
1

Brief

Insurance Product Profitability Performance 
Blueprint V2



22

This application brief demonstrates a Web-based planning and reporting process 

for the general insurance industry, specifically focused on the profitability of 

insurance products, using IBM Cognos® 8 Planning and IBM Cognos 8 Business 

Intelligence. 

Despite the natural catastrophes of recent years, many insurance companies have 

managed to show record profits. Yet all is not well in the insurance industry. Many 

insurers feel that they need to exit risky business lines or geographic locations 

to ensure continued profitability. Risk-management experts predict that the 

catastrophes of recent years might continue for the foreseeable future, and if such 

events occur frequently, large insurance companies may not find it easy to escape 

financial disaster. 

To maintain profitability in the face of escalating risks, insurance companies must 

be nimble enough to change course in an instant—shifting emphasis from one 

product to another, one region to another, one product line to another. 

The problem is that, historically, most insurers have not been able to change course 

very quickly. 

The breakdown occurs in two primary areas. First, insurers have struggled to get 

the right data to make decisions in a timely manner. Too often, insurance executives 

do not trust the data they are given, data is not presented in a user-friendly way or 

data is not structured to answer the key business questions and so on. Second, 

insurers have rarely been able to forecast accurately multiple business scenarios to 

determine the most profitable course of action. Strategic planning and forecasting 

have typically been annual events, often based on prior-year results plus some 

percentage growth—rather than on business drivers—and done in isolation by 

each product line or business segment. Usually, overall corporate impact is not 

considered. 

Driving product and overall profitability with a coordinated, efficient process can 

be reality, however. The first step is to consolidate data, storing all relevant product 

revenue, claim and expense information in an accessible place. Next is to apply 

Introduction
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appropriate reporting and analysis tools to the task of understanding as much as 

possible about product lines and individual products. At that point, the insurer can 

begin to assess financial impacts of proceeding with business-as-usual rather than 

implementing one or more initiatives in specific products or product lines to improve 

profitability. 

The IBM Cognos Insurance Product Profitability Performance Blueprint  enables 

insurers to create profit-and-loss statements and balance sheets at the product and 

product line levels so business analysts, product managers and finance executives 

can analyze and report on profitability and plan initiatives to improve business 

results. 

The Insurance Product Profitability Blueprint  helps insurers meet a number of 

objectives: 

•	 Establishment of clear and concise targets for each manager at a profit-and-loss (P&L) level

•	 Establishment of clear and concise targets for each product

•	 Calculation of revenues, expenses and claims based on adjustable historic trends

•	 �Development of alternative revenue planning scenarios and a process for choosing the best 

alternative to meet needs and expectations

•	 �Automatic calculation of the Earned Premium and Unearned Premium Reserves (UPR) for the 

user and the day’s phasing

•	 Determination of the Premium Spread by product

•	 The ability to calculate and adjust product expenses

•	 �The ability to plan Current Accident Year Claims by Peril, a choice of methods to use in 

calculating the Incurred Dollar (Size & Frequency or Loss Ratio method) and the ability to 

adjust trended rates 

•	 �A balance sheet by product that includes all the necessary movements and enables users to 

enter a Premium Debtor’s rate and adjust as necessary the trended Deferred Acquisition Cost 

(DAC) items

•	 �The ability to plan forecasts in a local currency which is then converted to the corporate 

standard currency using corporate rate tables

•	 Immediate feedback on planning decisions

•	 Reporting and analysis by product line and product
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The Insurance Product Profitability Blueprint  is described in detail in this brief. The 

solution has two primary components: 

•	 Reporting, analysis, dashboards, and scorecards using IBM Cognos 8 Business Intelligence 

•	 �Planning and forecasting using IBM Cognos 8 Planning 

Using these components, product line managers, product managers and analysts 

can:

•	 Receive product line and product information.

•	 Analyze the information to determine targets.

•	 Plan initiatives to drive increased profits into the chosen target.

•	 Manage and update the P&L and balance sheet at desired levels in the product hierarchy.

Customer Segment Reports, Analysis, Dashboards and Scorecards 

The Insurance Product Profitability Blueprint  provides a hierarchy of dashboards 

and reports that guide users through increasingly deeper levels of understanding. 

A business intelligence portal view of the Blueprint  begins with a high-level picture. 

