USING YOUR PROFESSIONALISM
GPS TO NAVIGATE THE
ACTUARIAL WORLD




ActlaniallNavigation

O Where do you turn when you are faced with
traffic jam” and need to navigate
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Seruifiny e/Acivarizs Sines
2008

o Standard and Poor’s (2003)

o “Insurance Actuaries: A Crisis of Credibility”




Seruifiny e/Acivarizs Sines
2008

o AIG/Gen Re Sham Reinsurance (4/1/08)

o Convictions of actuaries Ron Ferguson and Chris
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@PSTeels tor Hhe AcHurry

O Code of Professional
Conduct




CASESSIMUDIES




Caa Saudliess Ovarviiaw

O Cases are designed so there are no right or wrong answers and
reflect “real life predicaments”

o Structure of this session
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Case Study #] — "Coastal Rates

As the chief actuary for your state’s insurance department,
you are reviewing a filing by a major personal lines insurer
in the state. Due to a rash of recent catastrophes, the
companyzisrasking forrar200%rincreaseralong the coastline:
After reviewing the data, you agree that the rate increase is
justified.

The Insurance Commissioner tells you to disapprove the
increase because it would result in rates that are not
affordable. Your projections show: that without the full
200% rate increase, the insurer may go bankrupt within
two years. You have shared this information with the
Commissioner, but she still refuses to agree to the large
rate increase.
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What would you do?:

a) Insist that the commissioner change her mind. If you
cannot change her mind, then you have to document
your recommendation and possibly let others know
about your decision.

b) Disapprove the filing per your instructions. After all,
the insurance commissioner is ultimately responsible
to regulating the industry both for rates and for
solvency. You have done your job in notifying the
commissioner of the implications of her decision.

c) Contact the ABCD for guidance.
d) None of the above.



PRECEPT I:
An Actuary shall act
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Case Study #2 — "Ranges

You are the chief actuary for your company and
develop a reserve estimate for December 31, 2008
using reasonable methods and assumptions. The
opining actuary produces a range using reasonable
assumptions and your estimate is materially above
the opining actuary’s range. Traditionally your
company has booked your best estimate but now.
insists that you lower your estimate to within the
range, which is outside your reasonable range.
(Assume you have already discussed the difference
with the opining actuary)

11



What Would You Do!?

(a) Stick to your reserve recommendation and
document your results regardless of what the




Cormnrmunications and Disclos

PRECEPT 4:

An Actuary who issues an
Actuarial Communication shall
take appropriate steps to
ensure that the Actuarial
Communication is clear and
appropriate to the
circumstances and its intended
audience and satisfies
applicable standards of
practice.

13



ASOPE . Actuarial
Cornrn un]ca;cj ONs

ces znd audienc

5Ses timelines and reliance on others




eal currently pend]nv‘
placed by ASO
“Actuarial Communications

— limited to practi
Nt of Principles do

nclu Jer appendices




(\l

Case Study#3 — 71 levr Product”

You have been the VP of underwriting for the large
accounts market for the last three years. The
actuary supporting your market along with the
marketing.department.-have.developed.a.new
product with forms, rates and a 5-year proforma of
the expected results of this new product on the
market’s financial statements. You have reviewed
the work and you believe there are some flaws in
the pricing and financial modeling. Instead of
generating a profit in year |, the new product will
not generate a profit until year 5, if at all. VWhat do
you do!
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What Would You Do!?
(a) Have a conversation with the actuary and
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PRECEPT 3:

An Actuary shall ensure
that, Actuarial, Services
performed by or under
the direction of the
Actuary satisfy
applicable standards of
practice.

(3
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Case Study #4 — “Triangl
o

Your systems vice president recently informed you that there
was an error in the loss triangles provided for your loss
reserve analysis as of March 31. Your run a quick test with
the new data and believe it will produce reserve estimates
materially higher than your previous best estimate.
However, because of recently passed tort reform, you
expect your loss experience will improve throughout the
year and that the difference will become immaterial by year
end. Your CEO shares your expectations about the
improved experience and insists you postpone
incorporating the new data until the next quarter as your
company has already booked your original estimate and
rebooking the new reserves would cause a delay in the
company’s earnings release.
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What Would You Do!?

(@) Update your analysis and provide a new estimate
to the CEO to ensure your work is not misused.







