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Topic
Reserve Runoff Tests and Profitability: What is the impact from lengthening 
loss development factors?

• Investigating early changes in ground-up and excess loss development 
patterns is critical to avoid the unrealized year on year cascading effect on 
longer tail lines of business that can imperil companies balance sheets.  

• Reserving and pricing actuaries will often do runoff tests of actual vs. expected 
development factors on at least an annual basis to help assess these patterns 
selected and corresponding Initial Expected Loss Ratios.

• This session will provide an update to our 2017 Verisk Webinar on analyzing the 
top 500 reporting companies, linking loss development factors and profitability, 
including impacts of potential lengthening of loss development factors in various 
markets, and their accumulated effect on the underwriting cycle.  
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• Investigating Profit Differences by Company
– Analysis of 500 individual companies
– Review by size of company – regional, super-regional, national and reinsurance buying patterns

• Further Investigation of Loss Development Speed and Profitability Link
– Loss development percentile distributions – quintiles (EFMSV) 
– Impact on loss ratios – ground-up, excess, and frequencies
– Survey of 54 markets

• Lengthening Development Factors and Impact on Reserve Runoff
– Sample runoff tests – actuarial puzzle
– Comparisons by market, including reserving and settlement practices
– Impact on underwriting cycle profitability

Appendix
– Markets covered
– Data background
– Additional case reserving testing

Verisk Monday Webinar: Reserve Runoff, LDF, Profitability Analysis
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Company Profitability Investigation
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Why Are Company Results so Different From Each Other?
Investigating GL Manufacturing Classes 

Note: Total loss ratios (2001-2016) use 20 year loss triangles and all-year LDFs; each individual company uses credibility weighted 
all-year industry factors, split between Fast and Slow for apriori; see Appendix for sample GL Manufacturing Classes

Source: Verisk Monday Webinar – 9/11/2017 – John Buchanan, Marni Wasserman (recorded)
http://webinars.verisk.com/line-of-insurance/profitability-company-loss-development-speed/
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Why Are Company Results so Different From Each Other?
GL Premises Operations

Note: Total loss ratios (2001-2016) use 20 year loss triangles and all-year LDFs; each individual company uses credibility weighted 
all-year industry factors, split between Fast and Slow for apriori; see Appendix for sample Premises and Operations Classes
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Why Are Company Results so Different From Each Other?
GL Products Class Group C

Note: Total loss ratios (2001-2016) use 20 year loss triangles and all-year LDFs; each individual company uses credibility weighted 
all-year industry factors, split between Fast and Slow for apriori; see Appendix for sample Products Class C Classes
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Note: Top error bar is 90th percentile, top of box is 75th percentile, line in box is 50th

percentile, bottom of box is 25th percentile, bottom error bar is 10th percentile.  

Is There a Connection between Profitability and Company Capital Size?
Ground-up Losses – All Years – GL Manufacturing
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Is There a Connection between Profitability and Company Capital Size?
Ground-up Losses – 5 Years – GL Manufacturing

Note: Top error bar is 90th percentile, top of box is 75th percentile, line in box is 50th

percentile, bottom of box is 25th percentile, bottom error bar is 10th percentile.  
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Sources:  Using SOLM 2018 v2; National carriers >1B in capital, Super-regional between 250M and 1B, Regional <=250M

There does not appear to be a 
pattern of clear profitability 
pattern difference between 
National and Regional carriers.  
For some lines of business the 
national carriers have higher loss 
ratios, and for others regional 
carriers have higher loss ratios. 

Is There a Connection between Profitability and Company Size?
National vs. Regional Companies – 5 Years – Ground-Up
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Sources:  Using SOLM 2018 v2

In general, especially for the 
casualty lines, Super Regional 
carriers appear to perform 
somewhat better than National 
carriers.  But not significantly 
better overall across all lines.  

