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1



A tit t N tiAntitrust Notice
• The Casualty Actuarial Society is committed to adhering strictly to• The Casualty Actuarial Society is committed to adhering strictly to 
the letter and spirit of the antitrust laws.  Seminars conducted under 
the auspices of the CAS are designed solely to provide a forum for the 
expression of various points of view on topics described in the 
programs or agendas for such meetingsprograms or agendas for such meetings.  
• Under no circumstances shall CAS seminars be used as a means 
for competing companies or firms to reach any understanding –
expressed or implied – that restricts competition or in any way impairs 
th bilit f b t i i d d t b i j d tthe ability of members to exercise independent business judgment 
regarding matters affecting competition.  
• It is the responsibility of all seminar participants to be aware of 
antitrust regulations, to prevent any written or verbal discussions that g , p y
appear to violate these laws, and to adhere in every respect to the 
CAS antitrust compliance policy.

2



Framing Today’s PresentationsFraming Today s Presentations
Perspectives on Excess Development (CS 18)
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Agenda:Agenda:
Perspectives on Excess Casualty Loss Development

• Importance of getting it right• Importance of getting it right
 The two major company killers: US Liability and US Catastrophe exposure*
 An accumulation of many years of getting it wrong is an avalanche of red ink, or worse

• Overview: ISO Excess Development
 Sources: Sources:

• Aggregated
• Individual Claim / Histories

 Lines/classes of business and volume comparisons
 Types of possible analyses

• Various Excess Analyses
 Aggregate excess LDFs – impact of attachment point
 Company excess LDF – variability (Fast, Med, Slow, Very Slow)
 Report year vs. accident year

C Claim dispersion
 Excess percentiles distributions (boxplots)

• Case Study to Sarah
 Submission vs. Industry Benchmarks
 O th t ILF On path to ILFs
 Expected emergence

* Jeffrey Dollinger – International Reinsurance: The Education of an American Actuary – CAGNY May 2013



Overview: Comparison of ISOOverview: Comparison of ISO 
Excess Loss Development and Trend Sources
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Excess Layer Loss Development Manualsy p
Sample Exhibit



Size of Loss Matrix 
Sample Exhibit



Size of Loss UtilitySize of Loss Utility 
Sample Exhibit



E U b ll D t C il tiExcess Umbrella Data Compilation 
• General Liability and Commercial Automobile data used in ISO ILF reviewsGeneral Liability and Commercial Automobile data used in ISO ILF reviews 
• 2013 release has approximately 10,700 Umbrella/Excess Occurrences

o Includes approximately 1,300 newly settled stat-plan-reported occurrences
o Includes approximately 900 additional "drop-down" occurrences

I f 2012 l hi h i l d d 8 530 Oo Increase from 2012 release which included 8,530 Occurrences
• Data fields include

o State, Accident Year, Payment Lag, Loss Amount, Loss Type
o ALAE amount, Umbrella or Excess Limit, Attachment Point

• Company list included for each data group but not by individual loss record

UXS Claim Counts by Estimated Major Loss Types

Source Auto PremAuto Prem Prod Total
CSP 208 2,577 733 625 4,143
DropDown 140 814 1,075 639 2,668
SpecCall 1,496 0 1,841 550 3,887
Total 1 844 3 391 3 649 1 814 10 698Total 1,844 3,391 3,649 1,814 10,698



Various Excess LDF Analyses
Sample Excess Triangle – OL&T Excess of $100,000 (untrended)
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Various Excess LDF AnalysesVarious Excess LDF Analyses
Sample development factors by Excess Layer
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Various Excess LDF AnalysesVarious Excess LDF Analyses
Sample Dispersion of Company LDFs
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Excess Claim Dispersion
Industry Data SampleIndustry Data Sample
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Excess Percentile Distributions
Industry DataIndustry Data
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Case StudyCase Study
Individual Claims / Histories - Building Blocks (Case Study)
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Excess Loss Development Factors
Scaling Industry BenchmarksScaling Industry Benchmarks
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Excess Percentile Distributions
Case Study SampleCase Study Sample
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Excess Claim Dispersion
Case Study IndicationCase Study Indication
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On the Path to Excess Loss FactorsOn the Path to Excess Loss Factors
Individual Claim at Ultimate Complexities
• Goal: Produce a set (or sets) of individual losses at an ultimate basis (developed, trended,Goal: Produce a set (or sets) of individual losses at an ultimate basis (developed, trended, 
dispersed, and adjusted for other factors). Aggregate or roll-up accounts to produce inputs for a 
curve-fitting routine to benchmark against industry ELFs.  Especially needed in lines or countries 
without good benchmarks 
• Excess Development:

o Evaluate whether company is fast, medium, slow, or extra slow compared to aggregate industry Perhaps 
o Include soft market vs. hard market coverage differentiators (e.g 1997-2001 have different set of agg LDFs per RAA et al) 
o Evaluate large industry portion of development coming in 20+ years (e.g. RAA GL excl mass tort shows significant very late devt) 
o Also for tail considerations, perhaps add on some simulated measure of fresh IBNYR claims 
o Estimate total aggregate layer excess LDFs - credibility weight indicated with scaled industry factors 

