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Abstract: The paper examines the extent to which indicated Premium Risk Factors (PRFs) and Reserve Risk 
Factors (RRFs) are related to ceded reinsurance usage.  

Prior DCWP work found that company insurance impairment probabilities generally increase as ceded 
reinsurance usage increases.1 

In this report, we show that that PRFs and RRFs are higher for companies with an elevated reinsurance usage for 
all-lines combined, for nearly all lines of business (LOBs) and generally across LOB-sizes than for companies 
with lower usage. This result allows us to connect the earlier impairment rate findings, which did not imply 
particular capital charges to mitigate the increased risk, to the indicated risk charges for the RBC formula. 

This is one of several papers being issued by the Risk Based Capital (RBC) Dependencies and Calibration 
Working Party. 

Keywords: Risk-Based Capital, Capital Requirements, Analyzing/Quantifying Risks, Assess/Prioritizing Risks, 
Integrating Risks 

 ____________________________________________________________________________________________  

1. INTRODUCTION AND FINDINGS 

1.1 Prior DCWP Research  

DCWP Report 4, Review of Historical Insurance Company Impairments,2 showed that relative 

impairment probability increased as the ceded reinsurance usage increased (Report 4 Table 7). This 

pattern applied to all group sizes combined and separately to each size group, except for the smallest 

20%, of company-sizes (Report 4 Tables 7 - 10). 

Further not-yet-published DCWP research, using a multi-factor regression model, also showed 

that elevated ceded reinsurance usage (“Elevated Re”) generally implied higher relative impairment 

probabilities, after controlling for company characteristics such as size, LOB concentration, and 

state concentration.  

1.2 Findings 

In this report, we test the extent to which Elevated Re is associated with higher indicated PRFs 

                                                 
1 A Review of Historical Insurance Company Impairments (Report 4), CAS E-Forum, Fall 2012,  
http://www.casact.org/pubs/forum/12fforumpt2/RBC-DCWPRpt4.pdf 
2 Ibid.  
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and RRFs 3 

In DCWP Reports 6 and 74 indicated PRFs and RRFs by line of business (LOB) are determined 

using accident year (AY) premiums and loss ratios (Report 6) and initial reserves and reserve runoff 

ratios (Report 7) net of ceded reinsurance. The PRFs and RRFs by LOB indicated by the methods 

described in Reports 6 and 7 are determined using data from all companies, regardless of the level of 

ceded reinsurance usage. For this analysis, we segment the companies based on the ceded 

reinsurance usage.  

Table 1.1 on the next page shows that PRFs and RRFs increase as reinsurance usage increases.  

The horizontal axis in Table 1.1 represents the percentage of ceded reinsurance that is used to 

separate the data between Base ceded reinsurance usage (“Base Re”) and Elevated Re. The PRF or 

RRF for Base Re is the PRF or RRF indicated using the data points with reinsurance usage at or 

below the selected Separation Point, (“Reinsurance Separation Point” or “Separation Point”). The 

PRF or RRF for Elevated Re is the PRF or RRF indicated using the data points with reinsurance 

percentage usage above the selected Separation Point.  

The vertical axis is the difference between PRFs or RRFs for the data points with Elevated Re 

compared to the PRFs or RRFs for the data points with Base Re. For example, the vertical axis value 

of approximately 20% at the horizontal value of 50% reinsurance Separation Point means that the 

indicated PRF for all data points with reinsurance usage above 50% is 20% of Net Earned Premium 

(NEP) higher than the indicated PRF for all data points with ceded reinsurance usage of 50% or 

less. 

  

                                                 
3A higher value of the 87.5th percentile of loss ratios or runoff ratios could be due to higher mean values, greater 
variability around the mean or a combination thereof. 
4 Casualty Actuarial Society E-Forum, CAS Research Working Party on Risk-Based Capital Dependencies and 
Calibration (DCWP), Risk Based Capital (RBC) Premium Risk Charges – Improvements to Current Calibration Method, 
Report 6, Fall 2013, and  
Casualty Actuarial Society E-Forum, CAS Research Working Party on Risk-Based Capital Dependencies and Calibration 
(DCWP), Risk Based Capital (RBC) Reserve Risk Charges – Improvements to Current Calibration Method, Report 7, 
Winter 2014. 
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Table 1.1 
PRF and RRF Variations by Reinsurance Usage 

Differences in Indications between Elevated Re vs. Base Re  
All Lines Combined 

 

In addition to the all-lines combined analysis summarized in Table 1.1, we also examined the 

experience at three sub-levels: (a) by company-size for all-lines combined, (b) by LOB4 and (c) by 

LOB-size5 within each LOB.  

 By all-lines company-size: We also observed higher indicated PRFs/RRFs for Elevated 

Re. The differences were largest for the smallest company-size group and the differences 

generally decreased with company size. 

 By LOB: Weobserved higher indicated PRFs/RRFs for Elevated Re for most LOBs. 

 By LOB-size groups: The same pattern was evident, but less consistent. The smallest 

LOB-size group (first 15th percentile) showed the largest yet most variable differences. As 

LOB-size grew above the 50th percentile size group, the differences between Base and 

Elevated PRFs/RRFs are typically smaller. The 75th-95th percentile LOB-size group had 

several LOBs where Elevated Re produced lower (rather than higher) PRFs and RRFs. 

Table 1.2 below summarizes the analysis and the tables found in Section 3. 

                                                 
5 For LOBs and LOB-size groups with more than a minimum number of data points (50) in Elevated Re. 
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Table 1.2 
Summary of Findings 

PRFs and RRFs for Elevated Re vs. Base Re 
Table(s) Data Group Findings

3.1a-3.1b 
 

All lines combined PRF/RRF differences grow as the Separation 
Point between Elevated versus Base Re grows. 
At the 40% Separation Point, the comparison of 
Elevated to Base Re is: 

- PRF is 15.5% of NEP higher  
- RRF is 13.0% of initial reserves 

higher.  
3.2a-3.2b All lines combined 

By company size 
PRFs/RRFs for Elevated Re are higher than for 
Base Re across all company-size groups.  

The smallest companies have the largest 
differences. 

3.3a-3.3b By LOB 
All sizes combined 

For most lines, PRFs at Elevated Re are at least 
12% higher than at Base Re, and RRF’s are at 
least 10% higher.  

Exceptions are usually LOB’s with a lower 
number of data points. 

3.3a-3.3b, 
3.4a-3.4b and 
Appendix A 

By LOB;  
by LOB-size group 

With Elevated Re, PRFs and RRFs are generally 
higher across all size groups.  

The smallest LOB-sizes have the largest 
differences. 

PRFs, compared to RRFs, show more consistent 
downward trend in difference as the LOB-size 
group increases. 

 

In the remainder of this report: 

 Section 2 provides more detail regarding (a) the ceded reinsurance data (b) and the risk 

data used to establish the PRFs and RRFs. 

 Section 3 presents the results of our analyses.  

 Section 4 discusses the relationship between the findings in this report and the 

reinsurance credit risk charge in R3. 

 Section 5 provides thoughts on further research. 

 Section 6 is a glossary of key terms. 

 Appendix A provides further detail regarding risk factor differences between Base and 

Elevated Re, by LOB and LOB-size group. 

 Appendix B provides a summary of an analysis using ceded reinsurance data from 

Schedule F, to compare to the analysis in Section 3 based on ceded reinsurance data from 

Schedule P.  
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 Appendix C provides further detail on filtering of data points used in the analysis. 

 Appendix D shows that the maturity of PRF and RRF data points does not affect our 

findings. 

1.3 Terminology, Assumed Reader Background and Disclaimer 

This paper assumes the reader is generally familiar with the property/casualty RBC formula6 and 

has a working knowledge of DCWP Reports 6 and 7. 

In this paper, references to “we” and “our” refer to the principal authors of this paper. The 

“working party,” and “DCWP” refer to the CAS RBC Dependencies and Calibration Working Party. 

The analysis and opinions expressed in this report are solely those of the authors, and in 

particular are not those of the authors’ employers, the Casualty Actuarial Society, or the American 

Academy of Actuaries. 

DCWP make no recommendations to the NAIC or any other body. DCWP material is for the 

information of CAS members, policy makers, actuaries and others who might make 

recommendations regarding the future of the P&C RBC formula. In particular, we expect that the 

material will be used by the American Academy of Actuaries. 

This paper is one of a series of articles prepared under the direction of the DCWP. 

2. DATA 

In our analysis we use two types of data:  

 Information to assess indicated PRFs and RRFs (Risk Data). 

 Information to determine ceded reinsurance usage (Reinsurance Usage Date). 

The sections below discuss risk data (2.1) and reinsurance usage data (2.2). 

2.1 Risk Data 

The data we used to determine indicated PRFs and RRFs is as described in DCWP Reports 6 and 

7.  

In brief, the premium risk data consists of AYs 1988-2010 loss and loss adjustment expense 

ratios, net of reinsurance, at the latest available maturity from Schedule P, Part 1, in the 1997-2010 

Annual Statements, by LOB and by company for individual companies and DWCP-defined group 

pools, as indicated. Thus, each data point is a single AY and LOB for a single company or pool 

                                                 
6 For a detailed description of the formula and its basis, see Feldblum, Sholom, NAIC Property/Casualty 
Insurance Company Risk-Based Capital Requirements, Proceedings of the Casualty Actuarial Society, 1996 
and NAIC, Risk-Based Capital Forecasting & Instructions, Property Casualty, 2010. 
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(LOB-Company-AY).7  

Similarly, the reserve risk data consists of reserve runoff ratios for initial reserve dates 1988-2009. 

The ratios, net of reinsurance, are through the latest available maturity from Schedule P, Parts 2 and 

3, in the 1997-2010 Annual Statements, by LOB and company for individual companies and 

DWCP-defined group pools, as indicated. Thus, each data point is the runoff ratio from a single 

initial reserve date and LOB for a single company or pool (LOB-Company-Initial Reserve Date). 

For this analysis, we also constructed all-lines data points. For PRFs, the all-lines premium for 

each company-AY data point is the sum of the NEP for all LOBs in the PRF data set. The all-lines 

loss ratio is the all-lines average loss ratio weighted by NEP by LOB for the LOBs included in the 

PRF data.8 For RRFs, the all-lines reserve for each company-initial reserve date is the sum of the 

initial reserves for all LOBs in the RRF data set. The reserve runoff ratio is the all-lines average 

reserve runoff ratio weighted by initial reserve by LOB. 

