
















































































EX A M 6C FA L L 2014 S A M P L EA N S W ER S A N D EX AM IN ER ’S R EP O R T

GEN ER A L CO M M EN T S :

 Candidatesshouldnotethattheinstructionstotheexam explicitly say toshow allw ork;graders

expecttoseeenoughsupportonthecandidate’sansw ersheettofollow thecalculations

perform ed. W hilethegradersm adeevery attem pttofollow calculationsthatw erenotw ell-

docum ented,lackofdocum entationm ay resultinthedeductionofpointsw herethe

calculationscannotbefollow edorarenotsufficiently supported.

 Incorrectresponsesinonepartofaquestiondidnotprecludecandidatesfrom receivingcredit

forcorrectw orkonsubsequentpartsofthequestionthatdependeduponthatresponse.

 Candidatesshouldtry tobecognizantofthew ay anexam questionisw orded.T hey m ustlook

forkey w ordssuchas“ briefly” or“ fully” w ithintheproblem . W erefercandidatestotheFuture

Fellow sarticlefrom Decem ber2009 entitled“ T heIm portanceofAdverbs” foradditional

inform ationonthistopic.

 S om ecandidatesprovidedlengthy responsestoa“ briefly describe” question,w hichdoesnot

provideextracreditandonly takesupadditionaltim eduringtheexam .

 Generally,candidatesw erefairly w ellpreparedforthisexam .How ever,candidatesshouldbe
cautiousofrelyingsolely onstudy m anuals,assom ecandidateslostcreditforfailingtoprovide
basicinsightsthatw erecontainedinthesyllabusreadings.

 T hesam pleansw erisfrom acandidatethatreceivedfullcreditforthequestion. Ifthereare
m ultipleansw ersthatreceivefullcredit,m oresam pleansw ersareincluded.

EX A M S T A T IS T ICS :

 N um berofCandidates:101

 AvailableP oints:73

 P assingS core:50.75

 N um berofP assingCandidates:41

 R aw P assR atio:40.59%

 EffectiveP assR atio:41.84%



EX A M 6C FA L L 2014 S A M P L EA N S W ER S A N D EX AM IN ER ’S R EP O R T

Q U ES T IO N :1

T O T A L P O IN T VA L U E:3

L EA R N IN G O BJECT IVE(S ):A1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1 point

i) Both

ii) S tate(N O T E:“ Both” w asalsoacceptedhereifthecandidateexplainedthattheFederal

R eservesystem cansuperviseinsurersthataredeem edtoposeasystem aticrisk.)

iii) Federal

iv) S tate

P artb:0.75 point

 risk-basedcapitalrequirem ents,

 financialregulationaccreditationstandards

 Aninitiativetocodify accountingprinciples.

P artc:0.5 point

 T heactconcludesthatstatesshouldregulatetheinsuranceindustry.

 T heactsetoutcertainm inim um standardsthatstateinsurancelaw sandregulationsw ere
requiredtom eetorfacepreem ptionby federallaw .

 T heactenabledotherfinancialinstitutions(e.g.,banks)toprom oteandsellinsurance

 T heactbrokedow nrestrictionsagainstbank/holdingcom pany affiliationw ithinsurers

P artd:0.75 point

Eitheroneofthefollow inglaw s

P atientP rotectionandAffordableCareAct(P P ACA)

 Healthbenefitplanstobem arketedthroughfederally-m andatedstate-createdinsurance
exchanges.Federally m andateddistribution.

 M andatedcoveragerequirem ents(prohibitingpre-existingconditionexclusionsincertain
instancesandrestrictinglim itsonthedollarvalueofhealthbenefitplans)

 R equiresthathealthinsurersm aintainspecificm edical-lossratiosassetby federallaw .

Dodd-FrankW allS treetR eform andConsum erP rotectionAct("Dodd-Frank")

 EstablishestheFederalInsuranceO ffice(FIO ).FIO ischargedw ithstudyingandcollecting
inform ationontheinsuranceindustry andthestateinsuranceregulatory system ,and
draftingafederalinsuranceregulatory fram ew ork.
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 EstablishedFinancialS tability O versightCouncil(FS O C).FS O C isauthorizedtorequireastate
regulatortoapply heightenedfinancialstandardsoninsurancecom panies.FS O S m ay
declarethataninsurancecom pany posesasystem aticriskandrequiresupervisionby the
U S FederalR eserveS ystem .

 R equiressingle-stateregulationofsurpluslinesinsuranceplacem entandrequiresallstates
toapply uniform eligibility criteriaforsurpluslinesinsurers;

 M andatescertainrequirem entsforreinsurancecreditsandgenerally preem ptsnon-
dom iciliary statelaw stoinsurersw ithrespecttocertainreinsuranceissues.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

O verall,thisquestionw asansw eredfairly w elldespitethenon-corenatureofthem aterial(U S

regulation).

P arta

T hispartw asansw eredcorrectly by m ostcandidates.A com m onm istakew asansw eringthatonly the

federalgovernm entisresponsibleforsolvency regulationinCanada.

P artb

T hisw asafairly difficultquestionasitreferencedactionsthatw eretakeninaspecifictim eperiod(the

1980s).Com m onm istakesw eretodescribeactionsthattookplaceatothertim es– suchasunified

contractsandpolicy form s,m odellegislationforstatestoadopt.

P artc

-T hephrase“ w ithrespecttoinsuranceregulation” couldhaveseveraldifferentinterpretations;

therefore,avariety ofansw ersw ereaccepted.Candidatesw hom entionedbreakingdow nbarriers

betw eenbanksandinsurancecom paniesreceivedfullcreditifthey explainedhow thischangeim pacted

theregulatory environm ent.T hem ostcom m oncauseoflostpointsw aspartialorinsufficiently detailed

explanations.

P artd

Candidatesw hom entionedtheFIO andtheFS O C inrelationtoDodd-Frankreceivedfullcreditifthey

eitheridentifiedthefullnam eoftheorganizationsorexplainedtheirfunction.S om ecandidatesm ade

factualerrorsintheirdescriptionoftheDodd-Franklegislation.
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Q U ES T IO N :2

T O T A L P O IN T VA L U E:1.5

L EA R N IN G O BJECT IVE(S ):A2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1 point

A standardapproach,w hichistobeusedby allcom paniestodeterm inethecom pany’sm inim um
capitalrequirem entandby com paniesw ithoutapprovaltouseinternalm odelstodeterm ine
supervisory andcom pany targetrequiredcapitalam ounts

and

A ninternalm odelsapproach,w hichistobeusedby com paniesw ithapprovaltouseinternalm odelsto
determ inesupervisory andcom pany targetrequiredcapitalam ounts,subjecttoO S FI-definedfloors

P artb:0.5 point

Any tw oofthebelow :

T hecapitalfram ew orkshouldusem easuresthatarecom parableacrossrisksandproducts:

 Consistency ofm easurem entbetw eenrisksshouldbem aintainedifpossible.

 T heriskm easureshouldbebasedonstatistically credibledata.

 T heriskm easureshouldestablishatim ehorizonthatiscom m ontoallinstitutions.

 T hem inim um capitalfram ew orkshouldbebasedonariskm easurelevel(e.g.,VAR orCT E99)
thatiscom m ontoallinstitutions.

 Com paniesshouldholdcapitalabovetheregulatory capitaltargetbecauseofeconom iccycles,
desiredratingsanddifferencesinriskm anagem ent;aninternalcapitaltargetratioshouldbe
establishedby com panies.

T hecapitalfram ew orkshouldconsiderallrisks:

 T hecapitalfram ew orkshouldconsiderallrisksw ithintheconsolidatedgroup:Insurance
(includingCatastrophe),M arket,Credit,L iquidity andO perationalrisks.

 Capitalrequirem entsshould,w ithinariskcategory,reflectriskm itigants,reinsurance,
interrelationshipanddiversification/concentrationtakingaccountofeffectivenessundernorm al
andstressscenarios.

 R isksshouldbeaggregated.N odiversificationbetw eenriskcategoriesisperm itteduntil
evidenceconfirm sdiversificationw illholdinastresssituation.
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EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Candidatesareexpectedtoknow thekey principlesforanew capitalfram ew orkforCanadianP &C

insurers.

P arta

 Candidatesareexpectedtoknow thetw oapproachesproposedinO S FIFram ew orkto

determ ineregulatory capitalrequirem entandbeabletoexplainanddistinguishthetw o

approaches.

 S om ecandidatesw ereabletoidentify thetw oapproaches,butlostpointsduetofailingto

m entiontheapprovalrequirem entby O S FIfortheinternalm odelapproach.

P artb

 Candidatesareexpectedtoknow thekey principlesandconsiderationsonriskm easurem entin

capitalfram ew ork.

 A lotofcandidatesw ereonly abletoidentify oneprinciple/consideration.
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Q U ES T IO N :3

T O T A L P O IN T VA L U E:2

L EA R N IN G O BJECT IVE(S ):A2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1 point

P riorapprovalforprivatepassengerautom obile
P riorapprovalorfileanduseforcom m ercialandm iscellaneousautom obiles(alsooktosay non-private
passengerautos)

P artb:0.5 point

W eacceptedeitherofthefollow ingtw oansw ers:

 Basedon2013 S im plifiedFilingGuidelines:
T hisw ouldnotbeeligibleforsim plifiedfiling,becauseterritory 3 > 0% andterritory 4 < -10% .

 Basedon2014 S im plifiedFilingGuidelines:
T hisw ouldbeeligibleforsim plifiedfiling,becausetheincrease< 5% andthedecrease> -15% .

P artc:0.5 point

Any tw oofthe3:

 T heproposedriskclassificationsystem orratesarenotjustandreasonableinthecircum stances

 T heproposedriskclassificationsystem isnotreasonably predictiveofriskordoesnot

distinguishbetw eenrisks

 T heproposedratesw ouldim pairthesolvency oftheapplicantorareexcessiveinrelationtothe

financialcircum stancesoftheinsurer

 U seprohibitedratingvariables,e.g.,creditscore

 P roposem orethan55 territories

 Assum ptions/m ethodologiescannotbejustified

 N oretirem entdiscountoffered

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

T hisquestionw asgenerally w ellansw eredby thecandidates.
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P arta

 Candidatesareexpectedtohaveageneralknow ledgeofO ntarioratefilingguidelines.

 M ostcandidatesreceivedfullm arks.

 Candidatesthatlosespointsduetoprovidingthew rongvehicleclasses.

P artb

 Candidatesareexpectedtoknow theconditionstousesim plifiedfiling.

 M ostcandidatesfailedtooutlinetherequirem entofoverallandterritorialratechangetouse

sim plifiedfiling.

P artc

 Candidatesareexpectedtoknow w hy FS CO m ay refusetoapproveanautom obileinsurance

ratefiling.

 M ostcandidatesw ereabletoidentify tw oreasonsthatFS CO m ay refusetoapprovean

autom obileinsuranceratefiling.

 S om ecandidateslistedm issingitem sinthefiling,suchasdata,signatureorexhibits,w hichdid

notreceivecredit.
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Q U ES T IO N :4

T O T A L P O IN T VA L U E:1.5

L EA R N IN G O BJECT IVE(S ):A2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

A credit-basedinsurancescoreisanum ericalscoreorrankingassignedtoaninsuranceriskbasedon
variousattributesfoundinatypicalindividual'screditreport,w hichisusedforunderw ritingorpricing.

P artb:0.5 point

W henaneconom iccrisiscausesevery insured'sinsurancescoretow orsen,itm ightleadtounw arranted
overallprem ium increases.

or

W henaneconom iccrisiscausesadram aticshiftincreditscores,thecurrentrelativeratesam ongrisks

w ithinsurancescoresm ightbedisrupted.

