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What Business Are We In?What Business Are We In?

Risk Management Solutions is the worldRisk Management Solutions is the world’’s leading provider ofs leading provider of
catastrophe models to the Property and Casualty Insurancecatastrophe models to the Property and Casualty Insurance
IndustryIndustry

RMS is an independent and objective provider of RMS is an independent and objective provider of ‘‘must-havemust-have’’
information needed to quantify, price, and hedge catastropheinformation needed to quantify, price, and hedge catastrophe
risksrisks

““The representation of risk in technologically enabled quantitativeThe representation of risk in technologically enabled quantitative
models is at the center of the changing world of how insurancemodels is at the center of the changing world of how insurance
risks are managed.  These models offer significant benefits forrisks are managed.  These models offer significant benefits for
the companies that use themthe companies that use them””**

**TowerGroupTowerGroup
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RMS Facts in BriefRMS Facts in Brief

  ~~320 growing to  320 growing to  ~~370 by September 2006370 by September 2006# Employees# Employees

~~ 350 predominantly insurers, reinsurers 350 predominantly insurers, reinsurers# Clients# Clients

−− Corporate office: Newark, California (SF Bay Area)Corporate office: Newark, California (SF Bay Area)
−− Regional: Illinois, New Jersey, London,Regional: Illinois, New Jersey, London,

Minneapolis, Tokyo, BermudaMinneapolis, Tokyo, Bermuda
OfficesOffices

−− Primarily, software licensed to clients for in-housePrimarily, software licensed to clients for in-house
use on PCs and Client-Server environmentsuse on PCs and Client-Server environments

−− ~5,000 users of RMS software products~5,000 users of RMS software products
ProductsProducts

−− Founded in 1989 as a spin-off from Stanford U.Founded in 1989 as a spin-off from Stanford U.
−− Two rounds of venture financing (1991, 1995) priorTwo rounds of venture financing (1991, 1995) prior

to DMGI acquisition in 1998to DMGI acquisition in 1998
OriginOrigin
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Serving the $1 Trillion Property & CasualtyServing the $1 Trillion Property & Casualty
Insurance Vertical MarketInsurance Vertical Market

Risk HoldersRisk Holders
BrokersBrokers

InsurersInsurers
Market SegmentsMarket Segments IntermediariesIntermediaries ReinsurersReinsurers

Capital MarketsCapital Markets

R
eg

ul
at

or
s

R
eg

ul
at

or
s

R
at

in
g 

A
ge

nc
ie

s
R

at
in

g 
A

ge
nc

ie
s

Personal LinesPersonal Lines

Commercial LinesCommercial Lines

Specialty LinesSpecialty Lines

Workers CompensationWorkers Compensation

Lloyds marketLloyds market

Bermuda marketBermuda market

Direct ReinsurersDirect Reinsurers

Cat BondsCat Bonds
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LicensedLicensed

ConsultancyConsultancy

FranceFrance

UKUK

ItalyItalyPortugalPortugal SpainSpain

USAUSA

CanadaCanada

SwitzerlandSwitzerland

LuxembourgLuxembourg
BelgiumBelgium

NetherlandsNetherlandsIrelandIreland

IsraelIsrael

TaiwanTaiwan

PhilippinesPhilippines

South AfricaSouth Africa

IndonesiaIndonesia

AustraliaAustralia
New ZealandNew Zealand

JapanJapanGermanyGermany

Hon KongHon Kong

ChinaChina

MexicoMexico

SwedenSwedenNorwayNorway

DenmarkDenmark

GreeceGreece TurkeyTurkey

GuamGuam

CaribbeanCaribbean

VenezuelaVenezuela
ColombiaColombia
EcuadorEcuador

PeruPeru

ChileChile

GuatemalaGuatemala

Global Coverage for a Global MarketGlobal Coverage for a Global Market
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Why do Insurers use Catastrophe Models?Why do Insurers use Catastrophe Models?

Communicate risk
to key constituents

Ensure
capital

adequacy

Structure
risk transfer

Manage portfolio
accumulation

Underwrite
and price
business

Respond to
catastrophes
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Infrastructure for Risk ManagementInfrastructure for Risk Management

Portfolio ManagementPortfolio Management
RiskLinkRiskLink®®

Portfolio Analysis and RiskPortfolio Analysis and Risk
TransferTransfer

Identify Risk Concentrations Identify Risk Concentrations 
and Growth Opportunitiesand Growth Opportunities

Set Pricing and UnderwritingSet Pricing and Underwriting
GuidelinesGuidelines

Accumulate DataAccumulate Data

Capture Data, Score RiskCapture Data, Score Risk

UnderwritingUnderwriting
RiskBrowserRiskBrowser®®

Monitor, ManagementMonitor, Management
ReportingReporting
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Indication of Best PracticeIndication of Best Practice

