Cloudy with a chance of mishap Weatner

In association with Company

How weather insights can belp insurers manage visk and drive client value IBM Institute for Business Value




Executive Report

Insurance

Why IBM and The Weather Company?

Real-time weather forecasting is essential for truly differentiated
response to extreme weather events, including hail, floods,
hurricanes and tornadoes. IBM and The Weather Company are
helping companies bring together insights from real-time
weather feeds to improve operational performance and
decision-making around risk assessment, event preparation,
loss prevention, and disaster response and recovery.

The Weather Company’s proprietary forecasting system
ingests and processes data from thousands of sources,
resulting in approximately 2.2 billion unique forecast points
worldwide. It produces more than 15 billion forecasts on
average weather days. Combined with IBM’s vast portfolio of
cloud and mobile assets, unique analytic capabilities and
deep industry knowledge, our partnership can help
organizations anticipate disruptive events, take early action to
mitigate impact and return to normal operations more quickly.

To learn more about IBM and its work with the insurance
industry, please visit ibm.com/ibmandweather


http://www.ibm.com/ibmandweather

Harnessing weather data

Weather has evolved from a three-minute segment on
the evening news to an emerging information source
enterprises can harness to improve business
outcomes. As availability and predictive capabilities

of weather forecasting continue to grow, so do

the opportunities for insurance companies to apply
weather data to improve customer engagement,
operations and risk management. Until now, most
businesses have treated weather as an event outside
their control, something inherently unpredictable to
which they can only react. Leading companies take a
different approach: they combine weather information
with other data sources to anticipate future events and
incorporate insights into daily operations.

Executive summary

Weather plays an important role in shaping consumer and commercial decisions to protect
their assets and for insurers looking to provide tailored solutions to consumer needs. Major
events, including hurricanes, floods and snowstorms, radically impact both individuals and
businesses. And localized incidents, such as hailstorms, tornadoes and lightning, pose
immediate threats to life, property and other assets. In 2014, the five most destructive weather
events caused damages of USD 17.4 billion worldwide' (see Figure 1).

Figure 1
Top five natural catastrophes of 2014 by losses, in USD millions

Date Country/ Event Fatalities Overall losses
Region uUs$m

Feb7-16 Japan Winter 37 5,900

damage

May 18-23 United States Severe storms | - 3,900

Jun7-10* France, Severe storms | 6 3,500
Belgium,
Germany

Jan 5-8 United States, Winter - 2,500
Canada damage

Jun 3-5 United States Severe storms | - 1,600

*Time period for several severe events.
Source: X2015 Munich Re, Geo Risks Research, NatCatSERVOCE. As of Fanuary 2015. http://www.iii.org/fact-
statistic/catastrophes-global


http://www.iii.org/fact-statistic/catastrophes
http://www.iii.org/fact-statistic/catastrophes
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the cost, in U.S. dollars, of
weather-related damage in
the United States in 2014

the percentage of claim filers
whose insurance companies
contacted them proactively
after a weather event

the increase in customer
satisfaction among individuals
who received claim payments
within a week of a weather event

A significant percentage of the planet is vulnerable to weather events. In many coastal areas,
risk has grown steadily with increased property development. The inability to manage
weather-related risk can also limit economic development, especially in high-growth areas
around the globe.

Insurance companies understand the importance of weather data; for years, the industry has
incorporated historical weather patterns into its underwriting and pricing models. However,
advances in weather science, analytics, geolocation and cloud computing now enable
insurance companies to apply weather-related insights in new, innovative ways. Weather data
can help insurance companies work more effectively with customers to mitigate weather-
related losses, allocate internal resources to better assist customers with post-event support
and more effectively manage cash reserves. These advances not only improve operational
effectiveness, but also build tighter bonds among customers, agents, brokers and
organizations.

This executive report identifies opportunities for insurance companies to use weather data as
animportant asset in both managing operational and financial risks, as well as improving
customer relationships. It also explores how companies can start using weather data in their
day-to-day operations and considers future directions in the use of weather-related
information for insurers.