The portal may be tailored to view reports based on a user’s level of security and/

or responsibility. IBM Cognos 8 Planning application administrator may allow a 

user to see revenue reports for all products and product lines or for a single area of 

responsibility, such as a specific product line, product or combination. 

Welcome page

The Welcome page (Figure 1) provides a great deal of information very quickly. The 

alert at the top left is an event-based notification to the user recommending a course 

of action based on a data threshold. 

Figure 1. Welcome page
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The graph below the alert is a dual-axis line trend drawing a correlation between 

new Gross Written Premiums and Acquisition Costs. This landing page also 

includes three key business “driver trees” that can be enlarged for a closer view by 

clicking on any of the thumbnails. In addition, the page includes a search engine 

and links to financial/triangulation reports (Figures 2 and 3) and the Planning model.

Figure 2. Profit & Loss report

 
Figure 3. Loss Triangulation Analysis
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Analysis Quadrant

With the Analysis Quadrant, a user can look at up to four metrics simultaneously 

(Figure 4). Dynamic filtering options are provided at both the global and individual 

chart levels. In addition, the user can swap which dimensions are displayed on 

which axis.  

Figure 4. Analysis Quadrant with four metrics

There is also the option of choosing between bar, line and area graph 

representations. Finally, each graph supports drill-up and drill-down (that is, 

clicking on fiscal year switches the view to the 12 months in that fiscal period).

Gross Written Premium

Figure 5  shows the Growth Written Premium (GWP) tab, which provides a larger, 

more static view of the GWP metric than in the Analysis Quadrant.  

Figure 5. Gross Written Premium Tab



7

The top chart compares the actuals, budgets, and forecast across time, while the 

bottom compares the product divisions within actuals and forecasts across time. 

The report also allows for filtering on time periods and product divisions.    

Underlying Growth

The Underlying Growth tab (Figure 6) is an area graph displaying Inforce growth 

percentage over time. By default, the forecasts for the current and proceeding fiscal 

periods are selected. However, the budget and fiscal period +2 can be added in the 

left-hand filter bar.

Figure 6. Underlying Growth tab

Average Premiums

The Average Premiums tab (Figure 7) provides two views of the Average Premiums 

metric. The top chart compares the actuals and budgets over time, while the bottom 

compares the product divisions over time. The report also allows for filtering on time 

periods and scenarios.    

 
Figure 7. Average Premiums tab.
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Planning and forecasting with the Insurance Product Profitability Blueprint

Performance management systems make it easy to articulate goals and to 

measure, track and receive feedback about performance against those goals. 

The Blueprint  can be used collaboratively by executives, product line managers, 

financial planners, financial analysts and product managers to help managers align 

decisions with corporate strategies. 

The Insurance Product Profitability Blueprint  anticipates that every effort is 

made to manage such items as Investment Income Rates, along with technical 

parameters like proportional RI (Re-Insurance) Rates and Recoveries, Unallocated 

Loss Adjustment Expenses (ULAE) and Incurred But Not Reported (IBNR). At 

the product manager or product line level, managers make decisions to optimize 

efficiency and revenues and control claims and expenses. There must be forward-

looking collaboration so that product decisions are aligned with corporate 

expectations and so that variances can be evaluated. 

Product managers and product line managers need clear targets and goals, and 

must understand corporate expectations. Managers must be able to forecast 

both operational needs and profitability and get continuous feedback on their 

performance against corporate targets and profitability guidelines. With its 

reporting, analysis, dashboards and scorecards combined with IBM Cognos 8 

Planning, The Insurance Product Profitability Blueprint  helps meet these needs. 
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Blueprint workflow

Figure 8  highlights the work and information flows through the Blueprint.

Figure 8. Blueprint workflow

These are basic workflows in which an individual contributor would: 

•	 Review corporate targets for a product or product line. 

•	 Forecast revenue and claim activity to align baseline plans and corporate targets. 

•	 Assess impacts on product revenue, expenses and profitability. 

•	 Monitor key performance indicators.

•	 Generate reports and analyses. 

The Insurance Product Profitability Blueprint  uses as its e-list a hierarchical list of 

products:

•	 Liability

•	 Workers Compensation

•	 Property

•	 Auto

•	 Home
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These roll up to consolidated product groups: Commercial Insurance and Personal 

Insurance. The consolidated product groups roll to Total Company. Product Runoffs 

can be included as part of the product hierarchy. 

