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Loss Reserving Basics
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Case reserves
. Claims adjuster looks at trees; one case at a time

. Estimate of ultimate cost of the most probable outcome based
upon the factsi-gn oday

- Does not include cost estimate for future development on
reported cases or true IBNR

IBNR reserves

- Actuaries look at the forest; historical patterns of case
development over time

- IBNR reserves include cost estimate for future development on
reported case and true IBNR : d

- Rely on case reservm practlces cb :
reserves g |
- Subjective ad

stments must be EER
reserve p ;




Case Reserving Process
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Reserve basis
. Facts of the case
« Knowledge o 51
- Claims judgment / experience
- Not worst case, not best case — most probable outcome

Facts that |mpact casSe reserves

« Claimant profile . AWW

(age, weight, marital status, dependants - Compensablllty
. Occupation 'y or

« Prior medlcalm r 4
. Avallabl )J c]uty R
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Case Reserving Process
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« Review reserve every time the claim file is
touched; revise reserve whenever significant
facts chan 3

D
* Use reserve worksheet whenever possible;
always document basis for reserve change

« Common deviations in reserving practices
-+ Medical inflation

- LE tables

. RLE

- Remarriage

. Contested c
. Expecte&i}l( \)




Reserving Red Flags
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- PV on Iongntrefm payout cases (PTD,
death benefit)
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What to Look for in a Claim
Audit

- Frequent small changes preceding

payments

Documentation

dispositio ﬁ)j ?)
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What to Look for in a Claim
Audit

- Settlement authority granted or
negotlatlor) egun but reserve does
not match

- Behind the curve; reserve posted to
match outcome after the fact

» Multiple increases just prior to audit
- High adjust er caseloa't.'f Servir
takes éat) .




Audit Follow-up
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- Apply objecti\ ﬁeasurements where
possible 2

Calculate ‘t’otal reserve increase

percentage on audit sample

« Expect some increase (10% - 15%) due to re-reserving
book out of sequence

« Compare to norm

* Report back to TPA wit ) €O
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Consequences of Poor Case
Reserving Practices
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Over-reservi
« Increased i
- Overpricing coverage terms
. Budget impact

#’nder-reserving

| L Under-pricing coverage terms

: - False picture of ultimate outcome
- Misrepresents financial viability of pay