2.2 Reinsurance Usage Data 

For each LOB-Company-AY PRF data point and each LOB-Company-Initial Reserve Date RRF 

data point, the ceded reinsurance percentage is the AY Ceded Premium divided by AY Direct plus 

Assumed Premium by LOB by company, from the 1998-2010 Annual Statements (i.e., values in 

Schedule P, Part 1, column 2 divided by column 1.)  

For the PRF data points this reinsurance usage ratio closely matches the premium in the data 

point, and the RBC charge is based on that premium. For RRF data points, the reinsurance usage 

ratio in the initial reserves would be the most closely related reinsurance usage ratio. However, the 

ceded reinsurance reserves for initial reserve dates earlier than 1996 cannot be obtained from the 

Annual Statements available for our research. Therefore we use the ceded premium reinsurance 

percentage as a proxy for the ceded reinsurance applicable to reserve runoff ratios. The effect using 

the premium proxy is a matter for further research. We did find the RRF results using a loss-based 

reinsurance usage ratio (the three-year ceded AY incurred loss, including IBNR, divided by the 

three-year direct plus assumed AY incurred loss) produced results that were very close to the results 

using the premium-based reinsurance ratio from the PRF analysis. 

2.3 Filtering 

We excluded data points that had negative direct plus assumed earned premium or cession 

percentages equal to or greater than 100%. We also used a minimum cession percentage of 0% when 

                                                 
7 In constructing the PRF and RRF data sets we removed certain data points using the filtering process explained in 
Section 3.2.2 of DCWP Reports 6 and 7, for premium risk and reserve risk, respectively.  
8 Because the all-lines data points are constructed from the filtered LOB data points, the all-lines data only includes lines 
in which the LOB component of the LOB data point satisfied the Report 6 and 7 filtering tests. 
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the calculated ratio indicated a negative cession. 

We also excluded data points in which there was a significant inconsistency in the AY NEP 

between the risk data and the Schedule P data. These inconsistencies are all in the “two-year” lines,9 

and the extent of the inconsistencies is summarized in Appendix C. These inconsistencies arise 

because the risk data is obtained from the NAIC 10 year RBC reporting of “two-year” lines while 

the reinsurance usage data is from the two years of data publically available in Annual Statements. 

We looked at the effect of including or excluding the data points with these inconsistencies and we 

found that the impact was negligible. 

2.4 Schedule F 

Schedule F provides an alternative way to assess reinsurance usage. In Appendix B, we show the 

effect of using Schedule F data for reinsurance usage rather than the Schedule P data. Schedule F 

data is less useful in that it is not available by LOB, it is not available by accident year and it is only 

available for 1996 and subsequent evaluation dates. On the other hand, Schedule F allows us to 

separate reinsurance with affiliates from other reinsurance. The Schedule F results are similar to the 

Schedule P results. 

3. ANALYSIS 

We measured the effect of ceded reinsurance usage on PRFs and RRFs at four levels of detail:  

 All LOBs combined, all company-size groups combined 

 By company-size, all LOBs combined 

 By LOB, all LOB-size groups combined 

 By LOB-size group, by LOB 

The analyses are discussed in sections 3.1, 3.2 and 3.3 below. 

 3.1 All Lines Combined / All Company-Sizes Combined 

In this section we describe the analysis of Elevated Re on PRFs and RRFs for all lines/all-

company-sizes combined. In this analysis, we used the all-lines PRF and RRF risk data points 

constructed as described in Section 2.1. Each all-line data point is assigned a Schedule P ceded 

reinsurance percentage described in Section 2.2. At each Reinsurance Separation Point from 10% to 

90%, in 10% increments, and we calculated the difference between:  

a) the all-lines indicated PRFs and RRFs for data points with ceded reinsurance above the 

Separation Point, i.e., Elevated Re and  

                                                 
9 Special Property, Auto Physical Damage, Fidelity and Surety, and Other 
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b) the all-lines indicated PRFs and RRFs for data points with ceded reinsurance at or below the 

Separation Point, i.e., Base Re. 

Table 3.1a below shows the results. Column (1) shows the Separation Points. Column (2) shows 

the PRF for Base Re given the Column (1) Separation Point. Column (3) shows the PRF for 

Elevated Re given the Column (1) Separation Point. The difference between the two is shown in 

Column (4). Column (5) shows the percentage of PRF data points that had ceded percentages less 

than or equal to the ceded percentage in Column (1). Columns (6) through (9) show the same 

information as Columns (2) through (5) but for RRFs. 

For example, the 30% row in Table 3.1a column (4) shows that premium risk data points with a 

ceded reinsurance percentage more than 30% have a PRF 10.6% of NEP higher than the PRF data 

points with ceded reinsurance percentages of 30% or less. Looking at the share of data points, 

column (5), 61.8% of PRF data points have a ceded reinsurance percentage of 30% or less.  

Similarly, the 30% row in Table 3.1a column (8) also shows that that reserve risk data points with 

ceded reinsurance percentage of higher than 30% have a RRF 11.9% of reserves higher than the 

RRF data points with ceded reinsurance percentage 30% or less. Looking at the share of data points, 

column (9), 62.5% of RRF data points have a ceded reinsurance percentage of 30% or less.  

 

Table 3.1a 
PRF and RRF Variations by Reinsurance Usage 

Difference in Indications between Elevated Re vs. Base Re  
 All-Lines Combined 

 

Table 3.1b below, the same as Table 1.1 above, shows the Table 3.1 information graphically. 

Reins. Usage

Separation % Base % Base

Point Base Elevated Difference Data Pts Base Elevated Difference Data Pts

(1) (2) (3) (4) (5) (6) (7) (8) (9)

10% 91.3% 95.6% 4.4% 30.2% 21.6% 30.4% 8.8% 30.2%

20% 90.3% 98.4% 8.1% 48.4% 22.2% 34.0% 11.8% 48.8%

30% 90.4% 101.0% 10.6% 61.8% 23.7% 35.7% 11.9% 62.5%

40% 90.3% 105.8% 15.5% 71.6% 24.7% 37.6% 13.0% 72.4%

50% 90.7% 110.9% 20.2% 79.3% 25.5% 40.9% 15.4% 80.2%

60% 91.3% 118.7% 27.4% 85.4% 25.9% 42.8% 16.9% 86.1%

70% 91.6% 130.4% 38.8% 89.5% 26.1% 49.5% 23.4% 90.2%

80% 92.2% 154.1% 61.9% 93.3% 26.4% 61.8% 35.4% 93.8%

90% 93.0% 197.8% 104.8% 96.5% 27.1% 75.1% 48.0% 96.8%

‐‐‐‐‐‐‐‐‐ PRF ‐‐‐‐‐‐‐‐ ‐‐‐‐‐‐‐‐‐ RRF ‐‐‐‐‐‐‐‐
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Table 3.1b 

PRF and RRF Variations by Reinsurance Usage 
Differences in Indications between Elevated Re vs. Base Re  

All-Lines Combined 

 

 

For PRFs, this table shows a consistent increase in PRF differences with increases in the 

Separation Point between Base Re and Elevated Re. The growth in the difference becomes steeper 

after the 30% Separation Point. 

For RRFs, this table also shows a consistent increase in RRF differences with increases in the 

Separation Point. The difference does not grow as sharply as the PRF difference.  

For purposes of our analysis of the effect of ceded reinsurance usage on PRFs and RRFs by LOB 

and by size, we selected a Separation Point of 40%. 

With 40% ceded reinsurance percentage as the Separation Point, Table 3.1a column (4) shows 

that the PRF is 15.5% of NEP higher for Elevated Re and the RRF, column (8), is 13.0% of initial 

net reserves higher for the Elevated Re. Somewhat more than 70% of the data points are in Base Re, 

as shown in columns (5) and (9). 

3.2 All Lines Combined / By Company-Size 

In this section we describe the analysis of Elevated Re on PRFs and RRFs by company size, 

utilizing the 40% Separation Point between Base Re and Elevated Re. 

Tables 3.2a and 3.2b below show the differences between all-lines indicated PRFs and RRFs, 
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respectively, for companies with Elevated Re to companies with Base Re, separately for each of four 

company-size quartiles based on the NEP or initial reserve associated with each data point. 

For PRFs, Table 3.2a Columns (1) and (2) show the range of premium volume in each quartile. 

Column (3) shows the PRFs for all data points in each quartile. Column (4) shows the PRFs for 

Base Re and Column (5) shows the PRFs for Elevated Re. Column (6) is the difference, as a 

percentage of NEP, between the PRF for Elevated Re and the PRF for Base Re.  

Columns (7) – (9) show the number of data points at Base Re, Elevated Re and in total. Column 

(10) shows the number of companies represented in that quartile. Columns (11) and (12) show the 

simple average ceded percentage for each premium volume group, separately for Base Re and 

Elevated Re. 

 

Table3.2a – PRF  
Base Re vs. Elevated Re 

By Company Size/All Lines Combined 

 
 

Table 3.2a column (6) shows that higher PRFs are indicated for Elevated Re, regardless of 

company size. The difference is largest for the smallest companies and decreases consistently with 

company size. Column (12) shows that for data points in the smallest size group, Elevated Re has an 

average ceded reinsurance of 70.1%. For data points in the largest size group, the average ceded 

reinsurance is 54.9% for Elevated Re. 

Table 3.2b shows analogous information regarding RRFs. 

  

Premium Vol Grps
($000's) Elev Less

From To All Base Elevated Base Base Elevated Total  Companies Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
0 2,956 112.1% 98.7% 136.3% 37.6% 4,097 3,007 7,104 1,049 13.5% 70.1%

2,956 13,357 92.2% 88.6% 99.9% 11.3% 5,047 2,055 7,102 1,058 15.1% 64.0%
13,357 63,251 90.7% 89.7% 94.7% 5.0% 5,310 1,791 7,101 885 15.4% 62.2%
63,251 & greater 89.6% 89.2% 91.0% 1.8% 5,883 1,220 7,103 573 14.3% 54.9%

All groups 94.3% 90.3% 105.8% 15.5% 20,337 8,073 28,410 1,758 14.6% 64.5%

- A company can be counted in more than one size group.
- % Ceded statistics are simple averages over all data points.

------ Reinsurance Usage ------ --- Data Counts --- % Ceded
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Table3.2b – RRF 
Base Re vs. Elevated Re 

By Company Size/All Lines Combined 

 

As was the case for PRFs, Table 3.2b column (6) shows that higher RRFs apply for Elevated Re, 

regardless of company size, and the difference is largest for the smallest companies. Unlike the case 

for PRFs, the difference does not consistently decrease with company size. Column (12) shows that 

for data points in the smallest size group, Elevated Re has an average ceded reinsurance of 67.7%. 