The hierarchical list is tailored to the needs of an individual company and could 

include many more levels and brands.

The individual contributor’s starting point in the budgeting and forecasting process 

is the Insurance Product Profitability application. 

Insurance Product Profitability application

This section guides you through the Insurance Profitability application. 

Revenue 

The Revenue tab (Figure 9) is where the forecasting/budgeting process begins. 

You begin by determining what the revenue will be and that is used to drive Current 

Accident Year Claims, along with other revenue driven items. 

Figure 9. Revenue tab

The Current Forecast in this tab defaults to Scenario 1. If you indicate no scenario 

preference, the model defaults to Scenario 1. When viewing the Current Forecast 

page, you will notice in the top-left corner of the grid a Choice drop-down which 

offers the opportunity to change the scenario in use to another. 
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By changing the menu that reads Current Forecast, users may work on any scenario 

they prefer, view actuals or review the current budget. 

In Scenario 1, for example, users can see where and how they might influence 

their forecasts. There are a number of grayed-out rows representing trends that 

have been calculated and linked-in to give users a starting point as they begin 

the budgeting process. In Figure 10, notice that for each trended item in the first 

column, there is a drop-down to enable users to define the Trend method they would 

prefer to use. 

Figure 10. Scenario 1

The default is Same Period Previous Year, a number that has been calculated and 

pre-populated as a starting point. You may change the default for any or all given 

trends to their preferred method. The choices are: 

•	 Same Period Previous Year (here, January to January and so on — the default) 

•	 6-Month Average (average of previous 6 months) 

•	 12-Month Average (average of past 12 Months)

•	 Last Period (last period we have actual data for) 

•	 Zero Trend (a zero base for beginning a new product) 
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Begin by entering the first letter or number of your choice and pressing Return or 

by selecting an item from the menu. The five choices are those selected for this 

Blueprint. Other or additional choices are also possible with some customization. 

You can modify any item that has a Trend number by specifying an Adjustment 

Number (or Dollar), by entering a percentage to change the item or by directly 

editing the result and allowing the model to calculate the adjustments. As an 

example, you could increase Average Premium-New—the Average Premium for 

new business—by either adding or subtracting a dollar amount, by increasing or 

decreasing it by a percentage, or by entering the desired result in the Average 

Premium-New cell. Numbers can be changed by one cell at a time or by complete 

rows. Totals can be changed and the change would then break-back (reverse 

allocate) over the detail items.

Fields in GRAY cannot be edited and are either locked historical data, data linked 

from other tabs or items calculated based on information entered in the white (or 

editable) areas. As changes are made, they are highlighted in blue along with any 

cells affected by the change. Changes made on any specific tab will also be made 

on any other tabs affected by the changes. Making changes to the Revenue tab 

will change revenue, which would change Earned Premium Calc; and because the 

Earned Premium affects Current Accident Year Claims, that would be affected also, 

and so on. 
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The calculations in this model were developed from a number of driver trees, which 

are available from a link at the bottom-right corner of the Web portal. The driver tree 

in Figure 11 should prove helpful in gaining a deeper understanding of the Revenue 

tab. 

Figure 11. Revenue tab driver tree
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As noted previously, users may also view Actuals or the current Budget from 

the Revenue tab. Notice that the timescale changes as the views change. In the 

example in Figure 12, the Current Forecast and related scenarios ran from July 2008 

through December 2010, the two rolling fiscal years being forecasted. July 2006 

through December 2008 are viewable as read-only because they are the actuals 

that make up part of Fiscal Year 2009. The Budget covers Fiscal 2009, which runs 

from July 2008 to June 2009. 

Figure 12. Current Forecast timescale

Actuals (Figure 13) cover a period from July 2006 through December 2008. 

Figure 13. Actuals timescale
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Current Accident Year Claims 

The Current Accident Year Claims (Figure 14) tab calculates the cost of the current 

year claims for both new and renewal business. The cost of the Current Accident 

Year Claims is arrived at by adding Incurred Dollar—New and Incurred Dollar—

Renewal. You can choose one of two methods when calculating Incurred Dollar. 

The two methods are the Size & Frequency Method or the Loss Ratio Method. 

Figure 14. Current Accident Year Claims tab

The Size & Frequency Method multiplies Incurred Number by Average Claim Size, 

and then phases the result by the days in the month. (The numbers are brought over 

from Earned Premium Calc. tab.) 

