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Filing at a Glance

Company: Allstate Property & Casualty Insurance Company

Product Name: Homeowners SERFF Tr Num: ALSX-126207149 State: Arkansas

TOI: 04.0 Homeowners SERFF Status: Closed State Tr Num: EFT $100

Sub-TOI: 04.0003 Owner Occupied

Homeowners

Co Tr Num: R21450 State Status: Fees verified and

received

Filing Type: Rate Co Status: Reviewer(s): Becky Harrington,

Betty Montesi, Brittany Yielding

Author: SPI AllState Disposition Date: 07/01/2009

Date Submitted: 06/26/2009 Disposition Status: Filed

Effective Date Requested (New): 08/24/2009 Effective Date (New): 08/24/2009

Effective Date Requested (Renewal): 10/08/2009 Effective Date (Renewal):

10/08/2009

State Filing Description:

Reinsurance charge only; not overall rate change.

General Information

Project Name: 2009 - Reinsurance Rate Charge Filing Status of Filing in Domicile: 

Project Number: R21450 Domicile Status Comments: 

Reference Organization: Reference Number: 

Reference Title: Advisory Org. Circular: 

Filing Status Changed: 07/01/2009

State Status Changed: 06/26/2009 Deemer Date: 

Corresponding Filing Tracking Number: 

Filing Description:

With this filing, information is provided to support the revision of the distinct charge to cover the hurricane/fire following

earthquake portion of the net cost of reinsurance in Allstate Property and Casualty Insurance Company for the Owners

program in the state of Arkansas.  The net cost of reinsurance is equal to the reinsurance premium paid less expected

reinsurance recoveries under the contract.
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Allstate's revised reinsurance cost will be reflected by revising the reinsurance rate adjustment factor in the rate

calculation for the Owners program.  The revised reinsurance rate adjustment factor will apply to the calculation of the

reinsurance charge for all policies and will therefore have the same effect as a reinsurance base rate change. 

 

This filing includes editorial revisions to the manual pages, as follows:

- Updated Rate Page Calculation Options Page

 

The overall impact of changes set forth in this filing is -0.13%. The proposed change to the Reinsurance Rate

Adjustment Factor is -74.4%, which represents the impact to the distinct charge to cover the hurricane/fire following

earthquake portion of the net cost of reinsurance in Allstate Property and Casualty Insurance Company for the Owners

program in the state of Arkansas.

 

The terms of the applicable 2009 Reinsurance contracts are summarized below.

 

 

2009 REINSURANCE CONTRACT SUMMARY:

 

Allstate has a Reinsurance Broker Intermediary Contract with AonBenfield, which encompasses the marketing and

placement of our catastrophe reinsurance programs. 

 

Allstate has again purchased countrywide catastrophe aggregate excess of loss reinsurance agreements to mitigate our

exposure to catastrophic losses.  Two agreements, purchased last year, were 15% and 32.5% placed for a two-year

term, effective 06/01/08 to 05/31/10.  The remaining 47.5% was purchased in 2007 for a two-year term and remained

intact until 05/31/09.  A new agreement, 47.5% placed for a two-year term, effective 06/01/09 to 05/31/11, was

purchased to replace the expiring two-year agreement that provided coverage from 06/01/07 to 05/31/09.  Together

these three catastrophe aggregate excess reinsurance agreements will apply to Allstate and Encompass brand personal

lines auto and property policies nationwide (excluding Florida), providing coverage for the term 06/01/09 to 05/31/10 of

95% of the first $2 billion in excess of $2 billion of retained losses.  The agreements cover losses from storms named or

numbered by the National Weather Service, fire following earthquakes, California wildfires, and non-recoupable Texas

Windstorm Insurance Association (TWIA) assessments, subject to the terms, conditions, and limitations set forth in
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these agreements. 

 

The target effective date for new business written and renewals processed is August 24, 2009, and renewal business

effective October 8, 2009.