P artc:0.5 point

T heactuary w ouldobservethedistributionalshiftorchangeandadjustoverallratelevelssothatthe
totalprem ium collectedby theinsurancecom pany rem ainsthesam e.

or

T heactuary needstoregularly review thedataandanalyzetheindicatedratedifferentialstoreflectthe
recentchangesifany,sothattheratesw illrem ainactuarially sound.

or

Discontinueusingthecredit-basedinsurancescoreuntilm odelisrecalibrated.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

T hisquestionw asansw eredvery w ellby m ostcandidates.

P arta

 Candidatesareexpectedtoknow thedefinitionof“ credit-basedinsurancescore” .

 M ostcandidatesreceivedfullm arks.
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 S om ecandidatesw ereabletodefine“ insurancescore” ,butfailedtoassociateitw ithcredit

inform ation.S om ecandidatesw ereabletodefine“ creditscore” ,butfailedtoassociateitw ith

insurancerisk.

P artb

 Candidatesareexpectedtoknow how aneconom icdow nturncanaffectcreditscoreand

thereforeaffectinsuranceprem ium determ inedusingcredit-basedinsurancescore.

 M ostcandidatesreceivedfullm arks.

 S om ecandidatesonly m entionedtheim pactoncreditscore,butfailedtom entiontheim pact

oninsuranceprem ium .

P artc

 Candidatesareexpectedtoknow theactionsthatanactuary shouldtaketoaddresstheissues

describedinpartb.above.

 M ostcandidatesreceivedfullm arks.

 S om ecandidatesfailedtoconsidertheim pactoninsuranceprem ium asaresultofaneconom ic

dow nturnandthereforethoughtnoactionisrequired.
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Q U ES T IO N :5

T O T A L P O IN T VA L U E:2.5

L EA R N IN G O BJECT IVE(S ):A3

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1.5 point

S am ple1

 A severely injuredyoungadultm ay beentitledtohavevirtually lim itlessdam ages
o W ithoutanobjectivem easure/benchm arkaw ardsw illbeinconsistentandextravagant

 N on-pecuniary dam agesarenotm eanttobecom pensatory dam ages
o N oam ountofm oney w illcom pensate,theaw ardism eantm oreasam eanstom akelife

m oreendurable

 Extravagantaw ardsm ay putseveresocialpressure
o T hatisunaffordableinsurance,insuranceavailability concerns

S am ple2

 Extravagantaw ardsleadtoasocialburden

 N on-pecuniary dam agesarereally com pensatory asnotruerestitutionispossible

 Dam agesforbodily injuries(generaldam ages)arevirtually lim itless

S am ple3

 Extravagantaw ardsfornon-pecuniary dam agescouldleadtoanexcessivesocialburdenandto
affordability problem sforinsurance

 Econom icdam agesofplaintiffsarefully com pensatedw hichisarguably m oreim portant

 N on-pecuniary dam agescannotbeobjectively m easuredw hichleadstoinconsistentand

excessiveaw ards

P artb:0.5 point

S am ple1

 Dam agesforsexualabusedeem edtobeexceptionalandunlikely toim pactprem ium s

 Dam agesfordefam ation(involvingChurchofS cientology)
o Forsim ilarreasonsasabove

S am ple2

Generaldam agescapw asfoundtonotbeapplicabletocasesofdefam ationandcasesofsexualassault
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P artc:0.5 point

S am ple1

T hecasesanddam agesw eredeem edexceptionalandunlikely toim pactinsuranceprices,thusnota
socialburden

S am ple2

T hereisnoevidencetoshow thatgeneraldam agesinthesetypesofcasesputanadditionalsocial
burdenonsociety

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Ingeneral,candidatesrespondedw ellonthisquestion.

P arta

M ostcandidatesreceivedfullcreditforthispart.
Inm ostcases,w henacandidatedidnotreceivefullcreditthey w ereoverly brief(they only identified,
butdidnotdescribethereason).Forexam ple,som ecandidatesidentifiedthatthecapservesto“ reduce
socialburden” butdidnotdescribehow (they m erely identifiedthereason).

P artb

T hem ajority ofcandidatesw ereabletorecalltheappropriateexceptions. Fortherem ainingcandidates
w hodidnotreceivefullcredit,only 1 exceptionw asprovided,oritw asleftblank.

P artc

M ostcandidatesreceivedfullcreditforthispart.
S om ecandidatesprovidedreasonableargum entsforallow ingexceptionstothecap,how everthe
questionspecifically askedfortheS uprem eCourt’sargum ent. Argum entsthatw ereinconsistentw ith
theS uprem eCourt’sargum entw erenotgivencredit.
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Q U ES T IO N :6

T O T A L P O IN T VA L U E:2.75

L EA R N IN G O BJECT IVE(S ):A3

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.75 point

 Deterrence

 R etribution

 Denunciation

P artb:0.75 point

S am ple1

W hitenvs.P ilot
Intrial$1 M inpunitivedam ages
1st appealreducesto$100 K
S uprem eCourtreinstates$1 M aw ard
T hecourtw entontodescribethatw hile$1 M w ashigh,itw asnotoutsidetherangeofreasonability for
theactionofP ilot.P ilotstoppedpaym entssuddenly underanunm eritedallegationofarson,theaction
w asperceivedtobem adetoforcesettlem entonW hiten.T heCourtofAppealcansubstituteitsow n
aw ardunlesstheinitialaw ardisnotareasonableone(w ithinadistributionofpossibleaw ards).P unitive
dam agesaretheexception(foronly heinousacts)nottherule.

S am ple2

W hitenhouseburntdow n,P ilot(insurer)deniedcoveragetoforceplaintifftoenterintoanunfair
settlem ent.
S uprem eCourtrestoredpunitiveaw ardof$1 M forthereprehensibleactoftheinsurer,asinsurer
breachedcontractofgoodfaith.
T hisaw ardishigh,w hichraisedthebarforpunitivedam ages.Butthisaw ardisreasonableconsidering
theproportionality standardusedby thecourt.

S am ple3

S uprem eCourtjudgew ouldnothaveaw arded$1 m illionindam ages,butfoundittobereasonable.
P unitivedam agesshouldbesetatanam ountthatareasonablejury,properly instructed,deem s
adequate,andnoless,topunishthedefendant.
M ustalsobeproportionaltothedeplorableactions
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P artc:1.25 points

S am ple1

A fairpunitiveaw ardshouldbeproportionalto:

 Blam ew orthinessofdefendant

 Vulnerability ofplaintiff

 Harm donetoplaintiff

 Financialgaintodefendant

 T otheextentthatcom pensatory dam agesareinsufficienttoprovidedeterrence,retribution,
anddenunciation

S am ple2

P roportionality dim ensionsofpunitivedam ages

 Am ountofharm specifically directedatplaintiff

 Am ountofplaintiff’svulnerability

 Considerallothercivilandcrim inalpunishm entstodefendant

 Considertheneedfordeterrence

 Considertheam ountofadvantagesw rongfully gainedby defendant

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Ingeneral,candidatesrespondedw ellonthisquestion.
M ostcandidatesw ereabletorecallthevariouscom ponentsandissuessurroundingpunitivedam ages.

P arta

M ostcandidatesw ereabletoidentify the3 reasons.
T hem ostcom m onm istakew asnotbeingabletoidentify thepurposeofdenunciation.

P artb

M ostcandidatesreceivedfullcreditonthispart.
T herew erem any w aystoreceivefullcreditthroughdescribingthecom ponentsofthevariouscourt
decisionsandthereasonsbehindthem .
Forcandidatesnotreceivingfullcredit,theirresponsew asoftentoobriefordidnotdescribeany
reasonsbehindthedecisions.Forexam ple,som ecandidatesstatedthattheinsureractedin“ badfaith”
andtookadvantageoftheinsured,butstoppedthere. T hey didnotgiveany additionalfactsaboutthe
caseorfurtherexplanationofthereasoningusedby thecourt.

P artc

M ostcandidatesreceivedfullcreditonthispart.
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T herew erem any acceptableresponsesandvariationsofthoseresponses. Forexam ple,therew ere
m any w aystoreceivecreditfortheblam ew orthinessproportionality dim ension.
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Q U ES T IO N :7

T O T A L P O IN T VA L U E:1

L EA R N IN G O BJECT IVE(S ):A4

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

U nderS everalL iability:adefendant’sliability canbelim itedtotheportionoftheharm forw hichitis
responsible.

U nderJointandS everalL iability:theplaintiffcanrecovertheentirejudgm entfrom any oneoftheliable
defendants.

P artb:0.5 point

U nderS everalL iability:plaintiffcom pensationcouldincrease,decrease,orrem ainunchangedfrom
w hatitw ouldhavebeenbeforethetrustw asestablished.

U nderJointandS everalL iability:totalplaintiffcom pensationshouldnotbeaffected.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

P arta

 Candidatesareexpectedtoknow thedefinitionof“ S everalL iability” and“ JointandS everal

L iability” andbeabletocontrastthetw oregim es.

 M ostcandidatesreceivedfullm arks.

 Candidatesw hocannotdescribetherelationshipbetw eenliability anddegreeoffaultw ouldnot

receivecredit.

P artb

 Candidatesareexpectedtoknow theim pactontotalcom pensationunderbothregim esinthe

eventthattrustsreplaceonce-solventdefendants.

 M ostcandidatesknow theim pactunderJoint-and-S everalL iability,butarenotabletofully

describetheim pactunderS everalL iability.
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Q U ES T IO N :8

T O T A L P O IN T VA L U E:2.25

L EA R N IN G O BJECT IVE(S ):A4

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1.5 points

S am ple1

 Collateralsourcerule rem oveorm odify collateralsourcerulew hichshieldstheplaintiffs
from disclosingothersourcesofcom pensation.T hisw illallow thepartiestoknow how m uch
theplaintiffisgettingandthereforecannotbeovercom pensated

 Grossvs.N etIncom e aw ardsaregivenbasedongrossincom enotnetincom ew hichreflects
deductionsfortaxesandotherw orkrelateddeductions.T herefore,by gettinggrossincom e
they arebeingovercom pensated

 VicariousL iability issuew hereoneparty heldresponsibleforactionsof
subordinate/em ployee/sublease.R em ovethistoholdparty atfaultresponsibleandtherefore
stoplookingfordeeppockets

S am ple2

 Introductionofseverepenaltiesforfrivolouslaw suits
o S houldreducedefensecostsassociatedw ithfrivolouslaw suits

 Introductionofseveralliability
o S houldpreventplaintifffrom filinglaw suitsbasedonthe“ deeppocketsyndrom e”

 R em ovingpre-judgm entinterestonnon-econom icdam ages
o S houldreducethesizeofaw ards

S am ple3

 Elim inatejointandseveralliability fornon-pecuniary dam agessothattheplaintiffcan’tseeka
defendantw ithdeeppockets

 Elim inatecollateralsourcerulesoclientcan’tbeover-indem nifiedby collectingfrom m ultiple
sourcesforthesam eloss

 Elim inateclassactionssincethey areseenasdistortionby law yersratherthanam eansof
com pensatingtheplaintiff

P artb:0.75 point

S am ple1

 Collateralsourcerule plaintiffshouldn’thavetodisclosebecauseshouldbefully
com pensatedforharm regardlessofothersourcesofrecovery
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 Grossvs.N etIncom e taxationanddeductionsarenotaconcernofthedefendant,thoseare
governm entissues. Defendantcan’tbeheldresponsible

 VicariousL iability N eedtoholdinvolvedpartiesresponsibleregardlessofam ountofliability

S am ple2

 L aw yersarenotfilingsuitsthey believethey havenochanceofw inning

 P reventsplaintiffsfrom beingfully com pensatedfortheirlosses

 R em ovesanincentivefordefendantstosettleoutofcourt

S am ple3

 Jointandseveralliability insuresthattheplaintiffw illbecom pensatedinfull,evenifsom eof
thedefendantsareunabletopay

 Collateralsourceruleensurestheplaintiffiscom pensatedfrom theirview ,they m ightnotthink
thatoneparty’sliability shouldinfluencetheother

 Classactionsallow plaintiffstosaveontheirlegalfeesw hensuingacom pany forthesam e
reason

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Ingeneral,candidatesrespondedw ellonthisquestion.

