrdak
Sr. State Filings Analyst
800-366-2958 ext. 27328

Sincerely,
SPI AllState
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SPI AllState on 05/05/2009 01:03 PM

Last Edited By:
Becky Harrington
Submitted On:

05/08/2009 09:48 AM

Subject:

Response to May 1, 2009 Note To Filer

Comments:

Per your request, attached are a revised RF-1 and HPCS.
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NAIC LOSS COST DATA ENTRY DOCUMENT

[ 1. | This filing transmittal is part of Company Tracking # | R21075A#2
> If filing is an adoption of an advisory organization loss cost filing, give
" | name of Advisory Organization and Reference/ ltem Filing Number
Company Name Company NAIC Number
3. [ A Allstate Property and Casualty Insurance Company B. 17230
Product Coding Matrix Line of Business (i.e., Type of Insurance) | Product Coding Matrix Line of Insurance (i.e., Sub-type of Insurance)
4. | A. Homeowners B. Owners
5.
A) FOR LOSS COSTS ONLY
(B) © (D) (E) (F) (©) (H)
COVERAGE Indicated Requested Loss Cost Selected Expense Co. Current
(See Instructions) % Rate % Rate Expected Modification Loss Cost Constant Loss Cost
Level Change Level Change Loss Ratio Factor Multiplier (If Applicable) Multiplier
Homeowners and 94.4% 27 7%
Select Homeowners
TOTAL OVERALL
EFEECT 94.4% 27.7%
5 Year
6. History Rate Change History 7.
Policy % of Effective | State Earned Incurred State Countrywide Selected
Year . Losses Loss . Expense Constants .
Count Change Date Premium (000) (000) Ratio Loss Ratio Provisions
2006 4,780 N/A N/A 4,876,961 4,747,535 0.97 0.54 A. Total Production Expense 5.0%
2007 15,208 9.2% 8/27/07 12,300,000 9,517,373 0.77 0.64 B. General Expense 3.5%
2008 24,322 N/A N/A 19,975,051 34,761,554 1.74 0.94 C. Taxes, License & Fees 3.1%
D. Underwriting Profit
& Contingencies & Debt 11.55%
E. 1)Commissions 12.6%
2) Contingency 1.0%
F. TOTAL 36.8%
8. _N__ Apply Lost Cost Factors to Future filings? (Y or N)
9. _30.0% Estimated Maximum Rate Increase for any Insured (%). Territory (if applicable): _ 122
10. _21.4% Estimated Maximum Rate Decrease for any Insured (%) Territory (if applicable): _ 105
PC RLC

U:LossCostDraft/DataEntry.doc




NAIC Number:  FRZE]] Homeowners Premium Comparision Survey Form Submit to:  Arkansas Insurance Department

(TN EUVANET I Allstate Property and Casualty Insurance Company FORM HPCS - last modified August, 2005 1200 West Third Street

(ol N AT E0 1 Celeste Mrdak Little Rock, AR 72201-1

PG ERNOR (847) 402-7328 USE THE APPROPRIATE FORM BELOW - IF NOT APPLICABLE, LEAVE Telephone: 501-371-2800

SN EIWCGIEES oscmrda@allstate.com BLANK Email as an attachment to insurance.pnc@arkansas.qov
SN ETEE 6/1/2009 You may also attach to a SERFF filing or submit on a cdr disk

Survey Form for HO3 (Homeowners) - Use $500 Flat Deductible (Covers risk of direct physical loss for dwelling and other structures; named perils for personal property, replacement cost on dwelling, actual cash value on personal property)

Public Dwelling Washington Baxter Craighead St. Francis Desha Union Miller Sebastian Pulaski
Protection Class =~ Value Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 $428.96 $468.75 $508.53 $557.04 $508.53 $557.04 $385.94 $421.21 $375.28 $409.24 $375.28 $409.24 $491.07 $537.63 $390.16 $425.40 $415.38 $453.54
$120,000 $517.90 $567.17 $616.43 $676.77 $616.43 $676.77 $464.08 $507.79 $450.70 $493.12 $450.70 $493.12 $594.89 $652.63 $469.29 $513.34 $500.61 $548.25
$160,000 $594.36 $652.14 $709.60 $780.18 $709.60 $780.18 $531.65 $582.86 $515.90 $565.15 $515.90 $565.15 $684.32 $751.95 $537.57 $589.11 $574.34 $629.82

$80,000 $437.05 $512.41 $518.24 $610.41 $518.24 $610.41 $393.07 $459.69 $382.06 $446.43 $382.06 $446.43 $500.43 $588.74 $397.26 $464.55 $422.82 $495.59
$120,000 $527.69 $621.64 $628.50 $742.99 $628.50 $742.99 $472.89 $555.75 $459.51 $539.44 $459.51 $539.44 $606.31 $716.57 $478.11 $561.95 $510.07 $600.76
$160,000 $605.85 $715.51 $723.72 $857.65 $723.72 $857.65 $541.83 $638.68 $526.07 $619.31 $526.07 $619.31 $697.78 $826.47 $547.74 $645.90 $585.17 $691.21

$80,000 $508.86 $592.30 $605.56 $707.44 $605.56 $707.44 $456.13 $529.88 $443.18 $514.36 $443.18 $514.36 $584.21 $682.21 $460.98 $535.37 $491.71 $572.24
$120,000 $616.75 $720.49 $737.12 $864.02 $737.12 $864.02 $551.51 $643.18 $535.19 $623.93 $535.19 $623.93 $710.70 $832.70 $557.38 $650.03 $595.88 $696.02
$160,000 $709.93 $831.40 $850.44 $998.83 $850.44 $998.83 $633.42 $740.79 $614.72 $718.13 $614.72 $718.13 $819.91 $962.38 $640.66 $748.99 $685.63 $802.50

Survey Form for HO4 (Renters) - Use $500 Flat Deductible (Named perils for personal property, actual cash value for loss, liability and medical payments for others included)

Public Property Washington Baxter Craighead St. Francis INCEGEES Union Miller Sebastian Pulaski
Protection Class =~ Value Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$5,000 [V N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$15,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$25,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$5,000 [V N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$15,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$25,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$5,000 [\ N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$15,000 72 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$25,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Survey Form for DP-2 (Dwelling/Fire) - Use $500 Flat Deductible (Named perils for dwelling and personal property; replacement cost for dwelling, actual cash value for personal property, no liability coverage)

Public Dwelling Washington Baxter Craighead St. Francis INCEGEES Union Miller Sebastian Pulaski
Protection Class =~ Value Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 [\Z N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$120,000 N2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$160,000 V2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$80,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$120,000 [\1Z N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$160,000 V2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$80,000 [\Z N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$120,000 N2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$160,000 [VZ N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

SPECIFY THE PERCENTAGE GIVEN FOR CREDITS OR DISCOUNTS FOR THE FOLLOWING: EARTHQUAKE INSURANCE

HO3 and HO4 only IMPORTANT, homeowners insurance does NOT automatically cover losses from earthquakes. Ask your agent about this cov
Fire Extinquisher % Deadbolt Lock % ARE YOU CURRENTLY WRITING EARTHQUAKE COVERAGE IN ARKANSAS? )

Burglar Alarm % Window Locks N/A % WHAT IS YOUR PERCENTAGE DEDUCTIBLE? N/A %

Smoke Alarm % $1,000 Deductible %

Other (specify) Zone Brick Frame

Complete Central Burglar % WHAT IS YOUR PRICE PER $1,000 OF COVERAGE? Highest Risk s [V s [V

Maximum Credit Allowed _% Lowest Risk L N/A L N/A
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From: Bill Lacy

To: Becky Harrington;

CC: Lenita Blasingame;

Subject: RE: Allstate

Date: Friday, May 01, 2009 9:32:28 AM

Seems like a good line for these circumstances.

From: Becky Harrington
Sent: Friday, May 01, 2009 9:26 AM

To:  Bill Lacy
Cc: Lenita Blasingame
Subject: Allstate

They have agreed to amend their filings to cap at 30%. OK to "stamp"?


mailto:/O=ARKANSAS STATE GOVERNMENT/OU=STATE/CN=DI/CN=DI-DPC/CN=BILL.LACY
mailto:/O=ARKANSAS STATE GOVERNMENT/OU=STATE/CN=DI/cn=di-dpc/cn=Becky.Harrington
mailto:/O=ARKANSAS STATE GOVERNMENT/OU=STATE/CN=DI/cn=DI-ADMIN/cn=LENITA.BLASINGAME-1

SERFF Tracking Number: ALSX-126098335

Filing Company: Allstate Property & Casualty Insurance Company
Company Tracking Number: R21075

TOI: 04.0 Homeowners

Product Name: Homeowners

Project Name/Number: 2009 - Rule and Rate Change/R21075

Rate Information
Rate data applies to filing.

Filing Method:

Rate Change Type:

Overall Percentage of Last Rate Revision:
Effective Date of Last Rate Revision:
Filing Method of Last Filing:

Company Rate Information

Company Name: Overall % Overall % Rate
Indicated Impact:
Change:

Allstate Property & % %

Casualty Insurance

Company

Sate:

Sate Tracking Number:

Sub-TOI:
Written # of Policy Written
Premium Holders Premium for
Change for  Affected for this this Program:
this Program:
Program:
$0 $0

Arkansas

Created by SERFF on 05/08/2009 09:52 AM

EFT $100

File and Use
Increase
-0.950%
08/25/2008
File and Use

Maximum %
Change (where
required):

%

04.0000 Homeowners Sub-TOI Combinations

Minimum %
Change (where
required):

%



SERFF Tracking Number:

Filing Company:

Company Tracking Number:
TOI:
Product Name:

Project Name/Number:

ALSX-126098335

Allstate Property & Casualty Insurance
Company

R21075

04.0 Homeowners

Homeowners

2009 - Rule and Rate Change/R21075

Rate/Rule Schedule

Review Status: Exhibit Name:

#:
Filed Manual_R21075 R21075
Filed Manual_R21075 R21075
Filed CheckingList_R21075 R21075
Filed CheckingList R21075 R21075

Sate:

Sate Tracking Number:

Sub-TOI:

Rule # or Page Rate Action

Replacement

Replacement

New

New

Arkansas

EFT $100

04.0000 Homeowners Sub-TOI Combinations

Previous State Filing Attachments

Number:

Created by SERFF on 05/08/2009 09:52 AM

R21075.PDF

R21075.PDF

R21075.PDF

R21075.PDF



ARKANSAS
HOMEOWNERS
RATE FACTOR PAGES

Order in
Calculation

1C Town Class Factor:

T/C Constrizction
Group Town Class Brick Frame
i i 0.83 1.00
2 0.90 1.01
3 091 1.01
4 0.92 1.03
5 0.92 1.08
6 0,93 112
7 0.99 1.22
8 1.02 1.31
9 1.11 1.32
10 116 1.35

06-03-2009 Allstate Property and Casualty Insurance Company

S R
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Order in
Calculation

2

3

06-03-2009

ARKANSAS
HOMEOWNERS
RATE FACTOR PAGES

Rate Adjustment Factor:

Factor: 1.408

Claim Rating Factor:

Rating Groups 1-3

# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #0of C #of B
0 0 0 0.400 0.540 0.745 1.028 1.419 1.850
1 0 1 0.400 0.540 0.745 1.028 1.419 1.850
1 1 0 0.440 0.594 0.820 1.131 1.561 1.850
2 0 2 0.400 0.540 0.745 1.028 1.419 1.850
2 1 1 0.440 0.594 0.820 1.131 1.561 1.850
2 2 0 0.524 0.707 0.975 1.346 1.850 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Rating Groups 4-6

# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #0of C #of B
0 0 0 0.460 0.621 0.857 1.183 1.632 1.850
1 0 1 0.460 0.621 0.857 1.183 1.632 1.850
1 1 0 0.506 0.683 0.943 1.301 1.795 1.850
2 0 2 0.460 0.621 0.857 1.183 1.632 1.850
2 1 1 0.506 0.683 0.943 1.301 1.795 1.850
2 2 0 0.602 0.813 1.122 1.548 1.850 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Rating Groups 7-9

# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #0of C #of B
0 0 0 0.490 0.662 0.913 1.260 1.738 1.850
1 0 1 0.490 0.662 0.913 1.260 1.738 1.850
1 1 0 0.539 0.728 1.005 1.385 1.850 1.850
2 0 2 0.490 0.662 0.913 1.260 1.738 1.850
2 1 1 0.539 0.728 1.005 1.385 1.850 1.850
2 2 0 0.641 0.866 1.195 1.649 1.850 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Allstate Property and Casualty Insurance Company

RFP -4



ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Order in
Calculation
3 cont. Claim Rating Factor:
Rating Grougs 10-12
# of Chargeable Claims in the past 3 years Group A
k] 1 2 3 4 3
Total Group B and £ #of C #ofB

0 0 [\ 0.540 (.729 1.006 1.388 1.850 1.850
1 0 1 0.540 0.729 1.006 1.388 1.850 1.850
1 1 o 0.594 0.802 1.107 1.528 1.850 1.850
2 0 2 §.54C 0.726 1.006 1.388 1.850 1.850
2 i 1 9.594 0.802 1.107 1.528 1.850 1.350
2 2 L] 0.707 0.954 1.317 1817 1.850 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Bach Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor, The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group € Claim - apply factor of 1,190 to the <laim rating factor. The overall Claim Rating Factor shall not exceed 1.83.

Rating Groups 13-15

# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #o0fC #ofB
0 0 0 0.600 0.811 1.118 1.542 1.850 1.850
1 0 1 0.600 0.811 1.118 1.542 1.856 1.850
L 1 & 0660 0.891 1.229 1.697 1.BS0 1.850
2 0 2 C.60¢ 0.811 1.118 1.542 1.850 1.850
2 1 1 0.660 891 1.229 1.697 1.850 1.850
2 2 0 0.785 1.060 1.463 1.850 1.850 1830

Each Additional Chargeable Group A Claim - apply factor of 1.380 to the claim rating facter. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group B Claim - apply factor of 1.000 to the ¢laim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group € Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Rating Groups 16-18

# of Chargeable Claims in the past 3 years Group A
0 ] 2 3 4 5
Total Group B and C #ofC #ofB
0 0 0 0.650 0.878 1.210 1.671 1.850 1.850
)3 0 1 0.650 0.878 1.21¢ 1.671 1.850 1.858
i 1 4 0.715 0.965 1.332 1,838 1.850 1.850
2 9 2 G.65¢ 0.878 1.210 1.671 1.850 1.830
2 1 1 0.713 0.963 1332 1.838 1.850 1.850
2 2 & 0.850 1.149 1.586 1.850 1.850 1.850

Each Additional Chargeabie Group A Claim - apply factor of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group B Claim - apply factor of 1.008 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Fach Additional Chargeable Group C Claim - apply factor of 1.199 to the claim rating factor. The overall Claim Rating Factot shall not exceed 1.85.

(6-03-2009 Allstate Property and Casualty Iasurance Company RFFP-5




Order in
Calewlation

3 cont.

£6-63-2000

ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Claim Rating Factor:
Rating Groups 19-21
# of Chargeable Claims in the past 3 years Group A
. ) 1 2 3 4 5
Total Group B and C #of C #of B

0 0 0 0.730 0.986 1.35% 1.850 1.850 1.85G
1 ] 1 0.730 0.986 1.35¢ 1.830 1.850 1.850
1 1 0 G803 1.084 1.496 1.850 1.850 1.850
2 0 2 0730 0.986 1,259 1.850 1.850 1.830
2 1 1 0.803 1.084 1.496 1.850 1.850 1.850
2 2 0 0.955 1.290 1,781 1.850 i.850 1.850

Each Additienal Chargeable Group A Claim - apply factor of 1.380 to the claim rating facter. The overall Claim Rating Factor shall not exceed 1.85.

Each Addittonal Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1190 to the claim rating factor. The overzll Claim Rating Facter shall not exceed [.85.

Rating Groups 21-24

# of Chargeable Claims in the past 3 years Croup A
0 1 2 3 4 3
Total Group B and C #ofC #of B
9 0 0 0.820 1.107 1.528 1.830 1.850 1.850
1 0 1 0.82¢ 1.1907 1.528 1.850 1.850 1.850
1 1 4] .902 1.217 1.680 1.850 1.850 1.850
2 0 2 0.820 1.107 1.528 1.85¢ 1.830 1.850
2 1 i 0.602 1.217 1.689 1,850 1.850 1.850
2 2 0 1.073 1449 1.850 1.850 1.850 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1,85,

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overafl Claim Rating Factor shall not exceed 1.85.

Rating Grouaps 25-27

# of Chargeable Clahns in the past 3 years Group A
0 I 2 3 4 3
Totat Group B and C #of C i of B
0 a 0 0880 1,188 1.640 1.850 1.850 1.850
1 0 1 0.880 1.188 1.640 1.850 1.830 1.850
1 i 0 0.968 1.306 1.803 1.850 i.850 1.850
2 0 2 0.380 1.188 1.640 1.850 1.850 1.850
2 1 1 0.568 1.306 1.803 1.850 1,850 1.850
2 2 0 1,152 1.555 1.850 1.850 1.850 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additionat Chargeable Group B Claim - apply factor of 1000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.83.

Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating facter. The overall Claim Rating Factor shall not exceed 1.83.

Allstate Propeety and Casualty Insurance Company




ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Orderin
Caleulation
3 cont, Claim Rating Factor:
Rating Groups 28-30
# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #ofC #ofB
0 il 1.000 1.350 1.850 1.850 i.850 1.850
1 0 1 1.000 1.350 1.850 L850 1.850 1.850
1 i 0 1.100 1.485 1850 1.850 1.850 1.850
2 0 2 1.000 1.350 1.850 1.850 1.850 1.830
2 1 1 1100 1.485 1.850 1.850 1.850 1.850
2 2 O 1.309 1.767 . 1.850 1.850 1.850 1.850

Each Additional Chargeable Group A Claim - apply facter of 1.380 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.83.

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Facter shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall net exceed 1.85.

06-03-200% Allstate Property and Casualty Insurance Company

RFP-7
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ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Order in
Calculation
4 Claim Free Discount:
TFactor: 0.80-
5 Coverage BC - Building Codes Factor:
Factor: 1.05
6 Dwellings in the Course of Construction Factor;
Factor: 0.70
7 Age of Home Discount:
Ageof Home  Factor
0 0.65
1 0.68
2 0.71
3 0.73
4 0.76
5 0.79
6 0.82
7 0.84
8 0.87
9 0.90
10-14 0.93
15-19 0.96
20-29 0.98
30-39 0.98
40-49 0.98
50+ 1.00
8 Partially Renovated Home Discount:

Note: To calculate the Renovated Home Discount Factor, add together the appropriate .-
discounts and subtract the total from one.

Age of Renovation Plumbing Heating/Cooling  Electrical Roof

0 0.02 0.05 0.09 0.08
1 0.02 0.05 0.07 0.07
2 0.01 0.04 0.07 0.06
3 0.01 0.03 0.06 0.035
4 0.00 0.03 0.05 0.04
5 0.00 0.02 0.04 0.03
6 0.00 0.02 0.03 0.03
7 0.00 0.02 0.02 0.02
8 0.00 0.02 0.01 0.02
9 0.00 0.01 0.01 0.01
10-49 0.00 0.00 0.01 0.00
50+ 0.00 0.00 0.00 0.00

06-03-2009 Allstate Property and Casualty Insurance Company

TH Rk




06-03-2009

ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Order in
Calculation
13 Home and Auto Discount:
IS Group Factor
1-30 0.80
14

Good Hands People® Discount:

Factor: 0.95

Allstate Property and Casualty Insurance Company

RFPF - 10
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: ARKANSAS
HOMEOWNERS MANUAL RULES

8.  Coverage M - Increased Coverage on Money
9. Coverage P - Business Pursuits

The rates displayed on the Supplementary Rate Pages vary by the following types of
business activities.

A. Clerical Office Employees
B. Salesmen, Collectors or Messengers

(I)  Excluding installments, demonstrating, or servicing operations
(2) Including instaliments, demonstrating, or servicing operations

C. Teachers :
(D Athletic, driving, laboratory, manual training, physical training
and swimming instructors
(2)  Not otherwise classified
10. Coverage S - Increased Coverage on Securities
1. Coverage SD - Satellite Dish Antennas
12.  Coverage ST - Increased Coverage on Theft of Silverware

B. Other Endorsements

For the additional premium set forth on the Supplementary Rate Pages, the following
coverages may be added to the Homeowners policies by endorsement:

1.  Extended Protection Amendatory Endorsement

This optional endorsement increases specific limits of the Homeowners policy,
including increasing the Personal Property (Coverage C) limit by an amount equal to
15% of the dwelling (Coverage A) limit. The endorsement also includes Excess
Dwelling Coverage, which provides coverage up to 125% of the limit of liability
applicable to Coverage A - Dwelling Protection or Coverage B - Other Structures
Protection, and provides coverage for Water Backup. Reduced limits for Coverage
C are not available to policies with this endorsement. Refer to the Extended
Protection Amendatory Endorsement form for more information.