Covering the map: Opportunities for applying
weather data

A great strength of weather data insight is that it can create opportunities across a number of
different functions within traditional insurances firms. Several major areas of opportunity exist

(see Table 1).

Table 1

Opportunities for using weather data across insurance organizations

Capability Opportunities

Customer « Alert and counsel individuals about impending events so that they can
engagement take action to mitigate potential damage
(sales, marketing | « Proactively contact individuals affected by an event to determine needs,
and customer reinforce brand promise and provide personal touch points
service) - Incorporate insights gathered from weather events into larger marketing
and product development efforts.
Claims - Mitigate weather-related claims
«  Move resources into place to address customer needs before major
events
- Anticipate customer needs and start adjustment processes to reduce
time to payment
« Reduce associated costs, such as storage.
Risk - Predict claims reserves allocations in preparation for a major event
management - Flag suspicious claims by merging weather observations with claims
data.
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Customer engagement

For insurance companies, the least costly event is the one that never occurs. Insurers can
use weather data to identify the potential for a significant weather-related event and notify
customers to take action to protect life and property.

If weather data predicts a hailstorm, for example, an insurance company could send a text
message to warn policyholders in the storm’s path of potential damage. That warning would
detail the precise location and timing of the expected hailstorm and strongly urge customers
to take action, such as moving their cars to covered locations. Similarly, an insurer could
recommend that customers move to higher ground or prepare defensive barriers in advance
of a storm surge. Companies can personalize and tailor these alerts to:

e Different methods of notifications based on demographics and preferences, such as text
messaging, landline phone or in-house monitoring system

® Actions customers should take, such as removing potential debris hazards before a wind
storm, clearing gutters before severe rain events or insulating pipes before rapid freezes

* The location of critical assets, whether at home or at work



After an event, weather data can also assist customer-service professionals by helping them
identify customers who need to be contacted. By knowing which policyholders in an affected
area may have sustained damages and reaching out to them directly, representatives can
quickly ascertain whether individuals have sustained losses and initiate processing. This
interaction can assist victims who aren’t able to easily access their policy information and,
more important, can help to rapidly identify those in need of medical attention orimmediate
repair services.

On August 6th, 2013, the Minneapolis, MN, area experienced a severe weather event involving
large hail, damaging winds and heavy rain. The Weather Company, in conjunction with
Patinkin Research Strategies, surveyed 355 individuals who filed claims after the storm. The
survey sought respondents’ opinions about the services and capabilities provided by their
insurance companies. Only 3 percent of respondents who had filed claims were contacted by
their insurance carriers after the event. Given the advent of both mobile technology and more
advanced analytics, proactive outreach can serve as a powerful customer retention tool for
insurers.

Pre- and post-event touchpoints with customers provide important information about
customer behavior and offer insights into contact preferences, product and service needs
and brand image. An insurer can link information, including the number of alerts it sends to a
specific device or location or the customer response to the alerts, to other sources of
marketing data to obtain a more comprehensive view of the customer. The company can then
use this information to develop new products, create cross-selling campaigns and even tailor
collateral design and development to unique customer segments.

Proactive alerts about impending
storms can provide significant savings
for customers and insurance carriers.
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Claims

In the past, weather-related events often left organizations in a catch-up mode, facing
significant increases in call volumes and claims. Further, these unforeseen situations made it
difficult to predict exactly where to align field resources, such as adjusters, to rapidly evaluate
claims and provide short-term support to those impacted. Incorporating weather data into
operational processes, such as workforce scheduling, third-party contracting and vehicle
optimization, can help to decrease the delays associated with managing peak activity and
provide assistance to those facing individual losses or business continuity disruptions.

At the same time, insurers can integrate weather and social media data, such as Twitter feeds,
to assess the reputational risks of inadequate response times. Monitoring the social chatter of
weather event victims can identify potential customer concerns and issues, enabling the
organization to adjust its resources accordingly.