T hequestionw asspecifictotheCanadiantortsystem andtheinsuranceindustry. R easonable
am endm entsthathavebeenenacted/discussedinotherjurisdictionsw eregivencreditaslongasthey
w erenotm entionedinthesyllabusassom ethingthathasalready takenplaceinCanada.

P arta

M ostcandidatesrespondedw ellonthispart.

Capsonnon-econom icdam agesorpunitivedam agesw erenotgivencreditastheseam endm entshave
already beenenactedinCanadaandw illhavem inim alim pactinim provingclaim sstability and
predictability (accordingtothesyllabus).

P artb

M ostcandidatesrespondedw ellonthispart.

Variousreasonableargum entsagainstenactingeacham endm entw eregivencreditfrom m ultiple
perspectives(insureds,society,plaintiffs,etc.).

Forcandidatesthatdidnotreceivefullcredit,theirargum entagainstthereform w asnotappropriate.
Forexam ple,w henarguingagainsttheability ofdefendantstonetpaym entsfrom collateralsources,
som ecandidatesstatedthattheinsuredw ouldnolongerbe“ fully com pensated” . How ever,thisisnot
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correct. W hencollateralsourcesarenotnetted,m orethanfullcom pensationam ountcanbereceived,
potentially allow ingdoublerecovery.
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Q U ES T IO N :9

T O T A L P O IN T VA L U E:2

L EA R N IN G O BJECT IVE(S ):B2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

M ostno-faultsystem sretainfaultasbasisforsettingprem ium s
Crim inalsanctionsrem aininplaceifdriverscom m itacrim inalact
Com pensationm ay bereducedforindividualsw hocausedtheirow ninjury inthecourseof
com m ittingparticularly invidiouskindsoffault,suchasdrivingw hileintoxicated
L iability insuranceprotectsm ostat-faultdriversfrom havingtopay forthevery lossesthey caused,
thuselim inatingpunishm ent
T hereisnodistinctionbetw eenthedriverw hocausedacrashby com m ittingonly athem ostm inor
oferrorsorw asarandom victim ofchanceandonew hoactedinahighly irresponsiblem atter
Forat-faultdrivers,m uchoftheirow nlossesareoftencoveredby othersafety nets,suchasw elfare
– sosociety endsuppayingonew ay oranother
Injury system scom pensatevictim sregardlessoffault,w hileliability system sm ay notcom pensate
at-faultdriversfortheirow ninjuries

P artb:0.5 point

T heoretically thetortliability processcanprovidehighly individualizedcom pensationtoinjured
persons,especially.
How everthevaluationm ay vary considerably from onecasetoanotherbecauseofsm alldifferences
infactorlargerdifferenceinskilloflaw yersandw itnesses,andthedispositionofjudgesandjuries.
T heliability processtendstoovercom pensatepeoplew ithtem porary orlesssevereinjuriesand
undercom pensatethosew ithperm anentandm oresevereinjuries.
Aninjury com pensationsystem m ay tendtoovercom pensatepeoplew ithm inorinjuriesand
undercom pensatethosew ithperm anentandm oresevereifaggregatelim itsonsuchthingsascare
andrehabilitationcostsareinplaceandtheprocessiscarefully m anaged.
Aninjury insurancesystem m ay alsotendtoundercom pensatethosew ithhigherincom elevels.
Injury insurancetendstoprovidelesshighly individualizedcom pensationthandoestheliability
process.
Injury system scom pensatevictim sregardlessoffault(i.e.,fullproportionality),w hileliability
system sm ay notcom pensateat-faultdriversfortheirow ninjuries(i.e.,noproportionality)
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P artc:0.5 point

T endstoresultinsignificantly delayedcom pensationforpastdam ages
O ncejudgm entorsettlem entisreached,com pensationforfuturedam agesispaidupfront
Com pensationofeconom iclossesisusually paidw ithindaysfollow inganinjury
Com pensationforfutureeconom iclossesisnotpaiduntiltheneedtoreplacethoselossesactually
occurs
Inaninjury system ,com pensationispaidby theinjuredparty’sow ninsurer– resultinginfaster
paym ents
Inaninjury system ,com pensationcanbedependentonasetschedule– reducingthetim eneeded
toquantify theam ountpayable
Inaliability system ,lengthy trialscanelongatethesettlem entprocess

P artd:0.5 point

Becauseofitsadversarialnature,liability insuranceattractssignificantprocessor“ transaction”
costslargely involvinglaw yers,expertm edicalandnon-m edicalw itnesses,andothers
Becauseofitsnon-adversarialnature,injury com pensationgenerally attractslow erprocessand
transactioncosts
T hisholdstrueunlesstheadm inistrationissobureaucraticandunfriendly totheclaim antthat
law yersbecom einvolved
Inaninjury system ,com pensationcanbedependentonasetschedule– reducingthecostto
quantify theam ountpayable
Inaninjury system ,lossesm ay besubjecttocaps– reducingthetotalam ountpaid

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

O verall,thisquestionw asansw eredfairly w ell.Duetotheopen-endednatureofthequestion,there

w asno“ correct” answ erforany ofthesub-parts– candidatescouldreceivefullcreditby selecting

eitherinjury orliability insurance,aslongastheirreasoningw assound.

P arta

T herew asaw idevariety ofacceptedresponses.S om eresponsesreceivedpartialcreditdueto

insufficiently detailedexplanations.

P artb

T hereappearedtobetw odifferentinterpretationsoftheconceptof“ proportionality” .U nderaliability

system ,at-faultdriversm ay notreceivecom pensationfortheirow ninjuries– thus,proportionality

w ouldbezero.T hisw asnottheintentofthequestion;how ever,itistechnically correctsow asgiven

credit.T hem ostcom m onm istakew astodescribecharacteristicsofinjury/liability system sw ithout

relatingthem tothequestionofproportionality ofbenefitstoinjuries.
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P artc

T hem ostcom m onansw erw as“ delaysduetolengthy trials” – thisonly receivedpartialcreditunless

candidatesprovidedasecondpoint(e.g.,firstparty paidclaim s).

P artd

T hem ostcom m onansw erw as“ litigationcosts” – thisonly receivedpartialcreditunlesscandidates

providedasecondpoint(e.g.,quickersettlem enttim esunderaninjury system resultinlow erclaim s

adm inistrationcosts).
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Q U ES T IO N :10

T O T A L P O IN T VA L U E:2.5

L EA R N IN G O BJECT IVE(S ):B1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1.5 points

Fillinginsuranceneedunm etby privateinsurance
Governm entsm ay offerinsuranceinm arketsunservedby privateinsurance;either
becauseofunavailability orunaffordability.
or
A governm entm ay stepintosituationsinw hichprivateinsurersdonotbecausethe
governm enthasthefinancialcapacity tosubsidizelosses.

Com pulsory purchaseofinsurance
W henpurchaseofinsuranceiscom pulsory,som elegislaturesfeltobligedtoofferthe
insurancetoindividualsw hocouldnotfindaprivatem arket.
or
T heprivatecom paniesshouldm akeonly lim itedprofitsgiventhegovernm ent
guaranteedm arket.

Convenience
Itappearstobeeasierforthegovernm enttosetupaprogram quickly asalegislature
canappropriatefundingforthenew program

Greaterefficiency
S om egovernm entinsuranceprogram sm ay beestablishedbecauseofthebeliefthat
governm entcanprovidetheserviceatalow ercostthantheprivatem arket.

S ocialpurposes
S om efeelthatthesesocialpurposescanonly befully achievedw ithingovernm ent-
ow nedinsuranceprogram s.Forexam ple,rehabilitationandvocationaltrainingof
injuredw orkersareim portantgoalsofaw orkerscom pensationsystem and
requirem entsforlossm itigationincatastropheinsuranceplansm ay bem oreeasily
accom plishedundergovernm entinsuranceprogram s.

P artb:1 point

- W hilehom eow nerscannotpurchaseinsuranceforoverlandfloodinginCanada,
com m ercialinsurancecustom ersareabletopurchasefloodinsurancefrom their
insurers.

- Hom einsuranceisnotm andatory thusthegovernm entdoesnotneedtoregulateit.
- U singgovernm entinsuranceprogram sonly forconveniencem ay notbejustifiedif

theprivatem arketisw illingandabletoprovideareasonablem arket.
- Experiencedem onstratesthatprivateinsurerscanm oreaccurately determ ine

pricesthatappropriately reflecttherisksthey assum ethangovernm ents.or
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- Internationalexperienceshow sthatpricessetby governm enttypically failto
anticipatelargelosseventsandthisleadstotaxpayersubsidiesforpublicinsurance
agencies.or

- Catastrophicunderpricingby privateinsurancecom paniescanresultininsolvency,
providingastrongincentivetoensureadequateprices.

- Buildersw ouldcontinuetobuildinflood-pronezones
- T heprogram w ouldbeunsuccessfulbecauseonly hom eow nersinflood-proneareas

w ouldparticipate
- Governm entprogram w ouldusenon-actuarialratesresultingincross-subsidization

betw eenhigh-riskandlow -riskhom es
- P rivateinsurerscouldbundlefloodw ithhom eow nerstoreduceadverseselection

andensurecoverageavailability /affordability
- T heneedforfloodcoverageisbetterservedby theprivatem arket(e.g.they already

haveinfrastructureinplace)
- Governm entprogram sw ouldlim itthegrow thopportunitiesforprivatebusinesses

toincreasetheirvolum e

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

T hisquestionw asansw eredw ellby m ostcandidates.

P arta

T hisquestionw asansw eredcorrectly by m ostcandidates.Candidatesw hom ixedupthedefinitionsof

“ convenience” and“ efficiency” w eregivencreditiftheirexplanationsm adesense.Candidatesw ho

answ ered“ fulfillasocialpurpose” neededtoeitherexplainfurtherorgiveanexam pleinorderto

receivefullcredit.

P artb

Duetotheopen-endednatureofthequestion,aw idevariety ofansw ersw ereaccepted.T heargum ents

didnotnecessarily havetoreferbacktothereasonsgiveninparta.P ointsw erelostduetoresponses

thatw erefactually incorrect– e.g.thatfloodcoverageisalready offeredby theprivatem arketin

Canada(thisistrueforcom m ercialproperty butitisnotw idely availableforpersonalproperty).
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Q U ES T IO N :11

T O T A L P O IN T VA L U E:1

L EA R N IN G O BJECT IVE(S ):B2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

S am ple1

 N otallcostscanbeaccountedforrightaw ay

 P olicyholdersm ay haveclaim sstillbeingpaid

 T hirdpartiesm ay havepaym entsdueorcom pany isreceiving

 L iquidatingassetscanleadtofiresalesw hichcansignificantly reducetheassetprice

 P ACICC m ay usecom pensationfunduntilallcostsareknow n

 T hereareinsolvency coststhataredifficulttodeterm inerightaw ay

S am ple2

S om ecosts,suchaslostw ages,taxes,andexpensesincurredby insurersw indinguparedifficultto
evaluate.T heeconom icim pactisdifficulttoassesstoo.

