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Goals of today’s presentation

Keep the attention of everyone

Provide valuable insights on the topic

Have fun

(and give an idea about an alternative way of presenting)
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What others think actuaries do

Actuaries

What ot!\er actuaries What I think I do What | actually do
think | do

Ryan McAIIister, FFIC in 2010 (http://online.wsi.com/article/SB10001424052748703580904574638321841284190.html)



http://online.wsj.com/article/SB10001424052748703580904574638321841284190.html

Description vs. illustration

It is much easier to understand something

illustrated than something described

Home = Collections > International Space Station

Weird fact of the day: You can’t ery in space

May =5, 2011
Totally awesome fact we learned today:
¥ou can't cry in space. Really.

Here's how we found that out.

Astronaut Andrew Feustel gotwatery eyes during a spacewalk,
but no tears... (PAGENCE FRANCE PRESSE/GETTY...)

& BIrecommend | [944] | wr Tweet | 71 )ll more | (][ & B E) w® B+ 0

http://articles.washingtonpost.com/2011-05-
25/lifestyle/35263389 1 andrew-feustel-
international-space-station-mike-fincke

VS.

Tears in Space (Don't Fall)

A canadianspaceagency - 195 vided 2511818

csa asc, Feliratkozas ~ 159039 14511 105

http://www.youtube.com/watch?v=P36xhtpwOLg
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Assessing the experience level of the audience

Actuaries doing Movement
Analysis of NL Reserves

Actuaries dealing with Non-Life

Audience
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Reserving basics

Life vs. Non-Life — What is the main difference between reserving?

Life: mainly for claims not yet occurred
(premium provisions)
Non-Life: mainly for claims already occurred

(claims provisions)

Non-Life Claims Provisions

Claims happened, reserves are set
Uncertainty about reporting, payment, settlement
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Reserving basics

Reserves as part of the balance sheet

Estimations at a specific point in time
Uncertainty about adequacy

Measuring the adequacy level

Looking back: run-off analysis
Assessing only the adequacy level from the beginning

Anything happened later is not captured
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Run-off reporting in Czechia

Strana 7064 Shirka zikona ¢. 433 / 2009 Cistka 138

Piiloha & 2 k vyhligce ¢. 433/2009 Sb.

Zikladni obsah dalSich informaci predkliadanych Ceské ndrodni bance podle § 9

Cdst 1: Dalsi informace k vikazu POJ (CNB) 10-04 ,,Rozvaha pojist'ovny/zajist' ovny pro
ucely dohledu*

Nazev: Run-off analyza rezervy na pojistna plnéni pro nezivotni pojisténi

Obsah:

1. Dal3i informace obsahuje run-off analyzu rezervy na pojistna plnéni ve struktufe a rozsahu,
ktery pojidtovna nebo zajiStovna vvhotovuje v ramci ovétovani souladu hrubé vyse rezervy
na pojistna plnéni s naslednou skute¢nosti. V avahu se pritom bere nasledujici

. Predlozena run-off analyza se zpracovava oddélené pro pojistovnou nebo
zajistovnou zvolené ¢lenéni do vypocetnich skupin, podle ktervch byla k danému
obdobi stanovena rezerva na pojistna plnéni urcena ke kryti zavazkia z pojistnych
udalosti v obdobi pfed rozvahovym dnem wvzniklych, ale vtomto obdobi
nehlasenych:

V ptedlozen¢ run-off analyze se testuji stavy rezervy na pojistna plnéni, a to i se
zpozdénim del3im nez jeden rok. pokud je to relevantni:

b
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Run-off reporting in Czechia

Stran:

'_) Castka 138

€. 433/2009 Sb.
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The problem of water consumption during a seminar

A lot of bottles have to be at disposal to cover the water

consumption during the workshop.

Some bottles are prepared in the meeting room
Some are kept in the storage room
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The problem of water consumption during a seminar

Measuring the adequacy of the prepared amount of bottles

Only this seminar = only the adequacy level from the beginning
Other meetings not = everything estimated later is not captured

b
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Run-off

Estimation at the beginning and at the end of the period
Consumption in the period

Approach

The (old) adequacy is measured by the performance of the period
New occurences during the period are not assessed
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Reserve opening Payments Run-off Reserve closing

Reserve opening Payments Run-off Reserve closing
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Different views on run-off/ultimate analysis

Financial year

Fixed accident year

Ultimate/run-off I

development throughout the
financial years

JeaA Juapiday

Financial year

Fixed financial year

Ultimate/run-off

development for all accident

years

Financial year

Fixed accident year —

Extension
xtensio ~

Starting financial year moved

JeaA Juapiday

Financial year

Fixed financial year —
Extension

Fixed accident year

JedA Juapidoy

JeaA Juapidoy



Different views on run-off/ultimate analysis

Financial year Financial year Financial year Financial year

JeaA Juapiday
JeaA Juapiday
JeaA Juapiay

Questions

e Which view do you usually use in your actuarial analysis?
e And in the communication with your management?
e Which view(s) are required in the regulatory reporting?
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Why is it important to look back? — Reserving Cycle

Figure 1 shows the U.S.
reserving cycle over the past
1.20
30 years.
The blue line represents the
first-year evaluation of
/ industry ultimate loss

Y indexed to one.
050 ~ The other lines show the
0.85 — revisions to that figure at

0.20 one-year increments: red
PEPEFEEEPER S EEE PP P PSS S
represents the two-year

Accident Year

10" = Booked Ulbmetu Lose eftur n yeurs of devulapenent ! Svored Ultimate Leas after 1 pear’s duvuloponunt eva I u atio n’ g ree n re p rese nts
1-1 1-2 1-1 -4 15 1-6 1=/ 1-H 1-9 1-10 .
the three-year evaluation,

Sowee: Guy Carpentar & Compary. LS ohthouse LLC .

http://www.gccapitalideas.coserving—cvcle—anaIvsis—suggests-tightening—ahead/ etC-, up to the grey I|ne,
which shows the ultimate
computed loss figure 10 years
after the accident year.

