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Changing Environment for Changing Environment for 
ActuariesActuaries

Increased regulatory scrutiny of actuarial work Increased regulatory scrutiny of actuarial work 
indicates a need for actuaries to develop indicates a need for actuaries to develop 
techniques, practices, and communication tools techniques, practices, and communication tools 
relating to loss reserve ranges and uncertainty.relating to loss reserve ranges and uncertainty.
Actuaries need to support disclosures made in Actuaries need to support disclosures made in 
SEC filings regarding reserve ranges, underlying SEC filings regarding reserve ranges, underlying 
assumptions, and uncertainty.assumptions, and uncertainty.
Investors and clients are looking to better Investors and clients are looking to better 
understand the risks associated with all elements understand the risks associated with all elements 
of the insurance sector of the insurance sector –– underwriting, claims, underwriting, claims, 
actuarial, etc. actuarial, etc. –– and how these disciplines and how these disciplines 
interact.interact.
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Input From Other Departments is Critical Input From Other Departments is Critical 
to the Actuarial Reserving Processto the Actuarial Reserving Process
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Interaction With Claims Interaction With Claims 
DepartmentDepartment

Need to identify any changes in:Need to identify any changes in:
Claim handling and/or case Claim handling and/or case 
reserving philosophyreserving philosophy
Claim settlement philosophyClaim settlement philosophy
Use of outside adjustersUse of outside adjusters
Average adjuster caseloadAverage adjuster caseload
See Appendix B in BerquistSee Appendix B in Berquist--
Sherman paper (PCAS 1977).Sherman paper (PCAS 1977).
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Interaction With Claims Interaction With Claims 
Department Department -- ExampleExample

New head of WC claims department  New head of WC claims department  
expressed concern about a report showing expressed concern about a report showing 
1,000 claims open 4+ years, but not coded 1,000 claims open 4+ years, but not coded 
as Permanent Total (PT).as Permanent Total (PT).
He told claim handlers they would have to He told claim handlers they would have to 
explain any claims remaining on that report explain any claims remaining on that report 
at the end of the month.at the end of the month.
Miraculously, there were about 1,000 new Miraculously, there were about 1,000 new 
PT claims at the end of the month, each with PT claims at the end of the month, each with 
a significant increase in case reserves.a significant increase in case reserves.
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Interaction With Underwriting Interaction With Underwriting 
DepartmentDepartment

Need to identify any changes in:Need to identify any changes in:
Underwriting guidelinesUnderwriting guidelines
Book of business (e.g., class mix, Book of business (e.g., class mix, 
coverages, average policy limit, coverages, average policy limit, 
use of deductibles)use of deductibles)
Primary vs. excess businessPrimary vs. excess business
See Appendix B in BerquistSee Appendix B in Berquist--
Sherman paper (PCAS 1977).Sherman paper (PCAS 1977).
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Interaction With Underwriting Interaction With Underwriting 
Department Department -- ExampleExample

Company had been assuming the first Company had been assuming the first 
$250,000 of each Auto Liability claim.$250,000 of each Auto Liability claim.
On July 1On July 1stst the company began writing the company began writing 
the business on a direct basis, at full the business on a direct basis, at full 
policy limits.policy limits.
The average policy limit tripled, which The average policy limit tripled, which 
had a sizeable impact on LDFhad a sizeable impact on LDF’’s and s and 
claim severity.claim severity.
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Actuarial Analyses Can Be Improved Actuarial Analyses Can Be Improved 
Based on Input From Claims and Based on Input From Claims and 

Underwriting ReviewsUnderwriting Reviews
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Examples of Claims and Examples of Claims and 
Underwriting ReviewsUnderwriting Reviews

Product/Business ReviewProduct/Business Review
Underwriting Operations Review Underwriting Operations Review 
Market Assessment/OutlookMarket Assessment/Outlook
Risk Management Assessment Risk Management Assessment 
Due DiligenceDue Diligence
Commutation DecisionsCommutation Decisions
Case Reserving PracticesCase Reserving Practices
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What is a Product/Business What is a Product/Business 
Review?Review?