In addressing these claims-related issues, insurers can realize both tangible and intangible
value. Reducing the time it takes to compensate individuals for their losses is more than a
source of relief to those affected; it is, in fact, a source of direct revenue and customer
retention (see Figure 2). The 2013 Minneapolis study demonstrated that when policyholders
received compensation within one week of filing a claim, customer satisfaction rose 18
percent (from 75 percent to 93 percent) and referrals climbed 12 percent (from 84 percent to
96 percent). In addition, the likelihood of contacting legal assistance increases the longer it
takes to begin payment. Further, ancillary costs, such as furniture storage, could be reduced if
clams are handled sooner.



Figure 2
For insurers, the benefits of compensating customers quickly

Customer Satisfaction

Customers compensated within one week

75

Customers compensated after one week

Referrals

Customers compensated within one week

Customers compensated after one week

Source: IBM Institute for Business Value, based on information from The Weather Company and the Patinkin Research
Strategies.

The ability to better understand and
predict the impact of impending

storms helps insurers adjust staffing
and supply chain strategies to service

policybolders quickly and efficiently.
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Using weather data, insurers can
apply advanced analytics to belp them
make better financial decisions and
mitigate risk.

More importantly, when compensation took longer than one week, policyholders were three
times more likely to shop around or switch insurance carriers (climbing to 15 percent from 5
percent). These responses highlight how important it is for insurers to be able to accurately
forecast the impact of weather events and, more critically, tie those forecasts to operational
activities that directly benefit the customer.

Risk management

Weather data can be used with advanced analytics to help insurers better manage financial
assets. Traditionally, firms have used long-range forecasts to develop actuarial models that
drive more effective product profitability and reinsurance placements, but weather data can
also influence short-term financial decisions. The liquidity necessary to support rapid, on-site
payments to claimants can also lead to significant cash flow needs for large events. As a
result, firms must decide how much cash to set aside to pay claims. Too much in reserve
increases the amount of cash on hand, which likely reduces investment income; too little, and
the company may need to seek short-term financing or liquidate longer-term investment
assets and incur higher-than-expected costs of funds. Advanced weather data can help an
insurance company better manage its cash positions and determine optimal reserve
amounts in advance of a storm.

In addition, weather data can play a role in preventing fraudulent claims. Knowing the road
conditions at a given time and location, an insurer can improve the accuracy of accident
reporting and confirm the presence of hazardous conditions.



On the road (again) — Telematics and the use of
weather data

One of the most exciting applications of weather-related data is in the field of telematics.
Increasingly, insurers are incorporating devices that can monitor driving behavior, and
weather data can help further refine the results and offer additional context. For example,
knowing that a customer is driving the legal speed limit under clear conditions is very
different from realizing that the same driver is moving at that pace through a blizzard.
Weather data plays an important role in refining the risk-scoring algorithms that evaluate

driver behavior, as well as providing a record of actual conditions for claims investigations.

Further, an insurance company can gather a combination of weather, speed and location
data from an individual vehicle or others in a connected network. The company can then
use that information to alert drivers safely, using a voice prompt or similar technology,
when they are approaching poor weather or road conditions. The technology could then
help drivers decide whether to modify their speed, change their route or even locate food
and lodging alternatives up ahead. Even if drivers choose not to opt-in for real-time traffic
alerts, they could still use the information to evaluate options and plan future trips.

All of these capabilities will grow increasingly relevant as connected, and even driverless,
cars become more prevalent. Freed from the mechanics of operating a vehicle, “drivers”
will be available to select from an array of potential options during a journey.

Using weather data, insurance
companies can alert drivers

of conditions that may impact
safety, avoiding accidents and
increasing customer satisfaction.
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More than the five-day forecast — What insurers
should be looking for in weather data

What characteristics are necessary for weather data to power some of these new and
emerging capabilities? Our experience indicates that the data needs to be:

* Precise and location-specific. Many organizations and individuals have access to weather
data from various national weather services. While this data may be useful for general
predictions, often it doesn’t include the level of precision necessary to pinpoint areas where
weather is likely to have specific impact. A lack of specificity in forecasting can lead to
“false-positive” alerts that can actually discourage people from taking action. Weather can
differ within a square quarter-kilometer, and these variations can change how a particular
location experiences a weather event.

