




















Appendix 1

" The Fama-French Three-factor Model




Appendix 1

Exhibit 1
FAMA-FRENCH RISK PREMIA
Annual Avg Market-Risk Small-Stock Vaiue-Stock
until December Premium Premium Premium
2003 8.26% 3.79% 5.16%
2004 8.30% . 181% 321%
2005 8.25% 3.73% " 5.26%
2006 §.29% 3.69% 5.37%
2007 8.22% 3.54% 5.15%

Al time series commence {rom 1926.

Source: hitp;/fmba tuck. dartrmouth edn/vaces/facultvken. frenc




Appendix |

Exhibit 2
PROPERTY/ CASUALTY INDUSTRY SEGMENT
' Betas
60 Months ending Prop/Cas Small-  Prop/Cas Value- Market-Value Book-to-Market
December Market-Risk Beta Stock Beta Stock Beta Coefilcient Coefficient
2063 0.376 . 1.230 0.706 -0.148 0.259
2064 0.648 1.104 0.658 -0.133 0.239 -
2005 0.511 1.601 0.451 -0.166 0.345 )
2006 0.845 .408 0229 -0.145 0.219
2007 1.198 1,453 0.076 -3.184 0321




Appendix 1

Exhibit 3
ALLSTATE CORPORATION
NAICS Code 524126
Allstate Compustat Data
(3 Million)
Estimation Market Book Log Market _ Log
Year Value Value Value " Book-to-Market
2003 30,268 20,565 10,3178 -0.3865
2004 35,491 21,823 10,4770 -0.4863
2005 35,0672 20,186 10.4652 -0.5524
2006 40,690 21,846 10,6137 -0.6220
2007 29,809 21,831 10.3025 -0.3105

Source: Standard & Poor's/Compustat




Appendix 1 B
-Exhibit 4
Page i
ALLSTATE CORPORATION
Betas
Market Risf& Component;
M @
Prop/Cas
Period Market Beta
2003 0.576
2004 0,648 , =
2003 0.511
2006 0.845
2007 1.198
3-yr Avg . 0.851
S-vr Avg 0.756
| Selected 0851 |
Size Risk Componeni: .
(3) 4 &) 1)) (Ty{8) + (31°(6)
Prop/Cas Market Value Log Market Size Risk
Period Size Beta Coeffictent Value Beta
2003 1.230 -0.148 14.3178 -0,297
2004 . 1.104 -0.133 10.4770 -0,289
2005 1.601 -0.166 104652 -0.136
2006 1.408 -0.145 10.6137 ~0.131
2007 1.453 -0.184 10.3025 -0.443
3-y1 Avg -0.237
3-yr Avg -0.259
[ Selected -0.237 i
Valug Risk Component:
& % {10 {11} (12=(+(10)*(11)
Prop/Cas Book-to-Mkt Log Boek- Value Risk
Period Yajue Beta Coefficient to-Miarket Beta
2003 0.706 (3.239 -0.3863 0.606
2004 0.65% 0.239 -0.4863 0.542
2005 0.451 0.345 -3.5524 0.260
2006 0.22% 4219 -0.6220 0.093
2007 0.076 0321 -0.3105 -0.,024
3-yr Avg 6.110
5-yr Avg 6.295
[ Selected . 8110 ]

Note: Each time pesiod is a 60.-month ;;eriod ending December in the year shown.
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Exhibit 4
Page 2
ALLSTATE CGRPORA_TION
Estimated Cost of Equity Capital
Cost of Eguity Capital:
- Valoe Source

{1} Long-term Average Market Risk Premium: : 8.22% App. 1, Exh. 1
{2) Seclected Beta: 0.851 App. 1,Exh. 4, Pg. |
{3) P/C Industry Market Risk Premium: 7.08% =11 *{2)
(4) Long-term Size Risk Premium: 1 3.54% App. 1,Exh. |
{3) Selected Size Beta: -0.237 App. 1,Exh. 4,Pg. 1
{8) Allstate Size Risk Premium: -0.84% =(4) * (5)
(7} . Long-term Value Risk Premium: 5.15% ‘App- 1, Exh. 1
{8) Sclected Value Beta: 0.110 App. 1, Exh. 4, Pg. 1
{9} Allstate Value Risk Premium: 0.57% =(71* (8)
{10y Total Risk Premium: 6.73% ={3)+ (6) +{%)
(11} Risk-free Return: 1.88% 1J8 Treasury*
(12} Fama-French Cost of Equity Capital: 8.61% =1 +{11)