For data points in the largest size group, the average ceded reinsurance is 56.4% for Elevated Re. 

3.3 Analysis by LOB and LOB-size 

In this section we describe the analysis of Elevated Re on PRFs and RRFs by LOB and by LOB-

size within each LOB utilizing a Separation Point of 40%. 

Tables 3.3a and 3.3b below show the differences between indicated PRFs and RRFs, respectively, 

for Elevated Re and Base Re by LOB for all LOB-sizes combined. The tables also summarize 

information on the indications by LOB-size group. Further details on LOB by size analysis are 

presented in Appendix A. 

In Table 3.3a, columns (1) and (2) identify the LOB. Columns (3) and (4) show the PRFs for 

Base Re and Elevated Re, respectively. Column (5) shows the difference between the PRF for 

Elevated Re and Base Re. Column (6) shows minimum and maximum differences in indicated PRFs 

across LOB-size groups with more than 50 data points in Elevated Re. Column (7) shows the 

number of size segments with PRF differences greater than zero out of the total number of size 

segments with more than the minimum amount of data. Columns (8) and (9) show the number of 

data points within Base and Elevated Re for all LOB-size groups. 

  

Reserve Vol Grps
($000's) Elev Less
From To All Base Elevated Base Base Elevated Total Companies Base Elevated

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
0 1,515 50.0% 42.2% 63.2% 21.0% 4,052 2,427 6,479 1,103 14.3% 67.7%

1,515 9,835 29.9% 27.7% 33.0% 5.3% 4,462 2,011 6,473 1,113 14.8% 64.7%
9,835 60,501 21.2% 20.4% 22.7% 2.4% 4,884 1,591 6,475 890 15.4% 62.5%

60,501 & greater 21.7% 19.5% 34.6% 15.1% 5,362 1,114 6,476 534 14.4% 56.4%

All groups 27.9% 24.7% 37.6% 13.0% 18,760 7,143 25,903 1,904 14.7% 63.9%

- A company can be counted in more than one size group.
- % Ceded statistics are simple averages over all data points.

------ Reinsurance Usage ------ --- Data Counts --- % Ceded
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Column (5) shows that for all LOBs other than the LOB “Other” (credit and A&H business), the 

PRFs are larger with Elevated Re than when it is with Base Re. Column (7) shows that the PRFs by 

LOB-size group are almost always larger for Elevated Re.  

Table3.3a – PRF 
Base Re vs. Elevated Re Usage by LOB 

 

 

The information in Table 3.3b is analogous to Table 3.3a, but for RRFs and reserves. Table 3.3b 

column (5) shows that for most LOBs, the RRFs are larger for Elevated Re. The exceptions are 

LOBs “other” (credit and A&H business), medical malpractice claims made, special liability (ocean 

marine, boiler and machinery, etc.), and non-proportional property reinsurance. That those are 

exceptions may be due to the fact that the number of data points for those lines is relatively small or 

because of the specialty nature of those lines. 

  

Credible Size
Sch Difference: Frequency of

LOB P Line Base Elevated Elev - Base By Size Range Positive Diff. Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Homeowners A 95.2% 112.2% 17.0% -0.3%  to  22.4% 7 out of 8 7,029           2,427        
PPA B 97.7% 110.2% 12.5% -2.1%  to  21.1% 6 out of 7 6,969           1,686        
CAL C 97.9% 119.9% 22.0% -0.3%  to  27.1% 6 out of 7 4,867           1,170        
WC D 102.5% 120.4% 17.9% -4.7%  to  46.0% 5 out of 7 4,868           1,115        
CMP E 85.8% 104.9% 19.1% 4.3%  to  35.3% 7 out of 7 5,244           1,948        
MEDMAL - OCC F1 145.7% 217.2% 71.5% 97.1%  to  97.1% 1 out of 1 843              187           
MEDMAL - CM F2 114.3% 139.9% 25.6% -4.0%  to  162.7% 2 out of 4 1,953           489           
Spec Liab G 92.6% 99.4% 6.8% -7.8%  to  47.0% 2 out of 4 696              429           
Other Liab H 94.0% 122.5% 28.5% 7.5%  to  103.0% 8 out of 8 5,710           2,977        
Spec Property I 78.1% 90.7% 12.7% -6.4%  to  35.7% 6 out of 7 3,402           2,005        
Auto Phys Dam J 86.3% 95.0% 8.7% -0.3%  to  15.7% 6 out of 7 4,008           1,410        
Fidelity & Surety K 58.2% 90.4% 32.3% -11.2%  to  39.5% 1 out of 2 703              239           
Other L 96.2% 94.8% -1.4% -16.0%  to  0.3% 1 out of 2 753              317           
International M Sufficient data not available
Non Prop Reins - 
Prop/Fin N&P 123.5% 150.6% 27.1% 838              216             
Non Prop Reins 
Casualty O 129.6% 149.7% 20.1% 951              168             
Product Liability R 106.8% 178.0% 71.2% 434              222           
Financial Guarantee S Sufficient data not available
Warranty T Sufficient data not available

PRF No. of Data Points
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Column (7) shows that the RRFs by LOB-size group are almost always larger for Elevated Re 

than for Base Re. 

 
Table 3.3b – RRF 

Base Re vs. Elevated Re by LOB 

 

As a further way to show the relationship between the risk factor differences and the LOB-size, 

we provide Table 3.4a and Table 3.4b, scatter plots for PRF and RRF differences respectively, by 

LOB-size group. Size is measured by the data point NEP for PRFs and the initial reserve for RRFs. 

Table 3.4a and 3.4b show differences in indicated PRFs and RRFs for each LOB-size group that had 

more than 50 data points in Elevated Re. There are eight size groups: 0-15th percentile, 15th-25th, 25-

35th, 35th-45th, 45-55th, 55th-75th, 75-95th, and the top 5th. These are labeled 1-8 on the horizontal axes 

of these tables. 

For the first size group, 0-15th percentile, the indicated PRF and RRF differences between Base 

and Elevated Re are larger and more variable than for the other size groups. As shown in Table 3.4a, 

there is a noticeable downward trend in the PRF differences (Table 3.4a) and RRF differences 

(Table 3.4b) as the LOB-sizes increase.  

 

  

Credible Size
Sch Difference: Frequency of 

LOB P Line Base Elevated Elev - Base By Size Range Positive Diff. Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Homeowners A 21.6% 40.1% 18.5% -18.1%  to  32.1% 6 out of 8 6,287             2,053          
PPA B 17.9% 39.6% 21.7% 1.3%  to  23.4% 7 out of 7 6,335             1,509          
CAL C 32.6% 52.1% 19.5% 0.0%  to  24.7% 7 out of 7 4,480             1,157          
WC D 31.8% 47.5% 15.7% -3.1%  to  20.3% 6 out of 7 4,595             1,033          
CMP E 50.2% 65.9% 15.7% -6.8%  to  23.2% 7 out of 8 4,893             1,750          
MEDMAL - OCC F1 31.3% 75.5% 44.2% 1 out of 1 803                153            
MEDMAL - CM F2 10.1% 6.3% -3.8% -22.2%  to  57.1% 1 out of 6 1,708             434            
Spec Liab G 46.3% 32.6% -13.8% -27.3%  to  -15.9% 0 out of 2 632                381            
Other Liab H 52.4% 54.4% 2.0% -26.7%  to  30.8% 6 out of 8 5,064             2,700          
Spec Property I 31.9% 41.7% 9.8% -15.5%  to  57.4% 5 out of 7 2,930             1,691          
Auto Phys Dam J 12.8% 38.1% 25.2% -3.2%  to  26.6% 6 out of 7 1,986             717            
Fidelity & Surety K 68.5% 78.9% 10.4% 599                172            
Other L 27.3% 23.6% -3.6% -21.2%  to  9.3% 1 out of 2 668                295            
International M Sufficient data not available
Non Prop Reins - 
Prop/Fin N&P 45.0% 41.4% -3.6% 1 out of 1 760                242              
Non Prop Casualty O 66.1% 75.5% 9.4% 908                172            
Product Liability R 80.1% 122.6% 42.5% 372                197            
Financial 
Guarantee S Sufficient data not available
Warranty T Sufficient data not available

RRF No. of Data Points
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Table 3.4a 
PRF Differences by Size Group within LOB 

 
Note: the largest PRF differences (Base vs. Elevated) are limited to 100% on this table. This affects Medical Malpractice Claims Made 
(163%) and Other Liability (103%) in the first 15% size group.  
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Table 3.4b 
RRF Differences by Size Group within LOB  

 

 
Note: the largest RRF difference (Base vs. Elevated) is limited to 100% on this table. This affects Medical Malpractice Occurrence 
(165%) in the first 15% size group. 

 

The details on the indicated PRFs and RRFs by LOB-size group are discussed in Appendix A. 
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4. IMPLICATIONS FOR REINSURANCE CREDIT RISK CHARGE (R3) 

The scope of this paper does not include the evaluation of the implications of these findings on 

R3; however, as an outline of possible further research issues, we note the issues described below. 

First, we note that the calibration of the risk called ‘reinsurance credit risk’ depends on the extent 

to which reinsurance-related risks are reflected in R4 and R5.10 The R3-reinsurance credit risk charge 

can be viewed as the segment of the RBC formula that reflects any reinsurance-related risks not 

otherwise considered in the RBC formula. From that perspective, any changes in R4 or R5 based on 

the characteristics of ceded reinsurance should consider related changes in R3. 

Second, we note that, among other factors, the increase in observed PRFs/RRFs with increasing 

use of reinsurance might be due (a) in part to companies with higher underwriting risk (volatility of 

business, concentration by state or line, new companies, etc.) purchasing more reinsurance and (b) in 

part be due to transfer of less risk per dollar of ceded premium (reserve) than is retained by the 

ceding company. This paper does not evaluate to what extent either of these factors have 

contributed to the observed patterns. 

Third, we note that the observed increase in PRFS/RRFS might be expressed as a risk charge 

applied to the ceded premium/reserves rather than as an increase in risk charge applied to net 

premium/reserves. This would be consistent with the view that the increase in PRFS/RRFS results 

from reinsurance that does not transfer 100% of the risk from cedant to reinsurer. 

Table 1.1 appears to show that PRFs are more strongly related to reinsurance usage than RRFs. 

This observation should be tempered recognizing that reserves can be multiples of one year 

premium. Thus, a smaller RRF increase might have a larger effect on RBC than a large increase in 

PRF. This paper did not explore any implications of that RBC sensitivity.  

