
EY  |  Assurance | Tax | Transactions | Advisory

About EY
Replace this text with boilerplate copy, found on The Branding Zone, in 
the Signature, boilerplate and descriptor section. Lorem ipsum dolor 
sit amet, consectetuer adipiscing elit, sed diam nonummy nibh euismod 
tincidunt ut laoreet dolore magna aliquam erat volutpat. Ut wisi ad 
minim veniam, quis nostrud exercitation ullam corper suscipit lobortis 
nisl ut aliquip ex ea duncai consequat.  

[Optional sector or service line descriptor]

© 20XX EYGM Limited. 
All Rights Reserved.

SCORE No. XX0000
[Optional file reference number]
ED MMYY

[Optional environmental statement]

Legal copy lorem ipsum dolor sit amet, consectetuer adipiscing elit, sed diam nonummy nibh 

euismod tincidunt ut laoreet dolore magna aliquam erat volutpat. 

Ut wisi enim ad minim veniam, quis nostrud exerci tation ullamcorper suscipit lobortis nisl 

ut aliquip ex ea icommodo duncai consequat. Duis autem vel eum iriure dolor in hendrerit in 

vulputate velit esse molestie consequat, vel illum dolore eu feugiat nulla facilisis at vero eros et 

accumsan et iusto odio mortai dignissim qui blandit praesent luptatum zzril delenit augue duis 

dolore te feugait nulla. Ellos et accumsan et iusto odio dignise sim qui blandit pra esent luptatum 

ete zozril dele renit augue duis dolore te feu gait nulla facilisi. Nam liber tem popor cumes soluta 

nobis eleifend optioner congue nihil imperdiet doming id quoim.

ey.com

Reserving in a 
COVID-19 world
A guide for the property/
casualty reserving actuary

2020



General reserving issues 

Loss contingencies
One of the immediate issues facing management and reserving 
actuaries for first-quarter reporting will be determining if a loss 
has occurred and whether it can be measured. 

Under US GAAP, the relevant accounting treatment is prescribed 
under Accounting Standards Codification (ASC) Topic 450-20, 
Loss Contingencies. Some of the key questions that may be 
asked are:

• Do I need to record a liability? Yes, if it is probable (i.e., 
likely) that you will receive claims and that you can 
reasonably estimate the amount.

• What if I can only reasonably estimate a range at this time? 
If you do not think that any number is better than any 
other within that range, then the minimum value should be 
recorded.

• What if I do not think it is probable that a loss has been 
incurred, but that it is reasonably possible (i.e., greater 
than remote)? In this case, only disclosure is required along 
with an estimate, range of estimates, or a statement that 
indicates it is not estimable at this time.

• With the pandemic still ongoing at the financial statement 
date, how should I think about this for financial statement 
purposes? For exposure arising on or prior to the financial 
statement date, loss reserves should be established if you 
think it meets the probable and estimable requirements 
of ASC Topic 450-20. It is also important to consider 
information that comes to light after the financial 
statement date but before publication of the financial 
statement that provides additional evidence about 
conditions that existed at the financial statement date 
(Type One subsequent events). For losses expected to 
arise from exposure after the financial statement date, 
consideration should be given to premium deficiency 
testing. For pandemic-related events that do not provide 
additional evidence about conditions that existed at 
the balance sheet date (Type Two subsequent events), 
consideration should be given to disclosing the nature of 
the event and an estimate of its effect on the financial 
statement, or a statement that such an estimate cannot be 
made. The accounting requirements for subsequent events 
are given under ASC Topic 850.

COVID-19 is the disease caused 
by a coronavirus first identified 
in December 2019 in Wuhan, 
China.  
 
On March 11, 2020, the 
outbreak had spread enough 
to be declared a pandemic by 
the World Health Organization 
(WHO). Within a week of the 
WHO declaration, political 
leaders in most major 
economies had announced 
significant and increasing 
restrictions on the movement 
and interaction of people 
whereby on March 25, 2020, 
a quarter of the world’s 
population was under some 
form of lockdown. At the time 
of writing, the economic impact 
and its duration are unknown. 