6-1-2009 ALLSTATE PROPERTY AND CASUALTY Page HOPC4-2
INSURANCE COMPANY

 + [:l5a )




HOMEOWNERS MANUAL

ARKANSAS
RULES

6-1-2009

Select Extended Protection Amendatory Endorsement

This optional endorsement increases specific limits of the Select Homeowners
policy, Including increasing the Personal Property (Coverage C) limit by an amount
equal to 15% of the dwelling (Coverage A) limit. The endorsement also provides
coverage for Water Backup. The Excess Dwelling Coverage contained within the
Extended Protection Amendatory Endorsement is not applicable to the Select
Extended Protection Amendatory Endorsement. Reduced limits for Coverage C are
not available to policies with this endorsement. Refer to the Select Extended
Protection Amendatory Endorsement form for more information.

Excess Dwelling Coverage

This optional endorsement provides coverage up to 125% of the limit of liability
applicable to Coverage A - Dwelling Protection or Coverage B - Other Structures
Protection in the event of a covered loss. This coverage is also available to
Homeowners policies as part of the Extended Protection Amendatory Endorsement.
This endorsement is not available for Select Homeowners policies.

Dwelling in the Course of Construction

A provisional Coverage A limit equal to the expected completed value of the
dwelling is provided with the use of this endorsement. Coverage C will be provided
at 25% of Coverage A. This endorsement is not available for Select Homeowners
policies and cannot be purchased in conjunction with the Gold or Platinum
Protection Options.

Coverage CA - Extended Coverage on Cameras

Coverage DC - Home Day Care

This endorsement affords limited coverage to Insureds operating a day care center
on the premises for no more than four children. This coverage modifies the policy
exclusions associated with a home day care business.

The minimum limit of liability on Coverage DC is $100,000. The limit of liability
purchased for Coverage DC must match Coverage X limits. However if the

Coverage X limit exceeds $300,000 then the only Coverage DC limit available is
$£300,000.

Coverage E - Earthquake Damage

The deductible applicable to this coverage is defined on the Supplementary Rate
Pages. '

ALLSTATE PROPERTY AND CASUALTY Page HOPC4-3
INSURANCE COMPANY
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STEP #

ARKANSAS
HOMEOWNERS
PREMIUM CALCULATION PAGES

ROUND AFTER EACH CALCULATION TO THE NEAREST PENNY

Homeowners

Select
Homeowners

HOMEOWNERS PACKAGE PREMIUM (PCP - 2; step 1E, 1L, or 1AB)

RATE ADJUSTMENT FACTOR (RFP - 4)

CLAIM RATING FACTOR (RFP -4 0 RFP - 7)

Bl

CLAIM FREE DISCOUNT (RFP - 8)

COVERAGE BC - BUILDING CODES FACTOR (RFP - 8)

DWELLINGS IN THE COURSE OF CONSTRUCTION FACTOR (RFP - 8)

LI L D

AGE OF HOME DISCOUNT (RFP - 8)

PARTIALLY RENOVATED HOME DISCOUNT (RFP - 8)

"

e | oy W e W

HOME BUYER DISCOUNT (RFP - 9)

"

—
(=1

FIRE RESISTIVE DISCOUNT (RFP - 9)

pi
[

PROTECTIVE DEVICE DISCOUNT (RFP - 9)

—
b

55 AND RETIRED DISCOUNT (RFP - 9)

—_
LS}

HOME AND AUTO DISCOUNT (RFP - 10)

R B N N S

—
~

THE GOOD HANDS PEQPLE ® DISCOUNT (RFP - 10)

b

EoB oI o R

p—
Lh

ROOF RATING FACTCR (RFP - 11)

"

[
(=)}

DEDUCTIBLE FACTOR. (RFP - 12)

w

—
~F

SECONDARY RESIDENCE FACTOR (RFP - 13}

"

—
[=2]

SELECT HOMEOWNERS RATE SCHEDULE FACTOR (RFP - 13)

—_
=]

EXCESS DWELLING COVERAGE (RFP - 13) !

ﬂ

b2
<o

EXTENDED PROTECTION AMENDATORY ENDORSEMENT FACTOR (RFP - 13)

S

3]
—

YOUR CHOICE HOME PACKAGE FACTOR (RFP - 13)

[
[

WATER BACKUP AMOUNT (RFP - 13) 2

b
[¥5)

TOTAL PERSONALIZED OPTIONS PREMIUM (SRP - 1)

™Y
£

FIXED EXPENSE POLICY FEE (SRP - 1)

[\]
Lh

REINSURANCE CHARGE

]
=%

ADDITIONAL PREMIUM *

F[F [T [+ [+ [% [#

T+ I+ [F T [F |7

(]
-3

TOTAL COVERAGE PREMIUM

* Additional premium applicable for endorsements, increased limits, additional coverage, or additional coverages
deductible buy-downs, and subtract any applicable credit for reduced coverage shown on the Supplementary

06-01-2000

The Excess Dwelling Coverage Factor should not be applied to policies purchasing the

Extended Protection Amendatory Endorsement.

The Water Backup coverage is only available to, and mandatory for, policies purchasing
the Extended Protection Amendatory Endorsement.

Rate Pates. Where applicable, use the same deductibie amount applicable to Coverage A.

Allstate Property and Casualty Insurance Company

PCP-1
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ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Order in
Calculation
1C Town Class Factor:
T/C Construction
Group Town Class Brick Frame
1 1 .86 1.00
2 0.88 1.03
3 0.88 1.04
4 0.89 1.09
5 0.92 1.16
[ 0.94 1.26
7 1.00 1.37
b 1.08 1.43
9 1.08 1.47
10 1.11 1.47

06-61-2009 Allstate Property and Casualty Insurance Company RFP-2
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Order in
Calculation

06-01-2005

ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Rate Adjustment Faetor:
Factor: 2.131
Claim Rating Factor:
Rating Groups 1-3
# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #of C EofB
0 ] 0 0.370 0.481 0.647 0.871 1173 1.57%
1 0 1 0.370 0.481 0.647 0.871 1173 1.579
1 1 0 0.413 0.544 0.732 0.985 1.328 1.784
2 V] 2 0.370 0.481 0.647 0.871 1173 1.579
2 1 1 0.418 0.544 0.732 (.985 1.325 1.784
2 2 0 $.498 {.647 G871 1.172 1377 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating facter. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Rating Groups 4-6

# of Chargeable Claims in the past 3 years . Group A
: 0 1 2 3 4 35
Total Group B and C #of C #of B
0 ) 0 0 0.480 0.520 0.700 0.942 1.268 1.707
1 0 1 0.490 0.520 0.760 0.942 1.268 1.707
1 1 0 0.452 0.588 0.791 1.065 1.433 1.850
2 0 2 0.400 0.520 0700 0.942 ~ 1.268 1.707
2 1 1 0.452 0.588 0.791 1.065 1.433 1.850
2 2 0 0.538 0.699 0.941 1267 1.705 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the ¢laim rating factor. The overall Claim Rating Factor shatl not exceed 1.85.

Each Additional Chargeable Group € Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.83.

Rating Groups 7-9

# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #ofC #ofB
9 0 0 - 0.440 0.572 0.770 1.036 1,365 1.850
1 0 1 0.440 0.572 0.770 1.036 1.385 1.830
1 1 0 0.497 0.646 0.870 1.171 1.576 1.850
2 0 2 .440 0.572 0.770 1.036 1.395 1.850
2 1 i £.497 0.646 0.870 1.171 1.376 1.850
2 2 V] 1.592 0.769 1.635 1.394 1.850 1.850

Each Additional Chargeable Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating facter. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The ovemll Claim Rating Factor shall not exceed 1.85.

Allstate Property and Casualty Insnrance Company

RFP -4
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Order in
Calculation

3 cont.

06-01-2009

Claim Rating Factor:

Rating Groups 10-12

ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES

# of Chargeable Claims in the past 3 years Group A
- 0 i 2 3 4 5
Total Group B and C #ofC #of B -
0 [ 0 0.49¢ 0.637 0.857 1.154 1.553 1.850
1 1 1 0.49¢ 0.637 0.857 1.154 1.553 1.850
1 I [ {.554 9.720 0.969 1.304 1.753 1.350
2 0 2 0.490 0.637 0.857 1,154 1.353 1.850
2 1 1 0.554 0.720 0.969 1.304 1.755 1.850
2 2 [ 0.65% 0.857 1153 1.352 1.850 1.850

Each Additional Chargeabla Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shal! not exceed 1.85.
Each Additional Chargeable Group B Claim - apply facter of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group C Claim - apply factor of 1.150 to the claim rating factor. The overall Claim Rating Factor shall not exceed I.85.

Rating Groups 13-15

# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #of C #of B
Q 0 0 0.550 0.715 0.962 1265 1.744 1.850
1 0 1 0.550 0.715 0.962 1.295 1.744 1.850
H 1 0 0.622 0.808 1.088 1.464 1.850 1.850
2 0 2 0.550 G715 0.962 1.295 1.744 1.850
2 1 1 0,622 0.808 1.088 1.464 L.85¢ 1.850
2 2 0 ¢.740 0.961 1.294 1,742 1.850 1.850

Each Additional Chargesble Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shail not exceed 1.85.
Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Rating Groups 16-18

# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Greup B and C #o0fC #ofB
¢ 0 [ 0.600 0.780 1.050 1.413 1.850 1.850
1 0 1 0.600 0.730 1.050 1.413 1.850 1.85C
1 1 ki) 0.678 0.881 1.186 1.597 1.850 1.850
2 0 2 -0.600 0.789 1.050 1413 1.850 1.850
2 1 1 0.678 0.881 1.186 1.557 1.850 1.850
2 2 b 0.807 1.049 1.412 1.850 1.850 1.83)

Each Additional Chargeabie Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.83.
Each Additional Chargeable Group B Claim - apply facter of 1.000 to the claim rating factor, The overall Claim Rating Factor shali not exceed 1.83.
Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Alistate Property and Casualéy Insurance Company
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3 cont.

#6-01-20609

ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Claim Rating Factor:
Rating Groups 19-21
# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 5
Total Group B and C #of C #ofB
0 0 0 0.690 0.897 1.207 1.625 1.830 1.850
1 0 1 0.650 0.807 1.207 1.625 1.830 1.830
1 1 0 0780 | 1.4 1.364 1.836 1.850 1.850
2 0 2 0.690 0.897 1.207 1.625 1.850 1.850
2 1 1 0.780 1.014 1.364 1.836 1.850 -1.850
2 2 L] 0.928 1.206 1.624 1.850 1.850 1,850
Each Additional Chargeable Group A Claim - apply factor of 1.346 to the ¢laim rafing factor. The overall Claim Rating Factor shal? not excead 1,835,
Each Additional Chargeable Group B Claim - apply factor of 1000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overail Claim Rating Factor shall not exceed 1.85.
Rating Groups 22-24
# of Chargeable Claims in the past 3 years Group A
0 i 2 3 4 5
Totat Group B and C #of C #of B
0 ] 0 {.790 1.027 1.382 1.850 1.850 1.850
1 0 1 0.790 1.027 1.382 1.850 1.850 1850
1 1 ¢ 0.893 1.161 1.562 1.850 1.850 1.850
2 4 2 0.790 1.027 1.382 1.850 1.850 1.850
2 1 1 0.893 1.161 1.562 1.830 1.830 1.850
2 2 [ 1.062 1.331 1.850 1.850 1.850 1.850
Each Additional Chargeable Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Each Additional Cheargeable Group B Claim - apply factor of 1.000 to the claim rating factor, The overall Claim Rating Facter shall not exceed 1.85.
Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Rating Groups 25-27
# of Chargeable Claims in the past 3 years Group A
0 1 2 3 4 3
Total Group B and C #ofC #of B
0 0 0 ¢.900 1.170 1.573 1.850 1.850 1.850
1 0 1 0.900 1.170 1.575 1.850 1.850 1.85¢
i 1 0 1.017 1.322 1.780 1.850 1.850 1.850
2 U 2 0.900 1.170 1,575 1.850 1.850 1.850
2 1 1 1.017 1.322 1.780 1.850 1.850 1.850
2 ) 0 1.210 1.573 1.850 1.850 1.850 1.850
Each Additicnal Chargeable Group A Claim - apply factor of 1.346 to the claim rating facter. The overali Claim Rating Factor shall not exceed 1.85.
Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Facter shall not exceed 1.85.
Each Additional Chargeable Group C Claim - apply factor of 1.190 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.
Allstate Property and Casualty Insurance Company
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ARKANSAS
HOMEOWNERS
RATE FACTOR PAGES

Order in
Calculatien

3 cont. Claim Rating Factor:

Rating Groups 28-30
# of Chargeable Claims in the past 3 years Group A
0 ] 2 3 4 E)
Total Group B and C #of C # of B
1] 0 1.000 1.300 1.750 1.850 1.850 1.850
1 0 1 1.000 1.300 1.750 1.850 1.850 1.850
1 H 0 1.130 1.469 1.850 1.850 1.850 1.8350
2 0 2 1000 L300 1.750 1.850 1.850 1.850
2 1 i 1.130 1.469 1.850 1.850 1.850 1.850
2 2 0 1.345 1.748 1.850 1.850 1.850 1.830

Each Additional Chargeable Group A Claim - apply factor of 1.346 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group B Claim - apply factor of 1.000 to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.85.

Each Additional Chargeable Group C Claim - apply factor of 1.19( to the claim rating factor. The overall Claim Rating Factor shall not exceed 1.83.

06-01-2009 Allstate Property and Casuvalty Insurance Company
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Order in
Calculation

4

06-01-2009

Claim Free Discount:

Factor:

0.80

ARKANSAS

HOMEOWNERS

RATE FACTOR PAGES

Coverage BC - Building Codes Factor:

Factor:

1.05

Dwellings in the Course of Construction Factor:

Factor:

0.70

Age of Home Discount:

Age of Home

Factor

0

=B B R P S

9 .
10-14
15-19
20-29
30-39
40-49

50+

0.49
0.51
0.57
0.60
0.65
0.67
0.73
0.77
0.82
0.87
6.95
1.00
0.99
0.99
0.98
0.95

Partially Renovated Home Discount:

Note: To calculate the Renovated Home Discount Factor, add together the appropriate

discounts and subtract the total from one.

Age of Renovation - Plumbing
0 0.02
! 0.02
2 0.01
3 0.01
4 0.00
5 .00
6 0.00
7 0.00
8 0.00
9 0.00
10-49 0.00
50+ 0.00

Allstate Property and Casualty Insurance Company

Heating/Cooling
0.05

0.05
0.04
0.03
. 0.03
0.02
0.02
0.02
0.02
0.01
0.00
0.00

Electrical Roof
0.09 0.08
0.07 0.07
0.07 0.06
0.06 0.05
0.65 .04
0.04 0.03
0.03 0.03
0.02 0.02
0.01 0.02
0.01 0.01
0.01 0.00
0.00 0.00




ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Order in
Calculation
13 Home and Auto Discount:
1S Group Factor
1-30 0.65
14 Good Hands People® Discount:
Factor: 0.95
06-01-2009 Allstate Property and Casualty Insurance Company

RFP - 10
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Order in
Calculation

06-01-2009

17

18

19

20

21

22

ARKANSAS

HOMEOWNERS
RATE FACTOR PAGES
Secondary Residence Facior;
Factor: 1.21

Select Homeowners Rate Schedule Factor®:

Ratio of
Select Value
1o Replacement Cost Factor
01-.15 0.70
16-20 0.73
21-.25 0.76
26-30 0.77
31-35 0.78
36-.40 0.79
A41-45 0.80
A46-.50 0.81
51-55 0.82
56-.60 0.83
.61-.65 0.84
.66-.70 0.85
71-75 ' .86
J76-.80 0.87
.81-.85 0.88
.86-.90 0.90
91-95 0.95
.96-1.00 1.00

* Only applies to Select Homeowners policies, otherwise apply factor of 1.00
Excess Dwelling Coverage Factor:

Factor: 1.01
Extended Protection Amendatory Endersment Facior:

Factor: 1.10

Extended Protection Amendatory Endorsement - Water Backup Amount:

Deductible
Limit $2350
$2,000 $36

Your Choice Home Package Factor:

Package Factor

Platinam 1.20
Gold 1.14
Base 1.06

Allstate Property and Casnalty Insurance Company

RFP-13
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Arkansas

CHECKING LIST FOR HOMEOWNERS

Printing dates are shown on each page to facilitate identification of different
editions, but have no direct connection with the effective date of the page.

PREMIUM SECTION

Enclosed: Page RFP-2 dated 6-3-2009
Page RFP-4 dated 6-3-2009
Page RFP-5 dated 6-3-2009
Page RFP-6 dated 6-3-2009
Page RFP-7 dated 6-3-2009
Page RFP-8 dated 6-3-2009
Page RFP-10 dated 6-3-2009

Withdrawn: Page RFP-2 dated 6-1-2009
Page RFP-4 dated 6-2-2009
Page RFP-5 dated 6-1-2009
Page RFP-6 dated 6-1-2009
Page RFP-7 dated 6-1-2009
Page RFP-8 dated 6-1-2009
Page RFP-10 dated 6-1-2009

Filing Number: R21075 A# 2
Allstate Property and Casualty Insurance Company



CHECKING LIST FOR HOMEOWNERS

Printing dates are shown on each page to facilitate identification of different
editions, but have no direct connection with the effective date of the page.
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Withdrawn: Page HOPC4-2 dated 10-1-2005

Page HOPC4-2 and HOPC4-3 dated 6-1-2009

Page HOPC4-3 dated 2-1-2007

PREMIUM SECTION
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Withdrawn:

Filing Number:

R21075

Page PCP-1 dated 6-1-2009

Page RFP-2 dated 6-1-2009

Page RFP-4 through RFP-8 dated 6-1-2009
Page RFP-10 dated 6-1-2009

Page RFP-13 dated 6-1-2009

Page PCP-1 dated 2-1-2007

Page RFP-2 dated 7-1-2007

Page RFP-4 through RFP-7 dated 7-1-2007
Page RFP-8 dated 10-1-2005

Page RFP-10 dated 10-2-2005

Page RFP-13 dated 2-1-2007

Allstate Property and Casualty Insurance Company

Arkansas
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NAIC Number:  FRZE]] Homeowners Premium Comparision Survey Form Submit to:  Arkansas Insurance Department

(TN EUVANET I Allstate Property and Casualty Insurance Company FORM HPCS - last modified August, 2005 1200 West Third Street

(ol N AT E0 1 Celeste Mrdak Little Rock, AR 72201-1

PG ERNOR (847) 402-7328 USE THE APPROPRIATE FORM BELOW - IF NOT APPLICABLE, LEAVE Telephone: 501-371-2800

SN EIWCGIEES oscmrda@allstate.com BLANK Email as an attachment to insurance.pnc@arkansas.qov
SN ETEE 6/1/2009 You may also attach to a SERFF filing or submit on a cdr disk

Survey Form for HO3 (Homeowners) - Use $500 Flat Deductible (Covers risk of direct physical loss for dwelling and other structures; named perils for personal property, replacement cost on dwelling, actual cash value on personal property)

Public Dwelling Washington Baxter Craighead St. Francis Desha Union Miller Sebastian Pulaski
Protection Class =~ Value Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 $436.40 $503.63 $517.63 $599.55 $517.63 $599.55 $392.70 $451.75 $381.78 $438.78 $381.78 $438.78 $499.89 $578.39 $396.80 $456.53 $422.40 $487.25
$120,000 $527.04 $610.35 $627.91 $729.81 $627.91 $729.81 $472.29 $545.97 $458.87 $530.13 $458.87 $530.13 $605.88 $703.64 $477.46 $552.17 $509.48 $590.04
$160,000 $604.83 $702.53 $722.97 $841.82 $722.97 $841.82 $541.07 $627.35 $525.49 $608.64 $525.49 $608.64 $696.99 $811.34 $546.96 $634.28 $584.73 $678.62

$80,000 $461.65 $596.14 $548.35 $712.20 $548.35 $712.20 $414.89 $533.33 $402.93 $517.97 $402.93 $517.97 $529.24 $686.59 $418.98 $539.13 $446.63 $576.01
$120,000 $558.02 $725.69 $666.12 $869.93 $666.12 $869.93 $500.18 $647.53 $485.38 $628.25 $485.38 $628.25 $642.36 $838.26 $505.34 $654.77 $539.78 $700.55
$160,000 $641.56 $837.32 $767.33 | $1,006.06 $767.33 | $1,006.06 $573.65 $745.86 $556.32 $723.32 $556.32 $723.32 $739.61 $968.64 $579.54 $754.16 $619.73 $807.87

$80,000 $520.36 $684.20 $620.03 $819.72 $620.03 $819.72 $466.77 $611.16 $453.12 $593.06 $453.12 $593.06 $598.19 $790.03 $471.55 $617.64 $503.29 $661.00
$120,000 $631.69 $835.16 $755.28 | $1,003.86 $755.28 | $1,003.86 $564.57 $743.92 $547.69 $721.55 $547.69 $721.55 $728.09 $966.67 $570.41 $752.53 $610.01 $805.90
$160,000 $727.14 $965.17 $871.61 | $1,161.97 $871.61 | $1,161.97 $648.83 $858.80 $629.43 $832.47 $629.43 $832.47 $839.75 | $1,119.00 $655.76 $868.50 $702.20 $931.21