S am ple3

T herearem any costsassociatedw ithit,unearnedprem ium andunpaidclaim sareeasy toevaluate,but
notthecostoflostjobs,salary,pension. N eitherarethecostsofaccountants,judicialintervention
involvedinliquidation.

P artb:0.5 point

5 m onthsearnedprem ium
7m onthsunearnedprem ium

   

 

7
Unearned Premium 2,500 0.7 1,020

12

Maximum payable for unearned premium 700

Min 700, Unearned Premium Min 700,1020 700

Outstanding claim 275,000

Maximum payable for claim 250,000

Min 250000,275000 1000

 
    

 



 





 250,000

Total amount paid 250,000 700 250,700
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EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Ingeneral,candidatesrespondedw ellonthisquestion.

P arta

Candidatesrespondedw ellonthispart.
M any potentialresponsesw ereacceptedasdifficultcoststoestim ateofaninvoluntary exit. Aslongas
they w erereasonablethey w ereacceptableanddidnotneedtobefounddirectly inthesyllabus.

S om ecandidatesusedclaim costsorunearnedprem ium ,butthesew erenotacceptedasthosecosts
canbecalculatedasshow ninpartbofthisquestion.

P artb

Candidatesrespondedw ellonthispart.

Exam plesofcom m onerrorsw ere:

 Applyingthedeductibleafterapplyingthem axim um claim paym ent

 Calculatingtheunearnedprem ium usingeither5 or6m onthsrem aininginthepolicy term

 Failingtoapply thecaponunearnedprem ium
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Q U ES T IO N :12

T O T A L P O IN T VA L U E:2

L EA R N IN G O BJECT IVE(S ):B2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

Production Guarantee 100,000 0.80 80,000 units

Amount Covered 80,000 50,000 30,000

30,000 2.25 67,500

  

  

 

P artb:1.5 points

S am ple1

 U nseededAcreage
o Coverageforinability orlostopportunity toseedlandbeforecoveredperileventoccurs

 R eseedingAcreage
o Costsassociatedw ithreseedinglandafterportionofpreviously seededlandharm edby

coveredperil

 L ossofQ uality
o Coverscostdroppedinam ountacom m odity canbesoldforifthequality isharm edby

acoveredeventorperil

S am ple2

 U nseededCrop
o P ay forlossofincom eofanunseededcropduetom oisture

 S topL ossP eril
o P ay forlossofincom eduetospecifiedperilnotcoveredinbasiccoverage(likehail)

 Em ergency W orksBenefit
o P ay forthecoststhatw asincurredby producertolim itthelossofincom efurtherby

hiringpeopletohelporm itigatedam age
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EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Ingeneral,candidatesrespondedw ellonthisquestion.

P arta

Candidatesrespondedw ellonthispart.

Exam plesofcom m onerrorsw ere:

 U singtheInitialpriceperunit($3.00)

 Determ iningtheam ountcovered(som ecandidatesused50,000 units)

P artb

Candidatesrespondedvery w ellonthispart.

S om ecandidatesw eren’tabletorecall3 ofthe5 optionalcoverages.
A few candidatesprovidedresponsethatarenotoptionalcoveragesw ithintheP rotectionInsurance
P rogram suchas“ yieldbased” ,“ areabased” ,“ livestock” .
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Q U ES T IO N :13

T O T A L P O IN T VA L U E:3

L EA R N IN G O BJECT IVE(S ):B2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:2 points

Facility Association R iskS haringP ool

R atescharged U seFA rate T heratesoftheinsurance
carrier

Adm ission O nly ifanagentorabrokeris
unabletofindautocoverage

Follow underw ritingrulesofthe
insurancecarrier

Custom erknow ledge T hecustom erknow sthathe/she
w asplacedw iththeFA

Invisibletothecustom er

N um berofcustom ersplaced Couldbeunlim ited Dependsonaprovince

Coveragerequirem ents M usthaveatleastm inim um auto
coverage

Any coverage

P articipationratio Variesby classofbusiness(there
are5 classes)andaccidentyear

Basedonvoluntary private
passenger,non-fleet,thirdparty
liability directexposuresnot
cededtothepool

U nderw riting& claim s
adm inistration

Doneby aservicingcarrier(ora
3rd party adm inistratorforclaim s)

Doneby thecedingcom panies

P artb:0.5 point

i.T heriskexposureissharedw iththeinsurancecarriersothattheinsurancecarrierisincented
tom anageclaim sw ell
T heinsurancecarrierisincentedtohaveadequateunderw ritingguidelines
T heinsurancecarrierisincentedtohaveadequatepricing
T hisactsasarisk-sharingm echanism inthesam ew asthatadeductibleorcoinsurancew ould

ii:T henum berofcededrisksislim itedat5% topreventcom paniesfrom usingtheR S P asa
m arketingtool(e.g.,T henew businesscostsaretypically higherthanrenew alcostsforapolicy;
w ithunlim itedR S P cessions,acarriercouldoffera35% new businessdiscountforacertaintype
ofcars,e.g.hybrids,andcedeallofthenew businesspoliciesfrom thisprogram totherisk
sharingpoolforthefirstyear,w henthepoliciesareunprofitable).
T heinsurancecarrierisrequiredtohaveadequateunderw ritingandpricingbecausethey can
only cedealim itedproportionoftheirportfolio
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P artc:0.5 point

O ptionA ispreferredsinceitassessesacom pany basedonly onitsshareofthevoluntary
m arket.O therw ise,acom pany w ouldbepenalizedforw ritingoverlandfloodinsurance,the
productw hichthecom pany w ouldnotofferw ithouttheexistenceoftheO verlandFloodR S P .

O R

O ptionB ispreferredbecausecom paniesvoluntarily w ritingoverlandfloodinsuranceshould
bearalargerproportionoftheresultingcosts.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

T hisquestionw asansw eredw ell.

P arta

T herew erem any possiblecorrectresponsesfrom w hichthecandidatecouldchoose.T hem ostcom m on

m istakew asgivingfew erthanfourdifferences.Forcandidatesw hosubm ittedm orethanfourreasons,

only thefirstfourw ereconsidered.

P artb

S om ecandidatesgaveexplanationsthatw erenotspecificenoughtoreceivefullcredit(suchas” to

avoidexcessivelossesinthepool” ).Candidatesw hosim ply re-statedtheinform ationinthequestion

(e.g.,“ tolim itthenum berofrisksinthepool” )didnotreceivecredit.

P artc

T heopen-endednatureofthequestionallow edforseveralacceptableresponses.T hequestiondidnot

specify w hethercom paniesw ouldbew ritingoverlandfloodinsuranceonavoluntary basis(inw hich

caseoptionB ism oreequitable)orofferingitonatake-all-com ersbasis(inw hichcaseoptionA ism ore

equitable).Eitheransw erw asacceptedaslongastheexplanationw aslogical.Candidatesdidnot

receivecreditforansw ering“ A isbetter” or“ B isbetter” w ithoutjustification. M ostpointslostw erefor

insufficiently detailedexplanations.
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Q U ES T IO N :14

T O T A L P O IN T VA L U E:3.5

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1.5 points

Investm entR isk= (200*0% +50*15% +50*15% +50*5% )*(1+S preadofR iskFactor)=17.5*1.16=20.3
P M L /L iquidAssets= 30/350=8.57% < 10% ofm inim um CatastropheExposure
InterestR ateR isk= P otentialM arketDepreciation* % CatastropheExposure=29*10% =2.9
M inim um R einsuranceDependenceR equiredCapital= 5.4
AssetR isk=Investm entR isk+ InterestR ateR isk+ CreditR isk=20.3+2.9+5.4=28.6

P artb:1.25 points

L ossandL AER eserveR equired
Capital=21*1.05*0.89*0.38*0.95*1.1+77*1.08*0.88*0.38*0.95*1.15=38.17
(Com pany P rofitFactorisnotusedforL ossandL AER eserveR isk)
Grow thFactor=1
L ossandL AER eserveR isk=38.17*1*0.9357=35.72
N etP rem ium sW rittenR equiredCapital=11*0.36*0.95*1.02+25*0.39*0.95*1.0=13.1
(Com pany S tability FactorisnotusedforN etP rem ium sW rittenR isk)
Grow thFactor=1
N etP rem ium sW rittenR isk=13.1*1*0.9083=11.90
Assum eBusinessR isk=0
U nderw ritingR isk=35.72+11.90=47.62

P artc:0.75 point

GrossR equiredCapital=28.6+35.72+11.90=76.22
N etR equiredCapital=76.22*(1-35% )=49.54
BCAR =AP HS /N R C=55/49.54=111%

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Candidatesareexpectedtounderstandthecom positionoftheassetriskandidentify the

associatedfiguresgiveninthequestionforcalculation.Candidatesarealsoexpectedto

understandandcalculatetheunderw ritingriskasw ellasBCAR ratioform ula.

 Candidatesgenerally didbetterinpartsbandcthanparta.

 Com m onm istakesinclude

o M issingthespreadofriskfactorinthecalculationoftheinvestm entrisk;

o Failingtoconsiderthem inim um catastropheexposure;
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o Failingtoconsidercreditriskinassetriskcalculation.
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Q U ES T IO N :15

T O T A L P O IN T VA L U E:1.75

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.75 point

 Docum enthow theuseofearthquakem odelsfitsw ithintheCom pany’searthquakerisk

m anagem entprocess

 U nderstandcurrentm odellingalternativesandw hy them odelusedisappropriateforthe

applicableinsuranceportfolio

 Ensurethereareadequately qualifiedstafftorunthem odelson aregularbasisw henm odels

areusedin-house

 Haveasoundunderstandingofthekey assum ptions,m ethodologiesandlim itationsunderlying

them odel

 U nderstandthem odeluncertainty andhow thisisaddressedindeterm iningcapitaladequacy

andrelatedreinsurancearrangem ents

 Haveevidencethatthegranularity andquality ofdatausedisappropriate

 W henm orethanonem odelisusedandthey producem aterially differentresults,beableto

identify andexplainthekey reasonsforthedifferencesandexplainhow thisw orkisreflectedin

param eterizationandadjustm ents

 Inaddition,any pointrelatedtoM odelVersionsandM odelValidation(page7of14 oftheO S FI

EarthquakeExposureS oundP ractices)canbeacceptedasanappropriateansw er

P artb:1.5 points

 Dataquality:M anagem entneedstounderstandthepossibleim pactofdatalim itationsonthe

resultsprojectedby them odelandtom akeprudentadjustm entstothem odelestim ates;

 N on-M odelledExposuresandR iskFactors:Insurersneedtotakeaninventory ofexposuresand

riskfactorsrelevanttotheirbusinessandidentify thosethatarenotincludedinthem odelused.

 M odelU ncertainty:M anagem entneedstoprudently factorinam arginofsafety toreflectthe

uncertainty ofadditionalassum ptions,w henconsideringitsP M L asam easureofthepotential

financialim pact.

 ExposurestoM ultipleR egions:Insurersareexpectedtotakeaccountrisksw hichm ay result

from exposurestom orethanoneregion

P artc:0.5 point

 CapitalandS urplus

 R einsuranceCoverage

 Capitalm arketfinancing(CAT Bonds)
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EX A M IN ER ’S R EP O R T :

GeneralCom m entary

P arta

 T hepurposeofthequestionw astohavethecandidateslistbestpracticessothatanEQ m odel

isusedproperly.T herew asalargelistofdifferentansw ersacceptedforthisquestion.