Finally, the analysis suggests reinsurance-related risk charges that might vary by line of business. 

This paper does not explore the extent to which that can be applied in practice. 

 	

                                                 
10 For example, American Academy of Actuaries, “Report on Reinsurance Credit Risk Charge in the NAIC 
Property/Casualty Risk-Based Capital System, page 10, March 29, 2013  
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5. FURTHER RESEARCH 

Areas of further research arising from this work include the following: 

 Evaluating the relationship between R3 and R4 and R5, as discussed in Section 4.  

 Evaluating the extent to which the reinsurance usage effect is connected to other risk 

factors, e.g., high growth or specialization by state or line, as companies with those 

characteristics might tend to be associated with Elevated Re. 

 Evaluating the relationship between PRFS/RRFS by ceded reinsurance usage at risk 

levels above the 87.5th percentile level evaluated in this report. 

 Further review of differences between Schedule P and Schedule F methods of measuring 

ceded reinsurance usage.  

 Alternative methods of measuring ceded reinsurance usage on reserve risk. 

 Evaluating the reinsurance sensitivity of the combined effect of the premium and reserve 

risk factors. 
 

6. GLOSSARY 

Term Interpretation
AY Accident year 
Base Re Data points with reinsurance usage ratio at or below a specified Separation 

Point. In most analyses, this Separation Point is 40%. 
Data point Each PRF data point for Section 3.3 and Appendix A analyses is an AY-

LOB for a single company or pool at the latest available maturity within 
the database. Each RRF data point for Section 3.3 and Appendix A is an 
LOB-runoff ratio, for a single company or pool, at the latest available 
maturity. For Sections 3.1-3.2, the data points are AY-All Lines Combined 
as of the latest maturity.  

DCCE11 Defense and cost containment expenses
DCWP Dependency and Calibration Working Party
Elevated Re Data points with reinsurance usage ratios above a specified Separation 

Point. In most analyses, this Separation Point is 40%. 
Initial Reserve The loss reserve amount, net of reinsurance, for the current and all prior 

AYs evaluated at the initial reserve date. 
Initial Reserve Date December 31st for the year specified (i.e., December 31, 2008 is the initial 

reserve date for the 2008 net loss reserve which includes AY’s 2008 and 
prior) 

LOB Schedule P Lines of Business. Note that the two parts (occurrence and 
claims made) have been combined for Other Liability (Line H) and 
Products Liability (Line R). Line N (Non-Proportional Property) and Line 
P (Non-Proportional Financial) have also been combined.  

                                                 
11 “Defense and Cost Containment Expenses” are called “Allocated Loss Adjustment Expenses” (ALAE) in older 
Annual Statements. In our analysis we treat DCCE and ALAE as equivalent. 
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Term Interpretation
LOB-size Line of business size based on NEP (for PRF analyses) or Initial Reserve 

(for RRF analyses). 
NEP Net Earned Premium
PRF Premium Risk Factor
RBC Formula or 
Formula 

The 2010 NAIC Property-Casualty RBC Formula 

Reinsurance Usage or 
Reinsurance Usage 
Percentage 

Ceded premium divided by Direct + Assumed premium from Schedule P 
(base analysis) or Schedule F (Appendix B alternative analysis).  

Reserves or Loss 
Reserves 

Case, bulk and IBNR loss and defense and cost containment expense 
(DCCE) reserves net of reinsurance, as shown in Schedule P – Part 2 and 
3. 

RRF Reserve Risk Factor
Runoff ratio or Reserve 
Runoff Ratio 

The ratio of  
(a) incurred movement from the initial reserve date to the latest available 
evaluation date, for all constituent AYs combined to  
(b) the Initial Reserve. 

 
 
 	



Differences in Premium and Reserve Risk Charges by Ceded Reinsurance Usage (Report 9) 

Casualty Actuarial Society E-Forum, Fall 2014-Volume 2 19 

7. AUTHORS 

Principal Authors: Jonathan Norton, Allan M. Kaufman 

 

Work was supported by the DCWP party with 2014 membership as follows: 

 Allan M. Kaufman, Chair  
Natalie Atkinson Shiwen Jiang Jeffrey J. Pfluger 
Emmanuel Theodore Bardis Apundeep Singh Lamba Timothy Delmar Sweetser 
Robert P Butsic Giuseppe F. LePera James Yu
Christian Citarella Kean Loh Jennifer X. Wu 
Jose R. Couret Glen G. Meyers Linda Zhang
Sholom Feldblum Douglas Robert Nation Christina Tieyan Zhou 
 Jonathan Norton  
   
CAS Staff – Karen Sonnet   
 
  



Differences in Premium and Reserve Risk Charges by Ceded Reinsurance Usage (Report 9) 

Casualty Actuarial Society E-Forum, Fall 2014-Volume 2 20 

REFERENCES 

 
[1] American Academy of Actuaries, “Report on Reinsurance Credit Risk Charge in the NAIC Property/Casualty Risk-
Based Capital System, page 10, March 29, 2013  
http://www.actuary.org/files/Report_to_PC_RBC_WG_on_Reinsurance_Credit_Risk_in_RBC_3.29.13.pdf 
[2] Casualty Actuarial Society E-Forum, CAS Research Working Party on Risk-Based Capital 
Dependencies and Calibration (DCWP), A Review of Historical Insurance Company Impairments (Report 4) 
http://www.casact.org/pubs/forum/12fforumpt2/RBC-DCWPRpt4.pdf 
[3] Casualty Actuarial Society E-Forum, CAS Research Working Party on Risk-Based Capital 
Dependencies and Calibration (DCWP), Report 6, Risk-based Capital (RBC) Premium Risk Charges – 
Improvements to Current Calibration Method  
 http://www.casact.org/pubs/forum/13fforum/01-Report-6-RBC.pdf 
[4] Casualty Actuarial Society E-Forum, CAS Research Working Party on Risk-Based Capital 
Dependencies and Calibration (DCWP), Report 7, Risk-based Capital (RBC) Reserve Risk Charges – 
Improvements to Current Calibration Method 
http://www.casact.org/pubs/forum/14wforum/Report-7-RBC.pdf 
[5] ‘Feldblum, Sholom, NAIC Property/Casualty Insurance Company Risk-Based Capital Requirements, 
Proceedings of the Casualty Actuarial Society, 1996  
http://www.casact.org/pubs/proceed/proceed96/96297.pdf 
[6] NAIC, Risk-Based Capital Forecasting & Instructions, Property Casualty, 2010. 
  



Differences in Premium and Reserve Risk Charges by Ceded Reinsurance Usage (Report 9) 

Casualty Actuarial Society E-Forum, Fall 2014-Volume 2 21 

APPENDIX A - ANALYSIS AND COMMENTS BY LOB-SIZE GROUPS 

We discuss the findings by LOB-size groups in the sections below.  

Each LOB has two tables – one for PRF differences and the second for RRF differences. 

Column (1) shows the size group. There are eight size groups:12 0-15th percentile, 15th-25th, 25-35th, 

35th-45th, 45th-55th, 55th-75th, 75-95th, and the top 5th. These are labeled 15%, 25% … 100% on the 

tables. The size is measured by the NEP associated with the data point in the case of the PRFs. For 

the RRFs, the measure for size is the initial reserve associated with the data point. Columns (2) and 

(3) are the upper and lower bounds for the size group in terms of NEP or net loss reserve ($000s). 

The next three columns are the PRF and RRF factors. Column (4) is the overall factor for the group; 

Column (5) is the factor for the Base Re (i.e., 40% or less) and Column (6) is the factor for the 

Elevated Re.13 

Most of the comments for these sections pertain to column (7), the PRF or RRF difference 

between Elevated Re and the Base Re. Column (7) is shown in color if the value is positive, as is 

typically the case, or no color if it is negative. For some LOBs /size of business / reinsurance usage, 

there were no data points or only a limited number of data points. Column (7) is blank if there are 

50 or fewer data points with Elevated Re within the LOB (perhaps as few as 3 companies). The 

values in column (7) are the source for the values shown in columns (6) and (7) in Tables 3.3a and 

3.3b along with the values plotted in Tables 3.4a and 3.4b. Thus, if the Elevated Re data point count 

is 50 or fewer within a LOB-size group, the PRF or RRF differences are ignored when the 

establishing ranges and frequencies in columns (6) and (7) in Tables 3.3a and 3.3b or when plotting 

points for Tables 3.4a and 3.4b. 

Columns (8) and (9) show the number of data points for each LOB-size group for Base Re (less 

than or equal to 40%) and Elevated Re (greater than 40%) Re, respectively.  

Looking at these individual LOB tables and the summary tables in Section 3.4, we observe the 

following: 

 The first 15th percentile (i.e., smallest) size groups had the largest and most volatile 

                                                 
12 These groups consist of the smallest 15% and largest 5% LOB-sizes, sizes that DCWP typically identifies separately 
because the smallest and largest LOB-sizes are often different from the other 80% of LOB-sizes. The groups are 
summarized in 10% size bands in the smaller LOB-sizes and 20% size bands for the larger LOB-size bands, as, in some 
cases, the proportion of Elevated Re data points is larger for the smaller LOB-sizes than for the larger LOB-sizes. To 
that extent, including more companies in the large LOB-size bands better distributes the number of Elevated Re data 
points within the LOB-size bands. In any case, the exact banding structure does not appear to effect the conclusions. 
13 Column (4) is the 87.5th percentile of the total data, and, as such, it is not the average of the column (5) and column (6) 
values. Particularly when there are a small number of data points, the column (4) value might be the same as the value in 
column (5) or the value in column (6). Also, if 87.5 times the number of data points in not an integer, the percentile 
value may be an interpolation and the column (6) value can fall outside the range of the column (4) and (5) values.  
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differences. 

 The middle groups showed more consistent but still significant differences. 

  An apparent downward trend in the differences appears after the 50th percentile. This 

trend is more apparent with the PRF differences. 

 The 75th-95th percentile did show some frequency of negative differences. 
  



Differences in Premium and Reserve Risk Charges by Ceded Reinsurance Usage (Report 9) 

Casualty Actuarial Society E-Forum, Fall 2014-Volume 2 23 

Our line-by-line comments follow. 

 A1. Homeowners 

 

Data points above the 75th LOB-size percentile have limited PRF differences between Elevated 

Re and Base Re. The differences are all greater than 5% positive for the other LOB-size groups.  

  

 
The RRF differences by LOB-size are erratic, with most of the large positive differences within the 
mid percentile groups. The first 15% LOB-size percentile shows a fairly significant negative 
difference.  

