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What we’re going to cover

- Where reserve “uncertainty” comes from
* Where in the business it can cause an impact

- How we can try to recognise and defend against the
Impacts of reserve uncertainty

All very qualitative - we are not going to cover:

- Quantification of reserve uncertainty
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The origins of uncertainty
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The origins of uncertainty

Policy designed

C External
‘ Internal

Example
Unexpected coverage

(ie “woolly contract wording”)
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The origins of uncertainty

Policy designed

Example

Policy written Changes in underwriting

é External
. Internal
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The origins of uncertainty

Policy designed

Example

Policy written Inflationary shocks

Event occurs

é External
. Internal
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The origins of uncertainty?

Policy designed Example

Policy written Publicity impacts

(“nosy neighbour”)

Event occurs

Claim reported
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C External
‘ Internal
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The origins of uncertainty?

Policy designed

Example

Policy written Changes in claims handling

N ., .

Event occurs

Claim reported

—

C\‘Claim estimated

Q External
. Internal
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The origins of uncertainty?

Policy designed

Example

Policy written Changes in claimant behaviour

N ., .

Event occurs

Claim reported

Joe—

O Claim estimated

Settled

Q External
. Internal
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The origins of uncertainty?

Policy designed Example

Model/judgements (impacted by

Policy written awareness of the above)

Event occurs

.\ Claim reported

Claim estimated

Settled
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The meaning of “reserves”

Booked

Solvency I etz

Best estimate
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The meaning of uncertainty?

“Within a range of reasonable best estimates”

“The yt" percentile”
“A plausible alternative scenario”
“Best estimate with a margin for prudence”

“An extreme but foreseeable scenario”
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Identify the pressure points
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RESERVING OUTPUTS
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Business planning

Remuneration Pricing / underwriting

Reinsurance pricing Risk management
Reinsurance monitoring Profit and loss RITC
Capital Profit commissions Regulatory reporting

Future reserving Investment strategy
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How do we more effectively communicate reserve uncertainty?

Two objectives:
Make better decisions where possible and practical

Where not possible: to raise awareness

Examples from:

Capital modelling

What about

Investment uncertainty?

Business planning
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Percentile

Distribution of modelled ultimate reserves against independent

reasonable best estimates from reserving activity
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What about uncertainty
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Percentile

Capital modelling

Distribution of modelled ultimate reserves against independent
reasonable best estimates from reserving activity
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Investment
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What about uncertainty in

Investment

200
150

those liabilities?

100
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Investment

Liability cashflow projections

Cashflow (£)

1

Future projection year
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Investment

Liability cashflow projections

Fewer PPOs and higher mortality

|

Cashflow (£)

|

Future projection year
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Investment

Liability cashflow projections

Fewer PPOs + higher mortality

More PPQOs + lower mortality

Cashflow (£)

Future projection year
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140%

What about uncertainty

120% in those loss ratios?

100%

g

Ultimate loss ratio
(<2}
2

40% -

20% -

0% T T T T 1
LoB 1 LoB 2 LoB3 LoB 4 Total portfolio

Institute
and Faculty
of Actuaries

26 September 2016 26



Ultimate loss ratio

Business planning

Business volumes
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Business planning

Business volumes
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Business planning

Business volumes
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Business planning

Remuneration Pricing / underwriting

Reinsurance pricing Risk management
Reinsurance monitoring Profit and loss RITC
Capital Profit commissions Regulatory reporting

Future reserving Investment strategy
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Key actions for you

Reserving actuaries

Know your business:

* Who relies on your reserving results?

« What aspects of those results are most important to them?
* How much does uncertainty matter?

Tailor communication about uncertainty accordingly
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Key actions for you

Everyone else

Know your business:

* Are you reliant on the reserving results?

* Which aspects of those results impact you the most?
* How much does uncertainty matter?

Ask for the uncertainty information that you need!
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Questions

The views expressed in this presentation are those of invited contributors and not necessarily those of the IFOA. The IFoA
do not endorse any of the views stated, nor any claims or representations made in this presentation and accept no

responsibility or liability to any person for loss or damage suffered as a consequence of their placing reliance upon any
view, claim or representation made in this presentation.

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study,
nor to provide actuarial advice or advice of any nature and should not be treated as a substitute for specific advice
concerning individual situations. On no account may any part of this presentation be reproduced without the written
permission of the authors.
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