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Questiohs.

9/12/2017

ssues/cautions
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Why is setting the URR an issue

for 2020/2021 (ASu 2016-13)

. Inabﬂity to pay (credit)
- Willingness to pay (dispute)
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-actice for the URR

s in use today

rve for ultimate amount uncollectible.
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for the current approaches
- part |

ze a loss if probable, then measure it
imate

- Aggregate unit of account == expected loss model
 Individual unit of account s incurred loss model
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\ negative paid loss, reverse the paid loss

Hence uncollectible amounts impact the net
loss reserve (typically a “central estimate”)
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e current approaches
- part 3

pected loss model” when only
seem inappropriate -
likelihood of zero uncollectible ==

red loss model may seem more reasonable
situation.

Bottom line - current practice varies.
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des credit porti on of URR

ires expected loss model for URR (credit)
applicable to URR (dispute)
Effective 2020 for SEC filers, 2021 for others

Includes new disclosures (e.g., URR roll-forward)

9/12/2017 2017 CLRS- URR & FASB requirements



es uncollectibility?

redit risk)
dispute risk)
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ing what to expect (on both sides)

ness relationship (ongoing vs. runoff)
iness of billing

Commutations
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Where have disputes been an issue?

les have been a major source of some

a “minor line”
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lisputes been an issue?

ISpute issues
ered (extra-contractual

eally triggered
g policies/contracts

ssing endorsements
Late notice
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9/12/2017
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9/12/2017

rerience-based method

listic example

experience

200

, 3

1.5%

ed balances* 80

URR reserve setting

%

1.5%

URR

|

*includes both ceded o/s and recoverable

2017 CLRS- URR & FASB requirements

14



. Otherzéise, hard to isolate the two in data

9/12/2017 2017 CLRS- URR & FASB requirements

=Xperience-based methods - issues

15



o-pased methods - issues
2

orts can drag on for years
2 — 2002 billing still in litigation (2016)
ng year? VWrite-off development

do they affect your data? Included in collections or
£? Shown separately? Shown consistently over time?

« Impact on ceded balances? (Reduce ceded outstanding at
time of commutation, or time of billing?)
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9/12/2017

jed billing can affect collection rates AND direct/cede
relationship
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EXperience-based methods
Data collection

e experience-based methods
in 2020 or 2021

OLLECTION SHOULD HAVE ALREADY
STARTED!
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g-based methods

“ept - collectability risk is measured
ial strength) rating

or credit risk,
not dispute risk.
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QQ-based methods

rated Best A/A- today unlikely to default tomorrow
5% may be impaired 10 years from now*

* Best’s Special Report, “Best’s Impairment Rate and Rating Transition Study -
‘ 977 to 2014”, August 21, 2015
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| default

9/12/2017

ng-based methods
Requirements

e

ure ceded billings by:
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[llustrative example:

ating-based methods
le of default rates - lag yr

t rates by rating/lag year

2 3 4 2
0.1%| 0.2%  03% 0.5% 0.6%
02%| 0.5%  09%  1.4% 2.0%
0.7%| 1.8% 29%  4.3% 5.9%
22%|  48%  72%  95%  12.0%

9/12/2017
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[llustrative example:

iIng-based methods
JTransition matrix

End
C d default
1% 0% 0%
93% 3% 1% 0%
1% 10% | 82% 5% 2%
0% 7% 14% | 75% 4%

9/12/2017
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e |

ating-based methods

example, using billings by rating/yr and
defaults by rating/yr

e 2 3 4 5 Til
200 15 10 5 5 55
10 5 5 5 25
ulative Default Rates
a 01%| 0.2% 0.3%|  0.5% 0.6%
c 0.7%| 1.8% 2.9%  4.3% 5.9%
Projected write-offs

0.09 012 018 024 0 0.7

Assumes no recovery given default

9/12/2017
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ating-based methods

Recovery rates given default

Impairment not quite the same as default
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ting-based methods
Dispute risk

uses disputes in your book
that basis

te write-otfs, then judgment
tch for conservatism/optimism
ledge of “trees vs. the forest”

ut for double-counting the risks
Apply one first, then apply the second

E.g., $100 cede, less $2 URR-dispute, leaves $98
exposed to credit risk

.
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ata Issues, Cautions
“100% cede data”

ts may have multiple participants

mmauted or insolvent

e ceded contr
other contracts

of those may become commuted or insolvent

esult, reinsurance system may track
cessions as if never commuted/insolvent (“100%

ceded basis)
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B |
Data Issues, Cautions
Cedes by reinsurer

alances by reinsurer (Sch. F)?
mcollected) - actual bills

ded case - may be known, may be allocation
ed IBNR - higher likelihood of an allocation

y be a rough allocation.

ing a good line split by reinsurer credit rating
e difficult
- No line splits in Schedule F.

Hence amount/timing of cede by reinsurer may be rough
estimate

9/12/2017 2017 CLRS- URR & FASB requirements 29



Issues, Cautions
HIUGEREEE

be substantial

ratios of ceded o/s or ceded billed to direct
o/s or direct paid may not be “apples to apples”
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Issues, Cautions
Consistency

msistent with Cede, Cede
with Gross.

istency with indicated Cede/Gross may not
in consistency with held Cede/Gross.

URR should be consistent with held Cede,
ich should be consistent with held Gross.
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‘method choice

that reasonableness of URR can be
from reasonableness of
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Other - Remote risk of
uncollectibility

er if uncollectibility risk is remote?

‘s estimate of expected credit losses shall include
ure of the expected risk of credit loss even if that risk is remote,

ss of the method applied to estimate credit losses. However, an

not required to measure expected credit losses on a financial asset
of financial assets) in which historical credit loss information
for current conditions and reasonable and supportable forecasts
an expectation that nonpayment of the amortized cost basis is
zero. ...~ (from the new FASB standard on credit impairments)

Answer - Maybe. Ask your accountants.
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9/12/2017

estions
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Appendix - new GAAP disclosures

es by rating
d when updated

sion of reins. receivables risk characteristics

rward of URR, including incurred amount in the
o breakout of current vs. prior AYs), write-offs
overies of previous write-offs.

analysis of past-due amounts.
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