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Disclaimer 

 © AM Best Company (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS 
PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE 
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR 
RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR 
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT AMB’s PRIOR WRITTEN CONSENT. All 
information contained herein is obtained by AMB from sources believed by it to be accurate and reliable. Because of the possibility 
of human or mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without 
warranty of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in 
whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency 
within or outside the control of AMB or any of its directors, officers, employees or agents in connection with the procurement, 
collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, 
indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if 
AMB  is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information. 
The credit ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the information 
contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to 
purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the 
suitability of any particular financial obligation for a specific purpose or purchaser.  Credit risk is the risk that an entity may not meet 
its contractual, financial obligations as they come due. Credit ratings do not address any other risk, including but not limited to, 
liquidity risk, market value risk or price volatility of rated securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE 
ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY 
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AMB IN ANY FORM OR MANNER 
WHATSOEVER. Each credit rating or other opinion must be weighed solely as one factor in any investment or purchasing decision 
made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study 
and evaluation of each security or other financial obligation and of each issuer and guarantor of, and each provider of credit 
support for, each security or other financial obligation that it may consider purchasing, holding or selling. 
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• Historical Adverse Development 

• Historical and Current Deficiencies 

• Correlation of UW Cycle and Reserving Cycle 

• Rating Perspectives 

16 September 2013 



Historical Adverse Development 

2013 Casualty Loss Reserve Seminar 4 16 September 2013 

U.S. Property/Casualty - Incurred Loss & DCC Development (2002-2011)
One year development for calendar years, accident years as of Dec. 31, 2011

Excludes Mortgage Guranty and Financial Guaranty Segments
($ Billions)

One-Year Reserve Development * Total AY
Accident Development

Year 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Through 2011
Prior 23.5 19.4 19.7 23.1 10.5 9.2 4.5 6.4 5.9 1.6 $123.8
2002 (4.8) 1.7 3.3 1.1 0.5 (0.0) 0.3 0.3 0.1 $2.4
2003 (10.7) (3.4) (1.5) (0.8) (0.3) (0.3) (0.2) (0.2) ($17.3)
2004 (13.6) (4.6) (3.9) (2.6) (2.2) (1.0) (0.5) ($28.3)
2005 (9.9) (5.2) (4.0) (3.4) (2.0) (1.0) ($25.5)
2006 (8.5) (4.8) (3.7) (2.6) (2.0) ($21.6)
2007 (6.2) (4.5) (2.1) (2.4) ($15.2)
2008 (4.1) (2.6) (3.0) ($9.7)
2009 (5.6) (2.7) ($8.4)
2010 (3.4) ($3.4)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Total in Calendar Yr 23.5 14.6 10.8 9.4 (4.4) (8.7) (13.4) (11.5) (9.9) (13.7)

*  Positive values indicate adverse development; negative values are favorable.

EST. 
2012 
(13.0) 
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U.S. Property/Casualty - Estimated Year End Loss and DCC
Reserve Deficiencies (2012)
($ Billions)

Product Line
Excluding 
Discount

Statutory 
Discount

Total 
Deficiency

Workers' Compensation 9.6 18.2 27.8
Other/Products Liability 4.7 1.4 6.1
Reinsurance - Nonproportional Assumed 2.6 2.5 5.1
Commercial Multiple Peril 2.3 0.2 2.5
Commercial Auto Liability 0.4 0.5 0.9
Homeowners -0.2 0.0 -0.2
Medical Professional Liability -2.7 1.0 -1.7
Personal Auto Liability -3.1 0.3 -2.8
All Other Lines -3.2 0.2 -3.0
Total Core Reserves 10.4 24.3 34.7
Asbestos & Environmental 13.7 0.0 13.7
Total 24.1 24.3 48.4

Excludes mortgage guaranty and financial guaranty segments.
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Loss & DCC Reserve Adequacy
By Line of Business

Product Line

Original 
Estimated 
Reserve 

Deficiency @ 
12/11 ($B)

