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ACTUARY'S’ COMFORT LEVEL

With respect to reserving, actuaries are responsible for protecting their respective client’s or company’s future financial interests, by preparing them for future exposures to pay loss, as well as Defense and Cost Containment (DCC).  Actuaries do this by examining the past (historical data), in order to predict the future.  Perhaps this brings a whole new meaning to “BACK TO THE FUTURE”.

Many actuaries would agree that whether a client's casualty claims experience is good, bad, or ugly, as long as it is consistent the actuary is relatively comfortable with forecasting the future.  So consistency is good, and it produces a comfort level.  Change however, may create an inconsistent environment and make what was once comfortable, uncomfortable.  Whether perceived to be good or bad, change with respect to how casualty claims are administered, and perhaps should, alter an actuary’s future projections.  In today's claim handling environment, CHANGE IS THE NEW CONSTANT! 

THREE BASIC TYPES OF CHANGES

· Organizational (e.g. mergers or acquisitions)

· Operational (e.g., transition from centralized to decentralized)

· Procedural (all sorts of things and our primary focus for today)

NOTES:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

WHEN CHANGE OCCURS ITS BEST TO ASK QUESTIONS

· Actuaries, the questions to ask yourself are:

· Have there been any changes that may give rise to my altering the way I project future losses?

· What are those changes?

· Are those changes good or bad?

· How long have those changes been in effect?

· Is there any evidence that those changes have had an effect, thus far?

· How long should I wait to take notice?
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CHANGE IN REINSURANCE TREATY PROTECTION

· What would you do if?

· An insurer that writes personal and commercial lines automobile insurance has inherited a book of high limits business as a result of an acquisition, and as a result has negotiated an expense part of loss reinsurance treaty.  

Would you project future net losses differently? 

NOTES:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

CHANGE IN DEDUCTIBLE PROGRAM

· What would you do if?

· An insurer minimum deductible for a line of business.  Two major personal-lines carriers did just that with respect to coastal property damage exposures to risk from hurricanes.

Would you project future gross losses differently?  How about net losses? 

NOTES:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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CHANGE IN RESERVING PRACTICES

· What would you do if?

· An insurance company implemented:

· Factor Reserving

· Formula or Statistical Case Reserving

· Bulk Reserving

What are these factor, statistical and/or bulk reserves based on?

· An insurer no longer establishes individual case reserves based on the claim adjuster's evaluation of potential to pay loss, but has commenced utilizing an automated case reserving system (e.g., MIRA  for workers' compensation or Colossus for automobile claims)

What do these revised methods of reserving mean to you, as an actuary? Would you 

project future losses and/or expenses differently? 

NOTES:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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CHANGE IN DEFENSE STRATEGY

· What would you do if?

· A major personal lines insurer has altered its position with respect to paying nuisance value on soft tissue injury, minor impact claims.  Rather than just pay a nuisance value settlement to dispose of the alleged bodily injury claim, the insurer has elected to offer a fair claim settlement offer based on the facts developed during the course of the investigation.  It will deny questionable claims, and is willing to try claims where the amount of medical bills and alleged injuries are disproportionate to the physical evidence (e.g., damage to the subject vehicles).

What does this revised method of handling claims mean to you, as an actuary? Would you project future losses and/or expenses differently? 

NOTES:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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CHANGE IN CATASTROPHIC LOSS - CLAIM SETTLEMENT PRACTICE

· What would you do if?

· An insurer has adopted an aggressive approach to settling potentially large losses by engaging the services of a structured settlement company, in order to settle more claims on an annuity basis.

What does this revised method of handling claims mean to you, as an actuary? Would you project future losses and/or expenses differently? 

NOTES:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

CHANGE IN DATA - DATA INTEGRITY ISSUES

· What do you do if?

· The data you are provided is tainted?


REPORT TITLE OR FUNCTION
1999

COLLISION

CLAIMS

· Industry Comparison Report based on NAII analyses & The Insurer

· Aging Report - Date of Receipt to First Collision Payment 

· Aging Report - Date of Loss to Date of Receipt of Claim

· Paid Collision Claims Reflecting Utilization of Independent Appraisers 


30,714

28,453

26,294

26,601
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CHANGE IN DATA - DATA INTEGRITY ISSUES (CONTINUED)

Base on these differences above, it is difficult for the claim management consultant to determine the insurance company’s average severity for collision losses, because it is difficult to determine what the total paid collision loss for 1999 is divisible by.

How would you as actuaries approach this problem?

NOTES:

______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
CHANGE IN LOSS CONTROL AND CLAIMS HANDLING PRACTICES

· What would you do if?

· A self-insured client over the course of the past two years has:

· Settled and closed 83% of its outstanding claims

· Created separate litigation units, one for workers' compensation and one for all other casualty lines

· Reduced the number of law firms it utilized by 50%

· Reduced its open litigated claims portfolio by 53%

· Reduced TPA Claim Adjusters' claim settlement authority

· Created a "Fast Track" claims handling unit

· Created a "Return to Work" claims handling unit for workers' compensation

· Created a "Subrogation" claims handling unit

· Substituted vendors for workers' compensation (e.g., MCO, Bill Audit Review Organization, etc.)

