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CAS Antitrust Notice

• The Casualty Actuarial Society (CAS) 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 
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 the 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 appear to violate these laws, and to 
adhere in every respect to the CAS antitrust compliance policy



Panelists

• Robert Wolf, Moderator

• Panelists
• Chester Szczepanski (Donegal 

Insurance Group)

• Michael Lagomarsino (AM Best)



Ground Rules



Ground Rules

• We’ll try to provide an open forum

• Panelists provide perspectives from:
• Chief Actuary/Company Management/ERM

• Rating Agency

• Former Regulator

• Your perspectives



IL-Liquidity:
Some Pennsylvania Experience

Chet Szczepanski FCAS, MAAA



Pennsylvania Experience

 PIC

 PHICO

 Legion

 Reliance

 L T C

 SWCF



Pennsylvania Experience

PIC:

◼ Medical malpractice writer

◼ Discounted reserves 

◼ Reserve deficiencies

◼ Downgraded

◼ Doctor’s did not care

◼ Interest rates rise 

◼ Bond Prices Drop

◼ Speed Up in Court Decisions

◼ RBC caught them!



Pennsylvania Experience

PHICO:

◼ Medical malpractice writer

◼ Rapid expansion into new 

markets

◼ Reserve deficiencies

◼ Downgraded



Pennsylvania Experience

PHICO (continued):

◼ Significant investment in 

new, large corporate campus

◼ Expanded into new markets

◼ Doctors did not care

◼ Cash flow issues



Pennsylvania Experience

Legion:

◼ Multi-line writer

◼ Business was rating sensitive

◼ Heavily leveraged by 
reinsurance

◼ Downgraded



Pennsylvania Experience

Legion (continued):

◼ Claims management 
decentralized at Managing 
General Agency level

◼ Reserves?

◼ Liquidity, liquidity, liquidity???



Pennsylvania Experience

Reliance:

◼ Multi-line writer

◼ Business very rating sensitive

◼ Heavily leveraged by 

reinsurance

◼ Heavily leveraged by holding 

company debt



Pennsylvania Experience

Reliance (continued):

◼ Unicover 

◼ Reserve deficiencies

◼ Downgraded!

◼ Statutory Deposits

◼ IL-liquidity, IL-liquidity, IL-

liquidity!



Pennsylvania Experience

Frequent Themes:

◼ Reserve deficiencies

◼ Ratings downgrades

◼ Reinsurance Leverage

◼ Financial Stressors

◼ Cash flow challenges

◼ IL-Liquidity! Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Liabilities Surplus



P&C Industry Asset Distribution 
for 2001

P & C Industry Asset Distribution for 2001

54%

18%

0%

1%

5%

4%

9%

2% 2% 5%

Bonds

Stocks

Mortgage Loans on Real Estate

Real Estate

Cash

Other Invested Assets

Agents Balances

Reinsurance Recoverables 

Income Tax Recoverables

Other Assets



P&C Industry  Invested Asset Distribution for 2001
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Reinsurance Leverage

Reliance Asset Distribution
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Reinsurance Leverage

 Add rating sensitive 

business

 Mix in a downgrade

 $1,000,000,000 or more in 

Statutory Deposits

 $500,000,000 in one Stock

 IL-Liquidity?



Reinsurance Leverage

Reliance Asset Distribution

24%

6%

70%

Bonds

Stocks

Reinsurance Recoverables
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Pennsylvania Experience

Long Term Care Provider:

◼ Contract Price to be honored for 
life of contract

◼ Initial offering substantially 
underpriced to gain market share

◼ Sought regulatory approval to 
collect subsidy in new policies 
for prior inadequacy



Pennsylvania Experience

State Workers Compensation 

Facility:

◼ Insurer of last resort

◼ Significant Surplus ‘borrowed’ 
by Government to pay off 
Unemployment debt to federal 
government

◼ Remained Liquid!



Conclusions?