““Most importantly, we viewMost importantly, we view
use of terrorism models asuse of terrorism models as
indicative of a strong cultureindicative of a strong culture
of detail-oriented dataof detail-oriented data
acquisition, inquisitive riskacquisition, inquisitive risk
assessment, and disciplinedassessment, and disciplined
underwriting controlunderwriting control””

““Just as smoking is anJust as smoking is an
indicator for other riskindicator for other risk
factors, the models allow usfactors, the models allow us
to see whether syndicatesto see whether syndicates
can gather quality data andcan gather quality data and
look in a fine-grained way atlook in a fine-grained way at
loss distributionsloss distributions””

Matt Matt MohserMohser
Group Vice President, A.M. BestGroup Vice President, A.M. Best

James OrrJames Orr
Loss Modeling Manager, LloydLoss Modeling Manager, Lloyd’’ss
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Core Portfolio Management ProcessCore Portfolio Management Process

““Catastrophe managementCatastrophe management
is a core business process,is a core business process,
central to the managementcentral to the management
of capacity at both theof capacity at both the
business unit and corporatebusiness unit and corporate
level.level.””

““Data quality is critical and theData quality is critical and the
teams strongly emphasize thisteams strongly emphasize this
and detailed modeling for alland detailed modeling for all
books of business, all lines andbooks of business, all lines and
combined books are submittedcombined books are submitted
monthly for analysesmonthly for analyses””

Ron NashRon Nash
Vice President, XL CapitalVice President, XL Capital

Mark CravensMark Cravens
Senior Vice President, WellingtonSenior Vice President, Wellington
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A Culture of Risk ManagementA Culture of Risk Management

““Using models in thisUsing models in this
conscientious daily basisconscientious daily basis
can seem daunting at first,can seem daunting at first,
but we have found that oncebut we have found that once
people get used to thepeople get used to the
process, they adapt fast toprocess, they adapt fast to
the increased disciplinethe increased discipline””

““Our business model hasOur business model has
two related principles:two related principles:
disciplined underwriting anddisciplined underwriting and
risk assessment.risk assessment.
Catastrophe models are aCatastrophe models are a
vital part of the businessvital part of the business
processprocess……serving as aserving as a
gatekeeper to the business.gatekeeper to the business.””

Bill RikerBill Riker
President, Renaissance RePresident, Renaissance Re

Sean Sean RingsteadRingstead
Chief Actuary, ACE GroupChief Actuary, ACE Group
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““The models performedThe models performed
very well on ourvery well on our
catastrophe excess ofcatastrophe excess of
loss portfolio as well asloss portfolio as well as
our property QSour property QS
bookbook……..

We are pleased withWe are pleased with
how the modelshow the models
performed in generalperformed in general
not just for lossnot just for loss
estimation but forestimation but for
pricing our business.pricing our business.””

““Cause for DebateCause for Debate””

““Given our distrust ofGiven our distrust of
the modelsthe models……

……we did not place a lotwe did not place a lot
of reliance on theof reliance on the
models expectation ofmodels expectation of
lossloss””

Client #1Client #1
 Investor Call Feb 6,  Investor Call Feb 6, ‘‘0404

Client #2Client #2
 Investor Call Feb 17,  Investor Call Feb 17, ‘‘0404
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Convergence of Underwriting and ModelingConvergence of Underwriting and Modeling

““The most important factor in improving underwriting isThe most important factor in improving underwriting is
better information on risksbetter information on risks……executives say believe thatexecutives say believe that
they need more granular risk assessments thanthey need more granular risk assessments than
traditional approachestraditional approaches””
- - Economist & Economist & DeliotteDeliotte Insurance Survey, 2003 Insurance Survey, 2003

““Disciplined underwriting will continue thatDisciplined underwriting will continue that
highlights exposure data, related loss modelinghighlights exposure data, related loss modeling
and pertinent underwriting informationand pertinent underwriting information””
- - 2005 Insurance Market Overview2005 Insurance Market Overview

““Whether they misclassify risk or allow risk pricingWhether they misclassify risk or allow risk pricing
to be driven by the market instead of underwritingto be driven by the market instead of underwriting
discipline...is the fundamental driver of low returnsdiscipline...is the fundamental driver of low returns
in this industryin this industry””
- - McKinsey & Company, The Journey Revisited 2004McKinsey & Company, The Journey Revisited 2004
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LloydLloyd’’s s –– RMS Relationship RMS Relationship
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RMS  LloydLloyd’’s of London is at thes of London is at the
heart of the globalheart of the global
catastrophe catastrophe re(insurancere(insurance))
marketmarket
““We believe We believe ““LondonLondon””, building, building

on its concentration of highlyon its concentration of highly
skilled (skilled (re)insurancere)insurance
professionals and making useprofessionals and making use
of technology, has theof technology, has the
opportunity to regain itsopportunity to regain its
historic position as a historic position as a ““lowlow
costcost”” specialty market specialty market””
VJ Dowling, May 8, 2005VJ Dowling, May 8, 2005
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RMS Business ModelRMS Business Model