· Instituted claim reporting reward/penalty program with respect to timely claim reporting (i.e., reward for 24-hour reporting or less: $1,000 penalty for 48-72 hour reporting and $100 per day penalty for claims reported after 72 hours)

· Implemented a quality assurance program to measure compliance against performance standards

· Instituted safety mats program, and non-skid surfaced floors to reduce slip and fall type injuries for patrons and employees alike

· Implemented on-site safety audits of the stores, utilizing a force of 50 field safety examiners 

· Initiated a targeted loss control/safety program that focuses on the types of incidences and injuries that are costing the most money 
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CHANGE IN LOSS CONTROL AND CLAIMS HANDLING PRACTICES (CONTINUED)

What does this revised method of handling claims mean to you, as an actuary? Would you project future losses and/or expenses differently? 

NOTES:

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
· What would you do if?

· A non-standard automobile insurer revised overall claim handling policies and procedures, including:

· Creating a Claim Intake Unit

· Implementing 1-800 Claim Reporting

· Revision of claim workloads

· Creating a Claim Team approach

· Instituting Claim handling performance standards

· Creating a new Policy/Procedures Manual

· Retraining of Claim Department Personnel

· Filling vacated positions

· Installing a rotating call-in phone system

· Implementing a claim review of inactive claims

· Implementing a formula/statistical case reserving system (posting in first five days)


· Requiring all claims to be appropriately reserved within first 180 days

· Requiring case reserve review for appropriateness with each diary

· Initiative to reduce average life of claim

· Initiative to reduce claim severity

· Initiative to reduce average claim pending count

· Implemented automated diary system

· Implemented claim system Aging Reports

· Implemented claim system generated Claim Activity Reports
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CHANGE IN LOSS CONTROL AND CLAIMS HANDLING PRACTICES (CONTINUED)

· Consolidated multiple branch offices

· Re-negotiated fees for:

a) Auto Appraisals

b) Glass Repair

c) Total Loss - Actual Cash Value (ACV) Vendors (e.g., CCC or PDA)

· Negotiated national salvage contract

· Replaced the Actual Cash Value (ACV) vendor

· Selected an Utilization Review (UR) and Preferred Provider Organization (PPO) vendor for Medical Payment (MP) claims

· Implemented an initiative to settle and close out "Old Dogs" - Deadwood" claims that had been pending for far too long, and were becoming far too expensive.

· WITH RESPECT TO THE NON-STANDARD AUTOMOBILE CARRIER:

· GOOD IDEAS? YES?

· DID THEY HELP? Not really

· WHY NOT? Failure to follow through, measure results, and refine processes

· RESULT? Company came under financial supervision of the State Department of Insurance

· LESSON? Not everything is as it seems, or as you were told.  Most multiple change implementation programs are difficult to put into practice and maintain without effective quality control measures.

NOTES:

______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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HOW WELL DO I FOCUS ON CHANGES

· Other questions to ask yourself:

· Do I really pay as much attention to changes as I should?

· Do I enter into a meaningful dialog with key claim handling individuals to find out more about changes?

· Do I really know what questions to ask key claim handlers?

· Do I engage the services of claim management consultants within my own company, or independent claim management consultants to help me ask the questions and get the answers I might need?

· Do I engage the services of a company or independent claim management consultants to conduct an audit to help me determine whether the alleged changes are truly having an effect, or are only just so much rhetoric?

· Do I only think of utilizing a claim management consultant when:

· The client, or one of my business associates asks me if I know anyone who conducts claim audits?

· There is evidence of adverse development that may warrant having a claim professional conduct an audit?

· Could claim audits help me make better predictions, and possibly uncover potential deficiencies in case reserving and/or claim handling practices, that if addressed and corrected, might improve my clients' or my company's ability to handle claims more efficiently?

· Am I interested in improving my clients' or my company's results (e.g., combined loss ratio, profit margin, etc.), or just interested in protecting my clients' or company's interests through my actuarial analyses?

IF YOU HAVE AN INTEREST IN TOTAL CLIENT SERVICE, IT MAY BENEFIT YOU, BUT MORE PARTICULARLY YOUR CLIENTS, OR YOUR COMPANY TO ASK YOURSELF SOME OF THESE QUESTIONS.  

FURTHER, IT MAY PROVE BENEFICIAL TO ENGAGE THE SERVICES OF OTHER PROFESSIONALS, WHO CAN ASSIST YOU IN SECURING THE RIGHT ANSWERS.

YOU WILL WANT TO ADDRESS LOSSES AND DCC WITH A HIGH LEVEL OF CONFIDENCE, IN AN EVER CHANGING CLAIMS ENVIRONMENT. 

IF YOU ARE THE OPINING ACTUARY, YOU WILL WANT BETTER COMFORT LEVEL BEFORE SIGNING OFF ON YOUR OPINION.
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