The Loss Ratio Method takes the Earned Premium numbers (New and Renewal), 

linked from the Revenue tab and multiplies them by their respective Gross Loss 

Ratios (New and Renewal). 

When calculating the Incurred Dollar used in the Size & Frequency Method, the 

Incurred Number is determined by multiplying Claim Frequency by Inforce. The 

Inforce numbers were linked at the same time as the Earned Premium numbers and 

represent the number of policies “in force.” 
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The Earned Premium numbers linked from the Revenue tab come from the Current 

Forecast. You start work on the Revenue tab numbers before beginning work on 

your Current Accident Year Claims. In the Revenue tab, you would have chosen a 

scenario as your Current Forecast or accepted the first scenario by default. 

As in the Revenue tab, you may choose a Trend Method when bringing in trended 

items. In the Current Accident Year Claims tab, the trended items are Average Claim 

Size, Claim Frequency and Gross Loss Ratios. These items are linked in for both 

new and renewal business and may be adjusted as desired. 

Figure 15. Current Accident Year Claims tab—Perils

The Cost of New Claims driver tree (Figure 16) helps explain the flow of calculations 

in the tab.

Figure 16. Cost of New Claims driver tree

While working in the Current Accident 

Year Claims tab, you may work on 

one peril at a time or all perils at once. 

The perils are Working, Event, Large 

1 and Large 2 (Figure 15). The name 

and number of Perils are tailored to the 

needs of a company. 
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Prior Accident Year Claims

Using the Prior Accident Year Claims tab (Figure 17), you can enter the previous 

Gross Incurred Claims in order to unwind it and arrive at the Opening OS Reserve 

(OS=Outstanding). It links in three items: from the Time Calc tab, the Discount 

Month; from General Assumptions, the Discount Rate and from the Claim Payment 

Pattern tab, the Unwind factor. The current month is always Development Month 

zero. 

Figure 17. Prior Accident Year Claims tab

The Time Calc tab, among other things, monitors automatically what the current 

month is and then enters the correct Development Month into the appropriate 

calendar month. Prior Year Cash Flows are then linked into Prior Period Claims in 

the Claim Payment Table tab; Prior Period OS Claims Reserve and Movements are 

linked into the Incurred Claims tab. 
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Incurred Claims 

The Incurred Claims tab (Figure 18) calculates the Outstanding Claims Reserve, 

Incurred but not reported (IBNR), and Unallocated Loss Adjustment (ULAE) 

Reserves. The tab also calculates other items such as the movement on these 

items, Net Claims paid and Re-Insurance recoveries. 

Figure 18. Incurred Claims tab

To perform these calculations, the Cost of New Claims links in from the Current 

Accident Year Claims tab the rates needed from:

•	 The Technical Parameters tab

•	 The Opening OS Reserve and movement from Prior Accident Year Claims

•	 The Net Claims Paid as calculated in the Claim Payment table

•	 The monthly Discount Rate from General Assumptions 

•	 �Any Unallocated Loss Adjustment Expenses that may have been entered into the 	

Expenses tab 

These items, along with Revenue information linked in from the Profit and Loss tab, 

are then used to calculate the following recoveries and ratios. 
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The undiscounted Pay Pattern is brought in from the Claim Payment Pattern tab 

in order to calculate Gross Undiscounted Incurred Cost. Hidden from users is the 

fact that the Current Month has been linked in from the Time Calc tab and is used in 

certain formulas. 

Having received from Current Accident Year Claims the Cost of New Claims and 

then accounting for RI (Re-Insurance) recoveries, the result, Net Cost of New 

Claims, is linked into the Claim Payment Table to calculate Net Claims Paid. This will 

be covered when we explore the Claim Payment Table tab. 

The final link into this tab would be from STEP3 Discount Unwind(hide), which is the 

third step in the Claims Projection process. It brings in the OS Claim Reserve. The 

process of arriving at this number is covered in the section called Claim Projection 

Forecasting.

Besides the link into the Claim Payment Table mentioned above, this tab also feeds 

the Claim figures, recoveries, movements and reserves found in the Profit and Loss 

tab and the Reserves and Incurred but not Reported (IBNR) found on the Balance 

Sheet. 

