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Excess Loss Development – Making use of client data
Why is it important to use client data, anyway?

• How pricing can vary from client to client.

• Traditional excess of loss experience rating

• Observing patterns is sparse or volatile excess triangles.

• Reflecting client patterns in excess of loss pricing.

• Individual claim developmentIndividual claim development
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Excess Loss Development – Making use of client data
Why is it important to use client data, anyway?

Should pricing reflect individual client loss propensities?

Audience shout out your views and reasons.

Excess Loss Development – Making use of client data
Why is it important to use client data, anyway?

What factors “drive” excess loss development?

Or

What factors distinguish a loss development pattern from account to account? 

Audience shout out loss development drivers.Audience shout out loss development drivers.
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Excess Loss Development – Making use of client data
Why is it important to use client data, anyway?

How do claims practices differ from insurer to insurer,

and how does this affect excess loss development patterns?

Audience shout out claim reserving philosophies

and

other claims practices that affect loss development patterns

Excess Loss Development – Making use of client data
Why is it important to use client data, anyway?

An important take-away …

the excess development pattern of any given account is strongly determined by

the characteristics of that given book of business

andand

the claims management practices of the particular insurer.
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Excess Loss Development – Making use of client data
Why is it important to use client data, anyway?

Traditional excess of loss experience rating pricing strategy:

Apply the concept of credibility

to excess loss development patterns

similarly to

expected loss selections.

Excess Loss Development – Making use of client data
Sparse triangle – can I use this client information?

Typical excess triangle -- age-to-age factors don’t show a clear pattern.
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Excess Loss Development – Making use of client data
Sparse triangle – can I use this client information?

Select based on the cumulative development pattern

Excess Loss Development – Making use of client data
Sparse triangle – can I use this client information?

These reported losses are jumping all around.  Can I use this?
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Excess Loss Development – Making use of client data
Sparse triangle – can I use this client information?

Smoothing by 2-year age-to-age factors (1 of 2).

Excess Loss Development – Making use of client data
Sparse triangle – can I use this client information?

Smoothing by 2-year age-to-age factors (2 of 2).
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Excess Loss Development – Making use of client data
Sparse triangle – can I use this client information?

Capture the full development in making manual adjustments.

Excess Loss Development – Making use of client data
Sparse triangle – can I use this client information?

Finish it up by swapping link ratios, preserving the full development.
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Excess Loss Development – Making use of client data
Smoothing the losses to reveal a pattern

Here is an algorithm that produces monotonically increasing values within a row.

Excess Loss Development – Making use of client data
Smoothing the losses to reveal a pattern

Here is an algorithm that produces monotonically increasing values within a row.
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Excess Loss Development – Making use of client data
Why we did all this – credibility weighting client pattern

After making your judgments with client data, credibility weight with benchmark

Given this triangle with a development pattern that is less than obvious, what LDFs 

do we ultimately use?

Excess Loss Development – Making use of client data
Why we did all this – credibility weighting of client pattern

After making your judgments with client data, credibility weight them
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Excess Loss Development – Making use of client data
Individual claim development – watch out!

Actuaries may find applications where it is useful to use individual claims that 

must be developed to ultimate … 

A lti t it f f it th d• Average ultimate severity for frequency – severity method

• Trend factors analysis

• Size of loss distribution fitting

• Traditional excess of loss experience rating ???

• Reported Losses versus Open Claims ???

Excess Loss Development – Making use of client data
Individual claim development – watch out!

Actuaries may find applications where it is useful to use individual claims that 

must be developed to ultimate … 

Pitfall: An excess of loss layering method where individual large lossesPitfall:  An excess of loss layering method where individual large losses 

1. are developed to ultimate using average age-to-ultimate loss 

development factors (e.g. one LDF for each Accident Year); and

2. are then layered and aggregated for calculating averages

has a systemic bias, understating expected losses in higher layers, 

while overstating losses below.

When developing individual claims, the variation of LDFs around the average 

must be taken into consideration in order to capture losses that will develop 

beyond a given layer attachment point.
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Excess Loss Development – Making use of client data
Individual claim development – watch out!

Solution:  Use a stochastic methods to capture the excess layer expected loss

Excess Loss Development – Making use of client data
Individual claim development – watch out!

Step 1:  Original database
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Excess Loss Development – Making use of client data
Individual claim development – watch out!

Step 2:  Create database of “large” losses representative of desired LDFs

Excess Loss Development – Making use of client data
Individual claim development – watch out!

Step 3:  Calc individual claim cumulative LDFs
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Excess Loss Development – Making use of client data
Individual claim development – watch out!

Step 4:  Analyze the LDF distribution

Excess Loss Development – Making use of client data
Individual claim development – watch out!

Step 5:  Simulation of potential ultimate losses  (brute force)

Generate random lookup of LDFs for each claim.
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Excess Loss Development – Making use of client data
Individual claim development – watch out!

Step 5: Simulation of potential ultimate losses  (brute force)

Random ultimate losses, layered, with average for each claim.

Excess Loss Development – Making use of client data
Individual claim development – watch out!

Step 5:  Result of stochastic approach compared to deterministic
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Excess Loss Development – Making use of client data
Individual claim development – watch out!
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