Survey Form for HO4 (Renters) - Use $500 Flat Deductible (Named perils for personal property, actual cash value for loss, liability and medical payments for others included)

Public Property Washington Baxter Craighead St. Francis INCEGEES Union Miller Sebastian Pulaski
Protection Class =~ Value Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$5,000 [V N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$15,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$25,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$5,000 [V N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$15,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$25,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$5,000 [\ N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$15,000 72 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$25,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Survey Form for DP-2 (Dwelling/Fire) - Use $500 Flat Deductible (Named perils for dwelling and personal property; replacement cost for dwelling, actual cash value for personal property, no liability coverage)

Public Dwelling Washington Baxter Craighead St. Francis INCEGEES Union Miller Sebastian Pulaski
Protection Class =~ Value Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 [\Z N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$120,000 N2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$160,000 V2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$80,000 2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$120,000 [\1Z N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$160,000 V2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$80,000 [\Z N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$120,000 N2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
$160,000 [VZ N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

SPECIFY THE PERCENTAGE GIVEN FOR CREDITS OR DISCOUNTS FOR THE FOLLOWING: EARTHQUAKE INSURANCE

HO3 and HO4 only IMPORTANT, homeowners insurance does NOT automatically cover losses from earthquakes. Ask your agent about this cov
Fire Extinquisher % Deadbolt Lock % ARE YOU CURRENTLY WRITING EARTHQUAKE COVERAGE IN ARKANSAS? )

Burglar Alarm % Window Locks N/A % WHAT IS YOUR PERCENTAGE DEDUCTIBLE? N/A %

Smoke Alarm % $1,000 Deductible %

Other (specify) Zone Brick Frame

Complete Central Burglar % WHAT IS YOUR PRICE PER $1,000 OF COVERAGE? Highest Risk s [V s [V

Maximum Credit Allowed _% Lowest Risk L N/A L N/A




NAIC LOSS COST DATA ENTRY DOCUMENT

1. | This filing transmittal is part of Company Tracking # | R21075
> If filing is an adoption of an advisory organization loss cost filing, give
" | name of Advisory Organization and Reference/ ltem Filing Number
Company Name Company NAIC Number
3. [ A Allstate Property and Casualty Insurance Company B. 17230
Product Coding Matrix Line of Business (i.e., Type of Insurance) | Product Coding Matrix Line of Insurance (i.e., Sub-type of Insurance)
4. | A Homeowners B. Owners
5.
A) FOR LOSS COSTS ONLY
(B) © (D) (E) (F) (©) (H)
COVERAGE Indicated Requested Loss Cost Selected Expense Co. Current
(See Instructions) % Rate % Rate Expected Modification Loss Cost Constant Loss Cost
Level Change Level Change Loss Ratio Factor Multiplier (If Applicable) Multiplier
Homeowners and 97 2% 50.29%%
Select Homeowners
TOTAL OVERALL
EFFECT 97.2% 50.2%
5 Year
6. History Rate Change History 7.
Policy % of Effective | State Earned Incurred State Countrywide Selected
Year . Losses Loss . Expense Constants .
Count Change Date Premium (000) (000) Ratio Loss Ratio Provisions
2006 4,780 N/A N/A 4,876,961 4,747,535 0.97 0.54 A. Total Production Expense 5.0%
2007 15,208 9.2% 8/27/07 12,300,000 9,517,373 0.77 0.64 B. General Expense 3.5%
2008 24,322 N/A N/A 19,975,051 34,761,554 1.74 0.94 C. Taxes, License & Fees 3.1%
D. Underwriting Profit
& Contingencies & Debt 11.55%
E. 1)Commissions 12.6%
2) Contingency 2.0%
F. TOTAL 37.8%
8. N Apply Lost Cost Factors to Future filings? (Y or N)
9. 157.6% Estimated Maximum Rate Increase for any Insured (%). Territory (if applicable): _ 105
10. 1.9% Estimated Maximum Rate Decrease for any Insured (%) Territory (if applicable): _ 105
PC RLC

U:LossCostDraft/DataEntry.doc
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS '

DEFINITIONS
Please note that throughout this filing, the following terms and their definitions are used:

Owners Policy — a policy which covers a freestanding dwelling or townhome that is not classified as a
manufactured home.

Homeowners Policy — An owners, condo, co-op, or renters policy.



Attachment I
Page 2
ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

ACTUARIAL STANDARDS OF PRACTICE

This document confirms compliance with the following Actuarial Standards of Practices that
are applicable to the preparation of statewide rate filings performed by casualty actuaries as
stated in “Applicability Guidelines for Actuarial Standards of Practice” (American Academy of
Actuaries, September 2004). In addition, references to relevant sections of this filing are
included, where applicable.

Actuarial Standard of Practice No. 9, Documentation and Disclosure in Property and
Casualty Insurance Ratemaking, Loss Reserving, and Valuations

- Attachment I, Page 4: Material Changes in Sources of Data, Assumptions, or

Methods ‘

- Attachment II, Pages 1-10: Summary of the Development of Statewide Rate Level

Indication
Actuarial Standard of Practice No. 12, Risk Classification (for all Practice Areas)

- This ASOP is not applicable to this rate filing as risk classification systems were

not designed, reviewed, or changed.

Actuarial Standard of Practice No. 13, Trending Procedures in Property/Casualty
Insurance Ratemaking

- Attachment II, Page 4: Adjustment to Losses — Loss Trend

- Attachment II, Page 5: Adjustment to Losses — Catastrophes (AIY’s)

- Attachment 11, Page 7: Expenses, Profit Provision, and Contingency Factor —

Fixed Expenses — Trend (Inflation)

- Attachment II, Page 10: Adjustments to Premiums ~ Premium Trend
Actuarial Standard of Practice No. 23, Data Quality

- Attachment II, Pages 1-10: Summary of the Development of Statewide Rate Level

Indication
Actuarial Standard of Practice No. 25, Credibility Procedures Applicable to Accident
and Health, Group Term Life, and Property/Casualty Coverages

- Attachment 11, Page 2: Base Data — Accident Year Weights

- Attachment 1, Page 4: Adjustment to Losses —Loss Trend
Actuarial Standard of Practice No. 29, Expense Provisions in Property/Casualty
Insurance Ratemaking ‘

- Attachment 11, Pages 6-9: Expenses, Profit Provision, and Contingency Factor
Actuarial Standard of Practice No. 30, Treatment of Profit and Contingency Provisions
and the Cost of Capital in Property/Casualty Insurance Ratemaking

- Attachment II, Pages 8 and 9: Expenses, Profit Provision, and Contingency Factor

— Variable Expenses — Underwriting Profit

Attachment IV, Pages 1-3: Contingency Factor Support Explanatory Memorandum
Actuarial Standard of Practice No. 38, Using Models Outside the Actuary’s Area of
Expertise (Property and Casualty)

- This ASOP is not applicable to this rate filing.
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Actuarial Standard of Practice No. 39, Treatment of Catastrophe Losses in
Property/Casualty Insurance Ratemaking
- Attachment II: Summary of the Total Non-Modeled Catastrophe Adjustment
Actuarial Standard of Practice No. 41, Actuarial Communications
- Applies to this filing in its entirety
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MATERIAL CHANGES IN SOURCES OF DATA, ASSUMPTIONS, OR METHODS

This document lists all material changes in sources of data, assumptions, or methods from the
last Allstate rate level indication filing. These changes are further described in the subsequent
memos in compliance with Actuarial Standard of Practice No. 9, Documentation and
Disclosure in Property and Casualty Insurance Ratemaking, Loss Reserving, and Valuations.

e Rate Level Indication
* - Use of Pure Premium methodology, rather than Loss Ratio methodology, as
described in Attachment I, Page 1
- Use of Allstate Property and Casualty Insurance Company underlying data as
described in Attachment I1, Page 2
e ULAE Provision
- Use of three-year average, rather than two-year average, as described in
Attachment II, Page 4
e Contingency Provision
- Contingency Provision updated as described in Attachment IV
e Underwriting Profit Provision
- Update to methodology as described in Attachment I1, Page &
e Catastrophe Adjustment
- Catastrophe provision adjusted as described in Attachment I1I
e Accident Year Weights
- Accident year weights adjusted as described in Attachment I, Page 2
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

SUMMARY OF THE DEVELOPMENT OF STATEWIDE RATE LEVEL INDICATION

The data used in the calculation of the rate level indication was selected in accordance with the
considerations listed in Section 3.2 of Actuarial Standard of Practice No. 23, Data Quality. The
calculation of the rate level indication is consistent with the Statement of Principles Regarding
Property and Casualty Insurance Ratemaking contained in Apperndix ! of Actuarial Standard of
Practice No. 9, Documentation and Disclosure in Property and Casualty Insurance Ratemaking,
Loss Reserving, and Valuations.

A rate level indication is a test of the adequacy of expected revenues versus expected costs
during the future policy period. Therefore, to derive the indicated rate level need accurately,
Allstate's historical premium and loss experience needs to be adjusted. In accordance with
Section 5.3 of Actuarial Standard of Practice No. 13, Trending Procedures in Property/Casualty
Insurance Ratemaking, Allstate trends the underlying historical experience for premiums, losses,
and fixed expenses to appropriately reflect historical and projected changes in these components
of the rate level indications. In addition, historical premiums must be adjusted to reflect the
current rate level; and historical losses must be adjusted to reflect expected development over
time. All actual catastrophe losses during the experience period were removed and then replaced
with a provision to reflect expected catastrophe losses. Details of these necessary adjustments to
the historical data used in the rate level indication are described in this memorandum. The
adjustments have been applied to Arkansas’s premium and loss experience in deriving the
indicated rate level change. The Development of the Provision for Non-Cat Loss and Loss
Adjustment Expense is shown on Exhibit 2 of Attachment V. The Development of Projected
Average Farned Premium is shown on Exhibit 17 of Attachment V.

With this filing, Allstate is changing from a Loss Ratio method to a Pure Premium method when
developing the indicated provision for loss and loss adjustment expense.

The table below summarizes the indicated and proposed rate level changes, and the actual rate
level change being proposed. The determination of the overall mdicated change is included in

Attachment V, Exhibit 1, and described in detail on Pages 2 through 10 of this attachment.

Premium Dist. at Indicated Selected
Current Rates Change** Change

Fixed Expense Premium 8.3% N/C N/C
Variable Package Premium 86.3% 112.7% 58.2%
Total Owners Package* 94.5% 162.8% 53.1%
Additional Coverages 5.5% N/C N/C
Total Owners 160.0% 97.2% 50.2%
*Includes premium from Homeowners and Select Homeowners policies. Please reference Rule Manual for
more details.
**We implicitly assume no indicated change for fixed expenses and additional coverages.
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

BASE DATA

In developing rate level indications for Arkansas, data from fiscal accident years ending
September 30, 2007 and 2008 was used. Each of these fiscal accident years is evaluated as of
December 31, 2008. Allstate Property and Casualty Insurance Company underlying data is used
in the development of the rate level indication. This is a change from previous filings, in which
Allstate Property and Casualty Insurance Company data was not yet mature enough for use; in
previous filings, Allstate Indemnity Company data was used.

Accident Year Weights

In order to develop a credible measure of the indicated rate level, it is sometimes necessary to
use more than one year of historical loss experience. The number of years needed to determine
the formula rate level indication is derived from a credibility procedure based upon the number
of paid claims. This method also allows us to determine the weight to apply to each year of
experience in order to appropriately consider responsiveness and stability. The credibility
procedure that was used is more fully described in the paper "On the Credibility of the Pure
Premium"” (Proceedings of the Casualty Actuarial Society, Vol. LV, 1968) by Mayerson, Jones
and Bowers.

Since Allstate Property and Casualty Insurance Company was introduced in October of 20035,
there is not any weight given to years other than the two accident years used. As the company
matures, and as more years can be used in the experience period, credibility procedures based on
the number of paid claims will continue to be used in selecting weights for each accident year.
The selected accident year weights are shown in the table below.

Fiscal Accident Year Ending Accident Year Weight
September 30, 2007 40%
September 30, 2008 60%
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

ADJUSTMENTS TO LOSSES

Loss Development

As with past filings, Allstate determines ultimate accident year losses (including aliocated loss
adjustment expense) after analyzing ultimate incurred loss estimates arising from two methods:
the link ratio method and the additive method.

While the link ratio method assumes that future development is proportional to losses that have
alteady emerged as of a given evaluation date, the additive method assumes that future
development is proportional to the number of earned exposures in the accident period, where the
expected development per exposure is based on historical development patterns per exposure,
adjusted to account for differences in frequency and severity over time. Allstate believes the
approach of considering two loss development procedures when estimating ultimate losses better
upholds the suggestion contained in the Statement of Principles Regarding Property and
Casualty Loss and Loss Adjustment Expense Reserves that “Ordinarily the actuary will examine
the indications of more than one method when estimating the loss and loss adjustment expense
liability for a specific group of claims.”

Due to the limited amount of Allstate Property and Casualty Insurance Company data, loss
development factors and additive amounts were based on Allstate Insurance Company, Allstate
Indemnity Company, and Allstate Property and Casualty Insurance Company (Allstate Insurance
Group) combined data. Loss development patterns for Alistate Insurance Group are expected to
be similar, since claims settlement practices are the same for each company.

To calculate estimated ultimate losses using the link ratio method, historical age-to-age link
ratios are calculated, which represent loss development between different evaluation periods. An
average of the historical link ratios is then used to estimate the ultimate level of paid losses to be
used in ratemaking. This method assumes that historical loss development patterns can be used
to estimate future loss development on current immature claims.

For the additive loss development method, historical losses are first trended to today’s price level
using pure premium trends selected from Allstate Insurance Group data. This is done to avoid
distortions due to changes in the underlying loss costs. Please note that due to the different
lengths of trend periods in each analysis, the selected pure premium trend that is used in loss
development often differs from the selected trend that applies to the underlying data. Trended
additive amounts per exposures are calculated, which represent trended loss development
between different evaluation periods. An average of the historical trended additive amount per
exposure is then used to estimate the ultimate trended level of paid losses. Trended age-to-
ultimate additive amounts per exposure are multiplied by earned exposures for each accident
year to calculate trended losses that have yet to emerge. A final step in the additive method is to
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detrend the trended losses yet to emerge. Losses are detrended because the application of trend
is accounted for in a separate step in the ratemaking process. This method assumes that
historical loss development patterns per exposure can be used to estimate future loss
development on current immature claims.

Refer to Exhibit 3, Pages 2 and 3, of Attachment V for the loss development using both the
link ratio and additive methods of loss development. A summary of the estimated ultimate losses
using each method as well as the selected uitimate losses is shown on Exhibit 3, Page 1. Please
note that a five year average of loss development factors and additive amounts per exposure
excluding high and low values were used.

Loss Adjustment Expenses

Losses in the experience period have been adjusted to account for non-hurricane unallocated loss
adjustment expenses (ULAE). A provision is developed using countrywide Allstate Insurance
Group homeowners data. A three-year average of the ratios of countrywide calendar year non-
hurricane ULAE to countrywide calendar year non-hurricane incurred losses and allocated loss
adjustment expense is used to determine the ULAE provision.

The average ratio is then applied to the losses for each year used in the formula calculation. The
ULAE ratio that used in this filing is shown in Exhibit 4 of Attachment V.

Loss Trend

Because of the limited amount of Allstate Property and Casualty Insurance Company data
available, Allstate Insurance Group data was considered in the selection process. Using adjusted
Allstate Insurance Group data for the state of Arkansas, the past changes in actual frequency and
severity on a twelve-month-moving basis (evaluated at each quarter) over a five year pertod were
examined. After considering past results, knowledge of changes in various mnflation indices
relating to insurance, countrywide Allstate data, credibility level of Allstate data, industry data,
and actuarial judgment, annual pure premium trends were selected.

Frequency and severity amounts are calculated using the methodology in “The Effect of
changing Exposure Levels on Calendar Year Loss Trends” (Casualty Actuarial Society Forum,
Winter 2005) by Chris Styrsky. This methodology helps to more consistently match losses and
claims paid with the exposures that produced the claims.

The selected trends are displayed in Exhibit 5 of Attachment V. These annual selections are
used to project the data from the average occurrence date of the experience period to the average
occurrence date of the future policy period. The projection is also shown in Exhibit 5. Allstate
Insurance Group trend data is included as Exhibit 6 of Attachment V. '

Selections were based on Allstate Insurance Group data. Exhibit 6 displays the twenty-, twelve-
, and six-point paid pure premium trends for Allstate Insurance Group in Arkansas.
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This approach for selecting pure premium trends and projections is consistent with the Current
Practices and Alternatives detailed in Section 4 of Actuarial Standards of Practice No. 13,
Trending Procedures in Property/Casualty Insurance Ratemaking.

Catastrophes
Allstate separately identifies and accounts for its exposure to loss due to the occurrence of

catastrophic events within a state. All actual catastrophe losses during the experience period were
removed and then replaced with a provision to reflect expected catastrophe losses in Arkansas.

The catastrophe provision is described in detail in Attachment III. Exhibit 7 of Attachment V,
Development of Provision for Catastrophe Loss and LAE, displays the total catastrophe
provision used in Arkansas.

Please note that in developing the Provision for Catastrophe Loss and LAE, the Amount of
Insurance Years (AIY’s) are used as an exposure base. One ALY is equal to $1,000 of Coverage
in force for one year. The AIY’s must be adjusted to represent the AI'Y’s that we expect to be in
force during the policy period. Selections were based on Allstate Property and Casualty
Insurance Company data with considerations to the state Property Insurance Adjustment.
Exhibit 11 of Attachment V shows the twelve-, and six-point average AlY trends for Arkansas.
We have selected a 2.0% provision to project the AIY’s to the average earned date of the
proposed policy period.

This approach for selecting AI'Y projections is consistent with the Current Practices and
Alternatives detailed in Section 4 of Actuarial Standards of Practice No. 13, Trending
Procedures in Property/Casualty Insurance Ratemaking.
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

E.XPENSES, PROFIT PROVISION & CONTINGENCY FACTOR

The expense provisions described below were derived in accordance to Section 3.2, Determining
Expense Provisions, of Actuarial Standard of Practice No 29, Expense Provisions in
Property/Casualty Insurance Ratemaking.

Exhibit 12 of Attachment V shows the expense provisions used in developing the current fixed
and variable expense ratios, as well as the underwriting profit and debt provisions.

Fixed Expenses

General and Other Acquisition Expense

Provisions

The provisions for general expense and other acquisition expense are based on countrywide data.
Since the methods and procedures that incur these expenses are uniform within each state, it is a
reasonable assumption that these expense provisions are uniform across all states. To develop
the provision for other acquisition and general expenses, a three-year average of countrywide
calendar year incurred expense divided by countrywide calendar year direct earned premium was
calculated. Because premiums charged for the net cost of reinsurance (NCOR) do not include
provisions for general and other acquisition expenses, the earned premium used in the
development of the general and other acquisition expenses is countrywide direct earned premium
less countrywide NCOR premium. The expense figures are derived from the Insurance Expense
Exhibit. The provision for other acquisition expense has been reduced by the amount of
installment fees collected. In addition, the provision has been adjusted for premiums written off.
The General Expense has been reduced to account for anticipated salary savings resulting from a
workforce-reduction initiative that Allstate completed in early 2006.

Rate Need Calculations

In developing the dollar provision for general and other acquisition expenses used in the
calculation of our Arkansas rate level need by coverage, the three-year countrywide average

" expense ratio for general and other acquisition expenses is applied to the average earned group
premium of Arkansas. The Arkansas group average earned premium is developed using the
same three-year period used in the calculation of the countrywide expense ratio. The provision is
then adjusted for the trend expected to occur from the midpoint of the three years used in the
calculation of the average earned premium to the average earned date of the proposed policy
period to derive the provision included in the rate level indications.
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Trend (Inflation)

The method used to calculate the fixed expense trend is similar to the method used by the
Insurance Services Office (1.5.0.) and other competitors to determine a fixed expense trend. The
method utilizes the CPI {Consumer Price Index) and the ECI (Employment Cost Index —
Insurance Carriers, Agents, Brokers, & Service) and is discussed by Geoffrey Todd Werner,
FCAS, MAAA in his paper Incorporation of Fixed Expenses, which was published in the CAS
Forum (Winter 2004). Based on a review of the historical indices, an annual percentage change
is selected for each index. These selected annual percent changes are then weighted together
using the distribution of the Alistate expenditures in the latest calendar year for the two broad
expense categories that these indices represent. This method is expected to produce stable and
reasonable estimates of the true trend in fixed expenses and is consistent with the Current
Practices and Alternatives detailed in Section 4 of Actuarial Standards of Practice No. 13,
Trending Procedures in Property/Casualty Insurance Ratemaking. This trend is applied only to
general and other acquisition expenses. The factor to adjust for subsequent change in Fixed
Expense is shown on Exhibit 14 of Attachment V.

The expense provisions for other acquisition and general expenses are shown in Exhibit 13 of
Aftachment V.