Is There a Connection between Profitability and Company Size?
National vs. Super Regional Companies – 5 Years – Ground-Up
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Is There a Connection between Profitability and Reinsurance Purchasing?
Ground-up Losses – All Years – GL Manufacturing

Note: Top error bar is 90th percentile, top of box is 75th percentile, line in box is 50th

percentile, bottom of box is 25th percentile, bottom error bar is 10th percentile.  
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Is There a Connection between Profitability and Reinsurance Purchasing?
Ground-up Losses – 5 Years – GL Manufacturing

Note: Top error bar is 90th percentile, top of box is 75th percentile, line in box is 50th

percentile, bottom of box is 25th percentile, bottom error bar is 10th percentile.  
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Linkage Between Loss Development 
Speed and Profitability
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We Noticed that Company Speeds Vary Dramatically
GL Premises Operations

Source: CAS CARe Brooklyn June 2018 and CLRS Anaheim September 2018 – Overlooking Tails (J. Buchanan) (CAS recorded)
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We Noticed that Company Speeds Vary Dramatically
GL Products



© 2018 Insurance Services Office, Inc. All rights reserved. 18Monday Web Seminar Series

We Noticed that Company Speeds Vary Dramatically
UXS Products
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Is There a Connection between Profitability and Speed?
Ground-up Losses – All Years - Manufacturing

Note: Top error bar is 90th percentile, top of box is 75th percentile, line in box is 50th percentile, bottom of box is 25th percentile, 
bottom error bar is 10th percentile; losses and premiums developed to ultimate using 20-year triangles (all yr VWA) by company 
using SOLM claim count based credibility procedure with weighted Fast/Slow industry factors
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Is There a Connection between Profitability and Speed?
Ground-up Losses – 5 Years - Manufacturing

Note: Top error bar is 90th percentile, top of box is 75th percentile, line in box is 50th

percentile, bottom of box is 25th percentile, bottom error bar is 10th percentile.  
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Is There a Connection between Profitability and Speed?
Ground-up Frequency – All Years - Manufacturing

Note: Top error bar is 90th percentile, top of box is 75th percentile, line in box is 50th

percentile, bottom of box is 25th percentile, bottom error bar is 10th percentile.  
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Sources:  Using SOLM 2018 v2

The large majority of lines of 
business analyzed show that 
slower companies tend to have 
higher loss ratios, in some cases 
higher than 1.5x the loss ratio of 
the faster companies.  Most of 
the lines that fall below the unity 
line are property and personal 
lines.

Is There a Connection between Profitability and LDF Speed?
Slow vs. Fast Companies – 5 Years – Ground-Up
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Sources:  Using SOLM 2018 v2

Is There a Connection between Profitability and LDF Speed?
90 vs. Fast Companies – 5 Years – Ground-Up

The large majority of lines of 
business analyzed show that 
slower companies tend to have 
higher loss ratios, in some cases 
higher than 1.7x the loss ratio of 
the faster companies.  Most of 
the lines that fall below the unity 
line are property and personal 
lines.
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GL Manufacturers: Loss Ratio Infographic
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GL Manufacturers: Fast/Slow Loss Ratio Infographic
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Investigating Lengthening Loss 
Development Factors and Impact on 

Profitability
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Sources:  Using SOLM 2018 v2

Are Tails Lengthening?

The 36 data points from 2009-
2016 at yearly development 
evaluations were analyzed for 
the level of adverse or favorable 
development.  Since 2009, for all 
casualty lines, it appears that 
there is more adverse 
development.  25 of the 36 data 
points had at least some 
adverse development. 

But difficult to solve actuarial 
puzzle: are claims that were 
originally going to be reported 
later now being reported earlier 
due to e.g. claim speed-up 
improvements and/or 
companies putting up healthier 
reserves?  Or are claim patterns 
just lengthening?
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Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000

Are Tails Lengthening?
Excess Incurred $ Indemnity + ALAE (Pro Rata) – All P&C Lines

Across all lines of business (54 
markets shown in Appendix), 
of the 36 data points from 
2009-2016, 46.4% of those 
points showed adverse 
development, while only 
32.8% of those points show 
favorable development.  The 
remaining 20.8% showed very 
little development either 
favorable or adverse. 
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Are Tails Lengthening?
Excess Incurred $ Indemnity + ALAE (Pro Rata) - Casualty
The adverse development in 
recent years is being driven 
by casualty lines 
(Commercial Auto, General 
Liability, Umbrella (24 Markets 
out of 54 total Markets)).  
Here, on average, 55.7% of 
the 36 data points show 
adverse development, while 
only 30.6% show favorable 
development. 