3The tisk-free resurn is the mvestment retimn on a 28-day Treasury bill, as of June 16, 2008

httprﬂvmrw.ustreas.govlofﬁccsfdomesiic-ﬁnance.‘clebt—manage&mnt."interest—raﬁeldai]y_ﬁeas_,bii {_rates_historical.shtnl




Appendix 2

The Discounted Cash Flow Model




Appendix 2

Exhibit 1
ALLSTATE CORPORATION
Discounted Cash Fiow Analysis
Summary .
(n #A] 3) ) ) &) &) (8) ® (19
Esfimated Stock Dividerd Cost
Dividend Dividend Eamings Growth Earpings Issyance  Fundamental Growth of
Time Pericd ‘Yield Camponent  Component Forecast Retention Faetor Analysis Rate Capital
4th Quarter 2007 250 11.00 10.83 10,92 11.4% (0.90) 10.59 1075 13.65
3rd Quarter 2007 2.60 11.00 11.50 11.25 10,59 (0.50} 1009 10.67 13.27
2nd Quarter 2007 2.60 11.67 6.33 9.00 10.60 (0.69) 9.91 D45 12.05
1st Quarter 2007 2.30 .83 6.83 .33 290 {0.06) 984 0.58 11.88
4t Quarter 2006 240 11.67 .00 583 860 {0.03) 8357 9.20 11.60
3rd Quarter 2006 260 11.67 .00 9,83 216 {0.04} $.08 9.44 12.04
* 2nd Quarier 2006 2.60 1167 7.17 9.42 9.87 {0.36y 9.50 9,46 12.06
15t Quarter 2006 250 13.33 11.67 12.50 10.70 (0.90} 980 1115 13.65
4th Quarter 2005 240 1333 11.67 12.50 10.70 {0.903 9.80 1115 13.55
3rd Quarter 2005 2.20 15.17 G.33 12,25 1078 {0.99) 5.7 10,98 13.18
2nd Quarter 2005 240 1517 200 12.08 10.25 {1.43} 8.83 10.45 12.85
st Quarter 2005 2,30 15.50 10,83 13.17 10.76 (1.69) .07 1112 1342
4tk Quarter 2004 230 15.50 10.33 12,92 .76 (0.37) 9.39 1115 1345
3rd Quarter 2004 2.50 15.50 10.57 12.83 276 0.28) 9.48 11.186 13.66
2nd Quarter 2004 2.5 7.33 3467 5.50 10.06 (0.55} @.51 51 10.01
L5t Quarter 2004 .20 6.83 3.67 525 10.24 (0.56} 967 246 0,66
dth Quarter 2003 2.50 6.83 3.67 525 1524 (0.46) 278 752 10.02
3rd Quarter 2003 2.50 583 3.17 5.00 10.57 (0.5G) #0.07 1.53 10.63
2nd Quarter 2003 2,80 6.83 617 4.50 57 0.50) 10.07 8.28 11.08
it Quarter 2003 2.20 7.00 583 642 10.74 (060} 1014 8.28 10.48
Sources {within Appendix 2%

€2 Exhibit 2, Column (2)

3): Exhilit 3, Page 1, average of Columns (2)-{(4)
¢4). Exhibit 3, Page 2, average of Columas (2)-(4)
(5% Average of Colurnns (3)-(4)

{6): Exhibit 4, Page ¢, average of Columns (2)~{(4)
(7): Exhibit 4, Page 2, Column (3)

{8); Sum of column (6) and column (7)

{9): Average of Coturmns (5) and (8)

{10); Sam of celumn (2) and columa (9)




ALLSTATE CORPORATION
Discounted Cash Flow Analysis
Estimated Dividend Yield

1) @
Fstimated Dividend
Time Period Yield

4th Quarter 2007 2.90
3rd Quarter 2007 2.60

2nd Quarter 2007 2.60 -
1st 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 2.20
2nd Quarter 2005 2.40
1st 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
1st Quarter 2603 2.20

Sources:

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

Various editions from 1994 to 2008

Appendix 2
Exhibit 2
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Exhibit 3
ALLSTATE CORPORATION Page 1
Discounted Cash Flow Analysis
Dividends Per Share Experience
1) 2 3 ), (5)
Anaual  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 12.50 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 1250 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
1st Quarter 2005 25.00 11.50 | 10.00 1550
4th Quarter 2004 25.00 : 1150 10.00 15.50
3rd Quarter 2004 25.00 ‘ 11.50 10.00 15.50
2nd Quarter 2004 NA 12.00 16.00 11.00
1st 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
1st 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




Appendi)li 2

Exhibit3
ALLSTATE CORPORATION Page 2
Discounted Cash Flow Analysis
Earnings Per Share Experience
6] 2 3 “) 3
Annual  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 11.50
2nd Quarter 2007 10.00 1.00 8.00 6.33
1st 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
1st Quarter 2006 22.50 0.50 12.00 11.67
dth 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
Ist Quarter 2005 19.50 -3.50 16.50 10.83
4th Quarter 2004 19.50 -3.50 15.00 10.33
3rd Quarter 2004 19.50 -3.50 14.50 10.17
2nd Quarter 2004 " NA -1.50 12.50 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
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Exhibit 4
ALLSTATE CORP Page 1
Discounted Cash Flow Analysis
Average Earnings Retention Rates
{H 2 €) (4) )
10-year 5-Year
Time Period _ Average Average Forecast Average
4th Quarter 2007 11.46 10.50 12.50 11.49
3rd Quarter 2007 11.46 . 1350 11.0G- 10.99
2nd Quarter 2007 11.47 16.52 8.00 10.00
1st Quarter 2007 11.37° 16.32 8.00 9.90
4th Quarter 2006 -10.83 7.46 7.50 8.60
3rd Quarter 2006 10.83 7.46 - 9.00 9.10
2nd Quarter 2006 11.60 8.50 9.50 0.87
1st 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 12.060 10.70
2nd Quarter 2005 10.72 - 9.06 11.00 10.26
st Quarter 2005 10.72 9.06 12.50 10.76
4th Quarter 2004 10.72 %.06 9.50 9.76
3rd Quarter 2004 10.72 5.06 9.50 9.76
2nd Quarter 2004 10.69 5.00 10.50 10.06
Ist Quarter 2004 10.65 10.56 9.50 10.24
4th Quarter 2003 10.65 10.56 9.50 10.24
3rd Quarter 2003 1065 - 10.56 10.50 10.57
2nd Quarter 2003 10.65 10.56 10.50 10.57
Ist 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
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Exhibit 4
ALLSTATE CORP Page2
Discounted Cash Flow Analysis
Stock Issvance Adjustment Factor
)] 2) 3 & (%)
Current Forecast - Forecast Stock Issuance
Time Period Shares Shares Market/ Bock  Adjustment Factor

4th Quarter 2007 575.00 52500 140 {0.90)

3rd Quarter 2007 ~ 575.00 525.00 1.40 (0.90)

2nd Quarter 2007 622.00 600.00 1.10 {0.09)

1st 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 630.00 600.00 130 (0.36)

1st 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)

st Quarter 2003 700.00 670.00 1.55 (0.60)

Sources: _

(D-(3): Value Line Invesiment Surveys, Part 3, The Ratings & Reports
Various editions from 1994 to 2008

(5)=[(® - 11 x[(3)/ (2)) exp(t) - 1] x 100,

where t is 0.25 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

Allstate Corporation Cost of Equity Capital Eslimates

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

Appendix 3 f

Exhibit 1
Page 1
Value Source”
8.61% App. 1,Exh. 4,Pg. 2
13.65% App. 2, Exh. 1
10.00% Selection