Licenses & Fees

A provision for licenses and fees that do not vary by premium size is determined by taking the
arithmetic average ratio of these licenses and fees from the latest three calendar years in
Arkansas. The provision for licenses and fees is considered, along with the general and other
acquisition expense provisions, to be a fixed expense and is shown on Exhibit 12 of Attachment
V.

Variable Expenses

Commission and Brokerage Expense

The proposed commission and brokerage expense provision has been developed from the latest
calendar year commission and brokerage incurred expense ratio in Arkansas. The provision is
shown on Exhibit 12 of Attachment V.

Taxes

The provision for taxes is determined by taking the currently prescribed Arkansas premium tax
ratio and adding to that the arithmetic average ratio of other assessments that vary by the size of
the premium from the latest three or five calendar years in Arkansas. The provision is shown on
Exhibit 12 of Attachment V.
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Contingency Provision

Allstate has updated the contingency provision to 2% with this filing. Please see Attachment 1V
for further explanation.

Underwriting Profit Provision

Prior to September, 2008, Allstate relied solely on the Fama-French Three-factor (FF3F) Model
to estimate its cost of equity. The methodology underlying this cost of equity reflects
developments in the field of financial economics as published in the Casualty Actuarial Society
Forum, Winter, 2004 and in Journal of Risk and Insurance, Vol. 72, No. 3, September 2005
(“Estimating the Cost of Equity Capital For Property-Liability Insurers” by J. David Cummins
and Richard D. Phillips). ' .

In September, 2008, Allstate incorporated the use of a second methodology — a Discounted Cash
Flow (DCF) analysis - into the estimation of its cost of equity. A DCF analysis estimates the
expected future cash flows to investors in order to gauge the proper cost of equity. Once both
the DCF and FF3F estimates had been calculated, Allstate selected a cost of equity of 10.00%,
which reflected the outcomes of both analyses.

In addition, previously both the cost of equity and the cost of debt were used to develop the
underwriting profit provision. With this filing, we will be developing the underwriting profit
provision using only the cost of equity. Since the cost of debt represents expected, quantifiable
future payments to be made to bondholders, confusion can result from including it in the
derivation of the underwriting profit provision. Therefore, the cost of debt has been removed
from the development of the underwriting profit provision and incorporated as a separate
provision. Note that the resulting rate level is unaffected by this change; it is simply a matter of
clarity of presentation.

An analysis of premium, loss and expense cash flows is used to calculate the investment income
on policyholder supplied funds (PHSF). This methodology is one of the two examples given in
Actuarial Standard of Practice, No. 30, Treatment of Profit and Contingency Provisions and the
Cost of Capital in Property/Casually Insurance Ratemaking, as appropriate methods for
recognizing investment income from insurance operations (page 4).

The calculations detailing this investment income analysis are found on Exhibit 15 of
Attachment V. The expected investment yield rate (applied as a force of interest) used to
discount losses and expenses includes anticipated net investment income and anticipated capital
gains, both realized and unrealized. Operating cash flows are discounted to the average time of
earnings of premium and profit for the policy year, rather than to the start of the policy year.

Please refer to the document in Appendix A of Attachment V titled “The Development of the
Underwriting Profit Provision” for more information.
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The final pre-tax underwriting profit provision at present value is shown in Exhibit 15 of
Attachment V as well.

Debt Provision
The cost of debt is listed as a separate provision in the Variable Expense and Profit Ratio. The
debt provision amount is shown on Exhibit 12 of Attachment V.
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

ADJUSTMENTS TO PREMIUMS

Current Rate Level

All premiums in the experience period were adjusted to current rate level in Arkansas. Allstate
uses the “Miller-Davis-Karlinski” method since it more accurately calculates factors to current
rate level in instances when exposures are changing throughout the year, whether through
growth, shrinkage or seasonality. When exposures are, in fact, written uniformly throughout the
- year, this method produces approximately the same answers as the parallelogram method.

We also use the Miller-Davis-Karlinski method to bring premiums to current rate level prior to
calculating the changes in average premium (the premium trends).

Premium Trend

- In addition to bringing premiums to current rate level, changes in the average written premium at
the current premium level were reviewed on a state basis. Based upon this review, historical
premium trends were selected to account for shifts in the distribution of various underlying
factors. Since the effects on losses caused by these shifts are reflected in the loss trends, it is
important that Alistate also account for the anticipated future changes in premiums. Therefore,
projected premium trend was taken into consideration when calculating the rate level need.

Please note that we have selected trend and projection factors separately. Selections were based
on Allstate Property and Casualty Insurance Company data. The selected trends are displayed in
Exhibit 18 of Attachment V. These annual selections are used to project the data from the
average occurrence date of the experience period to the average occurrence date of the future
policy period. This projection is also shown in Exhibit 18 of Attachment V. Alistate Property
and Casualty Insurance Company trend data is included as Exhibit 19 of Attachment V,

This approach for selecting premium trends and projections is consistent with the Current
Practices and Alternatives detailed in Section 4 of Actuarial Standards of Practice No. 13,
Trending Procedures in Property/Casualty Insurance Ratemaking.
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OWNERS FORMS

ARKANSAS

SUMMARY OF THE TOTAL NON-MODELED CATASTROPHE ADJUSTMENT

Allstate separately identifies and accounts for its exposure to loss due to the occurrence of
catastrophic events within a state. The adjustment to account for non-modeled catastrophes
described below is consistent with the Analysis of Issues and Recommended Practices detailed in
Section 3.4 of Actuarial Standards of Practice No. 39, Treatrment of Catastrophe Losses in
Property/Casualty Insurance Ratemaking.

An estimation of our non-earthquake catastrophe exposure is first developed on a total company
statewide level. Subsequent relativities are used to estimate our catastrophe exposure by line and
by company.

At this time, Allstate is in the process of revising our method for estimating our non-earthquake
catastrophe exposure at a statewide level. With this filing, we are implementing a change to our
previous method. Two long-term Amount of Insurance Year (AI'Y)-weighted averages of state-
specific ratios of Catastrophe Incurred Loss to AI'Ys are calculated, one including data from
calendar years 1981-2008 and one including data from calendar years 1993-2008. A total non-
earthquake catastrophe provision is selected with consideration given to both averages. Allstate
is moving towards this simplified method in order to better reflect state-specific catastrophe
experience in our rate level indications.

Exhibit 8 of Attachment V displays the Development of the total non-earthquake catastrophe
provision Arkansas. The total non-earthquake, catastrophe provision has also been adjusted to
account for the difference in the average catastrophe ratio between Owners and Homeowners as
well as the difference in the average amount of insurance between Allstate Property and Casualty
Insurance Company and Allstate Insurance Group.

Exhibit 9 of Attachment V displays the development of the Allstate Insurance Group line-
specific (Owners, Renters, Condo) non-earthquake catastrophe provision. Allstate Insurance
Group Homeowner data is used to develop a non-earthquake catastrophe provision for the state.
Line specific loss data is used to develop catastrophe ratio relativities by line. These relativities
are then re-indexed using the most recent year’s AIYs and then are applied to the state-specific
non-earthquake catastrophe provision for each line.

Exhibit 10 of Attachment V displays the development of the total Allstate Property and
Casualty Insurance Company Owners catastrophe pr0v1310n from the line specific, non-
earthquake catastrophe provision.

This provision is the final non-modeled Catastrophe provision per AIY used in the Development
of the Provision for Catastrophe Loss and Loss Adjustment Expense shown on Exhibit 7 of
Attachment V.
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

CONTINGENCY FACTOR SUPPORT
EXPLANATORY MEMORANDUM

This memo provides explanation regarding Allstate’s methodology for calculating a
contingency provision to be used in its Homeowner rate level.

Background

Actuarial Standard of Practice #30 (ASOP #30), Treatment of Profit and

. Contingency Provisions and the Cost of Capital in Property/Casualty Insurance
Ratemaking, defines the contingency provision for ratemaking purposes as follows: A
provision for the expected differences, if any, between the estimated costs and the
average actual costs, that cannot be eliminated by changes in other components of the
ratemaking process. ASOP #30 goes on to state that:

o The actuary should include a contingency provision in the rates if assumptions
used in ratemaking produce cost estimates that are not expected to equal average
actual costs, and if the difference cannot be eliminated by changes in other
components of the ratemaking process.

e  While estimated costs are intended to equal average actual costs over time,
differences between estimated and actual risk transfer costs may be expected in
any given yvear. If a difference persists, the difference should be reflected in the
ratemaking calculations as a contingency provision. The contingency provision
is not intended to measure the variability of results and is not expected to
contribute to profit. '

Thus, even if the actuary has available relevant, credible data and uses the best, state-of-
the-art actuarial techniques, there may still be instances where estimated future costs
differ from actual future costs. The factors causing this situation to occur are outside the
actuary’s ability to predict and the insurer’s ability to control. Examples would include
{but not be limited to) court decisions, legislative action and media influence on the
public’s behavior.

In spite of the inability to foresee specific events, an insurer may look back at recent
history and identify past events that triggered unexpected payments. Given the highly
regulated nature of the property and casualty insurance industry and the large amounts of
money that flow through an insurance organization, it is reasonable to assume that
adverse court decisions and similar unéxpected events will occur again in the future.
Courts and regulatory bodies are likely o continue to respond to lawsuits and other
attempts at unexpected application of an insurance policy’s coverage. As outlined in the
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Actuarial Standard of Practice referenced above, these events should be accounted for in
ratemaking in the form of a contingency provision.

In his paper Contingency Margins in Rate Calculations, Steven Lehmann argues that the
difference between the targeted underwriting profit and the realized underwriting profit
can be used as a basis for calculating a contingency provision. He writes that the
difference between targeted and realized profit can be caused by many things including
court and legislative issues (as mentioned above) and also by dramatic inflation,
inadequate residual market rates and other events. There are a couple of reasons why
Allstate is not following the specific methodology outlined in Mr. Lehmann’s paper.
First, the difference between targeted and realized underwriting profit is also influenced
by the occurrence of catastrophes during the time period for which the difference is
calculated. Mr. Lehmann mentions that one element of a contingency provision should
be catastrophe events not adequately anticipated in the ratemaking. Because Allstate
does calculate an adequate catastrophe load (theoretically sound and calculated over a
sufficiently long period of time), the calculations described in Contingency Margins in
Rate Calculations could result in “double-counting” some catastrophe events. This
occurs if the calculations are made over a relatively short time period that also contains a
significant catastrophe event. Addressing this problem by extending the contingency
calculation too far into the past could lead to a provision that might not reflect the current
environment. A second reason to depart from Mr. Lehmann’s methodology is that we
“have data resources today that were not available at the time Mr. Lehmann’s paper was
published (1985). Sophisticated programs aflow Allstate to review our claim file
narratives to identify specific types of claims that are appropriate to inciude in support for
a contingency provision because they can be representative of unforeseeable events.
Taking advantage of advances in computing and data coding, Allstate can exclude claims
that are not appropriate to a contingency provision, such as normal catastrophes and
regulatory delay situations (regulatory delay can usually be priced for by adjusting
assumptions regarding length of time the rates will be in effect). The effect of inflation
(which should be captured in pure premium trend selections) is alse excluded. For these
reasons, Allstate has calculated a contingency provision using a methodology different
from (but not inconsistent with) the methodology outlined in Mr. Lehmann’s paper.

Allstate Homeowners Contingency Provision caleulation

With this filing, Allstate is presenting a method of calculating a contingency provision
that allows more specificity around the type of events that are included. We have
reviewed experience over approximately a 20-year period and have identified a number
of representative events that are appropriate to a contingency provision, due to their
unanticipated nature. Considered events include the foliowing: court decisions
redefining the cause of loss for earth movement- and landslide-rejated loss, sinkholes,
failure to disclose (in connection with sale of a home), oil tank leakage, foundation slab
losses, mold, methamphetamine lab damage, legislated exceptions to policy language,
flooding, lead paint poiscening, imminent collapse, terrorism, radiant floor heating
systems and dog bites.
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Some of these losses are too old to obtain reliable loss data at the claim level of detail.
Some events are excluded because, even with sophisticated computer programs, losses
are not specifically tracked and so can’t be separated from other loss data for inclusion in
Allstate’s computations. Some events simply did not produce a frequency of loss to
materially impact our calculations. However, each event mentioned above illustrates that
unforeseen loss does occur. This can be the case when a legislative or court decision
expands the scope of Allstate’s policy coverage, or when the media unexpectedly focuses
attention on a health issue or other item of public concern. Other as-yet-unknown
influences that Allstate cannot predict or price for will also likely affect claims payments
in the future.

In order to estimate an appropriate contingency provision, we have used a recent group of
events (including oil tanks, slab losses, mold and flooding) for which we can obtain more
reliable loss data. Issues which triggered payments over several years cannot be
considered “unexpected” for an indefinite period of time. In these cases, we have
judgmentally included losses from the first 3 years following the initial event. After 3
years we assume that these losses are present in our indications data and that we have
priced sufficiently for the event’s exposure in our rates. Some events are of shorter
duration and so fewer than 3 years of losses are included in the calculations. Note also
that data includes some catastrophe losses. As mentioned above, catastrophe losses are
more appropriately accounted for in a catastrophe provision rather than in a contingency
provision. However, the legislative, media and other influences that generate unexpected
losses can also affect catastrophe losses. Therefore, catastrophe losses are included in
our analysis when they stem from one of the issues in question. Losses are included for
Allstate’s Owners, Renters and Condo forms.

Exhibit 16 of Attachment V shows the sum of all claims divided by countrywide
homeowners accident year losses from 1996 - 2003 (adjusted for expected catastrophe
levels) and adjusted for expense provisions. This time period was chosen to match the
time period of losses readily available to us (our claim files older than 1996 cannot be
effectively reviewed to extract specific losses). Losses for some events have been
adjusted downward to reflect the fact that, despite the sophistication of our analysis, some
claims unrelated to the issue in question can be unintentionally included in the loss totals.
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Allstate Property and Casualty Insurance Company

Owners Forms
Arkansas

Determination of Statewide Rate Level Indication
1) Indicated Provision for Loss and Loss Adjustment Expense [(1a)+(1b)]

1a) Indicated Provision for Non-Catastrophe Loss and Loss

Adjusiment Expense
1b) Expected Catastrophe Pure Premium

2} Current Fixed Expense Ratio

3} Three Year Average Earned Premium

4) Current Dollar Provision for Fixed Expense [ (2} x (3) ]
5) Factor to Adjust for Subsequent Change in Fixed Expense
6) Indicated Provision for Fixed Expense [ (4)x (5) ]

7) Variable Expense, Contingencies Ratio and Profit Ratio
8) Indicated Average Premivm [ (1} +{6)1/[1-(7}]

9) Projected Average Earmned Premium at Current Rates

190} Indicated Rate Level Change [ (8)/(9)-1.0]

Attachment V
Exhibit 1

$1,075.41

$773.05

$302.36

8.6 %

$742.89

$63.89

1.123

87175

292 %

$1,620.28

$821.79

972 %



2) (3} C))
Accident Year Nen-Cat Ulthmate  Factor to Adjust
1) Non-Catastrophe Loss and Losses for Pure
Fiscal Year Ending  Earned Exposures Ultimate Loss LAE Premium Trend
9/30/2007 15,208 $7,058,000 $8,194,338 1.452
9/30/2008 24,322 12,386,000 14,380,146 1.297

mewmﬁ Property and Casualty Insurance Company
Owners Forms.

Arkansas

Development of Provision for Non-Cat Loss and LAE
Total All Perils excluding Earthquake

(8) Indicated Provision for Non-Cat Loss and LAE

Development of Muﬂoiwmo: for Non-Cat Loss and LAE

(5}
Projected Non-Cat.
Ulfimate
Loss and LAE

$11,898,179
18,651,049

{6)
Prejected Average
Non-Cat.
Loss and LAE

8y (1)

$782.36
766.84

$773.05

Y]
Experience Year
Weights

40 %
60

Attachment V
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Allstate Property and Casualty Insurance Company

Owners Forms
Arkansas

Ultimate Losses

Ultimate Losses

Attachment V
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Link Ratio Additive
Coverage Year Estimate Estimate Selected
- Total All Perils Excluding 2007 7,081,286 7.058,180 7,058,000
12,670,423 12,385,745 12,386,000

Earthquake 2008



Fiscal Accident
Year Ending
93071997
93071598
930/1%99
930/2060
93052601
93042062
93072003
93072004
93072005
943072006
9/30/2007
9/30/2008

Development
4th Prior
3rd Prior
2nd Prior

1st Prior
Latest

‘5 Year Average Excluding High and
Low Vaives:
Selected:

5 Year Average Excluding High and
Low Values:
Selected:

FIncludes ALAE

Attachment V
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Allstate Insurance Group
Owsers Forms
Arkansas
Calculation of Loss Development Factors - Link Ratio Method
Total All Perils excluding Earthquake
Incurred Lesses §
15 Months 27 Months 39 Months 51 Months 63 Months 73 Months 87 Months?
7,235,779
9,343,185 9,346,204
8,404,926 8,400,030 8,401,148
8,895,218 8,894,586 8,794,717 8,795,173
9,037,086 9,110,572 -9,072,883 9,094,844 9,004,907
8,883,032 9,335,573 9,419,354 4,442,265 9,765,002 9,783,061
9,673,157 9,825,683 9,878,333 9,901,511 9913242
8,960,511 9,393,233 9,393,729 9,398.369
15,019,902 15,714,854 - 15,805,019
16,558,677 17,186,244
23,141,478
Link Ratios
5te27 2039 015l 31t0 63 631075 151087
1.031 1.008 ) 1.080 0.99% 1.000 1.000
1.016 1.009 0.996 0.98% 1.000 0.999
1.048 1.005 1.082 1.002 1.000 1060
1.046 1.000 1.002 1.034 1.000 1.080
1.033 1.012 1 060 1.001 1.002 1.081
Age-to-Age Link Ratios
1.642 1.007 1.001 §1.00% 1600 . 1.000
1.642 1.007 1.001 1.00% . 1.000 1.008
Age-to-Ultimate Link Rafios
15. U1t 27-1e
1.051 1.009
1.651 1.009
Allstate Preperty and Casualty Insurance Company
Year Incurred Loss Epetor o Ultimate PHimate Loss
2007 7,018,019 1.009 7,081,286
2008 12,851,074 1451 12,670,423

tincludes supplemental reserves in addition to case reserves

6,470,563
7,235,779
9,337,735
8.461,148
8,793,785
9,106,003



Fistal Acciden

Altstate Insarance Group
Chwners Forms
Arkansas

Caleulation of Loss Devetopment Factors - Additive Method
Fotal Alt Perils excluding Earthquake

Eicareed) Losses §

Year Ending 13 Months 27 Montls 39 Months 31 Months a3 Manls 73 Months 87 Momhst
930F1097 6,479,563
GF30/E998 123570 F23307
9301990 9343, 185 9.346.204 93371735
GF30FHKN BA04,926 8,400,030 BAUE LB 8,401,148 -
7362081 895,218 8,894,580 BIHLELT $,295.473 8753783
SFD662 2,037,086 9,118,372 QH72883 9,004,907 9,106,003
930/2003 8,883,032 QRIIIIT Pi19,354 9,442,363 3783.061
HIBR004 2673,157 Q825,683 9,878,333 286131
GFHHZ005 8968311 9,393,233 9,393,729 9,308,369
SEIO006 13010902 £5,734,854 13405019
HIORO0T 16,338,677 P02
DFI2008 231478
Sclected Trend: 3P
Trended Incurved Losses
Fiscal Accidenl
Year Euding 13 Months 27 dMonthe 39 Mo iy 31 Monthe 63 Monthg 75 Months 87 Momhst
2F50/1997 #.936,772
EIDFINNE 9,724,282 9,724,262
H3B/1099 12,190,737 12,194,676 12,183,626
93872008 HLE47, 109 16907 10,642,323 10,642,323
943072001 10,939,996 10,939.219 10,816,393 10,816,953 10.515.246
DIIOLAH? 10,790,733 13,878,499 HEY3D 297 838,719 HOLB5D795 10,873,844
32003 10,297,868 10822,488 919613 0,946,173 TE328,418 LD
9E02004 EET223 11,458,892 TLI18,151 PEA44,238 FLI37.441
9302003 9,791,392 10,264,230 11264751 1,260 832
2012006 13.934,614 16,671,859 16,873,635
HI02007 17033437 17619431
S02008 23 M EATR
‘Froaded Additive Amoznts per Exposare
. Devplopmen 151027 27403Y 391051 L0 63 Sl 75 731041
il Prior 058 2.890 020 0. 160 4.500 §.000
3nd Prinr 3830 2600 ~LA5 =329 B0 -0.230
2nd Prier S840 1330 G710 6.EG0 8010 0,000
1st Prior 4420 G.0H 3,380 A2 [iTxiH 050
Latest 143,860 3940 (A3l 0300 03.560 B30
5 Yaar Avemge Excinding High ard
Low Values: 1104 207 0323 030 004 02
Selocied: [JRL1 2107 023 8.5 L1230} 5,02
Loss Beveloprieat Peviod
{muonths ) 15-87 37-87
Addifive Azt por Expe 13,76 2.72
Sclected Uitimate Logses: 12,386,050 TSR0
Tincindos ALAE
$inchides supplemental reserves i addition w case senves
Allszate Praperty and Cosnadty Inssrance Company
Trended
Age-to-Uitiniale Trended De-Trended
Additive Amount Earned Lagses Yet Eaosses Yoi Incurred "Uimaie
Year Per Exposuse Expasures Tis Emerge - Te Enzerge Lass Eoss
2057 5272 ) 15,268 $11366 $10/161 $7.018,019 §7,058,180
2008 1376 24322 334678 36 1205107 12,385,743

Eamcd
Expnares

38039
38272
37491
37682
317347
30,388
31348
14,626
B o3
31,342
56,06}
38,990
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ALLSTATE INSURANCE GROUP*
Personal Property Lines
Countrywide Expense Experience - Unallocated {Adjusting and Other Expense) Factors

2005, 2006, 2007

2005 - 2007

Direct Losses and Allocated Loss Adjustment
Expense Incurred excluding Earthquake and $8,328,816
Hurricane L.osses

Direct Unallocated Loss Adjustment Expense

Incurred excluding Earthquake and Hurricane $1,342,046
Ratio (2)/(1) 0.161
Proposed Provision . 0.161

* Allstate Insurance Company, Allstate Indemnity Company, Allstate Property and Casualty Insurance Company
Allstate County Mutual Insurance Company and Allstate Fire & Casualty.