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000
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Are Tails Lengthening?
Excess Paid $ Indemnity + ALAE (Pro Rata) - Casualty
This difference is not as stark 
for paid loss, with only slightly 
more adverse development 
data points than favorable.  
This indicates that this 
adverse development and 
tail lengthening is related to 
reserving.  

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000



© 2018 Insurance Services Office, Inc. All rights reserved. 31Monday Web Seminar Series

Are Tails Lengthening?
Excess Incurred # Indemnity + ALAE (Pro Rata) – Casualty
The same trend occurs when 
looking at claim counts.  
There are more adverse than 
favorable development for 
incurred counts.  

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000
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Are Tails Lengthening?
Excess Paid # Indemnity + ALAE (Pro Rata) - Casualty

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000

Like the paid $ runoff test, 
there is not much of a 
difference between the 
number of points that show 
adverse vs. favorable 
development for paid claim 
counts.
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Are Tails Lengthening?
Excess Incurred $ Indemnity + ALAE (Pro Rata) – Casualty Fast
This trend appears to be 
related to faster companies 
as the faster companies show 
a similar trend to all 
companies, with most of the 
36 data points showing 
adverse development. 

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000
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Are Tails Lengthening?
Excess Incurred $ Indemnity + ALAE (Pro Rata) – Casualty Slow
The slower companies do not 
appear to be having as much 
adverse development in 
recent years as faster 
companies.

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000
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Are Tails Lengthening?
Excess Incurred $ Indemnity + ALAE (Pro Rata) - Professional
Looking at professional lines 
of business does not show this 
trend of higher adverse 
development.  Slightly more 
of the data points show 
adverse development rather 
than favorable development.

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000
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Are Tails Lengthening?
Excess Incurred $ Indemnity + ALAE (Pro Rata) - Property
Looking at just property lines 
of business does not show this 
trend of higher adverse 
development.  Most of the 
data points show little 
development, with adverse 
development edging out 
favorable development with 
29.4% vs. 24.5%.

Sources:  Using SOLM 2018 v2 using excess layer 900,000 xs 100,000
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GL Manufacturers: Loss Ratio Infographic (For U/W Cycle)
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Overall Profitability and where are we in the Underwriting Cycle?
In support of market profitable growth strategies – all year primary sort

Source: ISO SOLM 2018 v2 . Using 20 year triangles (5-year VWA incurred LDFs).
LOBs include various GL, CAu, Professional Lines, Umbrella, Comm’l Property, CIM, and BOP.



© 2018 Insurance Services Office, Inc. All rights reserved. 39Monday Web Seminar Series

Overall Profitability and where are we in the Underwriting Cycle?
In support of market profitable growth strategies – current year primary sort

Source: ISO SOLM 2018 v2 . Using 20 year triangles (5-year VWA incurred LDFs).
LOBs include various GL, CAu, Professional Lines, Umbrella, Comm’l Property, CIM, and BOP.
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Appendix: 

Data Sources 
and Further Analysis
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GL: Largest Classes

42
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SOLM - Company Bifurcation – LDF Hypothesis Testing
Data Background
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SOLM Percentiles: GL – PremOps
Data Background
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SOLM: Sample Bifurcation – Faster vs. Slower Companies
Data Background
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Source: ISO MarketWatch – released 3/27/2017 

Commercial Auto Liability & Physical Damage

Incremental Rate Changes Through 12/31/2016

46
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Questions and Feedback

• Send feedback to
– mondaywebseminars@verisk.com

• Ask Questions
– John Buchanan

• 201-469-2335
• John.Buchanan@verisk.com

– Marni Wasserman
• 201-469-2276
• Marni.Wasserman@verisk.com

– For more Information
• www.verisk.com/iso/excess-reinsurance.html

47
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No part of this presentation may be copied or redistributed without 
the prior written consent of Insurance Services Office, Inc. This 

material was used exclusively as an exhibit to an oral presentation.  It 
may not be, nor should it be relied upon as reflecting, a complete 

record of the discussion.