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

Allstate Property & Casualty Insurance

Company

CoCode: 17230 State of Domicile: Illinois

2775 Sanders Road Group Code: 8 Company Type: 

Suite A5

Northbrook, IL  60062 Group Name: Allstate State ID Number: 

(847) 402-5000 ext. [Phone] FEIN Number: 36-3341779

---------

Filing Fees

Fee Required? Yes

Fee Amount: $100.00

Retaliatory? No

Fee Explanation:

Per Company: No

COMPANY AMOUNT DATE PROCESSED TRANSACTION #

Allstate Property & Casualty Insurance

Company

$100.00 06/26/2009 28833200
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Correspondence Summary

Dispositions

Status Created By Created On Date Submitted

Filed Becky Harrington 07/01/2009 07/01/2009

Objection Letters and Response Letters

Objection Letters Response Letters

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

Pending

Industry

Response

Becky

Harrington
06/26/2009 06/26/2009 SPI AllState 06/30/2009 06/30/2009
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Disposition

Disposition Date: 07/01/2009

Effective Date (New): 08/24/2009

Effective Date (Renewal): 10/08/2009

Status: Filed

Comment: 

Company Name: Overall %

Indicated

Change: 

Overall % Rate

Impact: 

Written

Premium

Change for

this

Program: 

# of Policy

Holders

Affected for this

Program: 

Written

Premium for

this Program: 

Maximum %

Change (where

required): 

Minimum %

Change (where

required): 

Allstate Property &

Casualty Insurance

Company

% -0.130% $-44,556 33,041 $34,102,727 % %
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Item Type Item Name Item Status Public Access

Supporting Document Form RF-2 Loss Costs Only (not for

workers' compensation)
Filed Yes

Supporting Document H-1 Homeowners Abstract Filed Yes

Supporting Document HPCS-Homeowners Premium

Comparison Survey
Filed Yes

Supporting Document NAIC loss cost data entry document Filed Yes

Supporting Document OtherActuarialSupport01 Filed Yes

Supporting Document Response to DOI (063009), Appendix A

(063009)
Filed Yes

Rate CheckingListR21450 Filed Yes

Rate ManualPagesR21450 Filed Yes



Created by SERFF on 07/01/2009 09:53 AM

SERFF Tracking Number: ALSX-126207149 State: Arkansas

Filing Company: Allstate Property & Casualty Insurance

Company

State Tracking Number: EFT $100

Company Tracking Number: R21450

TOI: 04.0 Homeowners Sub-TOI: 04.0003 Owner Occupied Homeowners

Product Name: Homeowners

Project Name/Number: 2009 - Reinsurance Rate Charge Filing/R21450

Objection Letter

Objection Letter Status Pending Industry Response

Objection Letter Date 06/26/2009

Submitted Date 06/26/2009

Respond By Date

Dear Celeste Mrdak,

This will acknowledge receipt of the captioned filing.  
 

Objection 1

- OtherActuarialSupport01 (Supporting Document)

Comment: Please explain the increase in underwriting profit/debt provision from the previous year.
 
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 06/30/2009

Submitted Date 06/30/2009
 
Dear Becky Harrington,
 
Comments: 

Response to June 26 objection letter
 

Response 1
Comments: Please see attached

Related Objection 1

Applies To: 



-
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OtherActuarialSupport01 (Supporting Document)

Comment: 

Please explain the increase in underwriting profit/debt provision from the previous year.
 

 
Changed Items: 
 
Supporting Document Schedule Item Changes 

Satisfied  -Name: Response to DOI (063009), Appendix A (063009)

Comment: 
 

No Form Schedule items changed.
 

 
No Rate/Rule Schedule items changed.
 

Celeste Mrdak
 
Sincerely, 

SPI AllState
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Rate Information
Rate data applies to filing.