-- Scalable cost structure enables increasing growth and operating marginsScalable cost structure enables increasing growth and operating margins
-- Significant cash generation capabilitiesSignificant cash generation capabilities

High Quality Earnings andHigh Quality Earnings and
GrowthGrowth

-- Consistent 20% growth + in both revenues and operating profits; sustainableConsistent 20% growth + in both revenues and operating profits; sustainable
operating margins of 35% +operating margins of 35% +

-- Consistently met or beat expectations in each of past five years (20 quarters)Consistently met or beat expectations in each of past five years (20 quarters)
Track Record of ExecutionTrack Record of Execution

-- High touch, long-standing relationships with 100s of repeat customersHigh touch, long-standing relationships with 100s of repeat customers
-- Partner of the business, not a vendor, contextualized by C-level client relationshipsPartner of the business, not a vendor, contextualized by C-level client relationships

Strong ClientStrong Client
RelationshipsRelationships

““ An elegantly simple business model that produces a powerful investment story. An elegantly simple business model that produces a powerful investment story.””
                                                                                                              --Greenhill & Co, 2004                                                                                                              --Greenhill & Co, 2004

-- Primarily annual licenses vs. servicePrimarily annual licenses vs. service
-- 95% renewal rate; highly visible, consistent recurring revenue95% renewal rate; highly visible, consistent recurring revenue

Subscription-BasedSubscription-Based
Revenue ModelRevenue Model

-- Products embedded in customer workflowsProducts embedded in customer workflows
-- Compelling, proven value propositionCompelling, proven value propositionMust-Have InformationMust-Have Information

--   Market Share >50%;    Market Share >50%; ““Modeling Agency of the YearModeling Agency of the Year””
--   High barriers to entry   High barriers to entryClear Market LeaderClear Market Leader

-- $1 Trillion Global P&C Market$1 Trillion Global P&C Market
-- Modeling market still in relatively early stage of developmentModeling market still in relatively early stage of developmentLarge Addressable MarketLarge Addressable Market
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9/119/11 CentralCentral
EuropeanEuropean
FloodsFloods

’’04 US04 US
HurricanesHurricanes
““Year ofYear of
thethe
TyphoonTyphoon””

KatrinaKatrinaHurricaneHurricane
HugoHugo
Loma Loma PrietaPrieta
EQEQ

TyphoonTyphoon
MireilleMireille

HurricaneHurricane
AndrewAndrew

NorthridgeNorthridge
EQEQ

KobeKobe
EQEQ

FrenchFrench
WindstormsWindstorms

The Wake of CatastrophesThe Wake of Catastrophes
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Strategic AspirationStrategic Aspiration

RMS aspires to build the most valuable brand the global
P&C industry by supporting, and at times catalyzing, more
objective and quantitative business practices through
provision of models and related risk management software
systems and services
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Future Opportunities for GrowthFuture Opportunities for Growth

 Sustain long-term organic revenue growth of 15%+Sustain long-term organic revenue growth of 15%+
 Continued focus on insurance vertical marketContinued focus on insurance vertical market
 Market remains in early stages of developmentMarket remains in early stages of development

ApplicationsApplications
(e.g. u/w workstation)(e.g. u/w workstation)

Lines of BusinessLines of Business
(e.g. Offshore Platform,(e.g. Offshore Platform,
Workers Compensation)Workers Compensation)

GeographiesGeographies
(e.g. US (e.g. US –– Europe  Europe –– Asia) Asia)

PerilsPerils
(e.g. Terrorism, Fire &(e.g. Terrorism, Fire &

Explosion, Liability Cat)Explosion, Liability Cat)
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Advice for ModelersAdvice for Modelers

The UnknownThe Unknown
As we know,As we know,
There are known There are known knownsknowns..
There are things we know we know.There are things we know we know.
We also knowWe also know
There are known unknowns.There are known unknowns.
That is to sayThat is to say
We know there are some thingsWe know there are some things
We do not know.We do not know.
But there are also unknown unknowns,But there are also unknown unknowns,
The ones we donThe ones we don’’t knowt know
We donWe don’’t know.t know. - Donald - Donald RumsfeldRumsfeld