Appendix 3
Exhibit 1
Page 2

ALLSTATE INSURANCE GROUP

Arkansas
Homeowners

Development of the Underwriting Profit

. Total Source 3
£1) Average Market Value of Equity: 8 32,528 App. 3,Exh. 2
{2y Cost of Equity (%6): . 10.00% App.3,Exh. 1,Pg. 1
(3) Costof Equity (3% $ 3,253 =12}
{(#) Wividend Payout Ratio: 0.73 App. 3, Exh. 3
(5) Average Market-to-book Ratio: 1.55 App. 3, Exh. 4
(6) Income Due Shareholders: 3 3,252 =(3)
(7) Income Needed by Allstate: $ 2,832 =(6YI(AH-(1-{4)*(5)]
(8) Investment Income on Equity: 3 852 IDF*
(9) ©Operating [ncome Needed: ' 8 1,930 ={7)-{8}
(10) Easned Premium: 3 25,972 App, 3,Exh. 2
{11) Operating Ratio: 7.62% =10}
{12). Invesiment Income from PHSF**; 0.92% App. 3, Exh. 5Pz 1
(13) Affer-tax U/W Profit Provision: . - 6.70% =(11<12)
{14} Tax Rate: 35% FIT###
{15} Pre-tax U/W Income Needed by Allstate: 10.31% =(13)/(1-(14))

*Investmerss Department forecast
##Poligyhoider-supplied Funds (PHSF) are unearned premium and loss reserves
##%This is the fderal income tax rate on underwriting profit for Alistate

Dollar values are in millions




Appendix 3

Exhibit2
ALLSTATE INSURANCE GROUFP
Enterprise Valuation
($ In Millions)
Imputed
Entity GAAP Book Value* Eamed Premium Market Value**
Total Group 21,851 27,233 33,869
ANJ/AFIC 865 1,261 1,371
Group Less ANJ/AYIC 20,986 © 25972 32,528

*As of 12/31/07
#*Equals GAAP Book Value muitiplied by the average market-to-book ratio
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Exhibit 3
ALLSTATE CORPORATION
Dividend Payout Ratio

(B (2 (3> oy (5)=G)+4) 6= {52

Prior Year Stock Total

GAAP Net Repurchases Total Payout =
Year Income* Dividends ' (N et) Payout Ratio '
1597 $2,075 417 1,277 1,694 0.82
1998 $3,105 450 1,400 1,850 0.60
1999 3,204 482 864 1,346 0.41
2000 2,720 506 1385 1,891 0.70
2001 2211 547 612 1,159 0.52
2002 1,158 594 383 977 0.84
2003 1,134 648 43 600 0.53
2004 2,705 779 ST 1,890 0.70
2005 . 3,181 846 2,203 3,049 0.96
2006 1,765 885 1,516 1,765 x 1.00
2007 4,993 901 3483 4,384 0.88
Total 28,341 7055 14,186 20,605 0.73

Source: 2007 Allstate Annual Report - pagss 11, 117

*Dividends and Stock Repurchases for a given year are determined based on the previous
year's icome. Tﬁérefore, GAAP Net Income is lagged by one year so that the appropriate

1atio is calculated.

*=9hile additional payout was provided from equily funds in 2006, the dividend payout ratio is concemed with

percentage of income paid towards dividends and stock repurchases. Therefore, the 2006 payout ratio is capped at 1.0,
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Exhibit 4

ALLSTATE CORPORATION

Historical Market-to-book Ratios

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
Sclected: 1.55

Source: MSN Online Reports

http://moneycentral msn comyinvesior/imvsub/resulis/compare. asp?Pare=TenYearSummary&Symbol=ALL
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Exhibit 5
ALLSTATE INSURANCE COMPANY
HOMEOWNERS
Arkansas
Calculation of Present Value, as of the Average Eaming Date
of a Policy vear, 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 to avg time
Start of Percent of Percent of of Policy of profit @ Discounted
Policy Year Losses Paid Losses Paid Year 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 35.27%
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 63.26%
Present Value of Loss and Loss Expense Payments 62.99%
Taxes, Licenses and Fees 3.10% 6.70 1.0059 3.12%
Commissions 12.60% 0.58 1.0082 12.70%
Other Acquisition 5.00% 0.63 1.0072 5.04%
General Expense 3.50% 0.75 1.0049 3.52%
Contingency Provision 1.00% 1.00 1.0000 1.00%
Debt Provision . 1.24% 1.00 1.0000 1.24%
Profit 10.30% 1.00 1.0000 10.30%
Total Present Value of Oﬁtgo 99.91%
Premiums 100.0% 0.57 1.0084 100.84%
Difference, Present Value of Income
Less Pregent Value of Outgo 0.93%

*Discount rate from Investments Depariment forecast

*+axp (0.0195 x (timing of profit being earned - timing of cash flow)}