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 169 86.3% 96.6% 78.6% -18.1% 538 612
25% 169 357 43.1% 42.0% 45.8% 3.8% 518 263
35% 357 672 28.2% 26.1% 42.0% 16.0% 609 194
45% 672 1,276 26.1% 21.8% 53.9% 32.1% 638 166
55% 1,276 4,820 27.3% 24.7% 44.2% 19.5% 639 185
75% 4,820 19,776 19.8% 19.4% 21.8% 2.3% 1,397 315
95% 19,776 74,565 9.9% 8.7% 15.2% 6.5% 1,547 262

100% 74,565 27,109,142 10.2% 10.4% 7.6% -2.8% 401 56

Overall 24.9% 21.6% 40.1% 18.5% 6,287 2,053

HO LOB Size Group -------------RRF------------- Data Points

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 730 128.7% 119.2% 135.7% 16.4% 574 853
25% 730 1,483 102.2% 99.9% 106.4% 6.5% 671 273
35% 1,483 2,758 97.8% 95.9% 105.5% 9.6% 717 232
45% 2,758 5,022 95.8% 94.4% 116.8% 22.4% 738 211
55% 5,022 16,382 94.0% 92.4% 106.8% 14.4% 753 197
75% 16,382 61,546 93.5% 92.9% 98.3% 5.4% 1,565 319
95% 61,546 252,884 93.0% 93.1% 92.8% -0.3% 1,607 279

100% 252,884 10,820,092 94.5% 94.0% 95.1% 1.0% 404 63

Overall 98.5% 95.2% 112.2% 17.0% 7,029 2,427

HO LOB Size Group -------------PRF------------- Data Points
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 A2. Personal Auto Liability 
 

The PRF differences are small for most LOB-size groups after the first 15%. 

 

 

There are RRF positive differences amongst all LOB-size groups although no discernible 

relationship. 

  

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 813 82.9% 78.3% 101.7% 23.4% 564 351
25% 813 1,953 41.1% 40.0% 41.3% 1.3% 469 262
35% 1,953 4,006 31.5% 31.3% 32.9% 1.6% 539 216
45% 4,006 7,450 26.0% 24.7% 35.0% 10.2% 617 184
55% 7,450 20,753 18.0% 17.4% 24.3% 6.9% 689 119
75% 20,753 105,435 13.2% 10.8% 21.9% 11.0% 1,412 231
95% 105,435 543,374 7.3% 6.8% 9.8% 3.0% 1,607 134

100% 543,374 17,069,357 8.1% 7.8% 8.6% 438 12

Overall 21.4% 17.9% 39.6% 21.7% 6,335 1,509

PPA LOB Size Group -------------RRF------------- Data Points

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,596 124.3% 117.0% 138.1% 21.1% 811 490
25% 1,596 3,634 101.9% 101.7% 102.0% 0.4% 612 253
35% 3,634 6,667 100.3% 99.6% 103.8% 4.3% 660 201
45% 6,667 11,219 101.3% 100.1% 106.8% 6.8% 677 188
55% 11,219 28,352 97.1% 97.6% 95.5% -2.1% 728 139
75% 28,352 130,201 96.8% 96.2% 98.1% 1.9% 1,469 264
95% 130,201 580,234 94.1% 94.2% 92.1% -2.1% 1,600 129

100% 580,234 18,406,826 89.4% 89.3% 102.3% 412 22

Overall 99.9% 97.7% 110.2% 12.5% 6,969 1,686

PPA LOB Size Group -------------PRF------------- Data Points
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 A3. Commercial Auto Liability 
 

 

There are significant PRF positive differences amongst most LOB-size groups although no 

discernible relationship. 

 

 

There are significant RRF positive differences amongst most LOB-size groups although no 

discernible relationship. 

  

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 511 111.8% 110.3% 117.3% 7.1% 483 261
25% 511 1,238 59.4% 54.4% 79.2% 24.7% 401 128
35% 1,238 2,534 37.0% 36.9% 37.0% 0.0% 390 141
45% 2,534 4,555 36.8% 35.4% 43.3% 7.9% 433 113
55% 4,555 14,677 34.1% 32.9% 55.0% 22.1% 481 89
75% 14,677 62,677 26.8% 24.7% 39.3% 14.6% 967 192
95% 62,677 241,324 25.3% 24.6% 27.3% 2.7% 1,034 205

100% 241,324 2,785,549 13.0% 12.9% 11.6% 291 28

Overall 35.9% 32.6% 52.1% 19.5% 4,480 1,157

CAL LOB Size Group -------------RRF------------- Data Points

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 767 126.1% 117.5% 138.7% 21.2% 612 298
25% 767 1,491 107.0% 100.0% 127.1% 27.1% 466 140
35% 1,491 2,755 100.9% 98.6% 109.3% 10.7% 473 131
45% 2,755 4,639 99.5% 96.2% 121.9% 25.7% 483 123
55% 4,639 13,680 98.9% 97.0% 122.0% 24.9% 519 81
75% 13,680 53,660 97.9% 97.1% 105.2% 8.0% 992 209
95% 53,660 189,338 95.4% 95.5% 95.2% -0.3% 1,038 169

100% 189,338 1,875,641 93.8% 93.1% 102.3% 284 19

Overall 100.7% 97.9% 119.9% 22.0% 4,867 1,170

CAL LOB Size Group -------------PRF------------- Data Points
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A 4. Workers’ Compensation 
 

The smallest premium group has by far the largest positive PRF difference. The largest credible 

LOB-size groups have small negative differences. Overall this LOB has the most variation in 

differences by LOB-size. 

 

 

This table shows some positive significant RRF differences in 4 of the first 5 LOB-size groups, 

but no consistent relationship to LOB-size. 

  

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,819 60.0% 55.4% 66.7% 11.3% 458 279
25% 1,819 3,836 40.6% 36.2% 56.5% 20.3% 389 141
35% 3,836 7,763 45.4% 45.9% 42.8% -3.1% 425 102
45% 7,763 14,380 42.7% 40.9% 57.2% 16.3% 449 112
55% 14,380 48,220 42.5% 42.1% 48.0% 5.9% 472 94
75% 48,220 258,752 29.3% 28.4% 32.7% 4.3% 1,045 141
95% 258,752 1,262,334 22.5% 22.4% 22.8% 0.3% 1,134 124

100% 1,262,334 16,176,596 28.4% 27.3% 32.2% 223 40

Overall 34.7% 31.8% 47.5% 15.7% 4,595 1,033

WC LOB Size Group -------------RRF------------- Data Points

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,756 131.7% 117.3% 163.3% 46.0% 562 353
25% 1,756 3,872 122.4% 118.5% 128.5% 10.1% 471 141
35% 3,872 6,827 110.4% 108.6% 118.5% 9.9% 480 133
45% 6,827 12,098 107.9% 105.0% 117.7% 12.8% 516 98
55% 12,098 37,341 102.0% 101.9% 118.3% 16.4% 525 88
75% 37,341 148,020 96.7% 97.1% 94.5% -2.6% 1,076 147
95% 148,020 518,403 96.4% 96.5% 91.8% -4.7% 1,020 117

100% 518,403 7,918,320 99.5% 98.9% 101.8% 218 38

Overall 104.9% 102.5% 120.4% 17.9% 4,868 1,115

WC LOB Size Group -------------PRF------------- Data Points
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A5. Commercial Multi-Peril 
 

 

There is a consistent positive PRF difference amongst all credible LOB-size groups and a 

noticeable trend downward as the premium group LOB-size increases. 

 

Like many of the other lines, the majority of the RRF differences for LOB-size groups are 

positive. The differences are quite erratic and the first 15% LOB-size group has a negative difference 

greater than 5%.  

  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 254 138.2% 141.2% 134.4% -6.8% 572 368
25% 254 696 70.2% 69.2% 73.0% 3.8% 421 195
35% 696 1,537 58.9% 57.8% 65.7% 7.8% 432 185
45% 1,537 3,299 49.7% 46.4% 69.6% 23.2% 498 186
55% 3,299 11,589 56.8% 49.6% 60.7% 11.0% 490 158
75% 11,589 48,771 47.2% 46.1% 54.4% 8.3% 1,023 319
95% 48,771 324,375 35.6% 34.0% 39.2% 5.2% 1,144 274

100% 324,375 4,184,264 31.1% 30.0% 33.6% 3.6% 313 65

Overall 54.8% 50.2% 65.9% 15.7% 4,893 1,750

CMP LOB Size Group -------------RRF------------- Data Points

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 681 109.3% 90.0% 125.3% 35.3% 575 503
25% 681 1,520 87.7% 81.2% 105.6% 24.4% 490 230
35% 1,520 2,841 87.7% 79.4% 104.0% 24.6% 468 251
45% 2,841 4,810 88.3% 85.3% 97.5% 12.3% 539 181
55% 4,810 14,256 89.9% 84.1% 98.3% 14.2% 553 166
75% 14,256 54,619 87.3% 86.2% 94.0% 7.9% 1,131 307
95% 54,619 294,101 86.9% 86.3% 90.7% 4.3% 1,178 261
100% 294,101 2,970,994 90.1% 88.9% 99.0% 310 49

Overall 89.9% 85.8% 104.9% 19.1% 5,244 1,948

CMP LOB Size Group -------------PRF------------- Data Points
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A6. Medical Malpractice – Occurrence 

 

The Elevated Re data is too limited to give reliable strong indications on the sensitivity of the 

PRF differences by LOB-size group.  

 

 

Again, there is limited data for Elevated Re. Nonetheless, the first 15% LOB-size groups and the 

LOB overall show PRF and RRF positive differences that are large. 

  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 823 238.8% 182.7% 279.9% 97.1% 94 72
25% 823 1,595 140.2% 143.4% 129.0% 81 26
35% 1,595 2,623 118.8% 118.8% 108.1% 81 16
45% 2,623 4,087 142.2% 139.8% 214.4% 91 7
55% 4,087 11,654 123.4% 117.3% 237.7% 83 12
75% 11,654 44,393 156.5% 156.0% 158.4% 158 34
95% 44,393 152,900 141.5% 138.6% 239.4% 200 20
100% 152,900 516,498 144.8% 144.8% 55 0

Overall 151.2% 145.7% 217.2% 71.5% 843 187

MM Occ-  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,940 170.8% 119.0% 284.2% 165.2% 105 51
25% 1,940 5,327 59.0% 49.2% 67.5% 74 30
35% 5,327 11,727 32.4% 33.9% 22.0% 92 19
45% 11,727 20,166 17.3% 12.7% 75.5% 87 8
55% 20,166 73,546 4.8% 5.3% -8.3% 76 6
75% 73,546 248,051 44.4% 44.4% 43.9% 145 24
95% 248,051 728,864 8.7% 8.6% 19.5% 180 15

100% 728,864 3,130,491 7.8% 7.8% 44 0

Overall 37.4% 31.3% 75.5% 44.2% 803 153

MM-Occ LOB Size Group -------------RRF------------- Data Points
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A7. Medical Malpractice – Claims Made 

 

The smallest percentile LOB-size group shows largest positive PRF difference. There are a 

limited number of Elevated Re data points in the other LOB-size groups. Overall PRF difference is 

much lower than the indication for the smallest percentile. 

