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A little bit about us…
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About 2,500 of them…..…
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Learning Objectives and Takeaways
List of primary objectives: 
Actuary vs. CFO – Differences in opinions and points of view.
 Actuarial 101 – a quick overview of lingo and methodologies.
 Actuarial report profile and key metrics.
 Budgeting – what info does your actuary needs?
 Risk financing for today and beyond.
Presentation format:
 Presented in line with best practices
Prepare your calculators and scratch paper – there will be math!
 Feel free to ask questions – we will only make fun of stupid ones.
 Have fun with us!
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Actuaries – the strange breed…
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 Historic rivals of accountants
 Accountants:  “Actuaries are 

accountants that can’t stand the 
excitement”

 Actuaries: “Definition of a CPA – 
Can’t Pass Actuarial exams” 

 People that excel at exam-taking
 The ultimate introverts – we’ve created 

social distancing long before COVID
 A consulting actuary is a person who, 

when asked what time it is, tells you how 
to build a watch.



CFOs – the other numbers people…
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 Historic rivals of Actuaries
 Accountants:  “Actuaries are 

accountants that can’t stand the 
excitement”

 Actuaries: “Definition of a CPA – Can’t 
Pass Actuarial exams” 

 People that excel at puzzles
 The surprise extroverts – we only LOOK like 

introverts, but really enjoy getting out of 
the office and being with people

 A consulting CFO is a person who, when 
asked what time it is, shows you how to 
read a watch.



Why do you need an actuary?

You need an actuary to analyze insurance risks. A standard 
actuarial report usually contains 3 important pieces of 
information:

∞ Estimated outstanding liabilities (used in the annual 
statement on balance sheet);

∞ Projected funding for the next policy year (used in 
budgeting and on the income statements);

∞ Projected cash flows for the next fiscal year (used in 
budgeting).

The average report contains 70 to 90 pages of exhillirating reading materials.
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Why do you need a CFO?

You need a CFO to translate actuarial calculations into 
amounts within your financials to aid in risk management 
financing decisions. 3 pieces of the standard actuarial report 
CFOs use are:

∞ Estimated outstanding liabilities (used to set the 
targeted ending fund balance as of a certain point in 
time);

∞ Projected funding for the next policy year (used to 
determine the amount to collect from entity segments 
to fund expenditures);

∞ Projected cash flows for the next fiscal year (used to 
assist in projecting end cash balances).

No-we do NOT read all 70 to 90 pages of the report………………………………………..
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Actuarial reports and Budget – incorrect 
uses
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Actuarial report – What the CFO wants out 
of it!

Outstanding liabilities: How much money is needed to 
close all claims that have been incurred, but not yet paid 
(approximate translation is “credit card bill”).

Projected funding: Ultimate cost of claims that will occur
next policy year a.k.a. estimate of future spending (not 
payments!) on your virtual “credit card”. 

Cash flows: Cost of claims to be paid during the next fiscal 
year.
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Actuaries love data…

Data needed for an actuarial study:

Losses (Paid, Incurred, Blue, Red,...)
Exposures (Payroll, Vehicles, SIRs,…)
Asset Info (Balance Sheet item)
Budget Info (Income Statement, projected expenses)
Shoe Sizes, Favorite Ice Cream
Anything else that may be relevant to making loss estimates
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Actuarial lingo – some fun terms
Loss – Settlements/Judgments for Liability, Medical/Indemnity 

for WC
ALAE – Allocated Loss Adjustment Expenses, consist primarily 

of legal fees (generally analyzed combined with Loss)
ULAE – Unallocated Loss Adjustment Expenses, which consist 

primarily of claims administration expenses (generally analyzed 
separately)
IBNR – Incurred, but not Reported (or Reserved)
4850 – Supplemental WC payments made for peace officers
5150 – Person is being held by peace officer because their 

mental state creates a danger to themselves or others, common 
among actuaries…
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A Loss is a Loss is a Loss…

Paid Losses – Amount no longer in your bank account
Case Reserves – Amount unpaid on individual claims, set by 

claim adjusters
IBNR Reserves – Amount made-up… I mean, calculated with 

the utmost precision, by the actuary
Incurred, or Reported = Paid + Case
Ultimate = Paid + Case + IBNR = Incurred + IBNR
Outstanding Liability = Ultimate – Paid = Case + IBNR
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QUIZ TIME!!!

What is IBNR?