 M ostcandidatesw ereabletosuccessfully identify 3 bestpractices.P ointsw erenotaw arded

w hencandidatesansw eredw ithgeneralcom m entsonearthquakem odelsw hichdidnot

specifically addresstheirappropriateuse.

P artb

 Candidatesw ereexpectedtobothlistanddescribe3 differentconsiderationsw hencalculating

theP M L .

 M ostcandidatesstruggledw iththispartofthequestion.M ostcandidatesw ereabletoidentify

thatdataquality w asaconsideration.Candidatescom m only listedcertainbestpracticeslisted

inP artaassolutionstothispart:com m entsonearthquakem odelsnotspecifically relatedto

considerationsw hencalculatingP M L sdidnotreceivecredits.

P artc

 Candidatesw ereexpectedtolisttw ootherfinancialresourcesthataninsurercanuseto

supportitsgrossP M L exposure.

 T hem ajority ofcandidatesw ereabletocorrectly identify 2 otherfinancialresourcesusedto

supportthegrossP M L .

 S om ecandidatesansw eredcapitalinjectionsfrom theparentcom pany,w hichdonotreceive

any credit
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Q U ES T IO N :16

T O T A L P O IN T VA L U E:2.5

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

N etCom m issionsattributabletotheP eriod= N etCom issions+ (DeferredCom m issionsatbeginningof

year– DeferredCom issionsatendofyear) + (U nearnedCom m issionsatendofyear– U nearned

Com m issionsatbeginningofyear)

N etCom m issionsattributabletotheP eriod= 62,400 + (30,500-32,100)+ (2,900 – 2,600)= 61,100

T otalN etCom m issions= N etCom m issionsattributabletotheP eriodforAuto+ N etCom m issions

attributabletotheP eriodforP roperty + GrossContingentCom issions– CededContingentCom m issions

(noothernon-deferrablecom m issionsinquestion)

T otalN etCom m issions= 61,100 + 30,000 + 11,000 – 0 = 102,100

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Candidatesexpectedtodem onstrateknow ledgeofthecalculationsdoneonpage80.10 ofaproperty

andcasualty insurancecom pany’sP &C-1.S pecifically,beingabletodeterm inethebottom linetotalnet

com m issionsgivenasetofincom pleteinform ation.

O verall,therew asalargespreadincandidateresultsforthisquestion.W hiletherew erecandidates

w ithperfectscores,m any candidatesalsoleftthisquestionblankordidnotcom pleteit.

Com m onerrorsincludedcalculatingunneededm issinginform ationintheoriginaltable,orreversingthe

signsondeferredcom m issionsorunearnedcom m issions.
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Q U ES T IO N :17

T O T A L P O IN T VA L U E:3.5

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:2.5 points

P ayoutpattern:

AY 2012 2013

N etU npaid 47,500 64,031

1 50% 40%

2 50% 30%

3 0% 30%

N etU npaid= (GrossU ltim ateL osses– GrossCum ulativeP aidL osses)* 0.75 (ifAY = 2013)

N etU ndiscounted= (47,500 * 50% + 64,031 * 40% )

+ (47,500 * 50% + 64,031 * 30% )

+ (64,031 * 30% )

= 111,531.25

N etDiscounted= (47,500 * 50% + 64,031 * 40% )* 1.03^-0.5

+ (47,500 * 50% + 64,031 * 30% )* 1.03^-1.5

+ (64,031 * 30% )* 1.03^-2.5

= 107,575.6

GrossDiscounted= (47,500 * 50% + 85,375 * 40% )* 1.03^-0.5

+ (47,500 * 50% + 85,375 * 30% )* 1.03^-1.5

+ (85,375 * 30% )* 1.03^-2.5

= 128,060.29

N etDiscountedw ithIR P fad= (47,500 * 50% + 64,031 * 40% )* 1.025̂ -0.5

+ (47,500 * 50% + 64,031 * 30% )* 1.025̂ -1.5

+ (64,031 * 30% )* 1.025̂ -2.5

= 108,213.53

R einsuranceP fad= (128,060.29 – 107,575.6)* 2% = 409.69

IR P fad= 108,213.53 – 107,575.6 = 637.93
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117,229 = 107,575.6 + 409.69 + 637.93 + DevP fad

Dev.P fad= 8,606.05

Dev.M fad(% )= 8606.05 /107,575.6 = 8% .

P artb:1 point

Effect= [R eportedreserve– 0.95 xm in(R eportedR eserve,Claim L iability)]x (futuretaxrate)x(1 – P V

factor)

P V Factor= (107,575.6 + 637.93)/111,531.25 = 0.97

Effect= 61.03

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

P arta

 Candidatesw ereexpectedtocalculatethedifferentcom ponentsoftheactuarialpresentvalue

oftheunpaidclaim sandadjustm entexpensesprovision.Candidatesw erefirstrequiredto

calculatethefuturepaym entoftheoutstandingliabilitiesandthendiscountusingboththe

discountrateandthediscountrateafterinterestrateP fAD.Inaddition,candidatesneededto

know how toapply thereinsurancestructureinordertocalculatethenetliabilitiesandthe

reinsurancem argin.

 A few ofthecom m onerrorsm adeby thecandidatesw ereasfollow s:

o T hepaym entpatternw asincorrectly appliedtotheultim atelossesasopposedtothe

outstandinglosses.

o Candidatesappliedthequotasharereinsurancetreaty toeitherbothyearsorneither

year,w henthey shouldhavebeenapplyingtoaccidentyear2013 alone.

o T heinterestrateM fAD w asadded,insteadofsubtracted,from thediscountrateto

calculatetheinterestrateP fAD.

P artb

 Candidatesw ereexpectedtocalculatetheeffectofdiscountingtheassetforfutureincom e

taxes.Inordertoansw ertoquestioncorrectly,candidatesneededtoknow theform ulaand

calculatethevariouspiecescorrectly.

 M ostcandidatesw ereabletoansw erm ostofthisquestioncorrectly,butlostpointsforfailing

tocorrectly statetheform ula,eitherby forgettingorm isstatingcom ponentsoftheform ula.

Forexam ple:
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o Failingtoidentify them inim um ofreportedreservesandclaim sliabilitiesinthe

calculation

o FailingtoreflectthediscountinginP V factor

o FailingtoreflecttheinterestrateP FAD intheP V factor
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Q U ES T IO N :18

T O T A L P O IN T VA L U E:1.75

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

S im ilarity:Bothm ethodsrecognizethetim evaluesofm oney andriskm arginforclaim liabilities
estim ateordiscountedclaim liabilitiesincludingP fADs.

Difference:fairvaluebasism ightusedifferentdiscountrate(w hichm ightbeeitheraveragem arket
yieldonaseriesofCanadastripbondsm atchingtheexpectedclaim spaym entsoraveragem arket
yieldontheselectedassetsinsteadofaverageyieldonthecarried(book)valueoftheselected
assetsunderactuarialpresentvalue).

P artb:0.75 point

Insufficientinvestm entassetstocoverthepolicy liabilitiesasofDecem ber31,2013.N eedtoinclude
currentassetsw ithothersourcesofrevenue.T heothersourcesofrevenueareinvestm entincom e,
prem ium receivables,com m onsharesandpreferredshares. Considercashflow s.

P artc:0.5 point

Yes,theinterestrateM fAD/P fAD w illneedtobere-estim atedduetothevolatility ofthelong-term
bondsandothersourcesofrevenue.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Candidatesareexpectedtobefam iliarw iththedifferentbasisofvaluationoftheclaim

liabilitiesandknow considerationsinselectingdiscountrateandM fAD usedforclaim liabilities

inagivenscenario.

 S om ecandidatesansw eredthequestionsw ithoutusingtheactualdatagiveninthequestion,

suchasby listingchangesinestim atedunpaidclaim s,listingchangesinm arketvalueofassets.

Fortheseansw ers,only partialcreditsaregiven.

P arta

 Candidatesareexpectedtodescribethesim ilarity anddifferencebetw eenAP V andFairValue

basis.
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 Candidatesperform edw ellinthissub-partw hendescribingthesim ilarities.S om ecandidates

lostpointsongivingtheansw eronthedifferencesifthey putnoactualtradingm arketforpolicy

liabilities;orAP V addsprovisionsforadversedeviationsforclaim sdevelopm ent,interestrate

andreinsurancecollectability.

P artb

 W henansw eringtheconsiderationfordiscountrateselection,candidatesareexpectedtorefer

tothesam pledatagiveninthequestion.

 S om ecandidatesreceivedpartialpointsw hileansw eringthequestionbasedongeneral

know ledge.

 M ostcandidatesfailedtopointoutthatthetotalvalueofassetsgivenw asinsufficienttocover

theliabilities.

P artc

 CandidatesareexpectedtodiscussreasonscausinginterestrateM fAD changeby referringto

theactualdatagiveninthequestion.

 S om ecandidatesreceivedpartialpointsby answ eringthequestionsusinggeneralknow ledge.

 M ostcandidatesfailedtopointoutthefactthattheneedtochangetheassetbackingthe

liabilitiescom paringtolastyear,w hichledtothechangeinM fAD interestrate.
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Q U ES T IO N :19

T O T A L P O IN T VA L U E:2.5

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.75 point

U ltim ateatDecem ber31,2012: 50,000 + 275,000 + 50,000 = 375,000
U ltim ateatDecem ber31,2013: 100,000 + 250,000 + 25,000 = 375,000
Excess(Deficiency): 375,000 – 375,000 = 0

R eservesatDecem ber31,2012: 275,000 + 50,000 = 325,000

Excess(Deficiency)ratio: 0 /325,000 = 0%

P artb:1.75 points

U ltim ateatDecem ber31,2011: 60,000 + 150,000 + 50,000 + 18,000 = 278,000
U ltim ateatDecem ber31,2013: 175,000 + 0 + 0 + 0 = 175,000

R eservesatDecem ber31,2011: 150,000 + 50,000 + 18,000 = 218,000
R eservesatDecem ber31,2012: 100,000 + 25,000 + 12,500 = 137,500
Investm entR atein2012: 2.50%
Investm entIncom e2012: 2.50% x Average(218,000 ;137,500)= 4,444

R eservesatDecem ber31,2012: 137,500
R eservesatDecem ber31,2013: 0
Investm entR atein2013: 3.00%
Investm entIncom e2013: 3.00% x Average(137,500 ;0)= 2,063

Excess(Deficiency): 278,000 – 175,000 + 4,444 + 2,063 = 109,506

R eservesatDecem ber31,2011: 218,000

Excess(Deficiency)R atio: 109,506 /218,000 = 50.2%
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EX A M IN ER ’S R EP O R T :

GeneralCom m entary

T hisquestionw asansw eredpoorerthanourexpectation. Candidatesshouldbeabletocalculatethe

excess/deficiency ratioonbothanundiscountedanddiscountedbasis. T hetrickonthisquestionisthat

theinform ationislaidoutinadifferentw ay thanw hatcandidatesseeinthesyllabus(P &C pages60.40

and60.41). T heinability ofcandidatestoperform w ellm ightim ply som ecandidatesm ay have

m em orizedtheform ulainthesyllabusbutm ay notunderstandtheconceptofexcess/deficiency ratio.

P arta

 T heexpectationforthisquestionisthatcandidatesw illbeabletocalculatethe

excess/deficiency ratioonanundiscountedbasis,includingthecalculationofthe

excess/deficiency asw ellasthebeginningreservestouseinthedenom inatoroftheratio

 Com m onm istakesobservedincludethefollow ing:

o U singcum ulativepaidlossesinsteadofpaidlossesduringtheyear

o Applyingquotasharereinsuranceonboth2012 and2013,insteadofon2013 only

o Calculatinginvestm entincom efortheundiscountedexcess/deficiency

o Forgettingtocalculatetheratioitself(calculatingexcess/deficiency only)

P artb

 T heexpectationforthisquestionisthatcandidatesw illbeabletocalculatethe

excess/deficiency ratioonadiscountedbasis,includingthecalculationoftheexcess/deficiency

overtw oyears,theinvestm entincom eearnedovertw oyears,andthebeginningreservesto

useinthedenom inatoroftheratio.