 
 

Even though smallest percentile LOB-size group has a large significant positive difference, the 

overall difference is negative. 

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,422 173.1% 124.7% 287.4% 162.7% 224 139
25% 1,422 2,642 94.8% 95.8% 93.4% -2.3% 172 70
35% 2,642 4,082 114.4% 108.4% 119.8% 11.4% 174 70
45% 4,082 6,520 106.5% 106.6% 106.0% 196 49
55% 6,520 19,211 103.7% 106.4% 98.7% -7.6% 186 60
75% 19,211 58,551 121.7% 119.4% 149.3% 29.9% 420 65
95% 58,551 142,452 118.7% 118.5% 118.8% 465 28
100% 142,452 726,535 117.7% 122.1% 90.4% 116 8

Overall 118.3% 114.3% 139.9% 25.6% 1,953 489

MM CM-  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,337 106.6% 98.3% 155.5% 57.1% 185 83
25% 1,337 2,976 12.8% 16.6% 1.6% -15.0% 160 51
35% 2,976 5,447 15.5% 22.2% 5.6% -16.5% 160 70
45% 5,447 10,560 9.2% 17.7% -4.5% -22.2% 163 55
55% 10,560 35,165 6.1% 10.9% -5.2% -16.1% 152 66
75% 35,165 135,321 7.3% 7.8% 2.9% -4.9% 344 70
95% 135,321 397,713 -2.9% -3.7% 13.7% 436 29

100% 397,713 1,478,669 -0.9% -0.5% -2.9% 108 10

Overall 9.5% 10.1% 6.3% -3.8% 1,708 434

MM-CM LOB Size Group -------------RRF------------- Data Points
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A8. Special Liability 

 

There is limited credible data amongst the LOB-size groups. The positive difference for the 

smallest percentile LOB-size group is much larger than the overall difference. 

 

 

There is also limited credible data within LOB-size groups for the RRF differences. The smallest 

percentile LOB-size group, with only 50 data points had a large negative difference. This is one of 

the few lines with an overall negative difference. 

  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,031 116.0% 85.0% 132.0% 47.0% 84 78
25% 1,031 2,069 111.4% 95.6% 122.0% 63 50
35% 2,069 3,416 94.2% 94.0% 93.5% -0.5% 58 55
45% 3,416 6,024 100.5% 102.2% 95.6% 74 39
55% 6,024 14,995 104.1% 94.4% 105.7% 71 43
75% 14,995 66,873 89.4% 87.8% 90.0% 2.2% 154 73
95% 66,873 231,342 90.3% 93.2% 85.4% -7.8% 142 85
100% 231,342 594,515 70.2% 70.0% 70.0% 50 6

Overall 95.6% 92.6% 99.4% 6.8% 696 429

Spec Liab -  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 352 67.8% 123.0% 57.4% 58 50
25% 352 1,053 19.7% 15.5% 27.3% 64 29
35% 1,053 2,155 35.0% 29.5% 40.0% 51 48
45% 2,155 3,591 103.7% 93.9% 102.6% 55 45
55% 3,591 12,909 18.8% 21.9% 13.5% 70 33
75% 12,909 73,690 35.4% 37.3% 21.4% -15.9% 153 71
95% 73,690 153,328 31.3% 45.1% 17.8% -27.3% 139 86

100% 153,328 507,687 6.0% 9.2% -1.7% 42 19

Overall 38.9% 46.3% 32.6% -13.8% 632 381

Spec Liab LOB Size Group -------------RRF------------- Data Points
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A9. Other Liability 
 

 

This line showed the most consistency with respect to a significant difference between Elevated 

Re and Base Re amongst LOB-size groups. There also appears to be a fairly consistent inverse 

relationship between premium LOB-size and the PRF difference. 

 

 

The RRF differences are not as consistent. Large negative differences for the first 15% and the 

75-95% LOB-size group help make the overall difference rather small. 

  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 481 137.0% 97.0% 200.0% 103.0% 666 630
25% 481 1,087 102.7% 84.5% 123.2% 38.7% 511 355
35% 1,087 2,008 107.9% 92.6% 125.8% 33.2% 579 292
45% 2,008 3,584 107.3% 95.5% 126.9% 31.3% 599 270
55% 3,584 10,389 102.4% 86.5% 123.5% 37.0% 616 254
75% 10,389 49,079 99.7% 96.3% 107.8% 11.5% 1,134 606
95% 49,079 210,786 99.7% 97.1% 104.6% 7.5% 1,278 462
100% 210,786 9,366,624 98.2% 94.1% 105.5% 11.4% 327 108

Overall 104.3% 94.0% 122.5% 28.5% 5,710 2,977

Other Liab -  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 391 147.3% 160.0% 133.3% -26.7% 601 497
25% 391 1,226 68.6% 64.4% 78.3% 13.9% 442 289
35% 1,226 2,530 45.3% 39.8% 52.7% 12.9% 478 255
45% 2,530 4,699 38.0% 34.3% 43.4% 9.1% 499 260
55% 4,699 17,931 29.9% 26.7% 34.8% 8.1% 518 252
75% 17,931 97,476 34.0% 30.5% 36.1% 5.6% 1,016 598
95% 97,476 526,700 61.9% 65.8% 52.0% -13.7% 1,209 425

100% 526,700 23,638,870 72.3% 65.8% 96.5% 30.8% 301 124

Overall 53.0% 52.4% 54.4% 2.0% 5,064 2,700

Other Liab LOB Size Group -------------RRF------------- Data Points
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A10. Special Property 
 

 

This line had fairly large PRF differences for the premium LOB-size groups within the first 50% 

and limited differences in the top 50%. 

 

 

 

Large RRF differences in the middle percentile LOB-size groups offset the negative differences 

at the smallest and largest LOB-size groups. 

  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 487 103.4% 82.7% 118.4% 35.7% 489 360
25% 487 931 76.6% 71.2% 91.0% 19.8% 388 191
35% 931 1,683 77.6% 76.0% 98.4% 22.4% 427 189
45% 1,683 2,913 81.5% 75.3% 101.7% 26.5% 381 207
55% 2,913 9,021 77.0% 73.5% 80.5% 7.0% 399 250
75% 9,021 36,266 79.1% 78.6% 79.6% 1.0% 595 485
95% 36,266 144,658 81.7% 83.3% 76.9% -6.4% 640 276
100% 144,658 2,748,838 91.9% 83.6% 94.8% 83 47

Overall 81.5% 78.1% 90.7% 12.7% 3,402 2,005

Spec Prop -  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 46 109.4% 119.5% 105.2% -14.3% 508 200
25% 46 107 46.7% 32.2% 89.6% 57.4% 328 143
35% 107 216 35.2% 27.5% 57.1% 29.6% 357 173
45% 216 391 30.0% 26.4% 33.9% 7.6% 349 194
55% 391 1,598 20.6% 12.1% 42.8% 30.7% 295 213
75% 1,598 8,722 20.3% 18.4% 24.3% 5.9% 518 449
95% 8,722 44,881 21.7% 30.4% 14.9% -15.5% 497 276

100% 44,881 2,227,919 40.1% 41.9% 21.3% 78 43

Overall 35.1% 31.9% 41.7% 9.8% 2,930 1,691

Special Property LOB Size Group -------------RRF------------- Data Points
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A11. Auto Physical Damage 

 

 

The PRF differences are mostly positive and below 10%. The smallest LOB-size group is near 

16%, but the highest credible group has a small negative difference. 

 

 

The RRF differences are much more significant and for the most part positive except for the 

smallest LOB-size group. 

 
  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,133 108.0% 101.3% 117.0% 15.7% 632 379
25% 1,133 2,445 89.9% 87.1% 96.6% 9.5% 436 177
35% 2,445 4,415 87.7% 86.6% 90.5% 4.0% 461 173
45% 4,415 7,293 85.8% 85.2% 88.7% 3.5% 456 205
55% 7,293 19,194 85.4% 84.9% 86.4% 1.5% 449 195
75% 19,194 91,334 85.4% 84.0% 88.3% 4.3% 854 198
95% 91,334 343,654 82.7% 82.7% 82.5% -0.3% 578 79
100% 343,654 12,748,056 80.1% 80.2% 54.5% 142 4

Overall 88.3% 86.3% 95.0% 8.7% 4,008 1,410

APD -  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 73 56.9% 57.5% 54.3% -3.2% 293 161
25% 73 150 44.6% 34.5% 53.6% 19.2% 216 92
35% 150 269 19.9% 7.0% 33.6% 26.6% 230 99
45% 269 469 11.4% 9.5% 36.0% 26.4% 237 73
55% 469 1,528 21.0% 13.8% 38.7% 24.8% 224 71
75% 1,528 7,161 9.1% 0.3% 25.5% 25.2% 425 122
95% 7,161 24,872 1.2% 0.1% 2.9% 2.8% 293 87

100% 24,872 3,404,975 9.7% 8.2% 9.8% 68 12

Overall 19.3% 12.8% 38.1% 25.2% 1,986 717

APD LOB Size Group -------------RRF------------- Data Points
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A12. Fidelity and Surety 

 

 

There is limited data here but the smallest 50% of the LOB-size group data points have a much 

higher difference than the largest 50%. 

 

 

There are no credible LOB-size groups for the RRF differences. 