Filing Method: File and Use

Rate Change Type: 

Overall Percentage of Last Rate Revision: 27.700%

Effective Date of Last Rate Revision: 06/01/2009

Filing Method of Last Filing: File and Use

Company Rate Information
Company Name: Overall %

Indicated

Change: 

Overall % Rate

Impact: 

Written

Premium

Change for

this

Program: 

# of Policy

Holders

Affected for this

Program: 

Written

Premium for

this Program: 

Maximum %

Change (where

required): 

Minimum %

Change (where

required): 

Allstate Property &

Casualty Insurance

Company

% -0.130% $-44,556 33,041 $34,102,727 % %
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Rate/Rule Schedule

Review Status: Exhibit Name: Rule # or Page

#:

Rate Action Previous State Filing

Number:

Attachments

Filed CheckingListR21450 R21450 Replacement R21450.PDF

Filed ManualPagesR21450 R21450 Replacement R21450.PDF



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.

RATES

Enclosed: Page RFP-14 dated 7-1-2009

Withdrawn: Page RFP-14 dated 9-1-2008

Filing Number:    R21450 
Allstate Property and Casualty Insurance Company            



ARKANSAS
HOMEOWNERS

RATE FACTOR PAGES

Order in
Calculation

23 Reinsurance Charge

BASE REINSURANCE CHARGE*: 0.054
*Charge is per $1000 of Coverage A Limit

REINSURANCE LIMIT FACTORS

COVERAGE A FACTOR COVERAGE A FACTOR
10,000 10 68,000 68
11,000 11 69,000 69
12,000 12 70,000 70
13,000 13 71,000 71
14,000 14 72,000 72
15,000 15 73,000 73
16,000 16 74,000 74
17,000 17 75,000 75
18,000 18 80,000 80
19,000 19 85,000 85
20,000 20 90,000 90
25,000 25 95,000 95
30,000 30 100,000 100
35,000 35 110,000 110
40,000 40 120,000 120
45,000 45 130,000 130
50,000 50 140,000 140
55,000 55 150,000 150
57,000 57 170,000 170
58,000 58 180,000 180
59,000 59 190,000 190
60,000 60 200,000 200
61,000 61 225,000 225
63,000 63 275,000 275
65,000 65 325,000 325
66,000 66 Each Additional 1,000 1

Step Select
# Homeowners Homeowners
1 Base Reinsurance Charge
2 Rate Adjustment Factor (Round to 3 decimals) x            0.044 x            0.044
3 Reinsurance Limit Factor (Penny Round) x x
4 Reinsurance Charge 

7-1-2009 Allstate Property and Casualty Insurance Company RFP - 14
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Supporting Document Schedules

Review Status:

Satisfied  -Name: H-1 Homeowners Abstract Filed 07/01/2009

Comments:

Attachment:

AR - HOMEOWNERS ABSTRACT FORM H 1.PDF

Review Status:

Satisfied  -Name: HPCS-Homeowners Premium

Comparison Survey

Filed 07/01/2009

Comments:

Attachments:

Premuim Comparison Survey.PDF

Premuim Comparison Survey.XLS

Review Status:

Satisfied  -Name: NAIC loss cost data entry document Filed 07/01/2009

Comments:

Attachment:

Loss Cost Data Entry .PDF

Review Status:

Satisfied  -Name: OtherActuarialSupport01 Filed 07/01/2009

Comments:

Attachment:

OtherActuarialSupport01.PDF

Review Status:

Satisfied  -Name: Response to DOI (063009),

Appendix A (063009)

Filed 07/01/2009

Comments:

Attachments:
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AID PC H-1 (1/06)  INS01787
Page 1 of 2

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 all 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

1. If you have had an insurance to value campaign during the experience filing period, describe 
the campaign and estimate its impact.
N/A

2.
If you use a cost estimator (or some similar method) in order to make sure that dwellings (or 
contents) are insured at their value, state when this program was started in Arkansas and estimate 
its impact.

Allstat Allstate Property and Casualty Insurance Company uses RCT, a Marshall & Swift Boeckh Product.  This 
began in October 2005.  RCT is not used to make sure that dwellings are insured at their value.  Rather, 
Allstate Property and Casualty Insurance Company uses the RCT tool to develop an estimate of the 
minimum amount for which Allstate Property and Casualty Insurance Company will insure a property.