 Com m onm istakesw ehaveobservedincludethefollow ing:

o U singcum ulativepaidlossesinsteadofpaidlossesduringtheyear

o Applyingquotasharereinsuranceonboth2012 and2013,insteadofon2013 only

o Forgettingtoapply discountingandP FAD tothecasereservesandIBN R

o DeductingthediscountingandP FAD insteadofaddingittocasereservesandIBN R

o ForgettingtoaddIBN R tocom eupw iththeunpaidlosses

o Forgettingtodeducttheendingreserveof0 (insom einstancesitw asnotclearthatthe

candidateknew they hadtodeducttheendingreserveof0)
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Q U ES T IO N :20

T O T A L P O IN T VA L U E:1.25

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

Investm entincom e= 2013 2012 Average Investm ent

incom e

+ netunpaidclaim s 135,000 125,000

+ netunearnedprem ium 40,000 30,000

-GrossDP AC 14,000 12,000

+ P rem ium Deficiency P rovisions 0 0

+ U nearnedCom m issions 3,000 2,000

-Agents,brokersandpolicyholders 15,000 12,500

-Installm entprem ium s 1,000 2,000

T otal 148,000 130,500 139250 4802

S electedYieldR ate = CurrentInvestm entIncom e/(Investm ents– CurrentInvestm entIncom e)/2
= 10,000 /(315,000 + 275,000 – 10,000)/2
= 3.448%

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Candidatesshouldknow theform ulaforcalculatinginvestm entyieldandinvestm entincom e

attributabletopolicy liability.

 Candidatesperform edw ellincalculatingyieldrateandknew thecom ponentsoftheinvestm ent

assetattributabletothepolicy liabilities.

 Com m onm istakesinclude:

o S om ecandidatesdidnotconsiderreinsurancerecoverablefiguresprovidedinthe

questiontoderiveN etU npaidandN etU EP .

o S om ecandidatesincludedR eceivablesfrom O therInsurersinthereceivables

calculation.
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Q U ES T IO N :21

T O T A L P O IN T VA L U E:1

L EA R N IN G O BJECT IVE(S ):C2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

Any tw oofsuchrisks:
S ystem s,data,strategic,m anagem ent,fraud,legal,otheroperational,businessrisks,volatility inthe
m arket,econom icalcondition,innovation,consolidation,internationaldevelopm entandreputation.

P artb:0.5 point

Inform O S FIim m ediately ifthey anticipatefallingbelow theirinternaltarget,andlay outtheirplans,for
O S FI’sapproval,toreturntotheirinternaltarget.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Candidatesareexpectedtoknow therisksthatarenotexplicitly addressedby thedifference

betw eenthesupervisory andm inim um M CT ratioof100% asw ellastheO S FI’sexpectations

w henaproperty andcasualty insurer’sM CT ratioisanticipatedtofallbelow itsinternaltarget

butabovethesupervisory target.

 Candidatesingeneraldidw ellinthisquestion. Forparta,they lostpointsasthey can’tprovide

any risk. Forpartb,candidateslostpointsby only identifyingonly oneactionpoint.
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Q U ES T IO N :22

T O T A L P O IN T VA L U E:2.75

L EA R N IN G O BJECT IVE(S ):C2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:2 points

Capitalavailable= (Equity – AO CI)+ (Accum ulatedgains/lossesonbonds+ equities)
= (900+150+720+50)+ (90+45)
= 1820+135
= 1955

Capitalrequiredforunearnedprem ium
= 0.08 x(m ax(0.5 x 1500,900)+ m ax(0.5 x 2500,1500))
= 0.08 x(900 + 1500)
= 192

Capitalrequiredforunpaidclaim s= 300 x 0.05 + 1875x 0.15 = 296.25

T om eetsupervisory target:

Capitalavailable/capitalrequired= 150%
= 1955 /(Cap.R equiredforB/S assets+ 296.25 + 192)

Cap.R equiredforB/S assets= $ 815.08in(‘000s)

P artb:0.75 point

- InterestR ateR isk

- R einsurancecededtounregisteredreinsurers

- Catastrophes

O theracceptedansw ers:

- Investm entrisk

- S tructuredS ettlem ents,L ettersofCredit,DerivatesandO therExposures

- O ff-balancesheetrisks

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Ingeneral,candidatesdidw ellonthisquestion,butonly afew gotfullm arks.



EX A M 6C FA L L 2014 S A M P L EA N S W ER S A N D EX AM IN ER ’S R EP O R T

P arta

 Candidatesw ereexpectedtoknow how tocalculateM CT basedonP &C-1 inform ation.Itw as

alsoexpectedthatcandidatesw ouldbeabletoisolatethecapitalrequiredforBalanceS heet

Assets

 Candidatesperform edgenerally w ellonthisquestion.

 O necom m onm istakew astoincludetheavailableforsaleloansinthecapitalavailable.

P artb

 Candidatesareexpectedtoknow them aincom ponentsofM inim um CapitalR equired.

 M any candidatesgotfullm arksonthispart.

 T hefollow ingansw ersw erenotgivencredit:

o Inflationrisk

o Capitalrequiredforregisteredreinsurers

o Hedgingactivities
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Q U ES T IO N :23

T O T A L P O IN T VA L U E:4

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:3 points

i.R eturnonEquity

Calculation:

S olution1 using2013 Equity:R O E= N etaftertax incom e/Equity = (12,700 – 4,150)/40,000 = 21.4%

S olution2 usingavgof2012 & 2013 equity:R O E= (12,700 – 4,150)/((36,000 + 40,000)/2)= 22.5%

Eithersolutionisacceptable

Description:T heR O Em easuresaninsurer’snetincom easapercentageofequity. T hehighertheratio,
thegreaterthereturntoshareholdersperunitofinvestedcapital.

Acceptablerange:M inim um 5.4%

ii.R eturnonR evenue

Calculation:

R O R = (U nderw ritingIncom e+ Investm entIncom e(excludinggains)+ Incom efrom subsidiaries)/Gross
W rittenprem ium s

R O R = (6200+6000-500+200)/61,000 = 19.5%

Description:T heratiom easuresincom egeneratedby aninsurerrelativetoitsrevenuegenerating
capacity.

Acceptablerange:M inim um 6.2%

iii.R eturnonAssets

Calculation:

R O A = N etaftertax incom e/Averagebeginningandendofyearassets
R O A = (12,700 – 4150)/((168,000 + 170,000)/2)= 5.1%

Description:T hisratiom easurestheefficiency ofthecom pany interm sofitsability toconvertgenerate
incom efrom itsassetbase
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Acceptablerange:M inim um 2.6%

iv.N etL ossreservetoEquity
Calculation:
N L R toEquity = N etL ossR eserves/Equity = 105,000/40,000 = 262.5%

Description:Giventheinherentuncertainty inassessingunpaidclaim liabilities,ahighratioofnetloss
reservestoequity m ay exposeaninsurertofinancialdistressshouldprovisionsproveinadequate. In
casesw herethisratioisextrem ely high,sm all% deviationsinoutstandingreservescanhavedevastating
effectsonsolvency

Acceptablerange:M axim um 200%

P artb:1 point

T hecom pany hadavery goodyearasindicatedby thestrongresultsforreturnonequity,returnon
revenue,andreturnonassets. Allthreeofthesem etricsw erew ellabovetheacceptableranges
outlinedby M S A. T hatbeingsaid,thenetlossreservetoequity ratioisextrem ely highat262.5% andif
thenetlossreservesprovetobeinadequate,thiscouldbedevastatingtotheinsurerssolvency. T his
m etricaloneisvery concerningasitim pliesthatthecom paniesM CT ratiocouldbequitelow . A close
lookatthecom paniesM CT ratiow ouldbew arranted. Favourableresultsforoneyeardoesn’t
necessarily m eanthatthefinancialhealthoftheinsurerisfavourable.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

T hecandidateisexpectedtobefam iliarw ithM S A ratiosandtheirsignificancetothefinancialhealthof

aninsurancecom pany.

P arta

T hecandidatesareexpectedtobeabletocalculatetheM S A ratios,know theacceptablerangesandbe

abletodescribethem asw ell.

Com m onm istakesw ereusingincorrectform ulaetocalculateM S A ratiosorapplyingincorrect

acceptablerangestothevalues. Forexam ple,som ecandidatesusedpre-taxincom etocalculateR O Eor

didnotexcludegainsinthecalculationofR O R . A com m onm istakew astoapply anincorrectm axim um

tothe“ N etL ossR eservestoequity” ratio,w hichshouldbe200% toreceivefullcredit.

P artb

T hecandidateisexpectedtorecognizethatthefirstthreem easuresareasignthatthecom pany has

hadaprofitableyear.T hecandidateisalsoexpectedrecognizethatthehighnetlossreservestoequity

isindicativeofcapitaladequacy issues.
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A com m onm istakethatcandidatesm adew astosim ply statethat3 outof4 ratiosw eregood,indicating

thatthecom pany w asingoodfinancialhealth.R elatively few candidatesrecognizedthattheM S A ratios

indicatedbothaprofitableyearandaconcernaboutpotentialcapitaladequacy issues.
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Q U ES T IO N :24

T O T A L P O IN T VA L U E:1.5

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P rofitsharing

T heactuary w ouldbecarefulw henthereisapre-determ inedexpectationoflargeprofitsharing.
S uchanexpectationm ightbeindicativeofinsufficientrisktransfer.

Also,absenceofalosscarry-forw ardprovision(usedinthedeterm inationoftherefund
am ounts)m ightreflectanexpectationofthereinsurerthatthepossibility oflossinany one
accountingperiodisrem ote.

Andfinally,negativeexperiencerefunds(i.e.,thecedingcom pany m akestheassum ingcom pany
w holeforitslosses)cannegaterisktransfertotheassum ingcom pany.

Adjustability ofreinsuranceprem ium sand/orcom m issions

Adjustablecom m issiononaproportionalcontract

A sw ingrateonanon-proportionalcontract

L im itsorcapsonlossratios

L osscorridorprovisionsonproportionalcontracts

P re-setlim itstotim ingofpaym ents

S om econtractfeaturesw hichrestrictthetim ingofpaym entsm ay indicateanintentiontolim it
risktransfer

Forexam ple,som econtractsm ay containpaym entschedulesorfundsw ithheldprovisions
w hichm ay indicatesuchanintention

Expecteddurationofcontract

Com m utationclauses

Highfront-endreinsurancecom m issions

Counterparties

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Candidatesareexpectedtoidentify thereinsurancefeaturesthatlim itrisktransferandbriefly

describetheunderlyingrationalew hy suchfeaturesresultsinlim itedrisktransfer.