This tab also allows for user input of the Claim Provision Releases and Valuation 

Strain and therefore is writable. 
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The driver tree for Incurred Claims (Figure 19) explains how we arrive at Net Incurred 

Claims (excluding ULAE).

Figure 19. Incurred Claims driver tree
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Expenses 

The Expenses tab (Figure 20) is where you may, as in the Revenue tab, choose 

which method you’d prefer when linking in trend numbers. Having linked in the trend 

numbers, you may adjust them at the top level or by using a percentage or number 

amount. 

Figure 20. Expenses tab

Trended in the Expenses tab are two rates used to calculate the Commissions on 

the New and Renewal. The Trend default method, as in the Revenue tab, is Same 

Period Previous Year. Also contained in the Expenses tab are the DAC, or Deferred 

Acquisition Cost, Movements. Because recognition of Premium has been deferred, 

the recognition of costs associated with that Premium is also deferred. The DAC 

movements are calculated in the Balance Sheet and linked into the Expenses tab. 

Other user-entered items are: 

•	 Reinsurance Exchange Commission

•	 Other Acquisition Costs

•	 LAT Adjustments

•	 Levies and Charges

•	 Management Expenses
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Unlike the Revenue or Current Accident Year Claims tab, the Expenses tab does not 

have a Scenario dimension, because expenses are entered and not modeled. 

Profit and Loss

The Profit and Loss tab (Figure 21) is where all the work done thus far in the model 

arrives. The Profit and Loss tab is a consolidation of the information from:

•	 Revenue

•	 Expenses

•	 Current Accident Year Claims

•	 Incurred Claims

•	 Balance Sheet. 

Besides the consolidation effort, there is also work done in this tab. From the Claim 

Type Ratios tab, you link in the Peril ratios that are used to break claims down into 

their respective components. 

 
Figure 21. Profit and Loss tab

Up until this point, you have been working in the local currency. The Profit and Loss 

tab has a dimension for Local Currency and the Corporate Standard. All dimensions 

in this tab can be viewed in either currency. The currency conversion is based 

upon corporately established exchange rates. The Exchange Rate function will 

be discussed in greater detail, when we explore the tabs that perform the actual 

conversion. By virtue of the consolidation just described, you are now able to 

calculate such items as the Net Underwriting Result, the Investment Income on 

Technical Reserves, and Gross Margin (Figure 22). 
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Figure 22. Net Underwriting Result, the Investment Income on Technical Reserves and Gross Margin 
calculations

In the Profit and Loss tab, you can also make any Market Rate Adjustments as 

necessary, handling your Claims Provision Releases, LAT Adjustments, entering 

JV (Joint Venture) figures, entering Sub Debt Charges or Investment Income on 

Shareholders Funds (Figure 23). 

 
Figure 23. Making Market Rate Adjustments

We can also see in this tab that management has given the planner feedback in 

the “Target” item. A Gap is calculated to let both parties know any variance from 

corporate goals. This tab can be used as a collaboration zone to close the Gap 

between the Target and the Total Forecast. 
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Balance Sheet 

The Balance Sheet tab (Figure 24) has two trended items. As in previous tabs 

with trended items, you may select a trend method or accept the default of Same 

Period Last Year. You may also adjust this Trend item directly by either an amount 

or a percentage. The only other decision to be made in this tab is Additional IBNR 

(Incurred but Not Reported), if desired. 

Figure 24. Balance Sheet tab

The Balance Sheet tab is the target of a number of tabs: 

•	 �The Incurred Claims tab is the source for the current and prior period claims for IBNR, ULAE 

Reserve and the OS Claims Reserve. 

•	 The UPR (Unearned Premium Reserve) is brought over from the Revenue tab. 

•	 �From General Assumptions, the default method for the trends and the Investment Income rate 

are linked in. 

•	 �In addition to the lookup link for the trended items, exchange rates also are brought in from 

the Exchange Rate Lookup tab, because the Balance Sheet is expressed in both local currency 

and the corporate standard currency. 

