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SEEING THE BIGGER PICTURE IN CLAIMS RESERVING 
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Key words:  
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Purpose of your paper:  
This paper presents a practical approach to assumption selection in claims reserving that takes the 
guesswork out of noisy data. Its implementation in Excel is illustrated by real case studies. 
 
Synopsis:  
 
It is often difficult to determine appropriate assumptions in claims reserving, particularly given the 
typically observed variability in claim numbers and payments. This paper describes how to produce 
a simple but sufficiently accurate description of the historical claims experience that: 
 

 Smooths out variability in the claims data to provide a clearer picture of the changes in the 
historical experience; and 

 Provides an improved foundation from which to predict the future. 
 
An advantage of the approach is that all calculations can be done in Excel using the built-in solver.  
 
This approach does not rely on a statistical model and so can be used on claims triangles that are 
difficult to model using standard distributions – for example, it can be applied to incremental 
incurred loss triangles with negative and zero values.  
 
Several case studies using real data are presented to show the benefits of this approach. Its potential 
for use in a robotic reserving framework is also discussed. 
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RISK MARGINS – HAVE WE COME FULL CIRCLE? 
Win-Li Toh & Chris Latham  
 
Key words:  
Risk margins, uncertainty, frameworks, practical considerations, limitations, benchmarks, alternative 
approaches 
 
Purpose of your paper:  
The purpose of this session is to provoke debate on the role of risk margins and their effectiveness in 
the management of risk for insurers. Considerable work and thinking has gone into this topic over the 
past decade, yet practitioners do not seem close to achieving consensus.  We believe it is timely to 
take stock and stand back from the detail – are we continuing to make progress, and continuing to 
add value? Will greater efforts for more accurate determination of risk margins save insurers from 
another major GFC? Are we sufficiently advanced in our understanding of the uncertainties, the 
areas of reliance on judgment and the practical issues, to support a simpler approach? Have we 
now come full circle? This paper contemplates these questions and attempts to provoke discussion 
on whether we as a profession are best off re-directing our focus and efforts beyond risk margins to 
other ways of looking at and assessing risk. 
 
Synopsis:  
Over the past decade or so, the profession has invested significant effort in trying to better 
understand uncertainties in relation to insurance estimation and to more accurately assess risk 
margins. During this time, we have made considerable progress in moving on from concentrating 
mainly on quantitative aspects to also considering the qualitative aspects, and recognizing areas 
where there is greater reliance on judgment as well as the practical applications and limitations. 
 
Numerous papers have been written and presentations given in previous conferences on this topic 
since the Tillinghast paper1 first done in 2001 providing benchmarks for risk margins. A risk margins 
taskforce was established by the Actuaries Institute in 2005 and their paper published in 2008 
providing a framework for assessment of risk margins. During the process, there has been 
considerable engagement with stakeholders, including insurance executives, APRA and market 
analysts.  
 
Fast forward to 2012 – what is happening in practice? Are we still making progress and adding value 
to the industry? Or are we stuck in middle ground, where different practitioners are doing different 
things with a potentially vast array of outcomes? It seems to us that there are still a range of different 
opinions and practices, at one end simply applying benchmarks based purely on portfolio size and 
mix of classes, and at the other adopting sophisticated approaches that attempt to take account of 
and quantify all possible risks, correlations and qualitative considerations.  
 
Why is this? A recurring theme in our conversations with several practitioners and insurers is the 
perception of undue effort for little added value, of applying full-scale approaches that are still 
                                                 
1 Research and Data Analysis Relevant to the Development of Standards and Guidelines on Liability Valuation for 
General Insurance by Bateup and Reed 



   

 
subject to considerable judgment inputs and uncertainty. Whatever the reasons for the slow universal 
adoption of a consistent approach, our premise is that being stuck in middle ground is no good for 
anyone.  
 
It is time to make a level shift – whether to the full implementation and practical application of a 
uniform more sophisticated and structured approach, or else to recognise the considerable 
limitations and perhaps go back (shock horror) to benchmarks, particularly for smaller portfolios? The 
regulator has prescribed formulae for arriving at the minimum capital requirement. Is it timely to have 
a similar approach for risk margins, and to re-direct our focus to different approaches for assessment 
and management of risk?  
 