* Timely. Not only does weather data need to be location-sensitive, it also needs to be
refreshed frequently to foster accurate prediction models and insights that are meaningful
to users. Small shifts in wind direction, temperature and precipitation can have a significant
bearing on where potential damage will occur, so it is critical to refresh the data frequently
—every five minutes, for example —to adjust forecasting models and more accurately
predict areas of impact.

* |ntegrated. Integration of weather data with other data streams creates a rich picture of the
environment. The true value of weather data lies not in the data itself, but in its ability to
combine with other sources of data to deliver new services and capabilities. Geospatial
data together with weather data can provide real-time information about road conditions
and potential hazards, as well as route alternatives. Weather and social media data together
can provide unique insights into how effectively an insurer is meeting the needs of its
customers during a weather event. Insurers can also combine weather data with
operational data to help determine if it can muster the resources necessary to service
large numbers of claims quickly.



1

e Customizable. Weather data is most valuable when users can access and apply it flexibly.
Customers must be able to easily provide the locations for which they would like to receive
weather-related data, as they may be interested in protecting both stationary assets such
as ahome or a place of business as well as cars, boats and other mobile assets. They may
also want to select the type of weather data, customize alert levels and specify family
members they would like to be notified. Further, customers may also want to specify how
they receive weather data — whether it is through a landline, mobile phone, app, text
message alert or even on a television. This level of personalization and customization can
determine the extent to which individuals will react to weather notifications, influence
subsequent behavior and reinforce their relationship with the insurance company.
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Getting started: How insurance companies can
take advantage of weather data
Insurers have multiple opportunities to apply weather data to attract and retain customers,

improve operational effectiveness and more effectively manage risk. To prioritize these
opportunities, insurance companies should consider taking the following steps:

Focus on the key pain points. Insurers should examine potential opportunities for
reducing costs, improving customer retention and developing new opportunities for
engagement. Even companies that are adept at managing claims and customer-
service operations may benefit from using weather data to more rapidly address client
needs and allocate resources during high-volume events. Prioritizing these areas of
concern and improvement can be the firstimportant step in gaining sponsorship and
prioritizing initiatives.

Prepare internal systems to use weather and other forms of data from the Internet of
Things (loT). As weather and other forms of external data become less expensive and
more available, organizations need to prepare their internal systems to be able to make
the most of these new data sources, including data from weather sensors, automobiles,
home sensors, appliances, mobile phones or even personal health devices.
Organizations need to consider the current state of their overall IT infrastructure and
determine whether existing platforms can rapidly process the data, analyze results and
integrate with existing operations systems and processes.

Create a buzz — with your customers as well as your employees. Like many natural
phenomena, weather engenders visceral enthusiasm among some individuals. Identify
those with a particular interest in weather, both inside and outside your organization,

to participate in pilots and learn from experiments. Leverage their social media
connections to amplify their positive experiences and portray your organization as a
leader in this field.
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Mitigating the chance of mishap

As insurers increasingly build similar products that compete against one another in the public
marketplace, they will be looking for ways to differentiate their offerings. The ability to take
advantage of advances in weather forecasting and advanced analytics and incorporate
weather into decision-making processes can provide unique value to insurers and customers
alike. Effectively incorporating weather data into a variety of insurance activities can mean the
difference between remediation and prevention, and can help to mitigate the impact of events
that are truly unpredictable and unavoidable. In short, the effective application of weather data
can enable the insurer to offer unique value that centers on risk but improves customer
retention and well-being.
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Ready or not? Ask yourself these questions:

¢ What types of weather-related events are mostly likely to affect your customers?

¢ To what extent are you using weather-related data to connect directly with your
policyholders?

e How could weather-related data have an impact on your ability to allocate resources
during catastrophic events?

¢ To what extent are your existing processes and systems able to incorporate real-time
weather-related data to improve decision making?
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