 Risk elements to 

liquidity always exists

 Some are naturally 

occurring 

 Some are artificially 

created

 Interactions can lead to 

disastrous results



Insight?

Risk elements 

must be identified 

and managed!



Our Insight, Your Advantage™

Liquidity Risk Management and Capital Adequacy Assessment

Michael Lagomarsino, CFA, FRM, Senior Director, 11/10/2020

CAS Annual Conference



Our Insight, Your Advantage™

Outline

AM Best’s Ratings Process

AM Best’s Liquidity Analysis  

Sources and Uses of Liquidity

Additional Analytical Factors Impacting Liquidity

AM Best Stress Testing

Current Observations on Liquidity

COVID-19 Impact on Industry
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Our Insight, Your Advantage™

AM Best’s Definition of Liquidity

Liquidity measures an insurer’s ability to meet anticipated short- and long-term 
obligations to policyholders and other creditors when due

Liquidity depends on the degree to which financial obligations can be satisfied 
by holding cash, sound, diversified and liquid investments and operating cash 
flows

A high degree of liquidity helps an insurer meet unexpected cash needs without 
the untimely sale of investments or fixed assets (“buy and hold”)

Liquidity is the first line of defense against adverse pressures (internal or 
external)
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Our Insight, Your Advantage™

BCRM Building Block Approach
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Baseline

Balance 

Sheet 

Strength

Baseline

Operating 

Performance

(+2/-3)

Business 

Profile

(+2/-2)

Enterprise Risk 

Management

(+1/-4)

Comprehensive 

Adjustment

(+1/-1)

Rating 

Lift/Drag

Issuer Credit 

Rating

Country Risk

Maximum + 2

Liquidity impacts a number of building blocks; Namely Balance Sheet Strength and ERM 



Our Insight, Your Advantage™

AM Best’s Liquidity Analysis

Holistic approach that examines liquidity at a rating unit and hold co.  

Cash flows are reviewed since they can meet some liquidity needs 

Liquidity resources at holding company 

Monitor access to the capital markets and other sources of liquidity

Evaluate the quality, market value and diversification of assets

Discussions with management on how the company would react in a stress scenario and immediate and cash demands 
as part of analysis

• A company’s liquidity policy should not only address known uses but incorporate a strategy for handling stress scenarios
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Our Insight, Your Advantage™

Sources & Uses of Liquidity

Sources

• Operating cash flow

• Cash and short term investments

• Diversified high quality of 
investment portfolio

• Bank lines of credit

• Access to Federal Home Loan 
Bank

• Contingency capital facilities

Uses

• Claims including under stress events

• Short-term debt and current portion 
of long-term debt

• Servicing cost of borrowings 

• Contingent liabilities

• Off balance sheet financing 
obligations

• Common stock dividends or buy-
backs
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Our Insight, Your Advantage™

Additional Analytical Factors Impacting Liquidity

Quality and Appropriateness of Reinsurance Programs

• Pay particular attention to dependency and concentration of reinsurers

• Cash call provisions

Adequacy of Loss Reserves

Financial and Operating Leverage

Quality of Capital

Fungibility of Capital 

31



Our Insight, Your Advantage™

AM Best Stress Testing

Analysts run stress tests scenarios to ensure adequate level of capitalization and liquidity

• Natural catastrophe stress test

• Terrorism risk stress test 

• Surety stress test

AMB runs stress tests on rated companies for systemic events

• COVID-19 

The level of acceptable drop in BCAR scores between the standard BCAR and stress tested 
BCAR is driven by:

• Financial flexibility and liquidity throughout the enterprise

• Group’s ability to generate consistent earnings to replenish capital 
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Our Insight, Your Advantage™

Stressed BCAR Interpretation
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Our Insight, Your Advantage™

Current Observations on Liquidity 

Despite lower interest rates and pressures on top line cash flows remain solid 

Investment portfolios maintain solid liquidity and high credit quality

Industry is well capitalized and has strengthened capital management practices

• Many companies have halted share buy-backs

• Raised capital via senior debt (pre-fund debt maturing over 24 months) and equity