Key Factors Include:Key Factors Include:
CoverageCoverage
Price Price 
MarketingMarketing
UnderwritingUnderwriting
ServiceService
ControlsControls
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Product/Business Review Product/Business Review --
Example Example 

Unique product designed to control GL Unique product designed to control GL 
losses & LAE for construction losses & LAE for construction 
exposuresexposures
Review suggested by actuary Review suggested by actuary 
Carrier wanted to confirm ACarrier wanted to confirm A--OK before OK before 
proceeding with growthproceeding with growth
Review focused on product, including Review focused on product, including 
design of coverage, controls, etc.design of coverage, controls, etc.
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Product/Business Review Product/Business Review --
Outcome Outcome 

Product found to be solid and well Product found to be solid and well 
controlledcontrolled
Made recommendations for Made recommendations for 
improvements in policy formimprovements in policy form
Actuary left with greater comfort level Actuary left with greater comfort level 
about reserve ranges    about reserve ranges    
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What is an Underwriting What is an Underwriting 
Operations Review? Operations Review? 

Key Factors Include:Key Factors Include:
Business strategy and underwriting Business strategy and underwriting 
policypolicy
Evaluation of risk operations and Evaluation of risk operations and 
exposures exposures 
Loss control/risk managementLoss control/risk management
Risk selection within classRisk selection within class
Application of rates and rating plansApplication of rates and rating plans
Coverage (policy forms, Coverage (policy forms, 
endorsements, exclusions, limits, subendorsements, exclusions, limits, sub--
limits)    limits)    
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What is an Underwriting What is an Underwriting 
Operations Review (contOperations Review (cont’’d.)?d.)?

Key Factors Include (contKey Factors Include (cont’’d):d):
Controls (e.g., authority and referral)Controls (e.g., authority and referral)
Distribution management Distribution management 
Portfolio managementPortfolio management
Use of reinsuranceUse of reinsurance
Performance monitoringPerformance monitoring
Regulatory compliance    Regulatory compliance    
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Underwriting Operations Underwriting Operations 
Review Review –– ExampleExample

StartStart--up Bermuda reinsurer desired up Bermuda reinsurer desired 
second opinion on loss reservessecond opinion on loss reserves
Actuarial objective was to incorporate Actuarial objective was to incorporate 
business analysis of portfolio business analysis of portfolio 
exposures  exposures  
Review done jointly by actuary and  Review done jointly by actuary and  
underwriter, focused on sample of underwriter, focused on sample of 
higher risk contracts higher risk contracts 
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Underwriting Operations Underwriting Operations 
Review Outcomes Review Outcomes 

Need for improved pricing benchmarksNeed for improved pricing benchmarks
Failure to price for some catastrophic Failure to price for some catastrophic 
exposuresexposures
No formal means to manage exposure No formal means to manage exposure 
accumulationsaccumulations
Explicit risk charge needed for certain Explicit risk charge needed for certain 
risks (e.g., risks (e.g., MGAsMGAs, start, start--ups)ups)
No underwriting audits to verify No underwriting audits to verify 
worthiness of risks assumedworthiness of risks assumed
Underwriting input enabled actuary to Underwriting input enabled actuary to 
better assess needed reserve levelsbetter assess needed reserve levels
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What is a Claim Review? What is a Claim Review? 
Understanding management Understanding management 
philosophies and stated practicesphilosophies and stated practices
Determining whether claim practices Determining whether claim practices 
conform to management goalsconform to management goals
Review of claim files and interview of Review of claim files and interview of 
key personnel to evaluate claim key personnel to evaluate claim 
handling (e.g., experience, workload, handling (e.g., experience, workload, 
intake, investigation, reserving, intake, investigation, reserving, 
mitigation, negotiation, resolution)mitigation, negotiation, resolution)
Individual case reservingIndividual case reserving
Comparison to industry or best Comparison to industry or best 
practicespractices
Assistance with financial strategiesAssistance with financial strategies
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Claim Review Claim Review –– Examples of Examples of 
Individual Case ReservingIndividual Case Reserving

Particular Claims Particular Claims -- few open few open 
claims, questionable values, claims, questionable values, 
unique claimsunique claims
Changes in claims handling in Changes in claims handling in 
general, or case reserving general, or case reserving 
practices in particularpractices in particular
Comparison to industryComparison to industry
Changes in legislationChanges in legislation