 Candidatesperform edw ellinidentifyingthesefeaturesbutw erenotabletodescribethe

underlyingrationales.
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Q U ES T IO N :25

T O T A L P O IN T VA L U E:3

L EA R N IN G O BJECT IVE(S ):C1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:2.5 points

R epresenttheAutoU ndiscountedL ossR atioasX .T hehighestlossratiooccursw hentheequity inthe

unearnedprem ium (EQ U P )equalstheprelim inary DP AE.S olveforX w hereEQ U P = 25,556

AutoN etU nearnedP rem ium = 422,500 – 169,000 = 253,500

FA N etU nearnedP rem ium = 35,400

T otalN etU nearnedP rem ium = 288,900

AutoDiscountedClaim s= 253,500 * X * 0.91 = 230,685 * X

Facility AssociationDiscountedClaim s= 35,400 * 1.05 * 0.88= 32,710

M aintenanceExpenses= 253,000 * 0.04 = 10,140

EQ U P = [N etU nearnedP rem ium ]+ [U nearnedCom m issions]– ([AutoDiscountedL osses]* (1 + [IAE

R atio])+ [FA DiscountedL osses]+ [M aintenanceExpenses]+ [ContingentCom m issions])

25,556 = (288,900 + 2,000)– (230,685 * X * (1+.12)+ 32,710 + 10,140 + 3,500)

X = 0.8476

P artb:0.5 point

T hedeferredpolicy acquisitionexpense(DP AE)isanassetw hicham ortizestheprepaid/acquisition
expensesoverthepolicy period,providedsuchcostsarerecoverablefrom expectedprofits.Itbetter
m atchestheprem ium andexpensesovertherem ainderofthepolicy period.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

T hesuccessfulcandidateisexpectedtohavegoodknow ledgeofdeferredpolicy acquisitionexpense

(DP AE)andtheconceptofequity inunearnedprem ium .

P arta

T hesuccessfulcandidateisexpectedto:

 know theform ulaforcalculatingtheequity inunearnedprem ium ,

 recognizethatDP AEassetisw rittendow nifEQ U P < DP AE,and
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 recognizethatFacility Associationprem ium andlossesareincludedinthecalculationofEQ U P ,

butnotm aintenanceexpensesorinternaladjustm entexpenses.

M ostcandidatesdidw ell,butsom eofthecom m onm istakesw ere:

 Discountingm aintenanceexpenses(nodiscountrequired)

 W rongsignsonunearnedcom m issionsandcontingentcom m issions

 N otincludingFA prem ium andlossesintheEQ U P calculation

 Calculatingm aintenanceandinternaladjustm entexpensesforFA

 Assum ingthatDP AEhastobew rittendow nw henEQ U P <= 0,insteadofw henEQ U P < DP AE

P artb

Candidateisexpectedtoknow thedefinitionandpurposeoftheDP AEasset.A significantnum berof

candidatesfailedtocorrectly defineDP AEorexplainitspurpose.
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Q U ES T IO N :26

T O T A L P O IN T VA L U E:3

L EA R N IN G O BJECT IVE(S ):C2

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

S am ple1:

Determ inehow farriskfactorsneedtobechangedtodrivesurplusnegativeandthendeterm ineifitis

plausible.

S am ple2 :

Itistodeterm inehow farriskfactorsneedtobechangedtodrivesurplusnegativeandassessifsuch

changesarereasonable.

P artb:2 points

S am ple1 :

Includeview sfrom acrosstheorganizationandincludedifferentriskperspective.
Allow sform orecom prehensiveevaluationofrisks.

Havedocum entedpolicies.
Describinghow program saretobeusedandw hataretheassum ptions.

Haverobustbutflexibleinfrastructure.
Flexibleenoughtobeabletom akeadjustm entsonatim ely m anner.
R obustsooutputscanbetrusted

Havecontrolsandreview s.
T oassuretheprogram isstillappropriate.

S am ple2 :

Flexible
M aketheriskssetdynam ic.
Ensurecapturingallrisksevery year.

Constantly updatethem odel.
M orefrequently thanonceayear

Docum entation
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M akesuredocum entationofprocessandidentificationofm odelassum ptionsareclearly laid
out.

N eedperspectivesfrom organizationoutsideS eniorM anagem entandactuaries.
Considerallfunctioningunitsperspectives.

S am ple3 :

Includeaw iderangeofperspectivesandexpertisethroughouttheorganization.

Consideradynam icsetofrisks.

Com paretostresstestresultsusingdeterm inisticm odel.

R eview assum ptionsm orefrequently forchangesinm arkets,assets,reinsurancecontracts.

P artc:0.5 point

S am ple1 :

- T heBoardhastheultim ateresponsibility ofoverseeingthestresstestingprogram .

- M ustm eetw ithS eniorM anagem enttoensurethatthestresstestingprogram isadequate.

S am ple2 :

- O versightofthestresstestingpolicy.

- Know ledgeofkey threatsoforganizationresultingfrom stresstesting

S am ple3 :

- R esponsibleforoverseeingultim ateprogram andensuringm anagem entisim plem entingthe

program asdesired.

- N eedtobeaw areofkey findings.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Candidatesperform edw ellonparta)andc)butnotasw ellonpartb).

P arta

 Candidatesareexpectedtoknow w hatstresstestingisandcom eoutw ithaproperdefinitionof

w hatreversestresstestingis.

 Candidatesdidw ellonthispartasitisabasicdefinitionquestion.
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 S om ecandidatesforgottom entionthattheplausibility ofthechangeinriskfactorsneedstobe

evaluated.

P artb

 A w iderangeofansw ersw ereacceptedforthispartasthereisalonglistofpossibleansw ers.

 T hem ostcom m onm istakew astow riteonly abouthow toim provethestresstestingm odels

ratherthanaboutthestresstestingprocess/program . Forexam ple,thefollow ingansw ersw ere

notgivencreditbecausethey w ereconsideredtoovagueorrepetitive:

o Am elioratethequality ofdataorthequality ofm odels

o Consideredrippleeffectsinyourscenarios

o Considereddifferentscenarios

o Consideredinteraction/correlationbetw eenrisks(ifconsideringdifferentrisksora

dynam icsetofriskw asalready m entioned)

P artc

 M any candidatesgotfullm arkonthatpart.

 T hem ostcom m onm istakew astom ix uptherolesoftheBoardandtheS eniorM anagem ent.

 T heim plem entationofthestresstestingprocessandselectionofscenariosisreally aroleofthe

S eniorM anagem entandnotoftheBoard.
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Q U ES T IO N :27

T O T A L P O IN T VA L U E:1.75

L EA R N IN G O BJECT IVE(S ):C3

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.75 point

M ultipleofstandarddeviation

P ercentilelevel/confidencelevel/ValueatR isk(VaR )

ConditionalT ailExpectation(CT E)/T ailValueatR isk(T VaR )

P artb:0.5 point

L inesofbusinessinw hichcoveragecanextendform any years

L inesw hosefinancialfinancialresultsarehighly dependentoneconom icforces(inflation,interestrates,

unem ploym ent,etc.)

W hentherearesignificantcorrelationsbetw eenlinesofbusiness

W hereaggregationoflossesisdrivenby highfrequency relatedtoeconom icorothercircum stances

S kew edlossdistributionssuchasstoplossreinsurance

L ow frequency /highseverity lossdistributions

L ossdistributionsw ithhighvariance

L ongtailedlinesofbusiness

Catastrophicevents

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

Candidatesareexpectedtodem onstrateknow ledgeofstochastictechniquesforuseindeterm ining

adversedeviationsandm odelingprem ium liabilities.
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P arta

Candidateshadtolistallthreem ethodstoreceivefullm arks.M ostcandidatesknew atleasttw oofthe

threem ethods,thoughm any candidatesrepeatedalternatenam esforthesam em ethods,suchas

statingconfidenceintervalandVaR (thisonly receivedonecredit,nottw o).

P artb

Candidatesw ereexpectedtolistany tw oofthesituationsintheabovelisttoreceivefullm arks.M any

candidatesleftthissectionentirely blank.
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Q U ES T IO N :28

T O T A L P O IN T VA L U E:1.5

L EA R N IN G O BJECT IVE(S ):C3

S A M P L E/A CCEP T ED AN S W ER S :

i. W henm arketratesincrease,thefairvalueoftheinsurancecom pany’sbondsanddebentures

decreases(sinceHFT andAFS ).T hevalueofbondsanddebenturesinthefinancialstatem ents

w oulddecreaseasHFT andAFS investm entsarebookedatfairvalue.

HFT – Decreaseinm arketvalueandim pactw illflow throughnetincom e

AFS – Decreaseinm arketvalueandim pactw illflow throughO CI

ii. T hediscountrateforactuarialliabilitiesw ouldincreasew henm arketrateincrease. T hus,the

actuarialliabilitiesw oulddecrease.

iii. T hecom prehensiveincom ew oulddecreaseasthem arketvalueoftheAFS bondsw ould

decrease.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 T heexpectationonthisquestionisforcandidatestounderstandhow increasesinm arketrates

canaffectaninsurer’sfinancialstatem ents.Candidatesareexpectedtodovery w ellonthis

questiongiventhatthism aterialisthesubjectofaCIA educationalnoteandthequestionhas

beenaskedm ultipletim esinpastexam s.

 T hem ostcom m onm istakeobservedw asthatforpart(i),candidatesim ply identifiedtheim pact

w ithoutprovidingadescription.
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Q U ES T IO N :29

T O T A L P O IN T VA L U E:1.5

L EA R N IN G O BJECT IVE(S ):C3

S A M P L E/A CCEP T ED AN S W ER S :

S am ple1 :

- Com prehensiveidentificationandassessm entofrisk

o S houldbeabletounderstandandevaluateallpossiblesourcesofrisk(useofindividual

andaggregatedata)

- R elaterisktocapital

o W ouldhelptobetterm anagecapital.Ifassetsarebackedby capitalindirectly risk

shouldalsobe.

- M onitorandreporting

o Frequentreportshouldbesenttotheboardinam annerthateasestheir

com prehensionofrisk.

o W illhelptoassessandidentify risk.

o S houldm onitorstandardsandbeperiodically review ed.

S am ple2 :

- R elatingrisktocapital

o N eedtoconsidertheadequacy ofcapitaltosupporttheriskthatistailedspecifically to

com pany

- M onitoringandreporting

o N eedtoincluderiskappetitesstatem entandriskm anagem ent.

o Considertoleranceofthecom pany andrisklevelw illingtoundertake.

- R esponsibilitiesofBoardandM anagem ent

o Boardneedstohavetheultim ateresponsibility andS eniorM anagem enthelpsthe

Boardtoim plem entthedecisionandobjectivity.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary
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 W eexpectedcandidatestounderstandw hatO R S A isandbeabletodiscusskey elem ents.

 Ingeneral,candidatesperform edvery w ellonthisquestion.

 Candidateslostpartialcreditsfornotprovidingaproperbriefdescriptionofkey elem ents.For

exam ple,thefollow ingdescriptionsw erenotgivencreditasthey w ereonly repeatingthelisted

item :

o R elatedrisktocapital(creditforidentifying1 item )

 T hecapitalm ustberelatedtorisks(nocreditforbriefly describe)

o M onitoringandreporting(creditforidentifying1 item )

 O R S A requiresfrequentm onitoringandreporting(nocreditforbriefly describe)
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Q U ES T IO N :30

T O T A L P O IN T VA L U E:1.25

L EA R N IN G O BJECT IVE(S ):C3

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

Any tw oofthefollow ing:
i. Classificationofinsurancecontract

ii. Enhanceddisclosuresinfinancialstatem ent
iii. L im itedim provem entstoaccountingby insurersforinsurancecontracts.
iv. Identifiesandexplainstheam ountsinaninsurer’sfinancialstatem entsarisingfrom

insurancecontractsand
v. Helpsusersofthosefinancialstatem entsunderstandtheam ount,tim inganduncertainty

offuturecashflow sfrom insurancecontracts.

P artb:0.75 point

A contractunderw hich
i. oneparty acceptssignificantinsurancerisk

ii. by agreeingtocom pensatethepolicyholderifaspecifieduncertainfutureevent
iii. adversely affectsthepolicyholder

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

P arta

 L istany tw oofsuchrequirem ents.