  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 848 99.0% 75.5% 115.0% 39.5% 99 52
25% 848 1,657 72.6% 24.2% 100.2% 69 26
35% 1,657 3,168 69.2% 44.0% 85.5% 68 38
45% 3,168 5,357 91.0% 75.8% 96.4% 79 38
55% 5,357 10,817 68.0% 69.6% 40.1% 73 21
75% 10,817 30,582 55.0% 48.8% 56.5% 143 47
95% 30,582 109,891 37.5% 36.3% 37.6% 150 17
100% 109,891 974,546 35.6% 35.6% 22 0

Overall 65.5% 58.2% 90.4% 32.3% 703 239

Fid & Sur -  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 848 303.6% 152.6% 400.0% 89 17
25% 848 1,657 48.7% 49.9% 26.6% 58 22
35% 1,657 3,168 160.2% 56.4% 194.5% 60 15
45% 3,168 5,357 67.8% 73.6% 52.0% 64 21
55% 5,357 10,817 127.3% 169.6% 74.5% 63 19
75% 10,817 30,582 43.6% 59.4% 22.7% 99 47
95% 30,582 109,891 31.9% 25.5% 72.2% 146 31

100% 109,891 974,546 52.3% 52.3% 20 0

Overall 71.1% 68.5% 78.9% 10.4% 599 172

Fid&Sur LOB Size Group -------------RRF------------- Data Points



Differences in Premium and Reserve Risk Charges by Ceded Reinsurance Usage (Report 9) 

Casualty Actuarial Society E-Forum, Fall 2014-Volume 2 35 

A13. Other  
 

This is the only line with an overall indication (although small) that Base Re had a higher PRF 

than Elevated Re. The “Other” LOB includes credit and A&H business and the unusual pattern may 

be the result of that. 

The RRF also had a negative overall difference but the LOB-size group differences are erratic 

and mostly lack credibility. 

A14. Remaining Lines 

Both reinsurance lines lacked credibility within Elevated Re, consistent with a view that the 

extent of retrocessions is usually much smaller than regular reinsurance cessions. 

The international, warranty, and financial guarantee lines also did not have sufficient data points 

to make any notable comments on LOB-size impacts. 

  

Perc End Lo Prem Hi Prem Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 1,052 111.4% 114.2% 92.9% 129 30
25% 1,052 2,105 91.6% 82.8% 99.0% 94 25
35% 2,105 4,638 88.2% 86.4% 88.3% 83 31
45% 4,638 8,326 85.5% 82.1% 113.7% 78 34
55% 8,326 24,267 89.1% 81.2% 103.8% 82 44
75% 24,267 88,823 98.1% 99.8% 83.5% -16.3% 142 91
95% 88,823 243,019 88.1% 90.3% 74.4% -16.0% 125 57
100% 243,019 2,477,354 90.0% 91.0% 74.7% 20 5

Overall 96.0% 96.2% 94.8% -1.4% 753 317

Other -  LOB Size Group -------------PRF------------- Data Points

Perc End Lo Res Hi Res Overall Base Elevated Difference Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

15% 0 140 60.0% 47.2% 221.9% 99 38
25% 140 325 32.3% 38.1% 24.6% 80 21
35% 325 772 38.0% 38.0% 41.2% 88 24
45% 772 1,840 12.7% 9.3% 14.6% 67 36
55% 1,840 5,131 20.9% 15.9% 28.3% 62 31
75% 5,131 22,550 15.3% 12.3% 21.6% 9.3% 134 76
95% 22,550 60,856 16.4% 20.8% -0.4% -21.2% 114 66

100% 60,856 1,215,858 32.5% 40.3% 1.4% 24 3

Overall 26.6% 27.3% 23.6% -3.6% 668 295

Other LOB Size Group -------------RRF------------- Data Points
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APPENDIX B - REINSURANCE USAGE BASED ON SCHEDULE F 

In the main part of this report we used Schedule P data to measure reinsurance usage. Schedule F 

is an alternative source of reinsurance usage data. From Schedule F we determined reinsurance usage 

as the ratio of (a) ceded reinsurance premium to non-affiliates divided by (b) the direct and assumed 

premium from non-affiliates. The premium is on a written basis and represents the cumulative total 

of all available years between 1996 and 2010 inclusive. The ratio includes all lines combined, so each 

LOB-AY data point within the risk data set for a single company is assigned the same percent 

reinsurance ceded.  

Comparison of Ceded Reinsurance Percentage Measures 

Useful features of the Schedule F view of reinsurance data set are that (a) it provided the 

premium data specifically involving reinsurance from non-affiliates and (b) it was constructed as an 

all-year view that avoids the effect of year-to-year fluctuations in ceded reinsurance levels. The later 

point is potentially useful for the RRF analysis which is based on reserve runoff ratios that include 

multiple accident years. 

Useful features of the Schedule P view are that it is by LOB, by accident year,14 including older 

years, back to 1988. Because Schedule P is adjusted for pooling, affiliate reinsurance in the form of 

pooling is not counted in the ceded reinsurance percentage even in the Schedule P view. 

The use of affiliated reinsurance, which can be significant for some companies, is arguably, more 

a matter of internal capital structure and less a matter of managing underwriting risk within 

individual companies. Comparison of the schedule P view and the Schedule F view tests the extent 

to which including non-pool reinsurance activity amongst affiliates differentiate risk differences in 

companies that have high dependence on external reinsurance.15  

Analysis and Findings 

In the subsections below we compare the Schedule F results to the Schedule P results for (a) all 

lines/all sizes combined, (b) by company size, (c) by LOB and (d) by LOB/LOB-size. 

                                                 
14 Schedule F would allow separation of ceded reinsurance percentages by calendar year, at least for years 1996-2010, but 
we did not make that separation in this study.  
15 There are some companies / pools in the risk data (from Report 6) that are not present in the Schedule F 
data. These include state workers compensation funds and liability joint underwriting associations (JUA’s). 
We have thus eliminated these companies from the results and accumulations for this analysis. We eliminated 
companies which had negative or zero direct + assumed premium within the reinsurance data set. In 
summary, we had to eliminate 161 or 9.1% companies from the 1,778 companies in the PRF risk data set and 481 
or 23.5% companies from the 2,040 company RRF risk data set. 
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All Lines Combined / All Company-Sizes Combined 

From the summaries below, it appears that there is no material difference in the main indications, 

i.e., PRFs and RRFs increase with increasing use of reinsurance no matter the Separation Point 

between Base Re and Elevated Re. 

There are some differences in the patterns. We observe that the Schedule F RRF differences are 

higher than Schedule P differences, but the reverse is the case for PRFs. The differences grow as the 

Separation Point increases. RRF differences using Schedule F reinsurance usage show similar high 

growth as the PRF which was not the case with the Schedule P data. Tables B.1 and B.2 compare 

the Schedule F results developed in this Appendix to the Schedule P results from Table 1.1, for 

PRFs and RRFs, respectively. 
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Table B.1 
PRF - Comparison of Schedule P and Schedule F Analysis 

All Lines Combined 

Table B.2 
RRF - Comparison of Schedule P and Schedule F Analysis 

All Lines Combined 

 

 

All Lines Combined / By Company-Size 

As in the Schedule P analysis, the Schedule F analysis shows evidence that the risk factor 

differences are greater for smaller companies than larger companies on an all-line basis, as shown in 
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Tables B.3 and B.4, corresponding to Tables 3.2a and 3.2b. 

 

Table B.3 
PRFs - Base Re versus Elevated Re  

Schedule F Reinsurance Usage 
By Company Size/All Lines Combined  

 

 
 
 

Table B.4 
RRFs - Base Re versus Elevated Re  

Schedule F Reinsurance Usage  
By Company Size/All Lines Combined 

 

 

 

 

Analysis by LOB and LOB-Size  

As in the Schedule P analysis, the Schedule F analysis shows that PRFs and  

RRFs increase with reinsurance usage across most LOBs. This is shown in Tables B.5 and B.6 

below, corresponding to Tables 3.3a and 3.3b. 

 

Reserve Vol Grps
($000's) Elev Less
From To All Base Elevated Base Base Elevated Total Companies Base Elevated

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
0 3,537 53.3% 48.5% 73.9% 25.4% 4,822 1,304 6,126 892 14.6% 60.5%

3,537 14,795 28.3% 26.9% 35.0% 8.1% 5,099 1,026 6,125 1,015 14.6% 61.6%
14,795 75,659 23.6% 21.9% 40.2% 18.3% 5,412 714 6,126 813 14.9% 65.8%
75,659 & greater 22.5% 21.4% 35.6% 14.3% 5,681 443 6,124 485 12.7% 75.0%

All groups 29.6% 27.1% 45.5% 18.4% 21,014 3,487 24,501 1,896 14.2% 63.8%

- A company can be counted in more than one size group.
- % Ceded statistics are simple averages over all data points.

------ Reinsurance Usage ------ --- Data Counts --- % Ceded

Premium Vol Grps
($000's) Elev Less

From To All Base Elevated Base Base Elevated Total  Companies Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
0 3,035 110.9% 108.7% 116.7% 8.0% 5,041 1,833 6,874 970 14.6% 89.1%

3,035 13,641 92.1% 91.2% 95.8% 4.5% 5,731 1,142 6,873 983 15.1% 56.8%
13,641 64,253 90.6% 90.6% 91.6% 1.0% 6,102 771 6,873 838 12.8% 57.9%
64,253 & greater 89.3% 89.2% 92.2% 3.0% 6,422 452 6,874 544 12.7% 88.5%

All groups 93.9% 92.8% 101.4% 8.6% 23,296 4,198 27,494 1,758 13.7% 74.7%

- A company can be counted in more than one size group.
- % Ceded statistics are simple averages over all data points.

------ Reinsurance Usage ------ --- Data Counts --- % Ceded
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Table B.5 – PRF 

Schedule F Reinsurance Usage 
Base Re vs. Elevated Re by LOB 

 
 
 

  

Credible Size
Sch Difference: Frequency of

LOB P Line Base Elevated Elev - Base By Size Range Positive Diff. Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Homeowners A 96.9% 106.5% 9.6% -7.9%  to  16.1% 4 out of 7 7,547           1,667        
PPA B 98.4% 112.1% 13.7% -2.8%  to  9.5% 5 out of 6 7,670           753           
CAL C 99.5% 113.4% 13.9% -5.7%  to  9.8% 5 out of 6 5,183           678           
WC D 104.1% 112.5% 8.4% -23.2%  to  12.4% 3 out of 6 5,257           538           
CMP E 88.3% 102.6% 14.3% -1.6%  to  22.3% 6 out of 7 5,983           992           
MEDMAL - OCC F1 152.3% 147.5% -4.8% 0.0%  to  0.0% 0 out of 0 960              40             
MEDMAL - CM F2 118.6% 115.4% -3.3% 0.0%  to  0.0% 0 out of 0 2,215           196           
Spec Liab G 94.3% 94.8% 0.5% -13.3%  to  -13.3% 0 out of 1 875              199           
Other Liab H 100.3% 125.7% 25.4% 3.2%  to  37.0% 7 out of 7 6,903           1,484        
Spec Property I 80.7% 95.5% 14.8% 0.1%  to  54.9% 8 out of 8 7,127           1,515        
Auto Phys Dam J 84.5% 91.5% 7.1% -2.5%  to  8.3% 4 out of 7 8,394           947           
Fidelity & Surety K 65.8% 81.4% 15.6% 0.0%  to  0.0% 0 out of 0 1,203           217           
Other L 93.8% 96.6% 2.7% -13.2%  to  -13.2% 0 out of 1 1,433           214           
International M Sufficient data not available
Non Prop Reins - 
Prop/Fin N&P 129.4% 145.8% 16.4% 889              88               
Non Prop Reins 
Casualty O 134.2% 119.4% -14.9% 897              112             
Product Liability R 109.8% 190.6% 80.8% 546              99             
Financial Guarantee S Sufficient data not available
Warranty T Sufficient data not available

PRF No. of Data Points
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Table B.6 – RRF 
Schedule F Reinsurance Usage 

Base Re vs. Elevated Re Usage by LOB 
 

 

Tables B.5 and B.6 shows that the risk factor differences for LOB-size groups show a wider 

range of indications than with the Schedule P data. Also note that the number of Elevated Re data 

points for medical malpractice – occurrence in the Schedule F view is below 50. 