SOURCE: FDW
(000 Omitted)
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Allstate Property and Casualty Insurance Company
Owners Forms
Arkansas
Calculation of Pure Premium Trend FFactor
Selected Annual Pure Premium Impacts
Peril ' Historical Projected

Total All Perils excluding Earthquake 12.00 % 12.00 %

1st Prior Year  Current Year

1) Loss Trend Projection Date 7/16/2010 7/16/2010
2) Mid-Point of Current Year's Experience Period 3/31/2008 3/31/2008
3) Experience Period Ended 9/30/2007 9/30/2008
4) Midpoint of Experience Period 3/31/2007 3/31/2008
5) Historical: Number of Years from (4) to (2) 1.000 0.000
6) Projected: Number of Years from (2) to (1) 2.293 2293

Calculation of Trend Factors

(a) Historical Pure Premium Factors are the Annual Historical Impacts plus unity compounded for the number of years in (5)
(b) Projected Pure Premium Factors are the Annual Projected Impacts plus unity compounded for the number of years in (6)

(¢) Factor to Adjust Losses for Pure Premium Trend = (a) x {b)
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Allstate Insurance Group
Owners Forms
Arkansas

Loss Trends - Pure Premium
Total All Perils excluding Earthquake

Exponential Curve of Best Fit

Actual Paid Pure

Year Ending Premium Annual Change 20 pt. 12 pt. 6 pt.

03404 5216.44 23.50 % $198.59

06/04 236.96 -8.02 20441

09404 232.81 -6.49 210.39

12404 244.44 838 216.55

03/05 229.81 618 222,89

0605 201.98 -15.83 22941

09405 185.54 -18.59 236.13

12105 190.64 22,01 243.04

03406 202.75 1177 25015 $237.14

06/06 245,66 21.63 25747 246.81

09/06 271.36 43.17 265.04 256.86

12/06 281.76 47.80 27277 267.32

03407 316.31 56,01 280.75 27821

06/07 296.10 20.53 288.97 289.55

09/07 ‘ 302.96 1165 207.43 301.34 $299.27
1207 T 31647 12.21 306.13 313.62 310.31
03/08 306.84 2,99 31509 326.39 321,76
06/08 331.61 1199 324.31 339.69 333.63
09/08 35241 16.32 333.81 353.53 345 94
12/08 360,17 1392 343.58 367.93 358,70

Regression ) 20 pt. 12 pt. 6 pt.

Avg Annual Percent Change Based on Best Fit: 12.23 % 17.32% 15.59 %
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Allstate Property and Casualty Insurance Company
Owners Forms
Arkansas
Development of Provision for Catastrophe Loss and LAE

1) Catastrophe Provision Per ATY : 1.358
2) Catastrophe Provision Per ATY Including all LAE 1.577
3) Earned Exposures 24,322
4) Earned AIY* - 4,458,257
5) Average Earned AIY (4)/(3) ' 183.30
6) Factor to Adjust to Projected Average ALY Level 1.046
7) Average ALY Projected to 7/16/2010 (5)*(6) 191.73
8) Expected Catastrophe Pure Premium (2Y*(7) . $302.36

*1 ALY = One Amount of Insurance Years = $1000 of Coverage in Force for One Year
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Allstate Insurance Group
Homeowners
Arkansas

Development of Catastrophe Provision

) 2 3 A=)/ 2)
AMOUNT OF CATASTROPHE
CALENDAR INSURANCE INCURRED CATASTROPHE
YEAR YEARS LOSS RATIO
1981 2,644,282 $1,003,000 0.379
1982 2,308,405 2,313,600 1.002
1983 1,892,706 1,268,600 0.670
1984 1,886,371 3,387,000 1.796
1985 2,022,557 : © 822,000 0406
1986 2,386,042 1,699,000 0.838
1987 2,706,082 922,000 0341
1988 2,819,207 2,406,000 0.853
1989 2,996,467 5,639,000 1.882
1990 3,153,711 902,000 0.286
1991 3,171,794 1,314,000 G414
1992 2,996,917 554,000 (.185
1893 2,859,375 95,000 0.033
1994 2,802,859 2,207,000 0.787
1695 2,887,538 1,651,000 0572
1996 2,980,889 17,106,000 5739
1997 3,144,832 2,733,000 0.869
1998 3,303,648 244,000 0.074
1959 3,332,183 10,286,000 3.087
2000 3,420,427 6,984,000 2.042
2001 3,588,393 1,054,000 0.294
2002 3,938,995 822,000 0.209
2003 4,482,591 1,801,000 0402
2004 5,278,462 1,135,000 0.215
2003 6,206,937 868,600 0.140
2006 | 7,323,099 19,722,000 2.693
2007 8,763,300 2,999,000 0.342
2008 9,569,267 52,789,060 5.499
Catastrophe Provision®, 1981-2008 1.383
Catastrophe Provision®, 1993-2008 1.657
Sefected Catastrophe Provision: 1.400

*Ratio of Aggregate Catastrophe Incurred Losses to Aggregate AlYs
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Allstate Insurance Group
Owners Forms
Arkansas
Development of Owners Catastrople Provisions by Line
CONDOMINIUM RENTERS
(la) (2a) {3a} (4a) (ib) {(25) (3b) (4b)
) Amount of Catastrophe State Ameunt of Catasirophe State
Calendar Insurance Incurred Catastrophe Calendar fnsurance Incurred Catastrophe
Year Years 1058 Ratio Year Years Loss -Ratic
1994 14,507 673 0.04% 1994 63,989 3,468 0.054
1993 14,250 1,580 0112 1995 61,888 255 0.004
1996 13,957 8,518 0.610 1996 64,401 7,265 0.113
1997 14,057 0 0.000 1997 70,457 7,869 0.112
1998 13,653 1,434 0,105, 1958 80,618 2,193 0.027
1699 13,888 600 0.043 1999 80,088 37,481 0.421
2000 14,412 1,500 G.104 2000 92,644 10,485 0.113
2001 15,503 5,583 0.360 2001 92,068 27,019 0.293
2002 15,620 0 0.000 2002 91,871 -103 . -0.001
2003 16,757 0 (3.000 2003 89,879 11,291 0.126
2004 18,491 0 0,000 2004 91,411 -144 -0.062
2005 21,423 2,656 0.126 2005 95,186 0 0.000
2006 23,262 3,174 0.136 2006 101,562 21,015 0.207
20607 26,602 -i1? -(.004 2007 103,108 1,426 0.014
2008 28,000 22,082 0.78 2008 110,813 50,344 0.434
OWNERS HOMEOWNERS
{1c) (2c) {3c) {4c) (ld) (2d) (3d) {4d)
Amount of Catastrophe State Amount of Catastrophe State
Calendar Insurance Incurred Catastrophe Calendar Insurance Incurred Catastrophe
Year Years Loss Ratio Year Years Loss Ratio
1994 2,724,363 2,203,334 0.809 1994 2,802,859 2,207,475 0.788
1995 2,811,400 1,648,764 0.586 1995 2,887,538 1,650,609 0.572
1996 2,902,531 17,089,860 5888 1996 2,980,889 17,105,643 5938
1897 3,060,318 2,724,698 0.890 1697 3,144,832 2,732,567 0.869
1998 3,200,377 240,242 0.075 1998 3,303,648 243,869 0.074
1999 3,229,207 10,247,990 3.174 1999 3,332,183 10,286,071 3.087
2000 1313,371 6,971,764 2.104 2000 3,420,427 6,983,749 2.042
2001 3,480,822 1,021,480 0.293 2001 3,588,393 1,054,682 0.294
2002 3,831,204 821,699 0.214 2002 3,938,995 821,596 0.209
2003 4,375,955 1,785,353 0.409 2003 4,482 591 1,800,646 0.402
2004 5,168,560 1,134,831 0.220 2004 5,278,462 1,134,687 0.215
2005 6,090,328 865,386 0.142 2005 6,206,937 868,082 0.140
2006 7,198,275 19,697 982 2.736 2006 7,323,099 19,722,171 2.693
2007 8,633,59¢ 2,998 006 0.347 2007 8,763,300 2,999,315 0.342
2008 9,460,454 52,716,628 5572 2008 9,599,267 52,789,054 5.496
(5} (6) (7} (8 % (10}
Average 2008 Weighted
State Line To 2008 Line to Ratio Line Specific
Catastrophe Hemeowners* Amount Of Homeowness* Balanced To Catastrophe

Ratio Ratig Insurance Ratio Homeowners™ Factor

Owners 1.564 1.022 9,460,454 1.022 1.013 1419

Rengers 0.12% 0.084 110,813 {.084 0.083 0.117

Condominium 0.162 0.106 28,000 0.106 0.105 0.147

Homeowners 1.531 1.000 9,599,267 1.008 1.000 1.400

* Includes Owners, Renters and Condominium lines
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Allstate Property and Casualty Insurance Company
Owners Forms
Development of Owners Catastrophe Provisions by Company
Expected Expected
Projected Catastrophe Catastrophe Indicated
Earned Average Loss 1.oss Per Catastrophe

Company Exposures AlYs Relativity Policy Provision
AIC 16,913 136.04 6.940 207.81 1.528
Al 17,756 ' 162.65 1.053 232.79 1.431
AP&C 24,322 , 151,73 1.178 260.42 1.358
Total 58,990 167.01 1.072 236.99 1.419



Attachment V
Exhibit 11

Allstate Property and Casualty Insurance Company
Owners Forms

Arkansas
ATY Trends
Exponential Curve of Best Fit
Year Ending ALY Trends Annual Change 12 pt. 6 pt.
12/05 167.75 0.00
03/06 17100 0.00 [72.14
06/06 173.05 0.00 173,43
09/G6 173.80 0.00 174,73
12/66 176.35 5.13 176.04
03/67 178.11 4.16 177.36
06/07 180,02 4.03 178,69
09/G7 181.46 4.4] 180.03 i81.41
12467 182.15 329 181.38 182.22
03/08 183.21 2.86 182,74 183.04
06/08 183.70 2.04 184,11 183.86
09/G8 184,53 1.70 185.50 184.68
12/08 185.66 1.53 186.89 185.51
Regression 12 pt. 6 pt.

Avg Annual Percent Change Based on Best Fit: 3.03% i80%
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Allstate Property and Casualty Insurance Company
Owners Forms
Arkansas

Summary of Expense Provisions

Percent Fixed Expense Provision

Commissions 0 % 126 %
Taxes T ' 0 3.0
Licenses and Fees 100 0.1
Other Acqguisition 100 5.0
General Expense 100 3.5
Contingency Provision 0 2.0
Debt Provision 0 1.24
Profit Provision 0 10.31

T State Taxes ~ Does not include Federal Income Tax



Counirywide Expense Experience For Other Acquisition and General Expenses

1. Direct Premium Earned Less Reinsurance Premium™™™

[3¥]

. Other Acguisition Expense Incurred™
3. Ratio (2){1)
4, Three Year Average

5. Proposed Provision

1. Direct Premium Earned Less Reinsurance Premium™****
2. General Expense Incurred
3. Ratio (2¥/(1)

4. Three Year Average

Attachment V

Exhibit i3
ALLSTATE INSURANCE GROUP*
Personal Properly Lines Excluding Earthquake
Other Acguisition Expense

- 2005 2006 2007
$5,49%,808 $5,888,250 $6,128,779
241,685 284,631 338,762
0.043% £.0500 0.0553
0.080
Q._OSG

General Expense

2005 2006 2007
$5,499,808 $5,889,250 $6,128,779
208,035 221,185 204,880
0.0378 (.0378 0.0334
0.038
§.035

5. Proposed Provision™™

* Allstate insurance Company, Allstate Property and Casuaity Insurance Company, Allstate indemnity Company,

Alistale Fire & Casually and Allstate County Mutual

** Expenses are reduced by the amount of Payment Fees collected and includes Premium Write offs.

***Reduction in force adjustment included

Pramiums for Net Cost of Reinsurance (NCOR) do not include pravisions for General and Other Acquisition

expanses. Therefore, direct premiums must be reduced by NCOR premiums to get the premium base upon
which general and other acquisition expense provisions are applied.

(G00's) omiited



Allstate Property and Casualty Insurance Company
Owners Forms
Arkansas

Factor to Adjust for Subsequent Change in Fixed Expense
(For calendar years 2005-2007 )

1) Average Farned Date of Experience Period
2) Average Eamed Date of Proposed Policy Period
3) Number of Years from (1) to (2)

4) Selected Annual Impact

5) Factor to Adjust for Subsequent Change in Fixed Expense [ 1.0+(4)]" (3)

Atfachment \'
Exhibit 14

6/30/2006
7/16/2010
4.044
2.90 %

1.123
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
Arkansas
Caloulation of Present Value, as of the Average Earning Date
of a Policy year, of all Income and Outgo @ 1.95%*
force of interest, given an Operating Profit of 7.62%
and twelve month Policy Terms
Arkansas Arkansas Time Discounted **
Years From Cumulative Yearly from Start 10 avg time
Start of Percent of Percent of of Policy of profit @ Discounted
Policy Year Losses Paid Losses Paid Year 1.95% Paymenis
1 30.7% 30.7% 0.70 1.0659 30.88%
2 95.1% 64.4% 1.40 0.9922 63.90%
3 100.5% 5.4% 2.30 0.9750 527%
4 100.0% -0.5% 3.60 0.9506 -0.48%
5 100.3% 0.3% 4.60 0.9322 0.28%
Subsequent 100.0% -0.3% 6.60 0.8966 -0.27%
Total 100.0% 99.58%
Expected Losses and Loss Expense Ratio 62.25%
Present Value of Loss and Loss Expense Payments 61.99%
Taxes, Licenses and Fees 3,10% 0.70 1.605¢9 3.12%
Commissions 12.60% 0.58 1.0082 12.70%
Other Acquisition 5.00% 0.63 1.6072 5.04%
Generat Expense 3.50% 0.75 1.604% 3.52%
Contingency Provision 2.00% 1.00 1.0006 2.00%
Debt Provision 1.24% 1.00 1.0000 1.24%
Profit 10.31% 1.06 1.0000 10.31%
Total Present Value of Qutgo 99.92%
Premiums 100.0% 0.57 1.0084 1H00.84%
Difference, Present Value of Income
0.92%

Less Present Value of Qutgo

*Tiscouns rate from Investiments Department forecast

*hexp (0.0195 x (ming of profit being earned - timing of cash flow))
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Allstate Property and Casualty Insurance Company

Owners Forms
Arkansas

Contingency Factor Support*

Total estimated loss from unexpected events:

Total countrywide ex-cat accident year losses:

Indicated contingency provision as percentage of ex-cat Joss:

Indicated contingency provision as percentage of total loss:

Indicated contingency provision adjusted for expenses:

Selected contingency provision:

$388,265,584
$14,082,669,021

2.8%

2.1%

1.9%

2.0%

* Alistate Insurance Company Homeowners Data, Accident Years 1996-2003
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Allstate Property and Casualty Insurance Company
Owners Forms
Arkansas

Development of Projected Average Earned Premium

Development of Projected Average Earned Premium at Current Rates

4 5}
(3) Projected Earned  Projected Average
N Factor to Adjust to Premium at Earned Premium {6}
1) Earnced Preminm  Projected Premium  Current Rates at Current Rates  Experience Year
Fiscal Year Ending Earned Exposures  at Current Rates Level {2yx(3) 4y /(1) Weights
/3072007 15,208 $11,256,945 1.102 $12,405,153 $815.70 40 %
9/30/2008 24,322 18,772,378 1.070 20,086,444 825.85 60

{7) Projected Average Earned Premium at Current Rates $821.79



Attachment V

Exhibit 18
Allstate Property and Casualty Insurance Company
Owners Forms :
Arkansas
Calculation of Premium Trend Factor
Selected Annual Premium Impacts
Peril Historical Projected

Total All Peril excluding EQ _ 3.00 % 3.00 %

1st Prior Year  Current Year

DAverage Earned Date of Proposed Policy Period 7/16/2010 7/16/2010
2) Mid-Point of Current Year's Experience Period 3/31/2008 3/31/2008
3) Experience Period Ended 5/30/2007 9/30/2008
4) Midpoint of Experience Period 373122007 3/31/2008
5) Historical: Number of Years from (4) to (2) 1.000 0.000
6) Projected: Number of Years from (2) to (1) 2293 2.293

Calculation of Trend Factors

(a) Historical Premizm Factors are the Annual Historical Impacts plus uaity compounded for the number of years in (3)
(1) Projected Premium Factors are the Annual Projected Impacts plus unity compounded for the number of years in (6)

{c) Factor to Adjust to Projected Premium Level = {a) x (b)



Allstate Property and Casualty Insurance Company
Owners Forms
Arkansas

Premium Trends

Average Written

Attachment V
Exhibit 19

Exponential Curve of Best Fit

Year Ending Premium @ CRL _Annual Change 12 pt. 6 pt.
12/05 692.14 000
03406 T0%.08 0.00 $707.74
06/06 T7i524 0.00 Ti533
09/06 716.28 000 723.00
12/06 724.49 4.67 730.76
03707 735.68 375 738.60
06/07 749.75 4.82 746.52
08/07 763.35 6.57 T54.53 $766,93
12107 77212 657 T62.62 THR.93
03/08 T77.59 575 TI0.30 77495
06/08 781.30 421 779.07 778.99
09408 782.76 2.54 78742 783.06
12/08 784.51 1.60 79587 787.14
Regression 12 pt. 6 pt.
Avg Annual Percent Change Based on Best Fit: 436 % 210%
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Section 1: The Fair and Reasonable Return

Standards for Fair Returns

In pricing its insurance products, Allstate seeks to produce a fair and reasonable return from its
inswrance operations. Generally, what constitutes a fair and reasonable return involves many
factors. In the context of ratemaking, the Supreme Court of the United States examined the level
- of return that constitutes a fair return for a regulated business in two landmark cases; Federal
Power Commission, et al. v. Hope Natural Gas Co., 320 US. 591 f1944) and Bluefield
Waterworks & Improvement Co. v. Public Service Commission of West Virginia, ef al., 262 U.S.
679 (1923).

In Hope Natural Gas, the court adopted the capital attraction standard, under which the following
questions are asked: Is the current rate of return excessive? Is the industry attracting capital and
holding it? How risky is the business in comparison with others? Is the industry over-capitalized?
Would the industry make better use of its capital if rates were more adequate? The Court concisely

summarized the essential components of what we believe to be a fair and reasonable return:

"From the investor or company point of view it is important that there be
enough revenue not only for operating expenses, but also for the capital costs
of the business. These include service on the debt and dividends on the stock
... By that standard the return to the equity owner should be commensurate
with returns on invesiments in other enterprises having corresponding risks.
That return, moreover, should be sufficient to assure confidence in the
-financial integrity of the enterprise, so as to maintain its credit and to attract

capital."’

In the Bluefield Waterworks case, the Court discussed in greater detail the requirement that a
regulated enterprise must be permitted to charge such rates as will produce a return comparable io

other businesses having corresponding risks. The Court explained:

' Hope Natural Gas, 320 U.S. at 603 (citations omitted).




Accordingly, for a return to be a fair return, it must meet the following minimum standards that

"A public utility is entitled to such rates as will permit it to earn a return upon
the value of the property which it employs for the convenience of the public
equal to that generally being made at the same time and in the same general
part of the country on investments in other business undertakings which are
attended by corresponding risks and uncertainties, but it has no constitutional
right to profits such as are realized or anticipated in highly profitable
énterprises or speculative ventures. The return . . . should be reasonably
sufficient to assure confidence in the financial soundness of the utility, and
should be adequate, under efficient and economical management, to maintain
and support its credit, and enable it to raise the money necessary for the

proper discharge of its public duties."

have been recognized by the United States Supreme Court:

1.