The Balance Sheet is a source of information for the Profit and Loss and Expenses 

tabs. DAC Movements are linked into the Expenses tab as the DAC – Commissions 

and DACA – Other Acquisition Costs. These are used to calculate Net Commissions 

and Total Acquisition Costs. Linked over into the Profit and Loss tab from the 

Balance Sheet are the OS Claims Reserve, ULAE Reserve and Investment on 

Technical Reserve. The Movements are OS Claims Reserve IBNR and ULAE 

Reserve.
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Earnings Pattern (hide)

With the Earnings Pattern (hide) tab, you can enter the Policy Period, that is, the 

number of months the premium is to be spread over or—put another way—the cover 

period for the premium. Policy Period varies by product, which is how the planner 

has logged onto the model. The default, if no selection is made, is to spread the 

premium on a 12-month basis. In Figure 25:

•	 1/24th of the premium is recognized in the first period, Development Month 0 .

•	 1/24th of the premium in the 13th Period, Development Month 12.

•	 The remaining 11/12ths would be recognized between periods 1 through 11. 

Figure 25. Earnings pattern (hide) tab

It is always the case that:

•	 1(2*Policy Period) goes in Development Month 0

•	 Development Month 0 is equal to the Policy Period

•	 (1 Policy Period) goes into Development Month 1 through (Policy Month – 1)

 The phasing calculated in this tab is used in the Earned Premium Calc(hide) tab.
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Claim Payment Pattern (hide)

The Claim Payment Pattern (hide) tab (Figure 26) is where the Discounted Pay 

Pattern is entered. You can enter this number or actuaries can pre-load it. If the 

Payment Pattern is pre-entered, this tab might be hidden from you or set to Read-

Only. Discounted Pay Pattern is the payment pattern of the undiscounted claims 

cash flows.

 
Figure 26. Claim Payment Pattern (hide) tab

The total of the Undiscounted Pay Pattern is used in the Incurred Claims tab; the 

Unwind Factor is used in the first step of the Claim Projections—Step 1 Undisc Claim 

Pmts (Hide)—tab, and the Monthly Discount Rate and Power are used in the third 

step of the Claim Projections—Step 3 Discount Unwide (Hide). The Unwind Factor is 

also used in the Prior Accident Year Claims tab.

The Claim Payment Pattern (hide) tab takes the Discounted Pay Pattern and, 

after calculating the Development Month, arrives at the Undiscounted Pay 

Pattern. 

The Claim Payment Pattern (hide) tab has the Discount Rate linked into it from 

the General Assumptions tab. The Discount Rate is converted to a Monthly 

Discount Rate, which is then used to calculate the Unwind Factor. 

The Unwind Factor is the number applied to the Claims Payment Phasing to 

arrive at an Unwound Payment, that is, the Undiscounted Cost of the Claim. 

The information calculated by this tab is used by a number of tabs throughout 

the model. It feeds the Development Month to the Earnings Pattern, which is 

then used to calculate Earned and Unearned Premiums.

The Discounted Pay Pattern might cover from 1 to 241 periods. Since we are 

doing a 24-month forecast, development months 25 to 240 are accounted for 

in development month 25 of the model. 
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Claim Projection Forecasting 

Figure  27  represents the process of arriving at OS Claims Reserve, along with 

other key measures and metrics. You are now leaving Claim Payment Pattern(hide), 

located at the far left of the flowchart, and entering the Claim Payment Table. The 

process begins with the Claim Payment Table and continues through the Claim 

Projection tabs, steps 1 through 3. The Claim Projections Forecasting Process 

discussed in this section includes tabs that might be hidden from users within the 

application. They are viewable in the Blueprint  as tabs ten through thirteen. 

Figure 27. Arriving at OS Claims Reserve
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Claim Payment Table 

The Claim Payment Table tab (Figure 28) is used to calculate the Net Claims Paid, 

which is then fed directly back into the Incurred Claims tab. The remaining portion of 

the Cost of Current Year Claims is then processed through the three tabs—steps 1, 2 

and 3—that together calculate the OS Claim Reserve. 

Figure 28. Claim Payment Table tab

The Current Period Claims page is linked in from the Incurred Claims tab and brings 

in the Net Cost of Current Year Claims. The Net Cost of Current Year Claims for the 

Prior Period Claims page is linked in from the Prior Accident Year Claims tab. The 

Undiscounted PayPattern is linked in from the Claim Payment Pattern(hide) tab. 

This tab requires no user input and would be hidden. 

