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Training Series Overview

Our goal with this 
training program is to 

reinforce the necessity 
of analytics and show 
ways they can be used 

in relation to both 
pursuing and retaining 

clients.

We want you to feel 
comfortable enough 
with analytics to be able 
to confidently use them 
in your everyday work.



On year-end financial statements, companies are required to 
record their retained outstanding loss and ALAE as of a date 
at or near the end of the year.

This line item includes both case reserves, which come 
directly from a loss run, and IBNR, which is estimated within 
an actuarial report.

Why are Reserve Analyses Needed?
Year-End Budgeting



When working with a carrier to 
negotiate the collateral required 
for outstanding historical losses, 
having an independently
produced reserve analysis allows 
clients to have an analytic 
foundation for their discussions.  

Why are Reserve Analyses Needed?
Collateral/Letter of Credit Negotiations



When a company is being acquired, a 
recently evaluated reserve analysis 
must be used as part of the acquisition 
process.

Why are Reserve Analyses Needed?
Acquisitions

Depending on which side of the process 
they’re on, some clients may have a vested
interest in this amount being lower or higher than expectations.



Companies with self-insured programs in 
certain states or domiciles may be 
required to provide an annual 
reserve analysis.

Why are Reserve Analyses Needed?
Self-Insurance Requirements



Creating a Reserve Analysis
Using Historical Retentions

While loss projections analyze historical losses as if their 
retention matches the projected period, reserve analyses 
typically use each historical period’s actual retention.

This isn’t always the case, as we’ll see in XYZ’s 
case study, but the determining factor is 
generally whether or not the reserve analysis 
will be used for internal or external purposes.



Creating a Reserve Analysis
Selecting Ultimate Losses



Creating a Reserve Analysis
Calculating Reserves



Creating a Reserve Analysis
Cash Flows



Creating a Reserve Analysis
Discounting



Creating a Reserve Analysis
Calculating a Reserve Range



Important Considerations
Choosing a Discount Rate

This choice will depend on a number of factors:

A client’s internal rate of return

What is acceptable from an audit 
standpoint



Important Considerations
Discounted vs Undiscounted

A client may wish to book their reserves at the 
discounted amount.

Whether or not this is reasonable will likely depend 
on conversations with their auditors.



Important Considerations
Optimistic vs Pessimistic

When calculating an estimate of required reserves, it is 
implicitly understood that the amount calculated will 
almost certainly not represent the exact cost.

A range may be calculated around the reserves to 
represent reasonable expectations.

You’ll want to work closely with both your client and their 
auditor to determine both an acceptable range and 
where a client’s booked reserves may lie within that range.

Such as 
+/- 20% 

of the IBNR



Important Considerations
Reasons to Continue or Switch Methods

As you gain a better understanding of a client’s 
program, expectations, and tolerance for risk, it may 
be necessary to tweak the calculations being used.

If so, make sure that their auditor is 
kept in the loop about any changes to 
prevent surprises or disruptions at 
year-end.

DECEMBER



With year-end coming 
up soon, they’re seeking 

an independently 
produced 

reserve analysis.

ABC Corp is concerned 
that their collateral 

requirements are too 
high and not reflective 
of their improving loss 

experience.

This will determine 
whether their concern 
is valid and, if so, it 
will then be used for 
negotiation purposes.

Case Study – ABC Corp

DECEMBER



Recently evaluated losses

LDFs

Historical retentions

Case Study – ABC Corp
Quantitative Information Required



Case Study – ABC Corp
Quantitative Information Required

To help us make reasonable 
selections for the ultimate loss 
estimates, we discuss any recent 
changes in payment patterns or 
reserving philosophies.

During this discussion, 
ABC points out reserve 
strengthening that 
began three years ago.

our selections slightly closer to the paid development method in 
those years, as we suspect the incurred development method 
may be unreasonably high.

As a result, we weight



Case Study – ABC Corp
Selected Ultimate Loss Estimates



Case Study – ABC Corp
Reserve Table



Case Study – ABC Corp
Comparing to Carrier

Based on a collateral calculation 
produced using the 
independent reserve analysis, 
it’s determined that the carrier’s 
requirements do appear to be 
unreasonably high.

Specifically, they 
are even outside 
of the pessimistic 
end of the range 
of the independent 
analysis.



Case Study – ABC Corp
Negotiations

Ultimately, ABC Corp 
is able to negotiate a 
sizable decrease in 
their collateral 
requirements.

Going forward, they’re now 
incentivized to undergo an 
annual collateral review to 
ensure their collateral 
requirements remain in a 
reasonable state.



To help with this, we’ve 
decided to create an 

unlimited reserve 
analysis for the last five 

years of their loss 
history.

XYZ, Inc. would like to 
evaluate whether their 

carrier’s current 
reserving practices line 

up with industry 
indications.

We’ll then compare 
these results to 
industry indications to 
provide context.

Case Study – XYZ Inc



Case Study – XYZ Inc
Results



Case Study – XYZ Inc
Comparison Tables



Case Study – XYZ Inc
Understanding Industry Indications

As shown on the 
previous slide, it 
appears that XYZ, Inc’s 
carrier may be under-
reserving claims.

Combined with deterioration 
experienced in recent history, this 
may lead to unnecessarily high 
costs in the future if those claims 
end up closer to industry averages 
and force the carrier to make a 
sudden, significant adjustment in 
reserving philosophy.



Case Study – XYZ Inc

Again, despite a lack of 
significant change in XYZ, Inc’s 
current operations, we’ve 
shown the value of analytics and 
provided our client with another 
action item for the future.

If costs rise 
unnecessarily, they 
could then evaluate 
the costs and benefits 
of self-insuring and 
selecting a different 
method of claim 
handling.

Providing Value



Conclusion
Subjectivity in Reserving

Despite reserve analyses 
being relatively simple, 
calculation-wise, there 
remains plenty of room for 
nuance and subjectivity in 
terms of selections, ranges, 
and discounting.

Making sure you, your 
client, and their auditor are 
on the same page for each 
of these topics will be vital 
to guiding them toward a 
reasonable, cost-efficient 

reserving stance.



Conclusion
Additional Complexities

Some auditors or 
regulators may 
require reserve 
calculations on both 
a net and gross 
basis.

For any number 
of reasons, mid-

year analyses and 
roll-forward 

exhibits may be 
needed.

We’ll be covering these topics, 
as well as a few additional 
scenarios, in the next session.



Next Session: Advanced Reserve Analysis Topics