Milliman 
20

Individual Case Reserving Individual Case Reserving ––
OutcomesOutcomes

Additional (and possibly more accurate) Additional (and possibly more accurate) 
approach to traditional methodsapproach to traditional methods
Produce a rangeProduce a range
Add perspective; reasonableness test of LDF Add perspective; reasonableness test of LDF 
selectionsselections
Explicit adjustments for large or unusual Explicit adjustments for large or unusual 
claim experienceclaim experience
Educate endEducate end--users regarding the users regarding the 
assumptions and uncertainties inherent in assumptions and uncertainties inherent in 
reserve estimatesreserve estimates
Uncover mistakes/mishandlingUncover mistakes/mishandling
Advise and suggest improvements to Advise and suggest improvements to 
increase efficiency, increase effectiveness, increase efficiency, increase effectiveness, 
add valueadd value



Milliman 
21

Claim Review Claim Review -- Examples of Examples of 
Assistance with Financial Assistance with Financial 

StrategiesStrategies

CommutationsCommutations
NovationsNovations
Impacts of changes in claim Impacts of changes in claim 
practicespractices
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Financial Strategies Financial Strategies ––
OutcomesOutcomes

Determining ranges upon which Determining ranges upon which 
to base effective negotiationsto base effective negotiations
Identify Identify ““outliersoutliers”” and enable and enable 
bifurcated agreementsbifurcated agreements
Educate carriers on creative Educate carriers on creative 
alternative resolution strategiesalternative resolution strategies
Look ahead Look ahead –– examine the examine the 
potential impacts of decisionspotential impacts of decisions
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What is Due Diligence? What is Due Diligence? 
Intensive multiIntensive multi--disciplinary review disciplinary review –– beyond beyond 
the numbersthe numbers
Involves underwriting, operational, claims, Involves underwriting, operational, claims, 
actuarial, reinsurance, and systemsactuarial, reinsurance, and systems
Addresses key issues:  balance sheet, Addresses key issues:  balance sheet, 
operating profitability, viability of franchiseoperating profitability, viability of franchise
Each deal is unique; need to tailor resources Each deal is unique; need to tailor resources 
and approachand approach
All potential deals have skeletons; need to All potential deals have skeletons; need to 
find and address the critical onesfind and address the critical ones
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Skeletons Skeletons 
Underwriting of problematic exposuresUnderwriting of problematic exposures
Inadequately priced businessInadequately priced business
Mass torts or emerging claim trendsMass torts or emerging claim trends
Lack of control over claimsLack of control over claims
Changes inChanges in claims handling or reservingclaims handling or reserving
Lack of compliance with filed rates and Lack of compliance with filed rates and 
underwriting programsunderwriting programs
Improper loss ratio and reserve assumptionsImproper loss ratio and reserve assumptions
Lack of franchise product (vs. commodity)Lack of franchise product (vs. commodity)
Uncollectible reinsuranceUncollectible reinsurance
OverOver--reliance on key personnelreliance on key personnel
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Represented potential buyer of an insurance Represented potential buyer of an insurance 
company writing business through MGA company writing business through MGA 
programs.programs.
Review consisted of actuarial, underwriting Review consisted of actuarial, underwriting 
and claims.and claims.
From prior experienceFrom prior experience……MGAsMGAs / programs / programs 
must be managed closely.must be managed closely.
Findings were mixed: reserve review Findings were mixed: reserve review 
appeared favorable, but could not reflect appeared favorable, but could not reflect 
weaknesses in underwriting/claims practices weaknesses in underwriting/claims practices 
and controls.and controls.