By use of the Delay BiF (Built-in Function), we arrive at Net Claims Paid, which is 

linked back to Incurred Claims. It is called Total Claim Payments here. In the page 

called Base, the Net Cost of Current Year Claims is being delayed based upon the 

payment Pattern. 
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In the first month of the forecast, the amount delayed is the sum of Development 

months 1 through 25. The three entries in this case would add up to more than 100% 

because it is the Undiscounted Pay Pattern. The Undiscounted Pay Pattern is the 

payment pattern of undiscounted claims cash flows. The pattern is used to allocate 

the remaining cost of new claims over the future development periods. 

The development months (0 – 25) for the Base along with the Net Cost of New Claims 

and Claim Payments Current Year is what was shown in Figure 28. The “spread” 

page (Figure 29) shows the spread balance of claims that will be fed into Step 1 of 

the Claims Projections Process. 

 
Figure 29. The spread balance of claims that will be fed into Step 1 of the Claims Projections Process

Discounted Pay Pattern 

In the Claim Payment Pattern(hide) tab we entered the Discounted Pay Pattern 

(DPP). The DPP is the pattern used to “spread” the cash flow payments for 

all new claims incurred over their expected future payment periods. As an 

example, almost 100% of motor vehicle insurance claims are expected to 

be paid within 12 months from date of occurrence (hence the term “short tail 

insurance”). A stylized example is 30% paid in Month 1, 25% Month 2, 25% 

Month 3, 20% Month 4 – i.e. 100% of the claims are paid within 4 months. 
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Figures 30, 31 and 32 explain the relationship between the two views.

 Figure 30. The relationship between the two views

Figure 31. The relationship between the two views (continued)

 
Figure 32. The relationship between the two views (continued)
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STEP1 Undisc Claim Pmts(HIDE) 

The spread of the remaining portion of the Claims is linked into STEP1 Undisc 

Claim Pmts(HIDE) (Figure 33) and lagged 1 Development Month. The lag is 

accomplished in the link. This serves to remove development month 0, the month 

the claim was realized, and the Net Claims Paid realized. This spread is linked into 

the Claim Payment Phasing Lagged item, where an Unwind factor is applied to 

arrive at an Unwound Payment. This is tab eleven in the application. The link uses 

the Time Calc tab as an allocation table and always lags the “Development Months” 

appropriately. 

Figure 33. STEP1 Undisc Claim Pmts(HIDE)

STEP2 Disc Claim Pmts (HIDE) 

In the STEP2 Disc Claim Pmts (HIDE) 

tab (Figure 34), the Unwound Payment 

is aggregated. So AG 0 adds up 

Development Months 0 to 25, but in AG 1, 

aggregate Development Months 1 to 25 

are aggregated, and so on. 

Figure 34. STEP2 Disc Claim Pmts (HIDE)  
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STEP3 Discount Unwind(HIDE) 

The aggregated total is then linked into step 3 (Figure 35), which, by month and 

for the aggregated Development Months, multiplies the aggregated amount by 

the Monthly Discount Rate raised to the power calculated in the Claim Payment 

Pattern(hide) tab. This yields the Claim Expense Provision which is then linked into 

OS Claim Reserve in the Incurred Claims tab. 

Figure 35. STEP3 Discount Unwind(HIDE) tab

Reorienting the step 3 tab shows us the OS Claim Reserve Triangulation table 

(Figures 36 and 37).

Figure 36. Reorienting the STEP3 tab
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Figure 37. OS Claim Reserve Triangulation Table

None of the three steps has any need for user input and would be hidden in a 

deployed application. 

Technical Parameters(hide)

The Technical Parameters(hide) tab (Figure 38) stores parameters that are 

established by corporate and used in Revenue and Incurred Claims tabs, along 

with a history of their changes and those currently in use. All the parameters are 

rates and can vary by product. It can be a Read-Only tab. 

Figure 38. The Technical Parameters(hide) tab
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 General Assumptions(hide)

The General Assumptions(hide) tab (Figure 39) is used to store the Global 

Assumptions used throughout the model. These assumptions are established by 

corporate and do not vary by product. 

Figure 39. General Assumptions(hide) tab

General Assumptions is read-only and its data is used in the tabs shown in 

Figure 40. 

Figure 40. Tabs that use the General Assumptions tab data
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Earned Premium Calc(hide) 

You can hide the Earned Premium Calc(hide) tab (Figure 41) from users if desired. 

If it is not hidden, it requires no direct user input and would therefore be read-only. 

It takes the Phasing calculated in the Earnings Pattern tab and brings it into each 

month for use as an input into the Delay BiF, which calculates the Earned Premium in 

each period. 