3.
If you require a minimum relationship between the amount of insurance to be written and the 
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 RCT 
generated 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 the Property Insurance Adjustment language.  It allows for an adjustment to a 
policy's Coverage A limit at renewal when there has been a change in the estimated cost to replace a 
customer's home.  

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 20 %
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. Are there any areas in 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

7. Specify the form(s) utilized in writing homeowners insurance.  Indicate the Arkansas premium 
volume for each form.

Form Premium Volume
Homeowners $34,102,727
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Form H-1 (1/06)  
Page 2 of 2

 AID PC H-1 (1/06) INS01787

8. Do you write homeowner risks which have aluminium, steel or vinyl 
siding?

Yes           No

9. 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.

Signature

Celeste P. Mrdak
Printed Name

Senior State Filings Analyst
Title

847-402-5000  Ext.  27328
Telephone Number

oscmrda@allstate.com
Email address



NAIC Number: Submit to: Arkansas Insurance Department
Company Name: 1200 West Third Street
Contact Person: Little Rock, AR 72201-1904
Telephone No.: Telephone: 501-371-2800
Email Address: Email as an attachment to: insurance.pnc@arkansas.gov
Effective Date: You may also attach to a SERFF filing or submit on a cdr disk

Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 $428.40 $468.19 $507.97 $556.48 $507.97 $556.48 $385.38 $420.65 $374.72 $408.68 $374.72 $408.68 $490.51 $537.07 $389.60 $424.84 $414.82 $452.98

$120,000 $517.06 $566.33 $615.59 $675.93 $615.59 $675.93 $463.24 $506.95 $449.86 $492.28 $449.86 $492.28 $594.05 $651.79 $468.45 $512.50 $499.77 $547.41

$160,000 $593.24 $651.02 $708.48 $779.06 $708.48 $779.06 $530.53 $581.74 $514.78 $564.03 $514.78 $564.03 $683.20 $750.83 $536.45 $587.99 $573.22 $628.70

$80,000 $436.49 $511.85 $517.68 $609.85 $517.68 $609.85 $392.51 $459.13 $381.50 $445.87 $381.50 $445.87 $499.87 $588.18 $396.70 $463.99 $422.26 $495.03

$120,000 $526.85 $620.80 $627.66 $742.15 $627.66 $742.15 $472.05 $554.91 $458.67 $538.60 $458.67 $538.60 $605.47 $715.73 $477.27 $561.11 $509.23 $599.92

$160,000 $604.73 $714.39 $722.60 $856.53 $722.60 $856.53 $540.71 $637.56 $524.95 $618.19 $524.95 $618.19 $696.66 $825.35 $546.62 $644.78 $584.05 $690.09

$80,000 $508.30 $591.74 $605.00 $706.88 $605.00 $706.88 $455.57 $529.32 $442.62 $513.80 $442.62 $513.80 $583.65 $681.65 $460.42 $534.81 $491.15 $571.68

$120,000 $615.91 $719.65 $736.28 $863.18 $736.28 $863.18 $550.67 $642.34 $534.35 $623.09 $534.35 $623.09 $709.86 $831.86 $556.54 $649.19 $595.04 $695.18

$160,000 $708.81 $830.28 $849.32 $997.71 $849.32 $997.71 $632.30 $739.67 $613.60 $717.01 $613.60 $717.01 $818.79 $961.26 $639.54 $747.87 $684.51 $801.38

Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$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 N/A

$15,000 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 N/A

$25,000 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 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 N/A

$15,000 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 N/A

$25,000 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 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 N/A

$15,000 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 N/A

$25,000 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 N/A

Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 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 N/A

$120,000 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 N/A

$160,000 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 N/A

$80,000 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 N/A

$120,000 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 N/A

$160,000 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 N/A

$80,000 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 N/A

$120,000 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 N/A

$160,000 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 N/A

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

Fire Extinquisher 3 % Deadbolt Lock 3 % ARE YOU CURRENTLY WRITING EARTHQUAKE COVERAGE IN ARKANSAS? No (yes or no)
Burglar Alarm 3 % Window Locks N/A % WHAT IS YOUR PERCENTAGE DEDUCTIBLE? N/A %
Smoke Alarm 3 % $1,000 Deductible 5-22 %