As property/casualty reserving 
actuaries, we deal with 
measuring uncertainty on a 
daily basis and have at times 
in recent history, such as 9/11 
and the 2008 global financial 
crises, had to deal with levels of 
extraordinary uncertainty.

As we enter again a time of 
extraordinary uncertainty that 
will affect nearly every line of 
business, this paper will explore 
various issues, general and 
coverage-specific, and how we 
can react in our forthcoming 
analyses. 
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Operational issues
The speed at which insurance companies have been able to pivot 
their operations to allow their employees to work from home is 
a testament to the strength of their business continuity plans. 
However, most court and arbitration systems have ground to a 
halt for nonessential business. This is leading to a slowdown in 
the closure rate of claims, but the current economic situation 
may present an opportunity to settle claims outside of court and 
arbitration. In the immediate-term some insurers are already 
seeing an increase in the demand for workers’ compensation 
settlements as claimants consider their increased mortality 
risk in the coming months. In the longer run, the greater the 
duration of the current economic situation from COVID-19, 
claimants and their lawyers may experience financial stress 
increasing their desire to settle. 

Another key operational area is premium audits and collection. 
The New York Department of Financial Services has already 
published emergency regulations that force insurers to extend 
policies for a 60-day period for consumers and small businesses 
that otherwise could have been canceled, non-renewed or 
conditionally renewed. Any premium for this 60-day period that 
remains unpaid has to be converted into a one-year interest-free 
loan for the policyholder. 

Premium audits will also be hit on several fronts. First is that 
the ability to carry out audits in the current year on prior year 
premium will be hindered by economic shutdown. Also, there 
is a higher credit risk around premium collections for the prior 
year, as it is likely several businesses could suffer cash flow 
problems or enter into bankruptcy from the current economic 
situation. Finally, some carriers carry a significant accrual for 
earned but unbilled premium that is expected once premium 
audits are carried out for workers’ compensation policies. 
During the last financial crisis, those balances went from a 
healthy expectation of additional premium collection to sharply 
negative, indicating a return of premium. This was due to the 
much lower payroll of employers in the policy period than what 
was expected when the policy was written. History is repeating 
itself for many business right now.

Methods and assumptions
Any significant change in claim closure rates could result in an 
understatement (slowdown in closures) or an overstatement 
(acceleration of claim closures) of the required reserves 
from using traditional development methods. One commonly 
accepted approach of adjusting for this change in the paid loss 
development pattern is the use of a Paid Berquist-Sherman
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method. However, this may not consider fully the types of 
claims being closed. With the closure of the court system to 
nonessential litigation, additional diagnostics of litigation 
rates by age may be helpful in informing the judgment of 
the reserving actuary. The actuary may also find it helpful to 
consider additional methods based on operational time data. 
These methods are commonly used in Australia and look at the 
incremental paid severity of claims at certain points of time 
based on the cumulative ratio of claims closed to reported 
claims, rather than by age of development. These methods may 
give additional information to the actuary on whether claims are 
closing for more or less than historical levels (after adjustment 
for inflation) and may not be as affected by a significant shift in 
the closure pattern.   

Care will need to be taken with exposure measures during 
the forthcoming year. An actuary should understand how any 
collection issues around premium audits from credit risk and 
any premium refunds have been treated in the data. Any delays 
in premium audits, their effect on the current year earned 
premium and any change in how initial premiums are calculated 
by underwriting will need to be understood. Payroll, sales, and 
miles driven will have all dropped off significantly for certain 
industries and mix of business may be important. Any premium 
refunds such as those already announced by personal auto 
writers need to be considered in the context of their accounting 
treatment, a reduction to premium or an additional underwriting 
expense. Meanwhile, policy count could also be affected, 
depending on how policy extensions such as those mandated by 
the state of New York are counted.

Before the pandemic was declared, the big focus topic since 
mid- to late 2019 for casualty insurers was social inflation. This 
cannot be ignored because of the pandemic, and any future loss 
trends should be considered in light of the heightened level of 
social inflation.

Coverage disputes could play a significant part in the coming 
months in determining the eventual extent of insured losses. 
Reserves for the legal expenses around this should also be a 
consideration as reserves are being established.