We recognize that there is still a lot of work and much good thinking going on in this area. We just 
think that every so often, it is healthy for the profession to stand back from the detail and try to poke 
holes, debate the merits and added value of what we are investing considerable time in doing, 
before possibly deciding to forge ahead.  
 
One particular outcome highlighted by the risk margins taskforce was the need still for considerable 
judgment in many aspects of the suggested framework. Are judgmental elements too subjective 
from practitioner to practitioner? Does a more sophisticated approach provide us with increased 
confidence of the resulting margins, or do we still have uncertainty but with the added 
disadvantage that the judgments made on the variety of inputs are not immediately identifiable? Is it 
better to be upfront in recognizing the uncertainty and the practical limitations in assessment of risk 
margins, and adopt simpler prescribed benchmarks?  
 
Does our increased understanding of risk, and the judgments involved in its measurement, and our 
understanding gained from practical (or impractical) application of the various approaches, enable 
us to more confidently develop universal benchmarks? Have we now come full circle? 
 
Our session will provide opportunity to debate the merits or otherwise of the current focus on risk 
margins and other approaches to thinking about risk. 
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ICRC – MODELING THE ‘NATURAL PERILS (INCLUDING TERRORISM)’ COMPONENT 
Jeremy Waite, Will Gardner, Adam Lin 
 
Key words:  
APRA, ICRC, Vertical Requirement, Horizontal Requirements, MER, PML, Reinstatement 
 
Purpose of your paper:  
APRA proposed approach for determining the insurance concentration risk charge (ICRC) for GI’s 
involves both a vertical (VR) and a horizontal requirement (HR). This paper provides guidance to 
Actuaries on the availability of data, models and approaches that will enable them to take an 
informed view of any Natural Perils modeling undertaken (including Terrorism). 
 
Synopsis:  
 
The paper will cover:- 
 
The process and issues that the Actuary could reasonably be expected to consider when 
considering the use of and reliance upon Natural Perils Modelling (including Terrorism) for use in the 
VR and HR of the ICRC formula, it will covering the following:-  

 Exposure Data  
 Catastrophe Software Design / Selection Process (multi model approach) 
 How does this vary by peril type, and over time. 
 Non-modelled risks materiality 

o Classes not modelled  
o Perils within classes not modelled 

 Uncertainty (Model, parameter, stochastic and user Error/shortcuts) 
 PML & MER (confidence and variability) 
 Vertical and Horizontal issues (and testing/validation)  
 How to assess reasonableness of Model Output 
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ICRC – MODELING THE ‘OTHER ACCUMULATIONS’ COMPONENT 
Warrick Gard, Scott Collings, Kaise Stephan, Andy White, Richard Yee 
 
Key words:  
LAGIC, ICRC, other accumulations, vertical requirement,  
 
Purpose of your paper:  
To provide guidance to Appointed Actuaries and other stakeholders in addressing 
the ‘other accumulations’ component of the Insurance Concentration Risk Charge 
introduced from 1 January 2013 as part of the LAGIC reforms. Guidance will include 
recommendations on how to model this requirement as well as clarification on the 
Institute’s interpretation of the meaning and scope of the standards. 
 
Synopsis:  
APRA has proposed a new set of capital standards to be applied to life and general 
insurers from 1 January 2013. This set of capital standards includes an “Insurance 
Concentration Risk Charge” for general insurers. The method for calculating the 
Insurance Concentration Risk Charge is set out in the proposed Prudential Standard 
GPS 116 Capital Adequacy: Insurance Concentration Risk Charge and requires 
general insurers to perform calculations not previously required. The proposed 
standard also requires the Appointed Actuary of an insurer to review and comment 
on the adequacy of the calculation of the Insurance Concentration Risk Charge as 
a part of the Financial Condition Report. 
 
This paper will explore the issues associated with determining an appropriate 
Insurance Concentration Risk Charge for non-natural perils and provide guidance to 
actuaries that are involved in the calculation and/or review of the Insurance 
Concentration Risk Charge for insurers with non-natural perils exposures.  Guidance 
will include recommendations on how this component may be modeled, what 
should be considered and reported in the FCR, as well as clarification on the 
Institute’s interpretation of the meaning and scope of the non-natural perils 
component. 
 
The Natural Perils component of the ICRC will be dealt with in a separate paper. 
 


