
Casualty Actuarial Consulting in the United States 
by W. James MacGinnitie (U.S.A.) 

The actuarial profession in the United States and Canada is 
uniquely organized in that there exists a separate learned society 
for casualty, or general, insurance. Organized in 1914, the 
Casualty Actuarial Society (CAS) had 504 fellows and 433 
associates as of.November 23, 1981. Associateship is attained by 
successful completion of seven examinations, while fellowship 
requires an additional three examinations. 

In recent years, there has been rapid growth in the number 
of casualty actuaries offering their services as consultants in the 
United States. Whereas in 1977, 59 members of the CAS were 
consultants, a t  the end of 1981 the number had grown to 103. As a 
percentage of active CAS membership, the growth was from 8.7% 
in 1977 to 1 1.9% in 198 1. A change in the character of the consul- 
tants has accompanied this growth. Where a decade ago consul- 
tants were often solo practitioners or firms oftwo to four actuaries, 
there currently are several sizeable firms, with the largest consist- 
ing of more than twenty members ofthe CAS. 

Consulting casualty actuaries in the United States generally 
perform the traditional actuarial tasks ofdetermining appropriate 
rates for various forms of insurance, recommending reserves for 
unpaid losses and related items, and projecting financial results of 
insurance enterprises. A description of some of the specialized 
roles of the casualty consutant may provide some understanding 
ofthe reasons for the growth in this segment ofthe profession. 

Smaller company needs 

A significant contributor to the growth of casualty consul- 
tants has been the increasing recognition by smaller and medium- 
sized insurance companies of the need for actuarial services. 
Larger companies in the United States have generally employed 
their own actuarial personnel in the past, and continue to do so. 
Smaller companies have turned to consultants as an economical 
means of obtaining the services of experienced and qualified 
actuaries. The actuarial needs of the smaller companies have 
resulted from decreased reliance on rates produced by rating 
bureaus, from increased competitive pressure, from the increasing 
proportion of long-tail third-party liability business, and from 
greater fluctuations in business environmental conditions such as 
inflation. 

Specialty companies, captives and self-insurance 

Development of specialty companies has also increased the 
demand for casualty consultants. Particularly noteworthy is the 
rapid growth in the latter halfofthe 1970's ofmedical malpractice 
specialty insurers, of which there are now more than 50. These 
companies have become prominent in response to price and avail- 
ability problems in the medical professional liability area. Because 
medical malpractice liability losses mature very slowly, and 
because nearly all of these malpractice specialty companies 
confine their activities to a single state, there is a great need for 
actuarial expertise. Also, many hospitals have self-insured all or a 
portion of their medical malpractice exposure, and have retained 
consulting actuaries to recommend funding and reserving levels. 

Other types of specialty companies that have used consult- 
ing actuaries include those covering political risk, boiler and 
machinery, and various types of mechanical warranties, including 
automobiles, home appliances and television tube warranties. 
Advice has also been provided to companies as diverse as 
mortgage guarantee insurers and specialists in contact lens 
replacement insurance. 

Captive insurers have grown rapidly in recent years. 
Estimates of the number of captives sponsored by United State5 
interests exceed 1,000 with Bermuda and the Cayman Islands the 
most popular domicile:. Additionally. some individual states have 
sought to encourage captives to domicile in their jurisdictions. 

These captives are typically sponsored by industrial or other 
general business firms that wish to self-insure a portion of their 
own risks and are discouraged from doing so directly by tax and 
accounting considerations. While not all captives have retained 
consulting actuaries, many of those with signif~cant long-term 
exposures have. Regulatory treatment of these captives is still 
evolving, but several regulatory authorities are requesting 
actuarial opinions, particularly in the area of loss reserve 
adequacy. 

Reinsurance 

Casualty reinsurance often presents extremely long-term 
emergence patterns. This is especially true for excess reinsurance 
on third party liability and worker's compensation. Consulting 
actuaries have been used by the Reinsurance Association of 
America to gather and compile data from member companies to 
demonstrate the long-tailed nature of such risks (Loss Develop- 
ment Study. 1981 Edition, RAA, Washington, D.C.). Many 
reinsurers have also requested assistance in evaluating their 
reserves for losses, particularly that portion for claims which have 
not yet been reported to the company (IBNR). 

Regulatory ANairs 

Regulation of rates and solvency is a state-by-state process 
in the United States, and in many states rates are subject to prior 
approval of the regulatory authorities. This understandably leads 
to contested actions from time to time, and consultants are often 
used as experts by one or both sides ofthe controversy. Also state 
regulatory authorities have sometimes found it difficult to hire and 
retain well-qualified and experienced casualty actuaries, because 
of budgetary constraints, and have therefore turned to consultants 
in situations which require actuarial expertise. 

Independence 

One of the most important characteristics presented by 
consultants is their objectivity and independence, and this is 
increasingly being sought by clients ofcasualty consultants. Major 
companies with their own actuarial staffs sometimes request an 
outside opinion about loss reserve adequacy, often for the benefit 
of the audit committee of their board of directors. Independent 
auditors may also request such an opinion, particularly where 
past reserves have proven inadequate. Acquisition and merger 
activity generates requests for independent valuations, including 
specialized valuations for tax purposes. Some legislative activities, 
such as proposed amendments to the worker's compensation 
statutes and changes in tort laws (e.g., no-fault) also require inde- 
pendent appraisals of the impact ofthe proposals. 