(S 8]

This paper will now examine how the components of Allstate’s underwriting profit provision are

The return to the firm should be sufficient to attract capital.

The return to the shareholder should be commensurate with returns on alternative

investments of comparable risk.

The return to the firm should be commensurate with returns to other unregulated firms of

comparable risk.

designed to meet each of these standards.

Cost of Eguity Capital

Insurance companies incur multiple expenses when writing insurance policies — for example, agent

comumissions, premium taxes, and personnel salaries, among other things. Another expense that is

¢ Bluefield Waterworks. 262 U.S. at 692.

AVR)



incurred is the cost of raising and holding the capital that is required to support the business being
written. This expense, known as the cost of equity capital, is included in the rate as what is

typically calied the “profit provision.”

A firm’s cost of equity capital is the rate of return that investors expect to earn on the market value
of the investment. Allstate’s cost of equity capital was estimated, and a corresponding profit

provision was derived, using the methodologies described in the remainder of this paper.

Allstate utilized two major cost of capital estimation techniques to determine its result — the Fama-
French Three-factor Method, and the Discounted Cash Flow Method. Each method 1s described in
detail below.

Estimating the Cost of Equity Capital with the Fama-French Three-factor Model

Modern financial theory teaches that investors demand higher returns from risky investments. The
higher return is necessary to induce investors to assume the risk. Therefore, for our purposes, it is
necessary 1o estimate the financial risk of property/casualty insurance so that we can calculate the

appropriate return fo investors.

According to traditional capital market theory, the return on any given stock is partly driven by the
return on the overall market and partly driven by idiosyncratic factors that are not correlated with
the overall market. The relationship or co-variability between a given stock’s return and the return
on the market is measured by a statistic called "beta". Equilibrium returns, according to theory, are
linearly related to risk as measured by beta. Intuitively, beta is a measure of the tendency of the
return on a stock to move with the market portfolio and provides an indication of the volatility of a
security's return relative to the market as a whole. A security with a beta of one is a security with
average market risk. A beta of 1.5 indicates that when the return on the market portfolio exceeds
the risk-free return by 10%, then the return on the security tends to exceed the risk-free retum by
15%:; and when the return on the market is 10% less than the risk-free return, the return on the
security tends to be 15% less than the risk-free return. Thus, a beta valae that is greater than 1.00
indicates a greater than average risk. A beta of 0.5, on the other hand, indicates that when the

return on the market portfolic exceeds the risk-free return by 10%, then the return on the security



tends to exceed the risk-free return by 5% and when the return on the market portfolio is 10% less
than the risk-free retumn, the retumn on the security tends fo be 5% less than the risk-free return.

Thus, a beta less than one indicates less than average risk.

Historically, the capital asset pricing model (CAPM) has been widely used to estimate the cost of
equity capital. CAPM is simple in its logic and directly reflects the beta risk measure outlined
above. CAPM holds that the return on a stock should reflect the co-variability of the stock with the
market portfolio, because this component of risk cannot be diversified away by investors.
According to CAPM the return on a stock should not reflect the idiosyncratic component of the
return, which can be diversified away by holding an appropriately structured portfolio. The CAPM
cost of equity capital estimate requires only three values: an estimate of the firm’s beta, a risk-free
rate of return, and the expected return on the total market portfolic. The CAPM cost of capital is
then simply determined as the sum of the risk-free rate plus a risk premium equal to the produact of
the stock’s beta coefﬁcéén‘t and the expected return on the market portfolio in excess of the risk-

free rate. Expressed mathematically, the CAPM formula is:
r= rf + 6('?”1:? - rf )’

where ryis the risk-free rate of return, r, the expected equity-market rate of return, and 7 the stock’s
expected rate of return. 5 measures the riskiness of the stock’s return relative to that of the equity

market.

Since the late 1980°s, researchers have observed that CAPM’s ability to explain and predict the
average returns of many investment opportunities can be improved by incorporating additional
factors into the analysis. The most widely recognized multi-factor model is the “Fama-French
three-factor model.™ Fama and French have shown that from the 1960’s both small stocks and

value stocks have returned more than what the traditional CAPM has predicted. In addition to the

3 Fama, Bugene T, and Kenneth R. French, 1992, “The Cross-Section of Expected Stock Returns,” Journal of Finance 47 427-
463,

Fama, Eugene F., and Kenneth R. French, 1993, “Commen Risk Factors In the Returns on Stocks and Bonds,” Jowrnal of
Financial Economics 39 3-36.

Fama, Eugene F., and Kenneth R. French, 1996, “Size and Book-to-Market Factors in Earnings and Returns,” Jowrnal of
Finance 50: 131153,



usual market-risk premium (7,7, they utilize two other variables: size premium (r;) and value
premium (7,).* The size premium is the excess of the return of a portfolio of smalimcap stocks over -
that of a portfolio of large-cap stocks. The value premium is the excess of the return of a portfolio
of high book-value-to-market-value stocks over that of a portfolio of low book-value-to-market-
value stocks.> Shown in Appendix 1, Exhibit 1 are the long-term averages of the market-risk,

* small-stock, and value-stock premia from the Farha-French database, which derives from the
database of the Center for Research in Security Prices. The Fama-French model regresses a

stock’s monthly return against monthly returns from the three factors, or in equation form.
rery =t Byln, —r ) B, By, e

As before, /s the risk-free rate of return for the month observed. But 7 is now the observed return
of the stock for that month. To predict returns we use expected values, but the regression equation
explains actual, random observations (hence the erfor term g). Similarly, 7, is the actual return of
the equity market. The variables x, and 1, measure by how much small-cap stocks outperformed
large-cap stocks, and by how much high book-to-market stocks outperformed low ones. Negative
values indicate underperformance. Though an intercept term o is estimated, economic theory

states that in the Jong run it should be zero. Hence, in predicting stock returns it is ignored.

Thus, three betas are estimated, which measure the stock’s sensitivity to the three factors. Note
that the n-variables are not related to the risk-free return 7, since they are differences of the returns

on one equity portfolio from the returns on another equity portfolio.

The Fama-French model is a multi-factor model that reduces to the CAPM if B; and 3, are
constrained to zero. Therefore, it must explain more stock-return variance than does the CAPM.

In a subsequent paperﬁ, Fama and French argued that the R-squared of their model is markedly

1 The notation is from a paper of J. David Cuminins and Richard D. Phillips, “Estimating the Cost of Equity Capital for Property-
Liability Insurers.”

5 The details of how Fama and French define thess portfolios, how they perindically rebalance them, and their historic performance
are freely available at hitp/mba ek dartmeuth.edw/pages/facultv/ken fiengh.

¢ Fama, Eugene F, and Kenneth R. French, 1993, “Common Risk Factors in the Returns on Stocks and Bonds,” Journal of
Financial Ecoromics 39: 3-36.



better than that for CAPM, and that B, and B, are significantly different from zero, even after
controlling for the overall market.” Extensive research since 1992 has shown that factors other
than the CAPM market systematic risk factor play an important role in explaining the cross-section

of expected stock returns. As Fama and French note:

“_..the available evidence suggests that the three-factor model...is a parsimonious
description of returns and average returns. ~The model captures much of the
variation in the cross-section of average stock returns, and it absorbs most of the

anomalies that have plagued the CAPM.™®

The Fama-French model has been subject to the most extensive testing and validation of any

multiple factor model.

In addition, we have used a technmique for measuring the beta that has been shown to improve
accuracy. In estimating the beta coefficients of asset pricing models such as the CAPM and Fama-
French models, this technigque is known as the sum-beta adjustment (Ibbotson, SBBI Valuation
Edition 2004, 109-114). The sum-beta method is used to obtain unbiased estimates of the beta
coefficients of the risk factors of asset pricing models, when either the individual stock and/or
some of the stocks that comprise the risk factors are infrequently traded. Research shows that there
is a downward bias in the estimate of the risk factors for shares that trade infrequently.” Although
Allstate’s stock is frequently traded, we cannot directly compare Alistate’s estimated risk factors to
those of other companies without first adjusting for the amount of trading in each firm’s stock.
‘The adjustment is quite simple — unbiased estimates of the beta coefficients are obtained — in the

case of the Fama-French model, by regressing the excess return of the stock on the

7 R-squared is a widely accepted measure of the goodness-of-fit of a regression model. It measures the proportion of the
variability in the dependent variable of the model {in this case, the excess return of a stock) that is explained by the model.

® Fama, Eugene F. and Xenneth R. French, 1996, “Mutiifactor Explanations of Asset Pricing Anomalies,” The Jowrnal of Finance
51:56. :

* Dimson, Elroy, 1979, “Risk Measurement When Shares are Subject to Infrequent Trading,” Journal of Financial Economics 7.
197-226.
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contemporaneous risk factors and the previous month’s factors.”’  In symbols, the sum-beta

version of the Fama-French model is:
r=rp=a+P,, (f"mc - 7'f0)+ Bml(rmi =T )"’*“ BoTte +BaTa +BuoTae +BuTy +&

In this version there are six beta terms, and their subscripts are augmented with 0 and 1. The
stock’s excess return is thereby related to the market, size, and value returns of the current period
(period 0), as well as to those of the previous period (period 1). Otherwise, all the variables are

defined as they were in the three-factor Fama-French model previously discussed.

After estimating the long-term relationships between the stock’s excess return and the factors, the
unbiased beta coéfﬁcient- for each factor is obtained by adding the current and lagged beta — hence
the term “sum-beta.” With unbiased estimates of the beta coefficients, the cost of equity capital is
then determined by multiplying the long-term average risk premium for each factor by the
appropriate sum-beta and then summing across the three factors.

Full-Information Betas

Allstate follows the lead of Cummins and Phillips in their application of the full-information

L' From the CRSP data, betas are estimated for rolling

adjustment to the Fama-French mode
sixty-month periods for the thousands of companies in the CRSP database. For more than five
thousand of these ‘companies, the S&P/Compustat database provides sales figures by North
American Industry Classification System (NAICS) segment. This allows us to define 26 high-
level, homogenous business segments, one of which is property/casualty insurance. Each firm can
then be treated as a unique mixture of these business segments. In other words, we can decompose
the Fama-French betas of the compdnies in the sample into Fama-French betas of idealized

business segments, in particular, those of the property/casualty segment. The details

i1 applying the sum-beta method, it is important for reasons of consistency to apply the model to stocks that trade frequently as
well as to infrequently traded stocks. In the former case, the surn-beta adjustment does not significantly affect the cost of capital
estimates.

'3, David Cummins and Richard D. Phillips, “Estimating the Cost of Equity Capital for Property-Liability Insurers.”



of this procedure are given in the earlier cited working paper of Cummins and Phillips, but in brief,
we estimate the industry-segment betas of the following seemingly-unrelated-regression (SUR)™

model:

Bmi =Z;3ny'my ..{».sm!
J

Bsi = Zﬁs)my +¥, ED(MV,)-% Ey

J

Bu = Zghj@;j Y IH(BV;‘ /MVi)+ i
J

Subscript 7 indexes the actual companies, subscript / the industry segments. The independent
variable oy is the participation of the /* firm in the j* segment, and summing it over all j values
with i constant equals one. For example, Allstate’s exposure is about 18% in the life-insurance
segment and 82% in the property/casualty segment. From the firm Fama-French betas (the betas
with the 7 subscript), the model estimates the industry-segment betas (the full-information betas,
those with the j subscript). The gamma terms level the size (s) and value (/) attributes of
companies in order to make their industry-group betas independent of size and value. The SUR
feature estimates and incorporates the covariance between the triad of error terms. Allstate
decomposed sum-betas and weighted the error terms of the regression according to the market

value of the companies, as did Cummins and Phillips.

Allstate’s Cost of Equity Capital Estimate Using Fama-French
Investors expect higher returns from equity investrhents because equity investments are riskier than
risk-free investments, such as Treasury Bills. This additional return over and above a risk-free

return is cornmonly referred to as a risk premium.

The attached Appendix 1, Exhibit 1 presents the three risk premia necessary to apply the Fama-
- French model. The three risk premia are long-term averages beginning with July 1926 data and

ending in June of the year shown in the exhibit. Data before July 1926 are not readily available.

12 Seemingly unrelated regression is an advanced modeling technique discussed in most econometric textbooks. For a standard
treatment see Judge, George G., R.C. Hill, W.E. Griffiths, H. Liitkepohl, and T.-C. Lee, Introduction to the Theory and Practice
of Econometrics, Second Edition, New York, John Wiley & Sons, 1988, chapter 11.



The CRSP data go back only that far, and Ibbotson Associates takes it as the starting point for all

its series.

The market risk premium reflects the degree to which the return on a broad base of stocks has
exceeded the risk-free return. Since this risk premium compensates investors for systematic
portfolio risk, it is based on a weighted portfolio of all the stocks (currently more than 7,000) in the
CRSP database, a portfolio that encompasses the New York and American stock exchanges, the

NASDAQ, and the over-the-counter market.

The small-stock premium reflects the degree to which the retumns for small companies have
exceeded the returns for large companies and adjusts the estimated cost of equity capital for the

risk factor associated with firm size.

The value-stock premium reflects the degree to which the returns for companies whose book
values are large relative to their market values have exceeded the returns for companies whose
book values are correspondingly small. It adjusts the estimated cost of equity capital for the risk -
factor associated with a firm’s ratio of book value to market value. Fama and French forrﬁ, and
quarterly rebalance, the small and large portfolios of CRSP stocks aécording to. the median size.
For every month since July 1926, they calculate the difference of the return. of the large-stock
portfolio from that of the small-stock portfolio. The process is similar for the value-stock
premium, except that they use only the upper thirty percent and Jower thirty percent of stocks,
ranked by their book-to-market ratios.

Appendix 1, Exhibit 2 presents the property/casualty insurance industry betas and coefficients
necessary to apply the Fama-French model. As previously described, these values are based on

CRSP data for thousands of firms, subdivided into twenty-six business segments.

Appendix 1, Exhibit 3 summarizes the market value and book value from Allstate’s reported
financial statements. Only the two “Log” columns will carry forward into the cost-of-capital

calculation. These “Log” values will multiply with the model-estimated gammas, so that the size



and value components of the cost of capital will be tailored to Allstate within the property/casualty

insurance segment.

Appendix 1, Exhibit 4, Page 1 summarizes the Fama-French model estimates of the market-nisk,
size-risk, and value-risk betas. Calculations are shown for the most recent five-year period. Note
that nothing unique to Allstate flows into the market-risk beta, but the size-risk and value-risk

components are specific to Allstate.

Allstate's methodology utilizes an averaging of the betas in an attempt to increase stability, as the
beta values can fluctate from year to year. A 3-year average is currently used, which also lends a
degree of responsiveness to the beta value. However, both the 3- and 5-year averages will be

monitored and considered prospectively in order to prevent large fluctuations from vear to year.

The return on 28-day Treasury Bills is used to represent the risk-free return. This value, obtained
from the Federal Reserve, is the annualized return. Since such Bills mature at the end of the

period, they are as free from market-price fluctuation as they are from default.

Appendix 1, Exhibit 4, Page 2 summarizes the final calculation of the Fama-French cost of equity.
The cost of equity is equal to the sum of the P/C industry market risk premium, the Allstate size

risk premium, the Allstate value risk premium, and the risk-free retumn.

Estimating the Cost of Equity Capital with the Discounted Cash Flow Model

The Discounted Cash Flow (DCF) model, as the name implies, is based on the concept of
discounting future cash flows. The underlying assumption of the model is that the cost of an
investment, typically the price of a stock, must equal the present value of the cash flows from the
investment. The logic is as follows: investors are willing to pay the current price for a share of
stock only if the present value of the expected cash flows arising from the investment is equal to
that price. If the present value of the cash flows were greater (less) than the current price, invesiors

would bid the price up (down).
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The cash flows arising from the purchase of a share of stock are the dividend payments the investor
expects to receive in the future. If the security is expected to be held in perpetuity, then the stock

price can be expressed as the sum of the discounted fiture dividend yields:
Po= [Di/(1+R DY/ (14 DAk + ... (1)

where Py is the price of the stock, D; is the dividend yield in period 1, and k is the investor's implicit
discount rate, or cost of capital. If dividends are expected to grow at a constant annual rate, g, n
the future, then the dividend in time period i is simply the current dividend, Dy, times the growth
factor (1+g)". Tt can be shown, Ey suitable mathematical manipulation, that this formulation of the

DCF model is equivalent to the equation below:
k= D/ Po)+g 2

where Dy/Py is the dividend yield expected in the first year and g is the expected growth rate of the
dividends. It can also be shown that even if the investor expects to sell the security at some later
date, the price at that time will be equal to the present value of the then future dividend flows.
- Therefore any expected future capital gain will be impounded in the current estimates of future

cash flows.

As shown in equation (2) above, calculating cost of capital entails collecting data and developing
comf;utational procedures to estimate the two components on the right hand side of the equal sign
— the expected first year dividend yield and the expeéted growth rate in dividends. The approach
taken by Allstate in the estimation of these two components was derived largely from the hearings
of the Federal Fnergy Regulatory Commission (FERC), which produced a substantial amount of

testimony relating to the implementation of the DCF model”.

The first component of the DCF equation, D}/ P, is the anticipated dividend yield in the coming

year. Itis the estimated total cash dividends to be declared over the next 12 months divided by the

1 We relied heavily on a series of these FERC orders, including orders 420, 442, 4424, 461, and 48% in developing the
estimation procedures used in the analysis herein.
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current price of the stock. This value is reported directly in the data source’® upon which we rely,

and hence requires no specific calculation.

The second component of equation (2) is the growth rate, g. We calculate this value as the average
of several different estimates, including historical and forecasted dividend and earnings growth

rates, and the growth rate from what is termed the “fundamental analysis.”

Regarding the dividend/eamings data, the composite earnings and dividend growth rates are
calculated as the average of five-year and ten-year historical growth rates and analysts forecasts of
such growth rates in the future. Details of these calculations can be found on Appendix 2, Exhibit
3, Pages 1 and 2. The average of the dividehé growth rate’® and the eamings g,rc:wvth'ra’te36 1s
called the “Growth Forecast.”

The second method, “fundamental analysis” (also known as the “sustainable growth model”, the
- “internal growth model” or the “plowback method™), is a method of estimating expected future
dividend growth that depends solely on the firm’s own ﬁnanéing activities: the retention and
reinvestment of earnings and the issuance of new stock. The underlying premise of this approach is
' that sustainable growth in the future depends on the firm’s ability to generate such growth
internally. Thus, the fundamental analysis computes the expected growth rate as the sum of the

earnings retained to common equity and a stock issuance adjustment factor, as foliows:
Fundamental growth = e -+ s*v

e= earnings retained to common equity

s= fraction of shares to be issued

v={market/book) - 1.

The first component of the sum above — the earnings retained to common equity — represents the

growth in dividends arising from the reinvestment of retained earnings; for example, if 60% of

* yalue Line Investment Survey
1 Appendix 2, Exhibit 3, Page 1: Column {3)
** Appendix 2, Exhibit 3, Page 2: Column (3)



earnings are retained and reinvested within the firm, and the rate of return on investment is
expected fo be 15%, then eaming§ and dividends should grow 9% (=60% * 15%), because the
reinvested eamings will produce profits that can be used to pay higher dividends in the future. The
second component of the sum above represents an estimate of the growth in dividends that can
arise if a firm sells new stock at prices above book value. Details regarding the calculation of the

fundamental analysis can be found on Appendix 2, Exhibit 4, Pages 1 and 2.

The dividend growth rate (g), can then be estimated as the average of the growth forecast and the
fundamental analysis. Once the dividend growth rate has been calculated, the cost of eqﬁity can be
calculated using equation (2) above — the sum of the dividend growth rate and the expected first-
vear dividend yield. Details regarding the calculation of the cost of equity can be found on

Appendix 2, Exhibit 1.

Allstate’s Cost of Equity Capital Selection

Allstate utilizes both the Fama-French model and the Discounted Cash Flow model to leverage the

strengths of each model. A strength of the Fama-French modél is its responsiveness fo current
market conditions; a strength of the Discounted Cash Flow model is its degree of stability in 1its
results. By incorporating the results of both analyses, Allstate can produce an estimated cost of

capital that strikes a balance between the more responsive model and the more stabie one.

After considering the results from both the Fama-French and Discounted Cash Flow analyses,

Allstate selected a cost of capital, as shown on Appendix 3, Exhibit 1, Page 1.
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Section 2: Development of the Underwriting Profit Provision

From a Given Cost of Equity

Underwriting profit is defined in Actuarial Standards of Practice, No. 30 as “Premiums less
losses, loss adjustment expenses, underwriting expenses, and policyhoidér dividends.”"” Thus, a
provision for underwriting profit is a portion of the actuarially developed rate, and is often
expressed as a percentage of the rate.’® The underwrfﬁng profit provision is an estimate of future
profits; because actual losses and expenses can differ from those expected, the actual realized

underwriting profit may not equal the target profit provision.