ASOPEDS: Data Quality

B Guidance for the following
o Selecting data that underlie the work product

Reviewing data
Using data
Making appropriate disclosures regarding data

q| uzI.J]“cy

All practi
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A consulting actuary has delivered a draft report to its
client/principal. During a subsequent discussion of the results,
the actuary and the Controller talk about the potential
surplus impact of a possible strategic course of action. After
this conversation the consulting actuary does a thorough
proforma analysis and provides a final report in which the
results vary from the draft report discussions due to some
changes in assumptions as provided by the CEO and CFO.
The Controller has already implemented some of the
originally discussed strategy and is now complaining to the
CEO and CFO that the actuary misled him and has produced
faulty work. VVhat should the actuary do!?
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Case 5 Course of Actiorn
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What Would You Do!?

(a) Meet with the CEO and CFO to discuss the
misinterpretation of your work product and verify
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PRECEPT 5:

An Actuary who issues an Actuarial
Communication shall, as appropriate, identity

the Principal(s) for whom the r\frlumal

on ]s ssued and describe the

mmunicati
City In Which the Actuary serves.
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Case Study #5 — “lnsolvant Tary

o

You are a partner of a consulting firm that has been
hired to assist in the review of a potential
acquisition. After completing your analysis, you
discover that the target is materially under-reserved.
The target received an unqualified Statement of
Actuarial Opinion from another consulting actuary.
As a result of your work, the acquiring company
walks away from the target. (You signed a
confidentiality agreement with the acquiring company
prior to being engaged on the assignment.)
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Cas Coursea of Actiorn
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What Would You Do!?

(a) The client walked away, so you feel your




Confidentiality

the Frincipal or
required to do so by
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Case Study #7 — “Auditor’s Actuary

A consulting actuary is hired to review a company’s loss
reserves and subsequently issues an unqualified Statement
of Actuarial Opinion. The actuary for the company’s audit
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What Do You Say!?

a) Yes, the auditor’s actuary has a responsibility to the
public and to the profession to be honest. There was
an attempt to communicate with the other actuary
but because it could not be resolved, the auditor’s
actuary had to notify the company and regulators.

b) No, the auditor’s actuary should have cooperated with
the other actuary in the interest of the Principal.
Further the auditor’s actuary disclosed Confidential
Information to the regulators.

c) Maybe, it depends on a number of other factors not
described in the case.
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PRECEPT 10:

An-Actuary: shall-perform
Actuarial Services with
courtesy and

professional respect and
shall cooperate with
others in the Principal’s
interest.
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A recent rate filing of yours went to hearing.
During the hearing, the Department’s Actuary
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What Would You Do!?

(a) Let comments go. Actuaries are allowed to




PRECEPT 13:

An Actuary with knowledge of an apparent,
unresolved;-material.violation,of the.Code by
another Actuary should consider discussing the
situation with the other Actuary and attempt to
resolve the apparent violation. If such discussion is
not attempted or is not successful, the Actuary shall
disclose such violation to the appropriate counseling
and discipline body of the profession, except where
the disclosure would be contrary to LLaw or would
divulge Confidential Information.
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B The Rules of Professional
Conduct in Canada require
that certain procedures :

MUSC De 1ollowed whnen a

member is awar




PRECEPT 14:

An Actuary shall respond promptly, truthfully, and

fully to any request for information by, and
cooperate fully with, an appIopH jate counselin

disciplinary body of the profession in connection

with any disciplina ry, counseling or other proceedi

such body AJ;l.cmv‘ to the Code.
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You are the chief actuary for a large commercial lines
insurance company. It is year-end 2008, and the
losses from the soft-market years of 2003-2006 are
starting to materialize, but due to the slow
emergence patterns of much of the business, your
reserve indications have a +/- 107% range. However,
due to the reserve charge your company took the
prior year due to catastrophes, even a +57% deviation
from the point estimate will dangerously deplete the
company surplus. VWhat do you do!
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What Would You Do!?

(a) Continue with your recommendation to book




/—\J Jr)rr’B: FProp =rty/ Casuzlty
— .
= |

B Specifically targets unpaid claim estimates

o CAS Statement of Principles being revised to
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B Must specify the purpose of the estimates

B Must communicate constraints on analysis

, low, median, et
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#2 — Qualification Standards

#6 — Communications and Disclosure

(compensation disclosure)

9

7/ — Contlict of Interest
#1 1 — Advertising

#12 — litles and Desighations
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B ASOPs that apply to all practice areas
o 23 Data Quality, 4] Communications,

9 Documentation & Disclosure

SOFS
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assumptions
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other actuary







