Lab 7

Loss Reserves
In this lab, you will develop the estimated loss reserves necessary using the paid loss development method.  The paid loss development method is the method discussed by Ken Fikes in his presentation last week.  In Part 1, each of you will use common data.  In Part 2, you will develop estimated loss reserves based on data that is unique to you.

Part 1:  You are given the following losses evaluated at 12/31/2009.  Use the paid loss development method as described by Ken Fikes in his presentation to estimate the total required reserves.  Mr. Fikes presentation is on the class website.  Assume all losses are fully developed at 72 months.

	
	
	 Cumulative Paid Losses 

	Accident
	
	 Month of Development 

	Year
	
	12
	24
	36
	48
	60
	72

	2004
	
	2,000
	3,000
	3,600
	3,960
	4,000
	4,025

	2005
	
	2,500
	3,750
	4,500
	4,560
	4,600
	

	2006
	
	3,000
	4,500
	4,750
	4,800
	
	

	2007
	
	4,000
	4,250
	4,680
	
	
	

	2008
	
	3,750
	3,800
	
	
	
	

	2009
	
	3,500
	
	
	
	
	


Your work should be completed in Sheet 1 of a spreadsheet.  See the two pages attached.  This is what your spreadsheet should look like.       

You do not need to color code the cells.  I did this to help you create the spreadsheet.

You will note that the Loss Development Factors (LDFs) vary by accident year.  You should decide which LDFs to use.  To select LDFs, actuaries run various diagnostics for each development interval which help give them an indication of which factors to use in their analysis.  Samples of some common diagnostics include the following:
Average:  An arithmetic average of the Loss Development Factors for the given Development Interval
Weighted Average (WA): An average that gives more weight to years with larger losses since those years tend to be more credible in predicting future losses; This average is commonly calculated with the following formula
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It should be noted that the number of terms in each summation should be the same, which implies that the loss data for the most recent accident year is excluded from the term in the denominator.  For example, according to the data above, the Weighted Average for the 24-36 Development Interval is
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Weighted Average over the Last 3 Years (WA L3): A variation of the Weighted Average where only the last 3 years of data are included

Average Excluding the Highest Value and the Lowest Value (Avg x HiLo): A variation of the Average which accounts for potential extreme values by excluding the highest LDF as well as the lowest LDF from the arithmetic average for a given Development Interval; Your formula for this diagnostic should include the following functions in Excel:

· Sum(Cell Range)—returns the sum of values over a given range of cells

· Max(Cell Range)—returns the maximum value over a given range of cells

· Min(Cell Range)—returns the minimum value over a given range of cells

· Count(Cell Range)—returns the number of cells that contain numbers
You should include the above diagnostics in your spreadsheet as the image below shows and use them to help make selections.  Under each selection, you should indicate the logic (which diagnostic) that you used in making the above selection.  When you submit the project, please include in your email an explanation of why you chose the loss development factors that you chose (There is no correct answer).
Part 2:  Please calculate the estimated loss reserves necessary using the paid loss development method for your specific data.  The table below at the end of this lab specifies the Loss Data Set and the 72 to Ultimate Loss Development Factor that you are to use.  Your specific data is in the spreadsheet 170LossData.xls on the class website.  Put your work in Sheet2 of the spreadsheet.
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