In the past, development of the underwriting profit provision for insurance companies was a task
that involved no underlying theory, but rather constituted the simple task of selecting a round
number. From 1921 until the 1960°s, a 5% underwriting profit provision was used for most
lines.'® This approach, however, was not based on financial theory and neglected investment
income and income taxes. As pricing techniques have become more sophisticated through the
incorporation of financial theory, the development of the underwriting profit provision has
become more rigorous and the need for financial soundness more important. Allstate’s method
of determining the appropriate underwriting profit provision, which is described in detail in this
paper, involves determining the fofal profit needed to meet the demand of investors and then
subtracting out the profit received from investment income to arrive at the underwriting profit

needed from insurance operations and, ultimately, from the premium collected.

Section 1: The Fair and Reasonable Return describes the step-by-step process by which
Allstate’s cost of equity was calculated. In order to obtain the needed cost of equity, Allstate
must include an appropriate underwriting profit provision in its ratemaking methodology. The
development of the appropriate underwriting profit provision is shown below.

Appendix 3, Exhibit 1, Page 2 displays the flow of calculations from a given cost of equity to the

underwriting profit provision; below is a detailed discussion of each step in the process of

Y Acruarial Standards of Practice, No. 30; page 2
® Ibid: page 2
" The notable exception is Worlers Compensation, which used a 2.5% profit load (Robbin, 1992)
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calculating an underwriting profit provision based on a given cost of equity. Please see the
exhibits attached in Appendix 3 for supporting data used in the calculation of the underwriting
profit provision, as catalogued in Appendix 3, Exhibit 1, Page 2.

Detail Supporting the Underwriting Profit Calculations

Step (1): Average Market Value of Equity

As mentioned in Section 1: The Fair and Reasonable Return, the cost of equity is a rate of retun

on the market value of the firm. Therefore, once we have calculated the cost of equity (as
described in The Fair and Reasonable Return), we must determine the appropriate market value

to which this return should be applied.

The market value of a firm, which can be calculated as the sum of a firm’s shares of stock
multiplied by the price for that stock, is a constantly changing value. Therefore, in order 1o
establish a measure of stability within the pricing calculations, Allstate applies a long-term
average of the company’s market-to-book ratio to the year-end book value to determine the
average market value. In addition, a “market value” for two of Allstate’s separate entities —
Allstate New Jersey and Allstate Floridian ~ is imputed using each company’s proportion of total

corporate book value. Details for these calculations can be found on Appendix 3, Exhibit 2.

Step (2): Cost of Equitv (%)

Details of the derivation of the cost of equity can be found in Section 1: The Fair and Reasonable

Return. A summary of the cost of capital analysis results can be found in Appendix 3, Exhibit 1,

Page 1.

Step (3): Cost of Equity (3)

Given the market value of the firm (Step 1) and the percentage cost of equity (Step 2), we can

calculate the dollar value of the cost of equity as the product of Step 1 and Step 2.
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Step (4): Dividend Pavout Ratio

Appendix 3, Exhibit 3 details the derivation of the dividend payout ratio. In this calculation,
stock repurchases are considered with dividends in the total payout. The result of a stock
repurchase is to increase the vaiué of each remaining share. Since the market value is
unchanged, and the number of shares outstanding has decreased, the value per share increases.
Thus, similar to a dividend, the shareholder receives iﬁcome, despite the fact that total market
value and the present value of growth opportunities for the company remain unchanged. The
dividend payout ratio is obtained by summing the Total Payout, column (5), and the GAAP Net
Income, column (2), and calculating the ratio of these two sums. Because the amount of
dividends paid and stock repurchases made in a given year are based on the income earned in the
previous year, the GAAP Net Income is lagged by one year in deterxﬁihing the dividend payout
ratio. Data starting in 1996 is used to calculate the average, as that is the data available since

Alistate became a publicly traded firm in 1995.

Step (5): Average Market-to-book Ratio

Appendix 3, Exhibit 4 details the derivation of the average market-to-book ratio. Due to the
amount of fluctuation in market-to-book ratios, Allstate uses a lohg-tenn average estimate of this

ratio.

Step (6): Income Due Shareholders

Recall that the cost of equity is the return on the market value of the firm, which is the return due
to the shareholders. Therefore, the dollar value of the cost of equity, shown in Step 3, is the

income due to shareholders,

Step (7): Income Needed by Allstate

The amount of income that Allstate must earn in order to pay shareholders is not necessarily

equal to the amount of income due to the shareholders. Given Allstate’s dividend payout ratio

17



and market-to-book ratio, we can calculate the amount of income that Allstate must earn in order

to provide the cost of capital to shareholders.

If a company’s market-to-book ratio is greater than one, and its dividend payoﬁt ratio is less than
100%, then the amount of income that the firm needs to make is less than the amount due to the
shareholders. For example, if the income due to shareholders was $100, and the company had a
market-to-book ratio of 1.50 and a dividend payout ratio of 0,60, then we know that $100 =
60%*X + 40%%1.50%X, where X is the income needed by the company. We can rearrange the
equation to make it easier to solve for X: X = §1 OO/(60%+40%*1.50) = $83.33. Therefore, in
this scenario, the company would need to eam $83.33 in order to provide $100 to its

shareholders.

Similar to this example, because Allstate’s market-to-book ratio is greater than one and its
dividend payout ratio is less than 100%, the amount of income that Allstate must earn is less than
the amount due to the shareholders. In general terms, the equation can be described as follows:
Income Needed by the Company = Income Due Shareholders/[Dividend Payout Ratio — (1 —
Dividend Payout Ratio)*Market-to-book Ratio]. This is the formula used to calculate the income

needed by Allstate in Step 7.

Step (8): Investment Income on Equity

Allstate earns investment income on its equity capital, which contributes to the income needed
by Allstate. The value listed in Step 8 is derived from an investment income forecast produced
by Allstate’s Investments department. Allstate uses projected values of investment income,
rather than historical averages of actual investment income, because it allows for swifter

adaptation to changes in Allstate’s investment portfolio, as well as evolving market conditions.

The investment income estimate includes investment income and capital gains, both realized and

unrealized. In addition, net income from Allstate Financial 1s included.
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Step (9): Operating Income Needed:

“Operating income” is the term that is used to describe the amount of income made by a
company through its insurance operations, that is, through its underwriting profits and
investment income from policyholder-supplied funds. Operating income does not include

mvestment income-on capital.
To derive Allstate’s target operating income, one must simply start with the total target income
for Allstate (Step 7) and subtract the investment income on equity capital (Step 8). The

remaining target income is the operating income.

Step (10): Earned Preminm

This value represents the latest calendar year of earned premium from all lines of business.
Similar to the estimate of the average market value of equity in Step 1, the earned premium is
subdivided for Allstate New Jersey, Allstate Floridian, and the remainder of Allstate Group.

Details on this subdivision can be found on Appendix 3, Exhibit 2.

Step (11): Operating Ratio

Operating income can be expressed as a ratio to premium by dividing the operating income (Step

9) by the earned premium (Step 10).

Step (12): Investment Income for Policvholder-supplied Funds

As mentioned above, operating income is equal to the sum of the underwriting profit and the
investment income from policyholder-supplied funds (PHSE). Therefore, in order to determine
the appropriate target underwriting profit, we must estimate the expected investment income

- from PHSF.

PHSF are equal to loss and unearned premium reserves, and Allstate estimates the investment
income produced by them using an analysis of premium, expense, and loss cash flows.
Premiums are collected, expenses are incurred, and losses are paid in different time frames. In
most cases, premiums are collected over a short period of time, while expenses and, more

notably, losses are paid out over a longer period of time. This difference in cash inflow and
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outflow allows the insurer to earn investment income on the premium supplied by the

policyholder.

A cash-flow analysis is one of the two examples given in Actuarial Standards of Practice, No. 30
as appropriate methods for recognizing investment income from insurance operations (page 4).
This methodology also allows us to differentiate the amount of expected investment income by
line of business and by state. Therefore, lines of business and states with longer-taﬁied losses are

estimated to have higher than average investment income, and vice versa.

The discount rate used in the cash flow calculations is based on the investment income rate of
return for Allstate’s investment portfolio. It is the same rate of return that is used in Step 8:
investment income on equity capital. |

Details of the investment income on PHSF calculations can be found on Appendix 3, Exhibit 5.

Step (13): After-tax Underwriting Profit Provision

As mentioned in Step 12 above, the amount of underwriting income required from insurance
operations can be reduced for the investment gains resulting from the timing of policy cash
flows. Thus, the investment gains from PHSF are subtracted from the operating ratio to get the

after-tax underwriting profit provision.

Step (14): Tax Rate

Allstate’s federal income tax rate on underwriting income is 35%. This step in the calculations is

only for the taxation of underwriting income. Taxes paid on investment income were accounted

for separately in Steps 8 and 12.

Step (15): Pre-tax Underwriting Profit Provision

In order to receive the appropriate after-tax underwriting income, a pre-tax underwriting profit
provision must be targeted. To calculate this, the after-tax underwriting profit provision is
divided by one minus the income tax rate. This is the underwriting profit provision used in the

development of the rate level indication.
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The Fama-French Three-factor Model



Appendix 1
Exhibit 1

FAMA-FRENCH RISK PREMIA

Annual Avg Market-Risk Small-Stock Value-Stock
until December Premium Premivm Premium
2003 8.26% 3.79% 5.16%
2004 8.30% 3.81% 521%
2005 8.25% 3.73% 5.26%
2006 8.29% 3.69% 5.37%

2007 $.22% 3.54% 5.15%

All time series commence from 1926.

Source: hitp:#mba.tuck dertmouth.edw/pazes/facnltv/ien french




Appendix 1

Exhibit 2
PROPERTY/CASUALTY INDUSTRY SEGMENT
Betas
60 Months ending Prop/Cas Smali- Prop/Cas Value- Market-Value Book-to-Market
December Market-Risk Beta Stock Beta Stock Beta Coefficient Coefficient
2003 0.576 1.230 0.706 -(.148 0.259
2004 0.648 1.104 0.658 -0.133 0.239
2005 0.511 1.601 0.451 -0.166 0.345
2006 0.845 1.408 0.229 . -0.145 0.219

2007 1.198 1.453 ‘ 0.076 -0.184 0.321



ALLSTATE CORPORATION

NAICS Code 524126

Allstate Compustat Data

Appendix 1

Exhibit 3

(% Million)
Estimation Market Book Log Market Log
Year Value Value Value Book-to-Market
2003 30,268 20,365 10,3178 -0.3863
2004 35,491 21,823 10.4770 -0.4863
2003 35,072 26,186 10.4652 -0.5524
2006 40,690 21,846 106137 -{.6220
2007 29,806 21,851 10.3025 -0.3105

Source: Standard & Poor's/Compustat



ALLSTATE CORPORATION
Betas
Market Risk Component:
(1) @
Prop/Cas
Period Market Beta
2003 0.576
2004 0.648
2005 0.511
2006 0.845
2007 1.198
3-yr Avg 0.851
5-yr Avg (.756
I Selected 0.851
Size Risk Component: C
(3} (4) (3) {6 (Ty=(4) + (3)*(6)
Prop/Cas Market Value Log Market Size Risk
Period Size Beta Coefficient Value Beta
2003 1.230 -0,148 10.3178 -0.297
2004 1.104 -0.133 10.4776 -0.289
2003 1.601 -0.166 10.4652 ~{1L.136
2006 1.408 -0:145 10.6137 -0.131
2007 1.453 -0.184 10.3025 -{1.443
3-yr Avg -0.237
S-yr Avg -§.259
| Selected -0.237
Value Risk Component:
(8) (%) (10 (11) (12=(=(10)*(11)
Prop/Cas Book-to-Mkt Log Book- Value Risk
Period Value Beta Coefficient to-Market Beta
2003 0.706 0.259 -0.3865 0.606
2004 0.658 0.239 ~0.4863 0.542
2003 (0.4351 0,343 -0.5524 0.260
2006 0.229 0.219 -0.6220 0.093
2007 0.076 0.321 -0,3103 -0.024
3-yr Avg 0.110
3-yr Avg 0.29%
| Selected 0.110

Note: Each time period is 2 60-month period ending December in the year shown.

Appendix 1
Exhibit 4
Page 1
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(3)
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(6)

D
(8)
9

ALLSTATE CORPORATION
Estimated Cost of Equity Capital

Cost of Equity Capital:

Long-term Average Market Risk Premium:
Selected Beta:
P/C Industry Market Risk Premium:

Long-term Size Risk Premium:
Selected Size Beta:
Allstate Size Risk Premium:

Long-term Value Risk Premium:
Selected Value Beta:
Allstate Value Risk Premium:

(10) Total Risk Prerﬁium:

(11) Risk-free Return:

(12) Fama-French Cost of Equity Capital:

¥The risk-free return is the investment return on a 28-day Treasury bill, as of June 16, 2008

http/iwww. ustreas. govioffices/domestic-finance/debt-management/interest-rate/daily_treas bill rates_historical. shemi

Appendix 1

Exhibit 4
Page 2

Value Source
8.22% App. 1, Exh. 1
0.851 App. 1, Exh. 4, Pg. 1
7.00% =(1)*(2)
3.54% App. 1, Exh. 1
-0.237 App. 1,Exh. 4,Pg. 1
-0.84% =(4) * {5}
5.15% App. 1, Exh. 1 .
0.110 App. 1, Exh. 4, Pg. 1
0.57% =(7}* (8}
6.73% =(3)+ {6} + (9}
1.88% US Treasury™®
8.61% =(10) + (11)
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The Discounted Cash Flow Model



Appendix 2

Exhibit 1
ALLSTATE CORPORATION
Discounted Cash Flow Analysis
Summary
&) 2 3 4y (5) {6) N & €] {10)
Estimated Stock Dividend Cost
Dividend Dividend Earnings Growth Earnings [ssuance Fundamental Growth of
Tirae Period Yield Component  Component Forecast Retention Factor Analysis Rate Capital
4th Quarter 2007 2.50 11.00 10,83 10,92 - 1149 (0.90} 10.59 10.75 13.63
31d Quarter 2007 2.60 11.00 11.50 1125 10.99 (0903 10.09 10.67 13.27
2rd Quarter 2007 2.60 11.67 6.33 9.00 10.00 {0.09} 9.91 9.45 12.05
1st Quarler 2007 2.30 11.83 6.83 9.33 9.90 (0.06} 9.84 9.58 11.88
4th Quarter 2006 2.40 1167 8.00 9.83 8,60 (0.03} 8.57 9.20 11.60
3rd Quarter 2006 2,60 11.67 8.00 9.83 910 (G.04) 9.06 0.44 12.04
2nd Quarter 2006 2.60 11.67 7.17 9.42 9.87 (0.36} 9.50 0.46 12.06
1st Quarter 2006 2,50 13.33 11.67 12,50 10,70 {6.50} 9.80 1115 13.65
4th Quarter 2005 2,40 13.33 11.67 12.50 19,70 (0.80) 9.80 11,15 13.35
3rd Quarter 2005 220 15,37 92.33 12.25 i0.70 {6.99) 9.71 10.98 13.18
2nd Quarter 2005 2,40 13.17 2.00 12.08 10.26 (1.43) 8.83 10,45 12.85
1st Quarter 2005 2.30 15.50 10.83 1317 10.76 (1.69) 9.07 11.12 13.42
4th Quarter 2004 2.30 15.50 10.33 12.92 9.76 (0.37) 5.39 iL1s 13.45
3rd Quarter 2004 2.50 15.50 1017 12.83 9.76 0.28) 9.48 11,16 13.66
2nd Quarter 2004 2.50 7.33 3.67 5.50 10.06 (0.55) 931 7.51 10.01
1st Quarter 2004 2.20 6,83 3.67 5.25 i0.24 0.56) 8.67 7.46 9.66
4th Quarter 2003 2.50 6.83 3.67 3.25 10.24 (0.46) 978 7.52 10.62
3rd Quarter 2003 2.30 6.83 307 5.00 10.57 ©.50) 10.07 7.53 10.03
2nd Quarter 2003 2.80 6.83 617 6.30 10.57 (0.50) 10.07 8.28 11.08
1st Quarter 2003 2.20 7.00 5.83 6.42 10.74 (0.60) 10.14 8.28 10.48

Sources (within Appendix 2):

@x
(3
“x
(5%
{63
{7
{8
)%

Exhibit 2, Column {2)

Exhibit 3, Page 1, average of Columns {2)-(4)
Exhibit 3, Page 2, average of Columns (2)-(4)
Average of Columns (3)-4)
Exhibit 4, Page 1, average of Columns {2)-(4)
Exhibit 4, Page 2, Column {3)

Sura of eolumn (6) and column (7)
Average of Columns {5} and (8)
{10): Sum of column {2} and column (%)



Sources:

Value Line Investment Surveys, Part 3, The Ratings & Reports

ALLSTATE CORPORATION
Discounted Cash Flow Analysis
Estimated Dividend Yield

) @
' Estimated Dividend
Time Period Yield

4th Quarter 2007 2.90
3rd Quarter 2007 2.60
2nd Quarter 2007 2.60
Ist Quarter 2007 2.30
4th Quarter 2006 2.40
3rd Quarter 2006 2.60
2nd Quarter 2006 2.60
1st Quarter 2006 2.50
4th Quarter 2005 2.40
3rd Quarter 2005 220
2nd Quarter 2005 2.40
Ist Quarter 2005 2.30
4th Quarter 2004 2.30
3rd Quarter 2004 2.50
2nd Quarter 2004 2.50
1st Quarter 2004 2.20
4th Quarter 2003 2.50
3rd Quarter 2003 - 2.50
2nd Quarter 2003 2.80
Ist Quarter 2003 2.20

Various editions from 1994 to0 2008

Appendix 2
Exhibit 2



Appendix 2

Exhibit 3
ALLSTATE CORPORATION Page 1
Discounted Cash Flow Analysis
Dividends Per Share Experience
) ) (3) 4 _ 3)
Annual - Rate  of  Change
Time Period Past 10 Years . Past 5 Years Forecast Average
4th Quarter 2007 12.50 13.00 7.50 11.00
3rd Quarter 2007 1250 13.00 7.50 ' 11.00
2nd Quarter 2007 13.50 ' 12.50 9.00 11.67
1st Quarter 2007 13.50 12.50 ©9.50 11.83
4th Quarter 2006 13.50 12.50 : 9.00 11.67
3rd Quarter 2006 13.50 12.50 9.00 11.67
2nd Quarter 2006 13.50 12.50 9.00- 11.67
1st Quarter 2006 18.50 12.50 9.00 13.33
4th Quarter 2005 18.50 12.50 9.00 13.33
3rd Quarter 2005 25.00 11.50 9.00 15.17
2nd Quarter 2005 .25.00 11.50 9.00 15.17
st Quarter 2005 25.00 11.50 10.00 15.50
4th Quarter 2004 25.00 11.50 10.00 15.50
3rd Quarter 2004 25.00 ‘ 11.50 10.00 15.50
2nd Quarter 2004 NA 12.00 10.00 11.00
st Quarter 2004 NA 12.00 8.50 10.25
4th Quarter 2003 NA - 12.00 8.50 10.25
3rd Quarter 2003 NA 12.00 8.50 10.25
2nd Quarter 2003 : NA 11.50 9.00 10.25
st Quarter 2003 NA 11.50 9.50 10.50

Sources: .
Value Line Investment Surveys, Part 3, The Ratings & Reports
Various editions from 1994 to 2008



Appendix 2

Exhibit3

ALLSTATE CORPORATION Page 2

Discounted Cash Flow Analysis

Earnings Per Share Experience

(1) @) (3) 4) &
Amnual  Rate  of  Change
Time Period Past 10 Years Past 5 Years Forecast Average
4th Quarter 2007 11.00 12.50 9.00 10.83
3rd Quarter 2007 11.50 13.50 9.50 1150
2nd Quarter 2007 10.00 1.00 8.00 6.33
st Quarter 2007 10.00 1.00 9.50 6.83
4th Quarter 2006 10.00 1.00 13.00 8.00
3rd Quarter 2006 .10.00 1.00 : 13.00 8.00
2nd Quarter 2006 10.00 1.00 10.50 7.17
Ist Quarter 2006 22.50 0.50 12.00 11.67
4th Quarter 2005 22.50 0.50 12.00 11.67
3rd Quarter 2005 19.50 -3.50 12.00 9.33
2nd Quarter 2005 19.50 -3.50 11.00 9.00
1st Quarter 2005 19.50 -3.50 16.50 10.83
4th Quarter 2004 19.50 -3.50 15.00 10.33
3rd Quarter 2004 16.50 -3.50 14.50 10.17
2nd Quarter 2004 NA -1.50 112.50 5.50
1st Quarter 2004 NA : -1.50 12.50 5.50
4th Quarter 2003 NA -1.50 12.50 5.50
3rd Quarter 2003 NA -1.50 11.00 - 4,75
2nd Quarter 2003 NA 10.00 8.50 9.25
1st Quarter 2003 NA 10.00 7.50 8.75
~ Sources:

Value Line Investment Surveys, Part 3, The Ratings & Reports
Various editions from 1994 to 2008



