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Background Information

GL Insurance Company is a small, stock insurance
company that has been insuring businesses against General
Liability exposures for over 20 years. The company has
insured a stable book of business over the years (essentially
the same group of insureds). The company has been well
managed and has a healthy balance sheet.
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Background Information

e GL Insurance Company has a small actuarial staff headed
by an actuarial student.

eThe department calculated year-end reserves using both
the paid and incurred loss development methods.

e The staff supplements this analysis with the use of
expected loss techniques, if needed.

2010 CLRS




Intermediate Track 3 - GL

Background Information

e |n previous years, the paid and incurred loss projections
were almost identical.

e Recently, differences between the two estimates are
emerging.

e GLIC has employed you, a consulting actuary, to
complete its current reserve certification and to critique the
actuarial work done by GLIC’s actuarial department.

e You begin by examining the work done by GLIC’s
actuarial department.
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Total GL Paid Loss Development
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Total GL Paid Loss Development
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Total GL Incurred Loss Development
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Total GL Incurred Loss Development
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Summary of Loss Development Projections
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Total GL Expected Loss Techniques
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Total GL Loss Development

Total General Liability
Revised Ultimate Losses

Estimated Estimated Estimate Ultimate
Ultimate Losses Required IBNR Loss Ratio

1999

2000

2001

2002

2003 4 9
2004 X 38,965
2005

)

2007

2008 131,861

2009 168,391

Total GL Loss Development

Summary of IBNR Estimates

Total General Liability Paid Estimate (slide 13) 194,909

Total General Liability Incurred Estimate (slide 13) 202,836

GLIC Actuary Selection (average) 198,872

GLIC Carried IBNR Resenes 198,

Indicated Redundancy/(Deficiency)

Next you interview the vice president of each of the
following departments:

e Claims

e Marketing

e Underwriting
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Vice President of Claims

o Staff and procedures have remained the same for as long
as anyone can remember.

e Systems have not changed, and there have been no
accounting or other changes that would have impacted
year-end processing.
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Vice President of Marketing

e The client base is extremely stable.

e Growth has come primarily from increase in business
from existing clients, as opposed to new clients.

e GLIC’s clients represent almost all US distributors of
Widgets.

e These clients are expanding into other areas, generating
the growth in premium.

e Given the company’s understanding of the product and
their sensible approach to pricing (small annual increases),
they have captured and retained their niche market.
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Vice President of Underwriting

e The VP is concerned about the 10% loss ratio (including
DCC) deterioration over the last four accident years.

e They attribute at least part of the problem to the heavier
GL exposures being accepted from their long-term clients.
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Distribution of Earned Premium

Earned Premium ($000)

) (©)]
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168,391 86,337

747,065 250,168
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Vice President of Underwriting

e The underwriting department, with the help of the
actuarial staff, will be conducting separate rate analyses for
Heavy GL versus Light GL later in the year.

e Although the analysis has not yet been completed, the
underwriting department suspects that Heavy GL rates
need to increase by more than the traditional 5% annual
increase taken in previous years for Total GL.

e Loss development triangles by class of business have just
been provided via an ad hoc request to the data processing
department.
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Light GL Paid Loss Development
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Light GL Incurred Loss Development
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Light GL Loss Development

Summary of Loss Development Projections
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Heavy GL Paid Loss Development
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Heavy GL Paid Loss Development

Paid Loss Development Age-to-Age Factors
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Selected  2.685 303 .18 1.122 07€ 1.04
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Heavy GL Paid Loss Development
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eavy GL Incurred Loss Development
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Heavy GL Incurred Loss Development

s - Incurred

Tail Factor x Actual LDF'
(cumulative)

Fitted Data

Broader Data Source

Heavy GL Loss Development

Summary of Loss Development Projections

Cumu\a(lve Estimated Estimate Ultimate
Ummqte LDSSES Loss Ratio
]
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1999 4 .03 2 84.8%
2000 2 46 N 2 88.6%
2 91.0%
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(1) Earned Premium (slide 38)

(2) Expected Loss Ratio

(3) Expected Losses [ (1) x (2) ]

(4) Cumulative Loss Development Factor

of Losses Unpaid/Unreported [ 1-1/ (4) ]

(6) $ of Losses Unpaid/Unreported [ (3) x (5) ]

@ 12/31/09 (slide 38)

Revised Ultimate Losses [ (6) + (7) ]
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Heavy GL Loss Development

Heavy General Liability
Revised Ultimate Losses

Actual Lusses Estimated Estimated Estimate Ultimate
o] @ 12/31 Ultimate Lo: Requ\red IBNR Loss Ratio
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Summary

Summary of IBNR Estimates

Summary of IBNR Estimates

Paid Incurred
Estimates  Estimates
Total General Liability (slide 14) 194,909 202,836

GLIC Actuary Selection (average) 198,872

Sum of Components
Light GL (slide 30) 102,365 103,302

Heaw GL (slide 111,160 111,137

Total GL 213,525 214,439

Selected by Consulting Actuary (average) 213,982

GLIC Carried IBNR Reserves 198,30

Indicated Redundancy/(Deficiency)
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