Due Diligence Due Diligence –– Example 1Example 1
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Due Diligence Due Diligence –– Example Example 11
Most senior management appeared strong, with Most senior management appeared strong, with 
a good strategya good strategy
Underwriting review indicated prior weaknesses Underwriting review indicated prior weaknesses 
and ongoing concerns with growth and ongoing concerns with growth 
management, control over management, control over MGAsMGAs, performance , performance 
monitoring, and needed junior staffmonitoring, and needed junior staff
Claims review indicated a lack of controls over Claims review indicated a lack of controls over 
TPAsTPAs and overall claims management and overall claims management 
practices, inconsistencies among data sources practices, inconsistencies among data sources 
and data collection/maintenance concernsand data collection/maintenance concerns
General lack of management information and General lack of management information and 
systems controlssystems controls
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Buyer qualified bid based on the Buyer qualified bid based on the 
qualitative findingsqualitative findings
Educated buyer about the Educated buyer about the 
potential risks and the impact the potential risks and the impact the 
findings had on the value of the findings had on the value of the 
acquisitionacquisition

Due Diligence Due Diligence –– Outcome Outcome 11
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Due Diligence Due Diligence –– Example Example 22
The target company had recently been The target company had recently been 
formed as the merger of two insurance formed as the merger of two insurance 
companies (ABC and XYZ).companies (ABC and XYZ).
Prior to that merger, ABCPrior to that merger, ABC’’s case s case 
reserving philosophy was to set the case reserving philosophy was to set the case 
reserves at the probable ultimate as reserves at the probable ultimate as 
soon as possible.soon as possible.
XYZXYZ’’ss case reserving approach was to case reserving approach was to 
stair step.stair step.
The target company claimed that they The target company claimed that they 
had implemented the ABC case had implemented the ABC case 
reserving philosophy (i.e., probable reserving philosophy (i.e., probable 
ultimate) throughout the organization.ultimate) throughout the organization.
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Due Diligence Due Diligence –– Example Example 22
The chief actuary of the target company The chief actuary of the target company 
assumed that the case reserving change assumed that the case reserving change 
had been implemented and applied the had been implemented and applied the 
old ABC development factors to the old ABC development factors to the 
combined data. combined data. 
A claim review discovered that the A claim review discovered that the 
former XYZ claims offices were still stair former XYZ claims offices were still stair 
stepping (i.e., the probable ultimate stepping (i.e., the probable ultimate 
philosophy had not actually been philosophy had not actually been 
implemented).implemented).
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Due Diligence Due Diligence –– Outcome Outcome 22
The old stair stepping (slower) The old stair stepping (slower) 
development factors needed to be development factors needed to be 
applied to the losses handled by the old applied to the losses handled by the old 
XYZ claim offices.XYZ claim offices.
The implied reserve deficiency was The implied reserve deficiency was 
significant.significant.
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Due Diligence Due Diligence –– Example Example 33
Target company claimed to have Target company claimed to have 
completely stopped writing coverage for completely stopped writing coverage for 
Contractors Contractors -- due to Construction Defect due to Construction Defect 
(CD) claims.(CD) claims.
They produced a memo that had gone They produced a memo that had gone 
out to all underwriting departments out to all underwriting departments 
instructing them to cease writing instructing them to cease writing 
Contractor business.Contractor business.
As part of the underwriting due diligence, As part of the underwriting due diligence, 
it was discovered that an office in one it was discovered that an office in one 
state was still writing a significant state was still writing a significant 
amount of Contractor business from an amount of Contractor business from an 
MGA in that state.MGA in that state.
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Due Diligence Due Diligence –– Example Example 33

The Home Office underwriting The Home Office underwriting 
manager was not aware that this manager was not aware that this 
business was still being written.business was still being written.
The target companyThe target company’’s actuary had s actuary had 
assumed that the future claim assumed that the future claim 
emergence on CD would fall off emergence on CD would fall off 
quickly, due to the change in quickly, due to the change in 
underwriting.underwriting.
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Due Diligence Due Diligence –– Outcome Outcome 33

There was a sizeable reserve 
deficiency implied for CD claims.
Buyer lowered its offer.
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NonNon--Actuarial Services Actuarial Services 
Enhance the Role and Enhance the Role and 
Status of the Actuary   Status of the Actuary   

Improve quality of actuarial Improve quality of actuarial 
productproduct
Reduce variability of resultsReduce variability of results
Increase ability to effectively Increase ability to effectively 
communicate findings, communicate findings, 
assumptions, and limitationsassumptions, and limitations
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Output From the Actuarial Review can Output From the Actuarial Review can 
be Used as Input to Asset Managersbe Used as Input to Asset Managers
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Questions?Questions?