Appendix 2

Exhibit 4
ALLSTATE CORP Page 1
Discounted Cash Flow Analysis

Average Earnings Retention Rates

(b 2) G (%) ()
" 10-year 5-Year
Time Period ‘ Average -Average Forecast . Average
4th Quarter 2007 1146 10.50 12.50 11.49
3rd Quarter 2007 11.46 - 10.50 11.00 10.99
2nd Quarter 2007 11.47 10.52 - 8.00 10.60
1st Quarter 2007 11.37 10.32 8.00 9.90
4th Quarter 2006 10.83 7.46 7.50 8.60
3rd Quarter 2006 10.83 - 746 9.00 9.10
2nd Quarter 2006 11.60 8.50 9.50 9.87
Ist Quarter 2006 11.60 8.50 12.00 10.70
4th Quarter 2005- 11.60 8.50 12.00 10.70
3rd Quarter 2005 11.60 8.50 12.00 16.70
2nd Quarter 2005 10.72 9.06 11.00 , 10.26
1st Quarter 2005 10.72 9.06 12.50 10.76
4th Quarter 2004 10.72 9.06 9.50 9.76
3rd Quarter 2004 10.72 5.06 9.50 9.76
2nd Quarter 2004 10.69 9.00 10.50 10.06
1st Quarter 2004 10.65 10.56 9.50 1024
4th Quarter 2003 10.65 10.56 9.50 - 10.24
3rd Quarter 2003 -~ 10.65 10.56 10.50 10.57
2nd Quarter 2003 10.65 10.56 10.50 10.57
1st Quarter 2003 9.80 12.42 10.00 10.74

Sources:
Value Line Investment Surveys, Part 3, The Ratings & Reports
Various editions from 1994 to 2008



Stock Issuance Adjustment Factor

ALLSTATE CORP
Discounted Cash Flow Analysis

Appendix 2
Exhibit 4

Page 2

¢y, 2) ) “4) (5)
Current Forecast Forecast Stock Issuance
Time Period Shares Shares Market/ Book  Adjustment Factor

4th Quarter 2007 575.00 525.00 1.40 (0.90)
3rd Quarter 2007 575.00 525.00 1.40 (0.90)
2nd Quarter 2007 622.00 600.00 1.10 (0.09)
st Quarter 2007 620.00 610.00 1.15 (0.06)
4th Quarter 2006 625.00 610.00 1.05 (0.03)
3rd Quarter 2006 625.00 600.00 1.04 (0.04)
2nd Quarter 2006 630.00 600.00 1.30 (0.36)
st Quarter 2006 645.00 600.00 1.50 {0.90)
4th Quarter 2005 645.00 600.00 1.50 (0.90)
3rd Quarter 2005 650.00 600.00 1.50 (0.99)
2nd Quarter 2005 683.00 600.00 1.45 (1.43)
1st Quarter 2005 680.00 600.00 1.55 (1.69)
4th Quarter 2004 690.00 650.00 1.25 (0.37)
3rd Quarter 2004 690.00 660.00 1.25 (0.28)
2nd Quarter 2004 690.00 660.00 1.50 (0.55)
1st Quarter 2004 701.00 670.00 1.50 (0.56)
4th Quarter 2003 695.00 670.00 1.50 (0.46)
3rd Quarter 2003 695.00 670.00 1.55 (0.50)
2nd Quarter 2003 695.00 670.00 1.55 (0.50)

1st Quarter 2003 700.00 670.00 1.55 (0.60)
Sources:

(1)~(3): Value Line Investment Surveys, Part 3, The Ratings & Reports
Various edjtions from 1994 to 2008 ‘
(5)=1[(4) - 1] x [((3) / (2)) exp(D) - 1] x 100,
where t is .25 for forecasts.
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Development of the Underwriting Profit Provision
From a Given Cost of Equity



ALLSTATE CORPORATION
Estimated Cost of Equity Capital

Alistate Corporation Cost of Equity Capital Estimates

(1) Fama-Freach Three-factor Mode}
{2} Discounted Cash Flow Model
{(3) Selected Cost of Equity Capital

Appendix 3

Exhibit 1
Page 1
Value Source
8.61% App. 1, Exh. 4,Pg. 2
13.65% App. 2, Exh. 1
10.80% Selection



ALLSTATE INSURANCE GROUP

Arkansas
Homeowners

Development of the Underwriting Profit

(1) Average Market Value of Equity:
(2) Cost of Equity (%}):
(3) Cost of Equity ($):

(4) Dividend Payout Ratio:
(3) Average Market-to-book Ratio:

(6) Income Due Shareholders:
(7) Income Needed by Allstate:

(%) Investment Income on Equity:

(%) Operating Income Needed:
{10) Earned Premium:
{11} Operating Ratio:

{12} Investment Income from PHSF*#:
(13} After-tax U/W Profit Provision:

(14} Tax Rate:
(13} Pre-tax U/W Income Needed by Allstate:

*Investments Department forecast -

Appendix 3
Exhibit 1
Page 2

_ Total Source
5 32,528 App. 3, Exh. 2
10.00% App. 3, Exh 1,Pg. 1
3 3,253 =(1Y*(2)
0.73 App. 3,Exh. 3
1.55 App.3,Exh. 4
$ 3,253 =(3)
$ 2,832 =(6)/[(4)+(1-(4*(5)]
b 852 IDF*
$ 1,980 =(7}-(8)
$ 25,972 App. 3, Exh. 2
7.62% ={9Y{(10)
0.92% App.3,Exh. 5,Pg. 1
6.70% =(11)-(12)
35% W
10.31% =(13)/(1-(14))

##Policyholder-supplied Funds (PHSF) are unearned premium and loss reserves

## T his is the federal income tax rate on underwriting profit for Allstate

Dollar values are in millions -



Appendix 3

Exhibit 2
ALLSTATE INSURANCE GROUP
Enterprise Valuation
(§ In Millions)
Imputed
Entity GAAP Book Value* Earned Premium Market Value**
Total Group 21,851 27,233 33,869
ANJ/AFIC 865 1,261 1,371
Group Less ANJ/AFIC 20,986 25,972 32,528

*As of 12/31/07

#*Eguals GAAP Book Value multiplied by the average market-fo-book ratio



Appendix 3

Exhibit 3
ALLSTATE CORPORATION
Dividend Payout Ratio
oy 2) (3) ) {(5)=0Gr4) {6)=(5¥(2)

Prior Year Stock ' Total

GAAP Net Repurchases Total Payout
Year Income* Dividends : (Neé:) Payout Ratio
1997 $2,075 417 1,277 1,694 0.82
1998 33,105 450 1,400 1,850 0.60
1999 3,294 482 864 1,346 0.41
2000 2,720 506 1385 1,891 . 0.70
2001 2211 547 612 1,159 0.52
2002 1,158 504 383 977 0.84
2003 1,134 648 -48 600 0.53
2004 -2,705 779 1111 1,890 0.70
2005 - 3,181 846 2,203 3,049 0.96
2006 1,765 885 1,516 1,765 R 1.00
2007 4,993 901 3,483 4,384 0.88
Total 28,341 7,055 14,186 20,605 0.73

Source: 2007 Allstate Annual Report - pages 11, 117

*ividends and Stock Repurchases for a given year are determined based on the previous
year's income. Therefore, GAAP Net income is lagged by one vear so that the appropriate

ratio is calculated.

**While additional payout was provided from equity funds in 2006, the dividend payout ratio is concerned with

percentage of income paid towards dividends and stock repurchases. Therefore, the 2006 payout ratio is capped at 1.00.



Appendix 3
Exhibit 4

ALLSTATE CORPORATION

Historical Market-to-book Railos

Years Allstate
Dec-98 1.76
Dec-99 1.08
Dec-00 1.74
Dec-01 1.38
Dec-02 1.47
Dec-03 1.47
Dec-04 1.62
Dec-05 1.73
Dec-06 1.85
Dec-07 1.35

10-yr Avg: 1.55
Selected: 155

Soeurce: MSN Online Reports
htip://moneveentral. msn.conmyinvestor/invsub/results/compare.asp?Page=TenY earSummarv& Svmbol=ALL




Appendix 3

Exhibit 5
ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
Arkansas
Calculation of Present Value, as of the Average Earning Date
of a Policy year, of all Income and Outgo @ 1.95%*
force of interest, given an Operating Profit of 7.62%
and twelve month Policy Terms
Arkansas Arkansas Time Discounted **
Years From Cumuiative Yearly from Start to avg time
Start of Percent of Percent of of Policy of profit @ Discounted
Policy Year Losses Paid Losses Paid Y ear 1.95% Payments
1 30.7% 30.7% 0.70 - 1.0059 30.88%
2 95.1% 64.4% 1.40 : 0.9922 63.90%
3 100.5% 5.4% 2.30 0.9750 527%
4 100.0% -0.5% 3.60 0.9506 -0.48%
5 100.3% 0.3% 4.60 0.9322 0.28%
Subsequent 100.0% -0.3% 6.60 0.8966 -0.27%
Total 100.0% 99.58%
Expected Losses and Loss Expense Ratio 62.25%
Present Value of Loss and Loss Expense Payments 61.99%
Taxes, Licenses and Fees 3.10% 0.70 1.0059 3.12%
Comumissions : 12.60% 0.58 1.0082 12.70%
Other Acquisition 5.00% 0.63 1.00672 5.04%
General Expense 3.50% 0.75 1.0049 3.52%
Contingency Provision 2.00% 1.00 1.0000 2.00%
Debt Provision 1.24% 1.00 10000 1.24%
Profit 10.31% 1.00 1.0000 10.31%
Total Present Vaiue of Qutgo 99.92%

Premiums 100.0% 0.57 1.0084 100.84%

Difference, Present Value of Income
Less Present Value of Outgo ‘ 0.92%

*Discount rate from Investments Department forecast

#¥exp (0.0195 x (timing of profit being earned - timing of cash flow))
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS

ARKANSAS
RATING PLAN REVISIONS

Allstate has updated the data used in determining rating plan factors for Allstate Property
and Casualty Insurance Company (AP&C).

Methodology

A multivariate analysis using Generalized Linear Models (GLMs) is used to determine
indicated factors for each peril. GLMs allow us to consider all major rating plans
simultaneously to account for correlation among vatiables. They provide regression-like
modeling of the response variable of pure premium, but provide more flexibility versus
linear regression, as GL.Ms allow the response variable to come from an exponential
family of distributions (including normal, Poisson, binomial, negative binomial, gamma
and Tweedie distributions). Six models are developed for this analysis; one GLM for
each of Fire, Liability, Theft, Water, Wind/CAT, and Other perils. The Hurricane peril
factors have not been updated.

For more information on GLMs and usage in insurance ratemaking, please see the
following references: _

1. Anderson, D.; Feldblum, S; Modlin, C; Schirmacher, D. Schirmacher, E.; and
Thandi, N., “A Practitioner’s Guide to Generalized Linear Models” (Second
Edition), CAS Study Note, May 2005.

http://www.casact.org/pubs/dpp/dpp04/04dpp1.pdf

2. McCullagh, P. and Nelder, J., Generalized Linear Models (Second Edition),
Chapman and Hall, London, 1989.

Data

The data used in the analysis is Allstate countrywide homeowners policies for accident
years 2003-2006, evalvated at March 31, 2007. Since the updated rating plan factors will
be utilized on the newer AP&C book of business, the data was limited to those policies
that have renewed seven or fewer times.

The by-peril GLMs are fit on the 2003-2006 dataset, and the factors (model results) are
validated on a separate holdout dataset that contains accident year 2007 data for policies
that have renewed seven or fewer times.
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Model and Variables Structure

For each peril, indicated rating plan factors are produced by fitting a GLM using a
Tweedie distribution with a log link function to predict the response variable of pure
premium.

GLM Output and Validation

_ Allstate refers to its current rating plan in AP&C as Strategic Risk Management Phase 3
(SRM 3). With this filing Allstate is implementing SRM 7, an improved rating plan with
increased predictive accuracy. We have used two-way lift charts to numerically compare
the performance of the new rating plan factors versus the prior rating plan factors, when
both sets of factors are used to rate the common set of policies in the Holdout Dataset.

For two-way lift charts, the more accurate model has a line plot that is closer to 1.0. By
this measure, our new rating plan (SRM 7) is shown to be a more accurate rating plan
compared to the SRM 3 rating plan, as illustrated in the charts below.

Fire peril -- Two way lift chart

Actual loss/Predicted loss

1 2 3 4 5 6 7 8 9 10

Equally sized policy deciles
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Wind/CAT peril - Two way lift chart
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Liability peril -- Two way lift chart
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Other peril -- Two way lift chart

Actual loss/Predicted loss

1 2 3 4 5 8 7 8 g 10

Equally sized peolicy deciles

——5RM 3
—— SHM 7

Indicated and Proposed Rating Plan Factors

Indicated and proposed rating plan factors are included in the remainder of this
attachment. Proposed factors were based on indicated factors, competitive position,
smoothing techniques, and actuarial judgment.
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS
AGE OF HOME DISCOUNT
Current Factor
Age of Home Current Factor Reindexed® Indicated Factor Proposed Factor

0 0.65 0.68 0.42 0.49

1 - 0.68 0.71 0.42 6.51

2 0.71 0.74 0.48 6.57

3 0.73 0.76 0.50 0.60

4 0.76 0.79 0.56 0.65

5 0.79 0.82 0.59 0.67

6 0.82 0.85 0.65 0.73

7 0.84 0.88 0.70 0.77

8 0.87 0.91 0.76 0.82

9 0.90 0.94 0.84 0.87
10-14 0.93 0.97 0.84 0.95
15-19 0.96 1.00 1.00 1.00
20-29 0.98 1.02 0.97 0.99
30-39 0.98 1.02 0.97 0.99
40-49 0.98 1.02 0.96 0.98
50+ 1.00 1.04 0.89 0.95

#*Reindexed for comparison purposes. Age of Home 15-19 is base.
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS
RATING GROUP
Rating Group Current Factor Indicated Factor Proposed Factor
1 0.40 0.37 0.37
2 0.40 0.37 0.37
3 0.40 0.37 0.37
4 0.46 (.40 0.40
5 0.46 0.40 0.40
6 0.46 0.40 0.40
7 0.49 0.44 0.44
8 0.49 0.44 0.44
9 0.49 0.44 0.44
10 0.54 0.49 0.49
11 0.54 0.49 0.49
12 0.54 0.49 0.49
13 0.60 0.55 0.55
14 0.60 0.55 0.55
15 0.60 0.55 0.55
16 0.63 0.60 0.60
17 0.65 0.60 0.60
18 0.65 0.60 0.60
19 0.73 0.69 0.69
20 0.73 0.69 0.69
21 0.73 0.69 0.69
22 0.82 0.79 0.79
23 0.82 0.79 0.79
24 0.82 079 0.79
25 0.88 0.90 0.90
26 (.88 0.90 0.90
27 0.88 0.90 0.90
28 1.00 1.00 1.00
29 1.00 1.00 1.00
30 1.60 1.00 1.00
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY

OWNERS FORMS
ARKANSAS
TOWN CLASS
Brick
Town Class Group Current Factor Indicated Factor Proposed Factor

1 0.83 0.87 0.86

2 0.90 0.90 0.88

3 0.91 0.89 0.88
4 0.92 0.90 0.89

5 0.92 0.94 0.92
) .93 0.96 0.94
7 (.99 1.02 1.00

8 1.02 1.10 1.08

9 1.11 1.10 1.08
10 1.16 1.12 1,11

Frame
Town Class Group Current Factor Indicated Factor Proposed Factor

1 1.00 1.00 1,00

2 1.01 1.05 1.03

3 1.01 1.06 1.04
4 1.03 1.1 1.09

5 1,08 1.18 1.16

6 112 1.28 1.26
7 1.22 1.39 1.37

g 1.31 1.45 1.43
9 1.32 1.49 1.47
10 1.35 1.36 1.47
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS

ARKANSAS
CLAIM RATING AND CLAIM FREE DISCOUNT

The data used in determining Claim Rating factors has been improved with this analysis.
The newer data improvements include counting claims from a prior Allstate policy (e.g.

from a cancel-rewrite, the rewrite having a different policy number), changing the claim
amount threshold, changing some claim peril codes to better capture the claims type, and
correcting some date of loss miscoding in past research analysis files.

All these data changes result in the flattening of claim surcharge factors and in the
deepening of the claim free discount. Other rating plan variables are not significantly
impacted. Overall, the data miscoding mentioned above did not affect total premium
collected.

CLAIM RATING FACTORS
Claims per Group Current Factor Indicated Factor Progésed Factor
Ist A 1.35 1.18 1.30
Subszequent A¥ 1.38 1.03 ‘ 1.35
1st B 1.00 0.88 100
Subsequent B¥ 1.00 1.14 i.00
IstC 1.10 1.12 1.13
Subsequent C* 1.19 1.14 1,19

* Factor applied for each subsequent claim.

CLAIM FREE DISCOUNT FACTORS

Disegunt Applied Current Factor Indicated Factor Proposed Factor
No 1.00 1.60 1.00

Yes _ 0.80 0.85 0.80
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS
HOME AND AUTO PISCOUNT
Current Factor Indicated Factor Proposed Factor
1.00 1.00 1.00

No
Yes

0.80 0.90 0.65
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS
ARKANSAS

RATE LEVEL IMPACT OF REVISIONS

Rate Level Impact due to the Revision to Rating Plan Factors

The rate level impact of the below rating plan revisions detailed in Attachment VI is shown
below. The impacts have been measured using an extension of exposures method and a
recent snapshot of policyholders in AP&C. Please note that these impacts are not the total
impacts. The total rate level impacts for both the Homeowners and Select Homeowners
policy forms are shown in the Summary subsection of this attachment.

Rating Plan _ Rate Level Impact of Factor Revision
Age of Home Discount -4.9%
Rating Group -71.7%
Town Class 2.1%
Claim Rating ' - 0.0%
Home and Auto Discount -11.7%
All Rating Plan Changes -20.9%




Attachment VII
Page 2

Revision of Rate Adjustment Factors

To achieve the selected rate level change for the rating program, the Rate Adjustment Factor
(RAF) will be revised. This proposed RAF along with the revision of rating plan factors
shown above will achieve the selected rate level change shown in Attachment IL.

Policy Form Current RAF | Proposed RAF | Rate Level Impact
Homeowners and Select 1.066 2.131 99.9%
Homeowners

A RAF is applied uniformly to the package premium. A revision of a RAF is equivalent to a
base rate change that does not vary across territories.

Please note that the change above is not the total rate level impact for the program. The total

impact is shown in the next subsection and reflects the changes from both the revision to
rating plan factors as well as the revision to the RAF.

Summary of Combined Rate Level Impact

The combined impact of the rating plan factor revisions and RAF revision is shown below.

Policy Form Rating Plan RAF Total Rate
. Factor Changes | Change | Level Impact
Homeowners and Select Homeowners -20.9% 99.9% 58.2%
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ALLSTATE PROPERTY AND CASUALTY INSURANCE COMPANY
OWNERS FORMS '
ARKANSAS

MISCELLANEOQUS RULE REVISION

With this filing, the Building Structure Reimbursement Extended Limits (BSREL)
Endorsement described in Rule 4 — Additional Coverages, in the Homeowners Manual, is
- being revised to be called Excess Dwelling Coverage. This revision will make the name
of this endorsement consistent with the endorsement form. This is a clerical revision
only; no coverage changes will occur with this filing. The name change will also take
place in the Homeowners Manual Rate Factor Pages and Premium Calculation Pages.

Please see Attachment IX, Summary of Manual Changes, for additional detail.
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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

© 2007 National Association of Insurance Commissioners




Effective March 1, 2007

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

© 2007 National Association of Insurance Commissioners




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

Page 1 of 2



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
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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.



	Filing Info
	Filing at a Glance
	State Filing Description
	General Information
	Filing Description
	Company and Contact
	Filing Fees

	Correspondence Summary
	Dispositions
	Objection Letters and Response Letters
	Filing Notes

	Disposition
	Objection Letter
	Response Letter

	Objection Letter
	Response Letter

	Note To Reviewer
	Attachment: FORM RF-1 Rate Filing Abstract NAIC LOSS COST DATA ENTRY DOCUMENT.PDF
	Attachment: FORM HPCS - Homeowners Premium Comparision Survey Form.PDF
	Note To Filer
	Reviewer Note
	Attachment: RE_ Allstate.pdf
	Rate Information
	Rate/Rule Schedule
	Attachment: R21075.PDF
	Attachment: R21075.PDF
	Attachment: R21075.PDF
	Checking List

	Attachment: R21075.PDF
	Checking List

	Supporting Document Schedules
	Attachment: HPCS-Homeowners Premium Comparison Survey.PDF
	Attachment: NAIC loss cost data entry document.PDF
	Attachment: ActuarialIndMemo01.PDF
	Attachment: ActuarialIndMemo02.PDF
	Attachment: Rate and Rule Schedule.PDF
	Attachment: AR - HOMEOWNERS ABSTRACT FORM H 1.PDF
	Attachment: 04_13_09 OBJ Response.PDF
	Attachment: 04_27_09 OBJ Response.PDF