Finally, if frequency drops significantly during the stay-at-home 
period, only to rebound once the restrictions have passed, 
the average accident date for the current accident year (or 
accident quarters) could be materially different than in the 
history used to determine development factors. This should 
be a consideration for the reserving actuary in setting the 
appropriate reserves for the current accident year.
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Issues by coverage
The following table outlines some specific considerations for certain lines of business. While not exhaustive, the list 
demonstrates the potential breadth of impacts from the pandemic:
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Coverage Considerations
Business  
interruption

A review of coverage language on policies is a critical first step. How the exclusion is worded could be 
important in any future coverage defense and be considered in any determination of IBNR. A discussion with 
the claims department should take place to understand the current volume of claims and potential expenses 
in defending against any denial of coverage. Where claims are valid and no exclusions are in the policy or 
there was a buyback of coverage, a first step should consider the maximum exposure under the contact and 
how long social distancing being in affect would take before the maximum could be reached. 
 
Any retroactive change in coverage could be devastating to the P&C insurance industry and may be 
unconstitutional. At the time of writing this is unlikely to be probable from a financial statement recognition 
perspective. 

Event 
cancellation

For some events a claim may be obvious at the current point in time, although the severity may not be 
readily apparent if the event is merely postponed vs. canceled. More difficult will be making an assessment 
on potential claims beyond the April-June time frame and on whether a cancellation or postponement of 
covered events is probable

Mortgage 
insurance

A claim is typically recognized as occurring once the mortgagee is two months in arrears. Given the 
emergence of the current economic situation in late March, this will be a second-quarter event. 

Workers’ 
compensation

Considerations for this coverage should be split between current and prior accident years. On prior accident 
years any changes to closure rates will need to be factored into analyses along with any impact from the 
delay of medical treatments as hospitals have been focused on the care of COVID-19 patients. 

For the current accident year, consideration of changes in exposure from lower payrolls, changes in the 
average accident date, and increasing frequency and claim duration from the economic downturn will need 
to be thought through to develop a reasonable estimate. Also there could be claims arising from those 
suffering from COVID-19 who are hospital workers or part of an essential business such as grocery stores.

Trade credit/
Surety

Both of these coverages can be significantly affected by an economic downturn. Trends from the last 
recession could be indicative of the changes in loss ratios we may see for these coverages.

Auto 
(personal and 
commercial)

At the time of writing, many personal line auto writers are offering some form of premium refund to reflect 
declining auto frequency attributable to the significant drop in miles driven by consumers when stay-at-
home orders were put in place. The accounting treatment of those refunds should be understood when 
determining the reserves in the current accident year.

Commercial insurers are also seeing lower claim frequency but not necessarily from fewer miles driven. The 
lack of traffic density has led to quicker drive times and fewer opportunities for accidents.

The nonstandard market could see an influx of policy cancellations as the unemployment rates increase 
and customers prioritize rent and food over paying their insurance premiums. Many may continue to drive 
without coverage, which could lead to an increase in expected losses for uninsured motorists.

Professional 
liability/D&O/
E&O

While this coverage area may be an area of concern still from a social inflation perspective, certain industry 
areas will also be facing claims from actions arising through the pandemic. The cruise industry is already 
facing claims, while it could be seen that hospitals may face claims if they have to make life-or-death 
decisions between patient because of a lack of equipment. 
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Actuarial communications
One of the most critical things actuaries do is convey 
not only an estimate but also the uncertainty in that 
estimate. Actuarial Standards of Practice, particularly 
Actuarial Standard of Practice 41, Actuarial 
Communications, guides the actuary in fulfilling these 
duties. One area of focus as the pandemic is ongoing 
and as new information quickly emerges, is disclosure 
of subsequent events and information. ASOP 41 tells 
actuaries that they should disclose any relevant event 
that becomes known to the actuary from the date of 
the latest information used in their analysis through 
the date they issue their report if it may be material 
to their estimate but it is impractical to update their 
analysis. 

The views reflected in this article are those of the author 
and do not necessarily reflect the views of the global EY 
organization or its member firms.
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