A. Incurred But Not Real

B.   Insufferably Big NumbeR

C.  Incurred But Not Reported
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Case vs. IBNR Reserves

Case reserves are determined for individual claims based 
upon characteristics of the claim
IBNR reserves are determined in total for all claims 

occurring in a single year based upon development of paid 
losses and case reserves over time
Case reserves are a very important ingredient in 

determining the final IBNR reserves
Consistently developed case reserves result in a more 

accurate estimate of IBNR reserves.
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A little bit more lingo…
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Confidence Levels
Describe the degree to which funding supporting 

outstanding liabilities is likely to exceed the actual value of 
losses after all claims have been settled.
Recognize the risk associated with a programs’ largest 

liability – loss reserves
Provide ability to tie current funding to surplus target
Some states have confidence level minimums for pools (for 

example, WC pools in Montana must have enough assets to 
cover outstanding liabilities at undiscounted 85% confidence 
level).



Outstanding Liabilities
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Outstanding Liabilities
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Methods of Ultimate Loss Estimation

Loss Development Methods
Exposure-Based Methods (a.k.a. Bornhuetter-Fergusson)
Frequency-Severity Methods
Actual vs. Expected Methods
Just make-up a number, nobody reads actuarial reports 

anyway!
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Loss Development
What is loss development?
Loss development is the change in the paid in incurred values of loss over 

time as it “matures” and closes for its ultimate value.

Why do losses develop?
Claims that have occurred but have not been reported.
Claims that have been reported but increase or decrease in cost over 

time.
These two are components of IBNR – Incurred but not Reported.
What loss development methods do actuaries employ?
Actuaries review development of paid losses, incurred losses, case 

reserves, as well as ratios of paid to incurred losses and ALAE to loss.
There are number of methods of estimation of loss development patterns 

starting with simple chain-ladder and ending with statistical curve fitting.
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Loss Development
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Projected Funding
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Projected Funding
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Projected Funding
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How the Actuary calculated/created the Projected Funding?
Look at the historical ultimate losses and exposures adjusted and 

trended to the projection year.
In general, actuaries perform majority of the loss analysis on losses 

limited to a “base” level (for example only first $100,000). 
Calculate loss rates for the historical experience and calculate bunch 

of averages to determine projected base rate.
Apply increased limit factors and trend to the base rate to calculate 

projected rate for claims limited to the retention.
Multiply projected exposures by the projected rate to arrive at 

projected ultimate losses for the future year. 



Projected Funding
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Cash Flows
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Cash Flows
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How the Actuary calculated/created the cash flows?
We apply loss development factors to calculate proportion of 

outstanding losses to be paid out during the next year.
The factors are applied to each accident year separately, based on 

maturity of loss data.
Once we calculate estimated payments are calculated, we aggregate 

these payments by fiscal year.



Risk Financing for Today and Beyond
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Risk Financing for Today and Beyond

Determine financial targets:
• Target funding levels for outstanding liabilities 
• Estimate projected cash flows for the appropriate forecast period
• Forecast future fixed costs (expenses, payroll, reinsurance costs)
• Determine appropriate levels of self-insured retentions

Determine Risk factors that could impact financial stability
• Adverse loss emergence
• Variability of investment income
• Variability of budgeted expenses and other budget constraints

Calculate Pro-Forma for the forecast period
• Pro-forma usually mimics financial statements, such as balance sheet and 

income statement for future three to five years
• Calculations should be done for the expected and adverse scenarios.
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Illustration of 3 year projection
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Actuary to provide forecasted schedules. Factors they should consider:

1) Projected funding for future years-Appendix L
2) Insurance/Reinsurance historical trending
3) Upcoming legislation for trending costs-SAM claims, WC 

presumptions, etc.

Will recommend Pro Forma be presented in 3 ways: Favorable, 
Adverse and Expected  



Illustration of 3-year projection
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Illustration of 3-year projection
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Discussion on Projections presented

What is missing?

Adjustments needed for?

What direction is funding heading?



Discussion on Projections presented



Recap-What questions were answered??

What are the differences between an Actuary and a CFO?
 Actuarial 101 – Provided some glossary terms and information on 

various methodologies
What does my Actuary need to prepare the actuarial report?
What does the CFO need out of the actuarial report for budgets?
What are some key metrics to understand about claims?
 How do I start the process of financing risk not just for next year but 

into the future as well?



More Questions?? How to reach us!

Heather Thomson, CPA – HT CPA Services ; www.htcpaservices.com ; 
916-300-6004 ; heather@htcpaservices.com

Nina Gau, FCAS, MAAA – Bickmore Actuarial ; 
www.bickmoreactuarial.net ; 916-244-1193 ; 
ngau@bickmoreactuarial.net

http://www.htcpaservices.com/
mailto:heather@htcpaservices.com
http://www.bickmoreactuarial.net/
mailto:ngau@bickmoreactuarial.net


Complete Session Surveys on the App

Find the App, Click on Events, Click on Browse by Day, Click on the Specific Session, Click on Rate Event. 
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