Use Report Year if possible with benefit that LDFs aren't so largeo Use Report Year if possible, with benefit that LDFs aren't so large 
o Vary individual excess LDFs by size of loss - do larger claims develop faster or slower? 
o Be careful of large claim trap (e.g. large claims are already large, so may not need additional large LDFs (numerator/denominator issue)
o Evaluate dispersion of development factors; understate variability if apply the same LDF to all claims 
o Apply LDFs to open claims only, and look for off-balance 

• Excess Trend:• Excess Trend:
o Select severity trend factor based upon study by size-of-loss
o Perhaps vary by year 

• Other factors:
o Break apart components of claims into e.g. medical vs. indemnity or economic vs. non-economic 

E l t i t f hi t i l d/ h i li li it
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o Evaluate impact of historical and/or changing policy limits 

• Randomization: Perhaps simulate all of the above effects for different scenario calculations 



On the Path to Excess Loss FactorsOn the Path to Excess Loss Factors
Sample Calculation of Individual Claims at Ultimate
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Case Study
Emergence Information to SarahEmergence Information to Sarah

Treaty 
Year

Adjusted Subject 
Earned Premium

Subject 
Reported 
L&ALAE

Subject 
Reported 
Counts

Severity 
Trend

Frequency 
Trend

Adjusted 
Subject 

Reported 
L&ALAE

Adjusted 
Subject 

Reported 
Counts

XS 
LDF

LDF 
Burn Cost

Cape Cod 
Burn Cost

Selected 
Burn Cost

Selected 
Ultimate 
Adjusted 
Subject 
L&ALAE

2001 26,471,130 0 0 1.657 1.000 51,032 1 1.070 0.21% 0.21% 0.21% 54,6052001 26,471,130 0 0 1.657 1.000 51,032 1 1.070 0.21% 0.21% 0.21% 54,605
2002 25,839,654 121,638 1 1.573 1.000 125,048 1 1.082 0.52% 0.51% 0.52% 135,302
2003 23,751,778 962,293 7 1.484 1.000 1,137,320 7 1.101 5.27% 4.96% 5.27% 1,252,189
2004 24,116,512 548,373 3 1.415 1.000 745,593 4 1.129 3.49% 3.35% 3.49% 841,775
2005 27,085,710 101,634 1 1.335 1.000 101,865 2 1.174 0.44% 0.66% 0.44% 119,589
2006 26,124,453 433,472 1 1.268 1.000 433,472 1 1.249 2.07% 2.04% 2.07% 541,406
2007 32,301,844 383,064 3 1.211 1.000 383,064 3 1.396 1.66% 1.72% 1.66% 534,757
2008 37,808,219 295,429 4 1.154 1.000 372,765 5 1.704 1.68% 1.75% 1.68% 635,1922008 37,808,219 295,429 4 1.154 1.000 372,765 5 1.704 1.68% 1.75% 1.68% 635,192
2009 41,489,120 0 0 1.100 1.000 157,264 1 2.506 0.95% 1.45% 1.45% 600,223
2010 40,992,570 103,942 1 1.049 1.000 104,136 1 6.192 1.57% 1.74% 1.74% 712,519
Total 305,980,990 2,949,845 21 3,611,558 26 1.68% 1.77% 1.77% 5,427,557

Prospecti
ve

2011 40 000 000 1 85% 741 0672011 40,000,000 1.85% 741,067

Selected 2.75% 1,100,000  

Expected Emergence - Pricing Assumptions
PremOps-1 100x100 12 24 36 48 60 72 84 96 108 120 120+

S l t d ATU 6 192 2 506 1 704 1 396 1 249 1 174 1 129 1 101 1 082 1 070Selected ATU 6.192 2.506 1.704 1.396 1.249 1.174 1.129 1.101 1.082 1.070
Selected Cum'l % Reptd 16.1% 39.9% 58.7% 71.6% 80.1% 85.2% 88.6% 90.8% 92.4% 93.5% 100.0%

Selected Incr % Reptd 16.1% 23.8% 18.8% 12.9% 8.4% 5.1% 3.4% 2.3% 1.6% 1.0% 6.5%
Incremental Reported 177,649     261,298   206,593  142,426     92,739    56,263   37,346   24,778   17,544      11,402    71,963        

Cumulative Reported 177,649       438,947     645,540    787,966       880,705   936,968  974,314  999,092   1,016,636   1,028,037 1,100,000     

NB: After each contract is written, the expected ultimate losses, along with reporting, payment, premium, and , p , g p g, p y , p ,
commission patterns reflecting all treaty terms and conditions (e.g. AADs…) should be given to reserving for 
their initial selections and subsequent testing.   For more robust pricing/reserving links and other management 
purposes items like capital usage, expected loss and combined ratios, expected investment income, ROEs and 
other pricing assumptions such as trends, LDFs, rate changes,  and ILFs selected should be given as well.  23





Questions ?Q
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