Figure 41. Earned Premium Calc(hide) tab 

A BiF, or a built-in- function, is a standard calculation available from the IBM 

Cognos 8 Planning application. Delay BiF calculates the Premium Earned based 

on a delay, in this case “phasing.” Phasing indicates the time between the receipt 

of funds and recognition. The other item needed, Premium, is linked in from the 

Revenue tab and is equal to Premium—New and Premium—Renewal. Premium 

dollars, after having run through the delay calculation, can be used to calculate 

Earned Premium and Unearned Premium Reserve(UPR). 

The Earned Premium for both New and Renewal business are then adjusted for 

the number of days in the period to arrive at a Daily Adjusted figure which is then 

linked back into the Revenue tab. Having calculated Earned Premium, we can also 

calculate UPR, which is also linked back into the Revenue tab. 
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Because we have calculated the numbers used to determine the daily adjustments 

in each period, we feed the information forward into the Current Accident Year 

Claims tab, which does a daily adjustment calculation on Incurred Dollar if the Size 

& Frequency Method is used. 

Trend Analysis(hide)

The Trend Analysis(hide) tab (Figure 42) is used to store the trends used in the 

Revenue, Expenses, and Balance Sheet tabs. Trends are based on 12 months of 

actuals history. For each trended item, there are pages for: 

•	 The past 12 months of history

•	 The 12-month average for the item

•	 The 6-month average for the item

•	 Storing zeros

•	 Storing the last known value for the item

This tab, which may be hidden, is used by these targets to “look up” the values 

desired by users. 

Figure 42. Trend Analysis(hide)
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Claim Trend Analysis(hide)

The Claim Trend Analysis(hide) tab (Figure 43) stores the trends used in the Current 

Accident Year Claims tab. Trends are based upon 12 months of actuals history. For 

each trended item, there are pages for:

•	 The past 12 months of history

•	 The 12-month average for the item

•	 The 6-month average for the item

•	 Storing zeros

•	 Storing the last known value for the item

This tab, which may be hidden, is used by the above target as the source when 

“looking up” the values desired by users. 

 
Figure 43. Claim Trend Analysis(hide)

Claim Type Ratios 

The Claim Type Ratios tab is used to calculate the ratio between the Perils used in 

the Profit and Loss tab. The basis for the ratios is Cost of Current Year Claims from 

Current Accident Year Claims. The Profit and Loss tab uses these ratios to break 

down:

•	 Gross Incurred Claims

•	 Net Incurred Claims, Current Year Claims

•	 Gross Loss Ratio

•	 Net Loss Ratio

•	 ULAE(UnAllocated Loss Adjustment Expense) Ratio into the Peril component parts. 

The tab is not displayed in the application.
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Currency Choice 

The Currency Choice tab, a hidden tab in the Blueprint, is where the user’s local 

currency information is stored. The model assumes they are working in their Local 

Currency and then converts the Local Currency to the Corporate Standard where 

appropriate. 

Exchange Rates(hide)

The Exchange Rates(hide) tab (Figure 44) in the model is where an administrator 

would load Exchange Rates. This tab requires no user input and can be hidden in 

the application. 

 
Figure 44. Exchange Rates(hide) tab

Exchange Rate Lookup 

The Exchange Rate Lookup tab is also hidden in this Blueprint. It links in currency 

from the Currency Choice tab. Based upon that choice, it then looks up the 

appropriate exchange rate in the Exchange Rates tab. The default, if no currency 

choice is made, is to use the Standard Currency. This tab requires no input from the 

user and should be hidden within the application. 

The Exchange Rate Lookup tab links into the Balance Sheet and Profit and Loss 

tabs. These two tabs are viewable therefore in the Local Currency or the Corporate 

Standard. 
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Time Calc(hide)

The Time Calc(hide) tab (Figure 45) enables an automated rolling forecast, requires 

no user input and may be hidden at the discretion of the administrator. It is used 

as an allocation table in a number of the links in the model. Some links require that 

actual month’s data be used, others forecast months and still others need to link 

over the 12 previous months. Time Calc stores and automatically updates a great 

deal of information used throughout the modeling process. It is a data source for 

Incurred Claims, Prior Accident Year Claims, Balance Sheet and Revenue. It is used 

in eleven other links as an allocation table.

Figure 45. Time Calc(hide) tab
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