Appendix 1
Background and Current Practices

Note: This appendix is provided for informational purposes but is not part of the standard of
practice.

Background

This standard defines issues and considerations that an actuary should take into account when
estimating unpaid claim and claim adjustment expense for property and casualty coverages or
hazard risks. The Statement of Principles Regarding Property and Casualty Loss and Loss
Adjustment Expense Reserves was adopted by the Board of Directors of the Casualty Actuarial
Society in May 1988. The Statement of Principles has served as the primary guidance regarding
estimation of unpaid property and casualty claim and claim adjustment expense amounts
providing both principles and considerations related to practice. In conjunction with the
development of this standard, the Statement of Principles is undergoing revision to focus on
principles rather than also discussing considerations.

A decision was made to exclude unpaid claim estimates developed for ratemaking purposes from
the scope of this standard. This was done to avoid placing inappropriate requirements on unpaid
claim estimates in the ratemaking context, and to keep the scope workable by excluding
additional considerations only applicable to the ratemaking context. Ratemaking requires more
of a hypothetical analysis of possible future events than an analysis of the cost of past events.
Hence, the selection and evaluation of assumptions and methods for ratemaking purposes may be
different from the selection and evaluation of such for past event unpaid claim estimates.

Current Practices

Actuaries are guided by the Statement of Principles Regarding Property and Liability Loss and
Loss Adjustment Expense Reserves of the Casualty Actuarial Society. Other ASOPs issued by the
Actuarial Standards Board pertaining to claim and claim adjustment expense estimates have
included ASOP No. 9, Documentation and Disclosure in Property and Casualty Insurance
Ratemaking, Loss Reserving, and Valuations; ASOP No. 20, Discounting of Property and
Casualty Loss and Loss Adjustment Expense Reserves; ASOP No. 23, Data Quality; ASOP No.
36, Statement of Opinion Regarding Property/Casualty Loss and Loss Adjustment Expense
Reserves, and ASOP No. 41, Actuarial Communications. In addition, since 1993, the Casualty
Practice Council of American Academy of Actuaries has published practice notes addressing
current National Association of Insurance Commissioners’ requirements for the statement of
actuarial opinion. The practice notes describe some current practices and show illustrative
wording for handling issues and problems. While these practice notes (and future practice notes
issued after the effective date of this standard) can be updated to react in a timely manner to new
concerns or requirements, they are not binding, and they have not gone through the exposure and
adoption process of the standards of actuarial practice promulgated by the Actuarial Standards
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Board.

There are also numerous educational papers in the public domain relevant to the topic of unpaid
claim estimates, including those published by the Casualty Actuarial Society. Some of these are
refereed and others are not. While these may provide useful educational guidance to practicing
actuaries, none is an actuarial standard.






