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Meaning of Reserves – CAs & Insurer 
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 Appropriation of Profit

Chartered Accountant’s Understanding of Reserve

 Charge to Profit

General Insurer / Actuary’s Understanding of Reserve



Premium to Profit – Typical P&L Elements
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Different Types of Reserves

 Unearned Premium Reserve – UPR

 Premium Deficiency Reserve – PDR

 Incurred but not reported – IBNR

 Incurred but not enough reported – IBNER

 Case Estimates / Reserve 

 Catastrophe Reserve – Cat Reserve
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Flow of Reserves
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Premium Reserves – UPR 
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1/365th Method
1/24th Method
1/8th Method

Uniform Earning Pattern

Specific Cargo Policies

Open policies & Open Covers

Extended Warranty

EAR / CAR

Marine Insurance  

Uneven Earning Pattern



UPR Calculations for EAR / CAR

8

Important to Understand the risk 
Exposure

Policy Characteristics

Generally more than
One year Policy Term

Exposure is steadily
increasing

More commonly used
= 1/365th Method



IBNR Estimation – Overall Process
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Ultimate claims is what is
estimated based on historic
patterns…IBNR & IBNER is
just a byproduct



Chain Ladder Method – Primary Reserving 
Tool for IBNR/ IBNER
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Different Time 
Elements

 Development as time 
elapses (Horizontally)

 Emerging Trend for every 
new accident cohort 
(Vertically)

 Any financial year impact 
(Diagonally) 

Different Matrices

 Claims paid (Gross / Net)

 Claims Incurred (Gross/ 
Net)

 Claims Number

 Avg Claim Cost

 … … …

Different Method

 Basic Chain ladder

 BF Method (Bayesian )

 Bootstrapping

 … … …

Different Cohort

 Underwriting Period

 Accident occurrence

 Reporting date

Simple Average 
Weighted Average
Geometric Mean

Curve fitting



Other Elements of Reserving and Methodology 

 Premium Deficiency Reserve (PDR)

 Unexpired Risk Reserve (URR) – UPR + PDR

 Case Estimates
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2. PDR 4. Outstanding3. IBNR & IBNER

Purpose

1. UPR is the reserve for 
unexpired portion of 
risk

2. UPR is created 
immediately after 
premium is received

1. PDR is created if the 
estimated ultimate 
claims is greater than 
the UPR as at the 
Reserving date

2. PDR , if required, is 
created after 
estimating the  
Ultimate Claims &IBNR

1. Outstanding reserve is 
created when a claim 
is reported

2. Is an estimate since 
the actual losses are 
most likely not known 
when a loss is 
intimated.

1. UPR 
1. Estimated for the 

losses that have not 
yet been reported as 
at the Reserving date.

2. When claims get 
reported this moves to 
Outstanding Reserve 
and eventually gets 
paid.

Flow of Reserves

Approach

1. Is calculated by 
apportioning the 
written premium to 
the actual number of 
unexpired days as at 
the Reserving date

2. Generally this 
approach is termed as 
1/365ths method

1. Ultimate claims is first 
estimated and the ULR 
is known (ULR = 
Ultimate Claims / 
Earned Premium)

2. PDR is calculated by 
multiplying the 
Expected ULR above 
100% by the UPR 

1. Is estimated on a 
individual claims basis

2. No standardised
formula/approach for 
estimating this; 
requires professional 
judgment

1. Is estimated on a 
historic aggregate 
claims basis

2. Generally accepted 
methods include Basic 
Chain Ladder, BF, Cape 
Cod; stochastic 
modeling can also be 
performed 

Estimated 
by Actuaries Actuaries Claims/Loss AssessorsActuaries
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Effects of Reserving
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Over Reserving Under Reserving

First Order Impact
1. Worsen apparent profitability; cause lack of SH 

confidence
2. Reduce solvency margin
3. Possibly causing problems regulatory / rating agencies 
4. Reduce overall returns to SH

Second Order Impact
1. Increase in Premium rates
2. Lack competitiveness in product pricing
3. Delay payment of taxes

First Order Impact
1. Could lead to shortfall of funds and inability to meet 

liabilities as they become due
2. Speed up the payment of taxes and dividends
3. Lower solvency capital; higher solvency margin

Second Order Impact
1. Reduction in premium rates
2. Untimely capital requirement
3. Serious regulatory implications 

Comments
1. Over reserving happens when the actual claims paid are 

less than the estimated reserves (outstanding + IBNR)
2. Mostly because of a conservative outlook of the future
3. Prudent reserving is desirable to withstand seasonal 

swings and catastrophes

Comments
1. Under reserving happens when the actual claims paid are 

more than the estimated reserves (outstanding + IBNR)



Examples of Reserving…

 Indian Third Party Motor Pool – needed additional INR 100 Billion of 
Capital Infusion
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Examples of Reserving…Disclosure by a US insurer
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Examples of Reserving…

Audit Practices in other Jurisdictions
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Final Word….

To Under-reserve it to Under-Price 

- By Warren Buffet

18



Any Questions…
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