0,95

Bosked Ultimate Loss after n years of development / Booked
Ultimate Loss after 1 year's development
o
o
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Reserving basics

Reserves as part of the balance sheet

Estimations at a specific point in time
Uncertainty about adequacy

Measuring the adequacy level

Looking forward: comparison with an alternative estimation
Assessing the total adequacy at the moment
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The problem of water consumption during a seminar

Estimating the future consumption (everybody his/her own)

For the next 10 minutes
For the rest of the day

\ ¢

l | | | ‘ | |
I | | | | |
beginning now / end

2 4 ? =
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Comparison of two estimations

Adequacy by an alternative estimation

The (current) adequacy is the difference between the two

Booked reserves

l | | | ‘ | | |
I | | | | | |
beginning end

Alternative estimation
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Comparison summary of the adeguacy assessments

e Looks back e Looks forward
e Only the old reserves e Reserves at the moment
e Adequacy: e Adequacy:
performance of a period difference of two estimations
e Part of the P&L e Uses a BSitem

e Measures this period e Measures the whole term
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Re-estimation

After 10 minutes passed

Your real consumption in the past 10 minutes
New estimation for the rest of the day

beginning
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Adequacy of the alternative estimation

Run-off can be produced for any reserve estimation

Estimation at the beginning and at the end of the period
Consumption in the period

l | | | | | |
I | | | | | |
beginning now end
]
Reserve opening Payments Run-off Reserve closing Reserve opening Payments Run-off Reserve closing
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Alternative estimation

What is the fundamental plus of the alternative estimation?

It is (ideally) based on a cash-flow!
Possibility to compare (a part of) the estimation with experience

AVIAY

*J

-
-J
|
-J
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Actual vs. Expected

Further details in the movement analysis

Decompose the actual payments to expected and difference

.
?

. Reserve opening Payments Run-off Reserve closing

- 7

B
:
o

Reserve opening Exp. Payments Act. vs. Exp. Run-off Reserve closing
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Actual vs. Expected

Another option

Keep the actual payments, decompose the run-off

.
?

. Reserve opening Payments Run-off Reserve closing

- 7

B
:
o

Reserve opening Payments Act. vs. Exp. Est. update Reserve closing
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Actual vs. Expected

Which option do you prefer?

We elaborate the first one, as it has an advantage — we will see

?

. Reserve opening Exp. Payments Act. vs. Exp. Run-off Reserve closing

- 7

B
:
o

Reserve opening Payments Act. vs. Exp. Est. update Reserve closing
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Mechanical update and Judgment

The run-off may be further detailed

Mechanical update: applying the same approach on new data
Judgment: modifying the approach

-—_.
N J
Y

Impact of experience

Reserve opening Exp.Payments Act. vs. Exp.

Mech. update Judgment Reserve closing

Typically: mechanical update is to apply e.g. the same loss

development factor approach on the enlarged triangle, judgment
is to change the approach settings based on this new data
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Completing and extending

Full movement analysis

Inclusion of the estimates for the current period

1

I T
Res.opening Exp.Paym. Act.vs.Exp. Mech. update Judgment Res.cl.PY CurrentCY Res.closing

Possible extensions

The mechanical update and the judgment part might be extended
by reflecting different methods (e.g. Paid/Incurred) stepwise
The judgment might be more detailed (ratios, averages, tail)
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Movement of the adeguacy

We can have both estimations for two valuation dates

The movement of the adequacy might be produced

Note: the payments are the same
- the adequacy movement can be captured by the two run-offs
The run- off of the CF-based estlmatlon mlght be detailed further
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Solvency Il context

Pillar 3 — QRT — Variaton Analysis (VA C2C)

Variation in Best Estimate shall be provided

The part related to undiscounted claims provisions:

— Variation of BE due to year N projected in and out flows - risks covered prior to period (C7/CC8)
— Variation of BE due to experience and other sources - risks covered prior to period (C8/CC9)
— Variation of BE due to changes in non economic assumptions - risks covered prior to period (C9/CC10)

These items shall be possible to fill with the amounts included in
the movement analysis

Actuarial Function - DIRECTIVE 2009/138/EC, Article 48

1. Insurance and reinsurance undertakings shall provide for an effective actuarial
function to:

(d) compare best estimates against experience;

(e) inform the administrative, management or supervisory body of the reliability and
adequacy of the calculation of technical provisions;
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Goals of today’s presentation —your feedback

Keep the attention of everyone

Provide valuable insights on the topic

Have fun
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Questions and comments

?

E-mail; tamas.falukoezy@allianz.com
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