• Access to bank lines of credit and growing participation in FHLB 

Industry strengthened risk management practices learning from past events 

• Continue to run stress testing alongside liquidity impacts

• ORSA 
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COVID-19 Impact on 

the Insurance Industry
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Our Insight, Your Advantage™

COVID-19 Questionnaire – March 2020

COVID-19 impact on company operations

Stress test scenarios modelled for pandemic risk

Planned adjustments to 2020 financial projections

Changes to product assumptions
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Our Insight, Your Advantage™

COVID-19 Questionnaire – Responses

Business continuity plans in effect

Updates to projections or assumptions

Strong levels of capital and liquidity

Concern about legislative activism

Uncertainty the common theme
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Our Insight, Your Advantage™

COVID-19 Stress Testing – Adjustments 
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Available Capital

• Soft capital

• Hybrid debt

Assets

• Bonds

• Mortgage loans

• Common stocks

• Real estate

• Alternative assets



Our Insight, Your Advantage™

COVID-19 Stress Testing – Global View

US insurance industry is well capitalized
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Our Insight, Your Advantage™

Liquidity Assessment

• Review of liquidity involves dialogue with insurers

- Review cash needs the next 12-18 months at holding company

- Understand drawdown of credit facilities, LOCs – update to leverage calcs

- Examine company’s own liquidity stress

• Companies reevaluating dividends and share repurchase

• Significant liquidity injected into the market by Fed and others
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Our Insight, Your Advantage™

COVID-19 Stress Testing – Property / Casualty Results
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Key Exposures

• Outsized equity or 
alternative asset 
exposure

• Concentrations in 
certain lines of 
business

Results

• BCARs generally 
declined <10%

• No credit for risk 
mitigation

BCAR/Liquidity

• ‘Strongest’ 
Capitalisation

• Sound Liquidity

• Good access to 
financial markets

• Risk mitigation in 
place

Status

• Some lines will see 
spike in claims

• Other lines will see 
reduced frequency

• Capital management

• Close monitoring of 
interpretation of 
contract language



Our Insight, Your Advantage™

COVID-19 Stress Testing – Follow Up Steps
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Follow up Steps Key Themes to Monitor

• Additional information to refine BCAR • Possible resurgence of pandemic

• Evaluate mitigating factors • Spikes in claims activity

• Assess impact on other building blocks • Deterioration of financial markets

• On-going surveillance • Business continuity issues

• Monitor macro-economic conditions • Potential liquidity strain

• Rating Committee • Interpretation of contract language



© AM Best Company, Inc. (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND

NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,

REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY

MEANS WHATSOEVER, BY ANY PERSON WITHOUT AMB’s PRIOR WRITTEN CONSENT. All information contained herein is obtained by AMB from sources believed by it to be

accurate and reliable. AMB does not audit or otherwise independently verify the accuracy or reliability of information received or otherwise used and therefore all information

contained herein is provided “AS IS” without warranty of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in whole

or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AMB or any of its directors,

officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or

(b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if AMB is advised in advance of the

possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings, financial reporting analysis, projections, and other observations, if

any, constituting part of the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase,

sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any particular financial obligation for a specific

purpose or purchaser. Credit risk is the risk that an entity may not meet its contractual, financial obligations as they come due. Credit ratings do not address any other risk,

including but not limited to, liquidity risk, market value risk or price volatility of rated securities. AMB is not an investment advisor and does not offer consulting or advisory services,

nor does the company or its rating analysts offer any form of structuring or financial advice. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,

COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR

MADE BY AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit rating or other opinion must be weighed solely as one factor in any investment or purchasing decision

made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study and evaluation of each security or other financial

obligation and of each issuer and guarantor of, and each provider of credit support for, each security or other financial obligation that it may consider purchasing, holding or selling.

Our Insight, Your Advantage™
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Some Core Principles



Q & A

Discussion