Current 
Estimated 
Reserve 

Deficiency @ 
12/11 ($B)

Estimated 
Reserve 

Deficiency @ 
12/12 ($B)

Workers' Compensation 26.7 26.5 27.8
Reinsurance - Nonprop Assumed 6.0 4.3 5.1
Other/Products Liability 5.3 4.9 6.1
Commercial Multiple Peril 1.7 1.0 2.5
Commercial Auto Liability 0.5 0.4 0.9
Homeowners -0.2 -0.4 -0.2
Personal Auto Liability -1.5 -3.6 -2.8
Medical Professional Liability -3.0 -3.0 -1.7
All Other Lines -2.0 -3.5 -3.0
Total Core Reserves 33.5 26.6 34.7
Asbestos & Environmental 7.4 16.4 13.7
Total 40.9 43.0 48.4

Excludes Mortgage Guaranty and Financial Guaranty segments 
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Loss & DCC Reserve Adequacy

Source

Estimated 
Reserve 

Deficiency @ 
12/12 ($B)

Percent of Total 
Carried 

Reserves
Core Reserves 26.5
Asbestos & Environmental 9.4
Total Composite 35.9 9.8%

Source

Estimated 
Reserve 

Deficiency @ 
12/12 ($B)

Percent of Total 
Carried 

Reserves
Core Reserves 1.2
Asbestos & Environmental 1.4
Total Composite 2.6 2.0%

Source

Estimated 
Reserve 

Deficiency @ 
12/12 ($B)

Percent of Total 
Carried 

Reserves
Core Reserves 7.0
Asbestos & Environmental 2.9
Total Composite 9.9 15.2%

Commercial Lines Composite

Personal Lines Composite

U.S. Reinsurance Composite
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By-Line Reserve Adequacy ($ Billions)
@12/11

Accident Years Discounted Total Reserve
Percent of Reserve Deficiency /

Core 2001 & 2002 - 2006 - 2010 - Deficiency/ Statutory (Redundancy)
Reserve Line Reserves Prior 2005 2009 2011 (Redundancy) Discount (A) Amount %

Workers' Compensation 25.8% $3.0 $1.6 $2.2 $1.9 $8.6 $17.9 $26.5 17.7%
Other / Products Liability 22.7 1.6 1.7 (0.5) 0.7 3.5 1.4 4.9 3.3
Personal Auto Liability 16.8 0.5 0.1 (1.8) (2.7) (3.8) 0.3 (3.6) (3.7)

Reins-Nonproportional Assumed 7.8 1.1 1.2 (0.3) (0.1) 1.9 2.4 4.3 8.6
Commercial Multiple Peril 6.1 0.3 0.4 (0.1) 0.2 0.8 0.2 1.0 2.7

Medical Professional Liability 5.0 0.0 (0.3) (2.1) (1.7) (4.0) 1.0 (3.0) (10.5)
Commercial Auto Liability 4.2 0.1 (0.1) (0.5) 0.4 (0.1) 0.5 0.4 1.6

4.3 0.1 0.0 0.0 (0.6) (0.5) 0.0 (0.4) (1.8)
All Other 7.2 0.1 0.2 (0.7) (3.4) (3.8) 0.2 (3.5) (8.6)

Core Reserves (B) 95.2 6.7 4.9 (3.6) (5.2) 2.7 23.9 26.6 4.5

A&E (C) 4.8 16.4 0.0 0.0 0.0 16.4 0.0 16.4 2.7
Total Loss & DCC Reserves 100.0% $23.1 $4.9 ($3.6) ($5.2) $19.1 $23.9 $43.0 7.2%

(A) Includes both tabular and non-tabular statutory discount.
(B) Source: A.M. Best's proprietary loss reserve model.
(C) Source: A.M. Best's internal A&E study.