 

As shown in Tables B.7 and B.8, corresponding to Tables 3.4a and 3.4b, there is also only a slight 

indication of a decrease in the difference as the LOB-size increases. 

 

 

 

 
 

  

Credible Size
Sch Difference: Frequency of 

LOB P Line Base Elevated Elev - Base By Size Range Positive Diff. Base Elevated
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Homeowners A 21.7% 48.1% 26.4% -3.2%  to  36.5% 5 out of 7 6,104             1,022          
PPA B 18.6% 49.3% 30.6% -7.3%  to  26.5% 6 out of 7 7,441             861            
CAL C 36.0% 70.3% 34.4% -0.5%  to  71.1% 6 out of 7 5,376             802            
WC D 34.6% 46.6% 12.0% -23.8%  to  63.5% 5 out of 7 5,873             744            
CMP E 51.6% 65.2% 13.6% -8.1%  to  26.0% 4 out of 7 5,717             867            
MEDMAL - OCC F1 1,091             26              
MEDMAL - CM F2 13.8% 12.0% -1.9% 0.0%  to  0.0% 0 out of 0 2,175             165            
Spec Liab G 49.2% 27.2% -22.0% -30.2%  to  -30.2% 0 out of 1 898                194            
Other Liab H 54.3% 66.5% 12.2% -49.8%  to  56.6% 4 out of 7 6,438             1,442          
Spec Property I 39.9% 43.4% 3.5% -123.2%  to  27.0% 3 out of 8 4,551             959            
Auto Phys Dam J 23.3% 22.0% -1.3% -23.7%  to  4.3% 2 out of 5 3,551             478            
Fidelity & Surety K 72.4% 46.2% -26.2% 760                158            
Other L 37.2% 59.1% 22.0% -48.3%  to  -48.3% 0 out of 1 997                205            
International M Sufficient data not available
Non Prop Reins - 
Prop/Fin N&P 44.6% 50.8% 6.3% 0 out of 0 982                57                
Non Prop Casualty O 68.8% 43.5% -25.3% 1,038             134            
Product Liability R 71.1% 267.8% 196.7% 519                99              
Financial 
Guarantee S Sufficient data not available
Warranty T Sufficient data not available

RRF No. of Data Points
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Table B.7 – PRF 
Schedule F Reinsurance Usage 

Base Re vs. Elevated Re by LOB Size Group 
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Table B.8 – RRF 
Schedule F Reinsurance Usage 

 Base Re vs. Elevated Re by LOB Size Group 
 

 
Note that the difference for Special Property at the smallest LOB-size group was capped at -100%. The actual indication was -123%. 
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Table B.9 below summarizes the findings from our various segments of the risk data using the 

Schedule F reinsurance usage indication. 

 

Table B.9 
Summary of Findings 

PRF and RRF for Base Re versus Elevated Re  
Schedule F Reinsurance Usage 

Table(s) Data Group Findings 
 

B.1-B.2 All lines combined PRF/RRF differences grow as the 
Separation Point between Elevated Re 
versus Base Re grows. 

At the 40% Separation Point, the 
comparison of Elevated Re to Base Re is: 

 - PRF is 8.6% of NEP higher 
 - RRF is 18.4% of initial reserves 
 higher 

B.3-B.4 All lines combined 
By company-size 

Elevated Re PRFs/RRFs are higher than 
Base Re PRFs/RRFs across all size 
groups.  

The smallest companies have the largest 
differences. 

B.5-B.6 By LOB 
All sizes combined 
 

PRFs and RRFs are generally higher with 
Elevated Re than Base Re.  

Differences are more variable across lines 
than from the Schedule P analysis. 

As Schedule F reinsurance is not by LOB, 
the Schedule F ceded reinsurance might 
not be a sufficiently close match to the 
risk points. 

B.5-B.6 and 
B.7-B.8 

LOB;  
by LOB-size group 

Elevated Re PRFs/RRFs are generally 
higher than Base Re PRFs/RRFs across 
all size groups, with many variations.  

The Schedule F pattern is less consistent 
than was the case in the Schedule P 
analysis. 

Appendix	C	‐	Risk	Data	Filtering	
“Two-Year” Lines 

We filtered out data points in which there was a significant inconsistency in the AY NEP 

between the risk data and the Schedule P data. These inconsistencies are all in the “two-year” lines.16  

These inconsistencies arise because the risk data is obtained from the NAIC 10 year RBC 

                                                 
16 Special Property, Auto Physical Damage, Fidelity and Surety, and Other 
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reporting of “two-year” lines; the reinsurance usage data is from the two years of data publically 

available in Annual Statements. We looked at the effect of including or excluding these points but 

the impact to our observations was deemed negligible. 

The following Table C.1 summarizes the population of the risk data set and what was eliminated 

from this analysis but what was used in Reports 6 and 7: 

 

 Table C.1 – Summary of Data Point Filtering 

 

The line-by-line effect is summarized in Table C.2 below. 

  

PRF Premium RRF Net Reserve
Data Points ($000s) Data Points ($000s)

Report 6 and 7 Starting Point 75,515 6,471,209 71,352 7,682,622

No Matching % Ceded Info 6,502 427,704 10,787 725,659

Schedule P Data Eliminated 278 12,370 1,680 54,006
  -- negative direct or net premium
  -- cessions at or greater than 100%

Inconsistent Premium 2,365 645,326 1,142 85,861

Data Points Used 66,370 5,385,809 57,743 6,817,095
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Table C.2 
Line by Line Summary of Inconsistent Data Points 

 

Company Counts 

Since we are counting data points for each line of business / accident year / company 

combination, a company can contribute multiple data points. Thus it is worth noting, that there are a 

total of 1,778 companies in our PRF data set, including 204 pooled entities, and 2,040 companies in 

the RRF data set, including 210 pooled entities. 

For the PRF data set, we used only 1,758 of these companies for the all lines analysis in that 20 

companies had no data points where the Schedule P direct or NEP was greater than 0 or the ceded 

percentage was less than 100%.  

For the RRF data set, we used only 1,904 of these companies for the all lines analysis in that 136 

companies had no data points where the Schedule P direct or NEP was greater than 0 or the ceded 

percentage was less than 100%.  

It is also worth noting that some LOBs had too few data points within Elevated Re from which 

to draw credible observations. Because of this, we have removed the LOB indications resulting from 

international, warranty, and financial guarantee. 

PRF
Inconsist. Percent of Associated Percent of

LOB Data Point LOB Total Net EP (000s) LOB Total
I - Special Property 795           8.9% 182,369             54.3%
J - Auto Physical Damage 1,326         14.0% 406,393             36.3%
K - Fidelity and Surety 108           7.5% 15,290               37.9%
L - Other 136           8.0% 41,274               40.0%

Total 2,365         10.5% 645,326             38.5%

RRF
Inconsist. Percent of Associated Percent of

LOB Data Point LOB Total Net EP (000s) LOB Total
I - Special Property 518           7.3% 61,658               62.5%
J - Auto Physical Damage 509           11.2% 10,521               18.1%
K - Fidelity and Surety 49             4.2% 3,901                 33.0%
L - Other 66             4.5% 9,781                 33.5%

Total 1,142         7.3% 85,861               28.8%
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APPENDIX D - TEST OF IMPACT OF MATURITY IMPACT 

DCWP has observed that the maturity of data points can affect the PRF and RRF indications. 

In order to test the extent to which maturity age filtering might have an impact to our 

observations regarding risk factors and reinsurance usage, we compared the results presented in 

Sections 3.1 through 3.3 to the results produced when the risk data sets only contained data points 

that had at least four years of maturity from the start of the most recent accident year or from the 

initial reserve date. The differences in the Elevated Re versus Base Re risk factors are shown in the 

tables below. 

As shown in the Tables below, there does not appear to be appreciable difference in the 

indications such that we would change our findings regarding the impact of reinsurance usage on the 

premium and reserve risk factors. The reinsurance split graphs similar to Table 3.1 show little 

difference when the maturity filter is applied. The all line by size segmentation similar to Tables 3.2a 

and 3.2b has more noticeable differences but nothing that would indicate a consistent shift in the 

differences. The LOB differences, as originally show in Tables 3.3a and 3.3b, did show some 

significant change but effectively only in the LOB’s which had high differences and volatile 

indications (i.e., medical malpractice occurrence and product liability). 
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Table D.1 
PRF - Comparison of All Maturity to 4 Years and Older Maturity 

Schedule P Reinsurance Usage 
All Lines Combined 
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Table D.2 
RRF - Comparison of All Maturity to 4 Years and Older Maturity 

Schedule P Reinsurance Usage 
All Lines Combined 
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Table D.3 

PRF – Comparison by Size of All Maturity to 4 Years and Older Maturity 
Schedule P Reinsurance Usage 

All Lines Combined 
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Table D.4 
RRF – Comparison by Size of All Maturity to 4 Years and Older Maturity 

Schedule P Reinsurance Usage 
All Lines Combined 
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Table D.5 
PRF – Comparison of All Maturity to 4 Years and Older Maturity 

Schedule P Reinsurance Usage 
By Line 
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Table D.6 
RRF – Comparison of All Maturity to 4 Years and Older Maturity 

Schedule P Reinsurance Usage 
By Line 