The rapid growth in the number ofcasualty consultants has 
also served to highlight some ofthe problems faced by this branch 
ofthe profession. 

Data Availability 

In the United States, data for ratemaking purposes has 
historically been collected by statistical agents such as the 
Insurance Services Office and the National Council on Compen- 
sation Insurance. Since these statistical agents are controlled by 
the insurers they serve and are primarily interested in developing 
rates for their members, it is hardly surprising that provision of 
data to consultants is not high on their list of priorities. Sometimes 
the client is able to obtain the data, and at other times the statisti- 
cal agent will provide it to the consultant at reasonable cost. 
Regulatory authorities are also an alternative source of needed 
data. 

Data provided by clients is another problem area for the 
consultant. Getting accurate data in the desired format and detail 



is important to the timely and efficient completion of the consul- 
tant's assignment. Yet in many cases, particularly where the client 
is a new entity o r  a non-insurance firm, it is very difficult to 
communicate and satisfy the data requirements. 

Another dimension of this problem relates to the adequacy 
of individual case reserves for claims in the course of settlement. 
Any use of the case reserve estimates by an actuary requires an  
understanding of the relative adequacy of the estimates, and how 
that adequacy has changed over time. In the case of new or non- 
insurance entities, however, this understanding can be difficult to 
achieve. At least one of the U.S. consulting firms has added 
experienced claims personnel to its professional staff. These 
specialists conduct detailed reviews ofsample claims files, in order 
to formulate a better understanding ofthe reserve adequacy level. 

Changing Environmental Conditions 

Another problem area for the casualty consultant is the 
more rapid rate of change in environmental conditions that has 
prevailed in recent years. Interest rates, for example, have far 
exceeded those that could reasonably have been assumed a few 
years ago. Conservatism dictates that assumed future rates should 
be lower than current rates, but what the appropriate level is poses 
a difficult question. 

A related set of questions arises in the case of malpractice 
specialty companies. Since they are generally confined to a single 
type of coverage in a single state (and therefore a single legal 
climate for settlement of claims), they present difficult questions 
about the required level of surplus and the margins for adverse 
deviation that should be included in their premium rates. Because 
of the long time period required to settle claims, they accumulate 
large loss reserves. But practice is not settled on whether or not 
these loss reserves should be discounted for future investment 
income, and if so, at what rate, due to  differing tax and regulatory 
conditions. These considerations require casualty consultants to 
become much more involved in the analysis of the investment 
strategy of the malpractice insurer than has been their past 
custom. It has prompted at least one casualty actuary to question 
whether the appropriate actuarial model used in both pricing and 
reserving might not be more akin to the pension model than the 
casualty model. 

Closely related to changes in interest rates are changes in 
rates of inflation. Many economists would agree that the two rates 
will differ, in the long run, by only the "cost of money," which 
historically has been on the order of2.5 to 3 percent. Recently, the 
spread in the U.S. economy has been much greater. An additional 
consideration, however, is that the inflation rates affecting most 
casualty coverages have historically been greater than the overall 
rate for the entire economy, particularly in the longer-tail 
coverages, these differences and fluctuations have further compli- 
cated the actuary's work. 

A final changing environmental condition is the utilization, 
or claim frequency, rate. While the general trend of claim fre- 
quency in the liability lines is upward, it has fluctuated in auto- 
mobile insurance in response to changes in the price and 
availability of gasoline, and is now increasing as vehicle size, and 
hence occupant protection, decreases. In worker's compensation, 
the rapid increase in the amount of benefits (e.g., the maximum 
weekly benefit) during the early 1970's led to a substantial 
increase in claim frequency, as workers experienced less economic 
pressure to return to work. Unemployment rates also have an 
impact on claim frequencies. In the third party lines, a number of 
legal and judicial developments have generally enlarged the 
universe of potential claims, which has contributed to the increase 
in claim frequency. 

Relations with Accountants 

No discussion of the problems of casualty consultants 
would be complete without mentioning relations with account- 
ants. In the main, these relationships are entirely satisfactory, with 
each profession recognizing the special expertise of the other. But 
in the area of loss reserves for casualty insurance enterprises, some 
diff~culties have arisen, primarily concerning the adequacy of the 
reserves, and the appropriateness of the data base used in estab- 
lishing the reserves. Generally, actuaries have found that account- 
ants have too little appreciation of how long and how adverse the 
development of claim liabilities can be. They have also found 
accountants reluctant to permit the use of data from other similar 
insurance schemes to  be used in establishing loss reserves for new 
insurance enterprises, insisting, rather, that the enterprises' own 
experience be relied upon. 

Part of the difficulty in this area lies in the failure of the 
accounting profession to appreciate that actuaries are dealing 
with future contingencies. The confusion is understandable, since 
the date of the accident for reserved claims is in the past. But in ' 
establishing the loss reserves, the actuary is necessarily dealing 
with future contingent events, such as recovery o r  death of an 
injured claimant, skill of an  attorney, attitude of a jury, and 
economic inflation. Hopehlly continued dialogue between 
accountants and actuaries will improve mutual understanding and 
respect. 

Looking toward the future, it seems probable that the 
demand for casualty actuarial consultants will continue to grow at 
a rapid rate, as  more insurers and self-insurers recognize the need 
for expert professional advice. The variety and challenge of 
consulting assignments should attract a sufficient number of 
qualified casualty actuaries to the ranks of consultants to assure 
that thedemand will be satisfactorily met. 