Homeowners

Excludes Mortgage Guaranty and Financial Guaranty segments 
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139.6

109.9

72.7
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23.5 17.6 21.5 24.5 30.5

43.0 48.4

 12/02  12/03  12/04  12/05  12/06  12/07  12/08  12/09  12/10  12/11  12/12

Total Industry
Total L&DCC Reserve Deficiencies

in $Billions

Excludes Mortgage Guaranty and Financial Guaranty segments 



Historical Deficiencies 

2013 Casualty Loss Reserve Seminar 11 16 September 2013 

33.4%

24.4%

14.7%

7.3%
4.2% 3.1% 3.7% 4.2% 5.2%

7.2% 8.1%

 12/02  12/03  12/04  12/05  12/06  12/07  12/08  12/09  12/10  12/11  12/12

Total Industry
Total L&DCC Reserve Deficiencies

Excludes Mortgage Guaranty and Financial Guaranty segments 
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7.2

-6.3 -9.1 -3.5
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Excludes Mortgage Guaranty and Financial Guaranty segments 
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Excludes Mortgage Guaranty and Financial Guaranty segments 
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U.S. Property/Casualty – Primary Causes of 
Financial Impairment (1969-2012) 
 

Which one is it? 
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Total US PC Industry

Change in Adjusted NPE Change in Total Prior AY Losses

Correlation Coefficient 0.669098
Correlation Coefficients with Lags:
  1 Year NPE 0.577922

Reserve Change 0.682524
  2 Years NPE 0.173470

Reserve Change 0.601920



UW Cycle and Reserving Cycle 

2013 Casualty Loss Reserve Seminar 16 16 September 2013 

-10.00%

-5.00%

0.00%

5.00%

10.00%

15.00%

Commercial Casualty Composite

Change in Adjusted NPE Change in Total Prior AY Losses

Correlation Coefficient 0.664404
Correlation Coefficients with Lags:
1 Year NPE 0.647235

Reserve Change 0.721852
2 Years NPE 0.479970

Reserve Change 0.557090
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Personal Lines Composite

Change in Adjusted NPE Change in Total Prior AY Losses

Correlation Coefficient 0.522364
Correlation Coefficients with Lags:
1 Year NPE 0.407657

Reserve Change 0.247572
2 Years NPE 0.127222

Reserve Change 0.057181
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• Gross, Ceded, & Net Reserve Leverage 
• Sched P historical runoff 
• Loss Reserve Model estimated deficiency 
• Company supplied reserve review 
• Variablity in strengthening/weakening 
• Impact on 

– Balance Sheet Strength (BCAR) 
– Operating Performance 
– Business Profile (Management ability) 

16 September 2013 
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One Time 
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Charge, 44%
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Yr Adverse 
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56%

Reserve Strengthenings 2001-2009

Sch P Part 2 by company 
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Sch P Part 2 by company 

Larger than 
Previous, 

48%
Smaller than 

Previous, 
52%

Reserve Strengthenings 2001-2009
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Loss and loss-adjustment expense (LAE) reserves are typically the largest liability on a P/C insurer’s balance 
sheet. Any underestimation of those liabilities can result in a material negative impact on the insurer’s 
reported surplus, potentially resulting in adverse rating action.  
 
Reserve changes not only affect the balance sheet, but also A.M. Best’s view of an insurer’s operating 
performance and management team if they differ from expectations.   
 
Adverse reserve development is one of the leading causes of insurer insolvency, and reserve adequacy 
remains a critical rating issue for A.M. Best.  
 
Companies that have demonstrated a history of conservative reserving throughout the underwriting cycle 
should not be materially affected in the analysis of their capital strength.  
 
However, for companies that have shown a volatile history of reserve adequacy, or have focused more on 
market share recently than on rate adequacy, significant reserve deficiencies may have accumulated, and a 
charge for that deficiency will be warranted.  
 
A.M. Best’s view of an insurer’s reserve position can have a material impact on the assessment of an 
insurer’s capital strength. 



Thomas M. Mount, ACAS,MAAA,CERA 
Vice President 

Thank You 

2013 Casualty Loss Reserve Seminar 
Boston, MA 

16 September 2013 
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