Other (specify) Zone Brick Frame
4 % WHAT IS YOUR PRICE PER $1,000 OF COVERAGE? Highest Risk $ N/A $ N/A

% Lowest Risk $ N/A $ N/A

6

Dwelling 
Value

Public 
Protection Class

Property 
Value

Public 
Protection Class

3

Maximum Credit Allowed

8/24/2009

Dwelling 
Value

17230
Allstate Property and Casualty Insurance Company
Celeste Mrdak
(847) 402-7328

HO3 and HO4 only

9

Public 
Protection Class

Miller Sebastian

USE THE APPROPRIATE FORM BELOW - IF NOT APPLICABLE, LEAVE 
BLANK

Homeowners Premium Comparision Survey Form
FORM HPCS - last modified August, 2005

Craighead St. Francis Arkansas

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)

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)

oscmrda@allstate.com

9

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)
Washington Baxter

Pulaski

3

6

SebastianWashington

Complete Central Burglar Alarm

Arkansas Union MillerBaxter Craighead St. Francis

IMPORTANT, homeowners insurance does NOT automatically cover losses from earthquakes.  Ask your agent about this coverage

PulaskiUnion

Washington
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NAIC LOSS COST DATA ENTRY DOCUMENT
1. This filing transmittal is part of Company Tracking # R21450

2. If filing is an adoption of an advisory organization loss cost filing, give 
name of Advisory Organization and Reference/ Item Filing Number

Company Name Company NAIC Number
3. A. Allstate Property & 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.
FOR LOSS COSTS ONLY(A)

COVERAGE
(See Instructions)

(B)
Indicated

Reinsurance
Change

(C)
Requested

Reinsurance
Change

(D)

Expected
Loss Ratio

(E)
Loss Cost

Modification
Factor

(F)
Selected

Loss Cost
Multiplier

(G)
Expense
Constant

(If Applicable)

(H)
Co. Current
Loss Cost
Multiplier

Homeowners and 
Select Homeowners -0.13% -0.13%

TOTAL OVERALL 
EFFECT -0.13% -0.13%

6. 5 Year History Rate Change History 7.

Year Policy Count % of 
Change

Effective 
Date

State 
Earned 

Premium 
(000)

Incurred 
Losses 
(000)

State 
Loss 
Ratio

Countrywide 
Loss Ratio Expense Constants Selected 

Provisions

2006 4,780 N/A N/A 4,876,961 4,474,535 0.97 0.54 A. Other Acquisition 5.0%
2007 15,208 N/A N/A 12,300,000 9,517,373 0.77 0.64 B. General Expense               3.5%
2008 24,322 17.8 8/27/2009 19,975,051 34,761,554 1.74 0.94 C. Taxes, License & Fees      3.1%
2009 33,041 27.7% 6/1/2009 N/A N/A N/A N/A D. Underwriting Profit 11.6%

E1. Commissions
E2. Contingency

12.6%
1.0%

F. TOTAL                              36.8%

8. __N__ Apply Lost Cost Factors to Future filings? (Y or N)
9. _____ Estimated Maximum Rate Increase for any Insured (%). Territory (if applicable): ___________________
10. _____ Estimated Maximum Rate Decrease for any Insured (%) Territory (if applicable): ________________________PC RLC                                                                                                                                             
U:LossCostDraft/DataEntry.doc
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ALLSTATE PROPERTY & CASUALTY INSURANCE COMPANY
OWNERS FORM

ARKANSAS

Response to letter dated June 26th, 2009 regarding Filing #R21450

Please explain the increase in underwriting profit/debt provision from the previous 
year.

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 10.0%, 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. Allstate now develops 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.

These underwriting profit and debt provisions were previously approved for Arkansas
Allstate Property & Casualty Insurance Company Owners filing #R21075 with an
effective date for new business written and renewals processed of June 1, 2009, for 
renewals effective on or after July 16, 2009.

Please refer to Appendix A for more detail regarding the Determination of the 
Underwriting Profit Provision.
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