 S om ecandidatescouldnotprovideany relevantansw erandthusdidnotreceiveany credit.

 Forthecandidatesthatansw eredthispart,they didw ellingeneral.

 Com m onm istakesincludegivinggeneralinsurancecontractdefinition(transferinsuranceriskin

exchangeforprem ium );orsayingthatitrequiresinsurancecom pany toperform liability

adequacy testattheendoffinancialreporting

P artb

 Candidatesareexpectedtoknow theinsurancecontractdefinitioninthecontextofIFR S 4

insurancecontract.

 M ostcandidatesfailedtostatetheinsurancecontractdefinitioninthecontextofIFR S 4.
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 Candidatesusedthegeneralinsurancedefinitioninexplainingtheterm w erenotgivenfull

creditasthisquestionspecifically askedtodefineasitisusedintheIFR S standard.How ever,

candidatesaregivenpartialcreditforcitingtransfersignificantinsuranceriskbetw eenthe

partiesofcontract.
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Q U ES T IO N :31

T O T A L P O IN T VA L U E:2

L EA R N IN G O BJECT IVE(S ):D1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.5 point

S am ple1 :

- Enquiring:P rofessionalthatreliesonthew orkoftherespondingprofessionalinthecourseofits

ow nw ork.

- R esponding:P rofessionalofw hom thew orkisbeingusedby enquiringprofessional.

S am ple2 :

- Enquiring:T heprofessional(actuary oraccountants)w how illconsiderthew orkofother

professional.

- R esponding:T heprofessionalw hosew orkisbeingconsideredby theenquiringprofessional.

P artb:0.75 point

S am ple1 :

- Com m unicatew iththerespondingprofessionalonhisintentiontoconsiderhisw ork.

- Askiftherespondingprofessionalisaprofessionalingoodstanding.

- Askiftheprofessionalw asappointedtodothejobintendedtobeconsidered.

S am ple2 :

- N otify respondingprofessionaloftheuseofitsw orkandthepurpose,needs,etc.

- Askrespondingprofessionaltoconfirm thathehasrespectedtheprofessionalstandardsofhis

professionduringthecourseofhisw ork.

- Askrespondingprofessionaltoconfirm thathehasbeenappointby Boardtodothew orkbeing

used.

P artc:0.75 point

S am ple1 :

- Discussany problem w ithdoingthew orkincludingadiscussionaboutm ateriality.

- Giveansw ertotheenquiringprofessionalthatheisaprofessionalingoodstanding.
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- Confirm hew asappointedtodothew orkintendedtobeconsidered.

S am ple2 :

- Confirm thatthew orkcanbedone/hasbeendone

- Confirm his/herappointm entandqualifications

- S houlddiscloseany tim ingissuesw iththeenquiringprofessional.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 Ingeneral,candidatesdidw ellonthisquestion.

P arta

 Candidatesareexpectedtoknow w hatareenquiringandrespondingprofessionals.

 M ostcandidatesreceivedpartialcreditonthatpart.

 Candidatesw erelesssuccessfulw iththerespondingprofessionaldefinition.Answ erssuchas“ It

isthepersonw hodidthew ork” or“ Itisthepersonw horesponds/answ erstotheenquiring

professional” didnotgetcredit.

P artb

 Candidatesareexpectedtoknow som eactionsrequiredw henenquiringandresponding

professionalscom m unicatebetw eeneachother.

 Candidatesperform edw ellonthisquestionasitw asaskedinpriorexam sandtherew asalong

listofpossibleofansw ers.

P artc

 Candidatesareexpectedtoknow som eactionsrequiredw henenquiringandresponding

professionalscom m unicatebetw eeneachother.

 Candidatesperform edw ellonthisquestionasitw asaskedinpriorexam sandtherew asalong

listofpossibleofansw ers.
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Q U ES T IO N :32

T O T A L P O IN T VA L U E:1.75

L EA R N IN G O BJECT IVE(S ):D1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.25 point

S am ple1 :

A subsequenteventisaneventthattheactuary becom esaw areofafterthecalculationdatebutbefore

thereportdate.

P artb:1.5 points

S am ple1 :

i.T hisw ouldnotbeanadjustingsubsequenteventsinceitdoesnotprovideinform ationontheentity as

itw asatthecalculationdate.T heactuary w ouldreportontheeventinanotetothefinancial

statem ents.

ii.Giventhattheclaim m aterially affectstheresults,itw ouldhavetobeincludedinthereport.

iii.S incethisisadatadefect,theactuary w ouldhavetoretirehispreviousreportandproduceanew ,

correctedreport.

S am ple2 :

i.S incevaluationistoreflectcom pany atDec31st,2013,thiseventisasubsequentasitoccursafter

calculationdate(12/31/2013)andbeforereportdate(02/20/2014).Itshouldnotbetakenintoaccount.

How ever,sincecom m onsharesdom akeup50% oftheportfolio,discloseinnotestheim pact.

ii.R eflectthissincegeneralliability claim occurredbeforecalculationdate.S o,itisnotasubsequent

eventbutitprovidesinfobeforecalculationdate.Ithastobereflectedinthew ork.Also,theGL claim

hasabigreservesoitw illm aterially im pacttheresultshencecannotignorethisevent.R eflectit.

iii.S inceit’sanerror,ithastobereflectedindata.R eflectitinreport.R edoreserveanalysisw ithcorrect

data.

S am ple3 :

i.Itisasubsequenteventbutbecauseim pactheldaftercalculationdateitshouldbecategorizedasa

non-adjustingsubsequentevent.Becausecom pany isdifferentaftercalculationdate,disclosebutdon’t

changeinreport.



EX A M 6C FA L L 2014 S A M P L EA N S W ER S A N D EX AM IN ER ’S R EP O R T

ii.Itisasubsequentevent.Itdoesm aketheentity differentatthecalculationdate.Itisanadjusting

subsequenteventandshouldbeconsideredinthereportandvaluation.

iii.Itisnotasubsequenteventbecausenotifiedafterreportdate.Butbecausethiscouldinvalidatethe

reportdependingonthesizeandnatureoftheclaim s,theappointedactuary shouldw ithdrew report

andam endbecauseitcouldbem aterialandinvalidatereport.

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

 M ostofthecandidatesgotpartialcreditonthatquestion.

P arta

 Candidatesareexpectedtobeabletodefinew hatasubsequenteventis.

 Candidatesdidnotperform sow ellonthatpart.

 T heim portantpointinthedefinitionisthetim ingw hentheactuary becom esaw areofthe

eventandnotonly w hentheeventoccurred.T herefore,anansw ersuchas“ A subsequentevent

isonethathasoccurredbetw eenthevaluationdatebutpriortothereportdate” w asnotgiven

credit.T hereasonforthisisthattheeventcanoccurbetw eenthevaluationdateandreport

date,butiftheactuary becom esaw areofitafterthereportdate,by definition,thisisnota

subsequentevent(w hichisstatedintheCIA Ednote). T hus,thetim ingoftheactuary to

becom eaw areofitisim portant.

P artb

 Candidatesareexpectedtobeable,givenanevent,todeterm inew hetherornotthateventisa

subsequenteventandw hatactionsarerequiredineachsituation.

 M ostcandidatesgotpartialcredits.Candidateslostcreditsfornotcorrectly identifyingthe

properactionforoneorm oreofthesituations.

 M any answ ersw ereacceptedforpartb)ii.
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Q U ES T IO N :33

T O T A L P O IN T VA L U E:2.25

L EA R N IN G O BJECT IVE(S ):D1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:1 point

 Anactuary shouldacceptandretainanappointm entasAA only iftheactuary hasthenecessary
qualifications,experience,andknow ledge

 Anactuary shouldconsultw iththepreviousAA todeterm inew hetherthereareany
professionalreasonsnottoaccepttheappointm ent.

 Anactuary shouldensurethattheboardofdirectors,orsuchotherbody thatm akesthe
appointm ent,understandsthedutiesoftheAA.

 Anactuary shouldensurethattheboardofdirectors,orsuchotherbody thatm akesthe
appointm ent,agreestotherequirem entsneededtofulfilltheresponsibilitiesoftheAA,
includingbutnotlim itedto,tim ely accesstoallnecessary andrelevantm anagem ent
inform ation,adequateresourcesandanappropriatevenueforpresentingtheAA’sannual
report.

P artb:1.25 points

 Establisham onitoringprocesssothattheAA isaw areofthesetransactionsorconditionsona

tim ely basissuchasDCAT ,S tressT esting.

 If,intheopinionofanAA,atransactionorconditioncausesam aterialadverseeffect
onthecom pany’sfinancialconditionandrequiresrectification,theAA shouldexpeditiously

reportthesituationinw ritingtothechiefexecutiveofficerandthechieffinancialofficer,or

theirappointeddesignates,ifactuary ofadom esticcom pany,andtothechiefagent,ifactuary

ofaforeigncom pany,andprovideadeadlineforcorrectiveaction.

 T hisreportshallalsobesenttotheboardofdirectors.
 Ifsuitableactionisnottakenby thedateset,theAA shouldim m ediately notify theregulatory

authority inw riting.T henoticeshouldcontainasum m ary oftheconcerns,acopy ofthereport,
adescriptionofeventsthathaveoccurredsincethew ritingofthereportandany additional
relevantinform ation.
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EX A M IN ER ’S R EP O R T :

GeneralCom m entary

P arta

 Candidatesareexpectedtoknow theresponsibilitiesofaFCIA beforeacceptingapositionasan

AA.

 M any candidateslistedtherequirem enttoconsultw iththepreviousAA.S om ecandidates

outlinedthequalificationsrequiredtobeanAA.Bothw ouldnotreceivefullcreditasthe

questionisaskingw hatshouldaFCIA dobeforeacceptingapositionasanAA.

 S om ecandidatesm ixedthisquestionw ithfully describingthequalificationsofbeinganAA.

P artb

 Candidatesarerequiredtoknow thedutiesoftheAA toidentify am aterialadverseeffecton

thefinancialconditionandactionsrequiredtorespondsuchevents.

 M ostcandidatesdescribedthekey actionsincludingreportingtoCEO /CFO andtheBoard,

providingadeadlineinthereportandreportingtoO S FIifnoactionistakenby thedeadline.

 S om ecandidatesfailedtom entionestablishingm onitoringprocessesand/orincludingdeadlines

inthereport.
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Q U ES T IO N :34

T O T A L P O IN T VA L U E:1.5

L EA R N IN G O BJECT IVE(S ):D1

S A M P L E/A CCEP T ED AN S W ER S :

P arta:0.75 point

 AssistO S FIinitsassessm entoftheinsurer’ssafety andsoundness:T heAA hastheresponsibility for

thevaluationofpolicy liabilitiesinthefinancialstatem entsandfuturefinancialconditionreporting.

Actuarialpeerreview isonetoolO S FIusesinitsassessm entofthesafety andsoundnessofinsurers.

 BeofbenefittotheAA by providing(i)asourceofindependentconsultationadvice,and(ii)an

additionalsourceofprofessionaleducation:T hisaidsinnarrow ingtherangeofpracticeby AA’sand

im provingthequality oftheirw ork.O S FIrecognizesthatthisisnottheonly sourceofprofessional

developm entfortheAA.

 M aintainandstrengthenconfidenceinthew orkoftheAA by thepublic,by insurancecom pany

m anagem entanddirectorsandby supervisory authorities.

P artb:0.75 point

i) Yes: review erm ay notbeanem ployeeofthecom pany orany affiliatedcom panies,andm ay
nothavebeenem ployedby thecom pany orservedasAA ofthecom pany duringthethree
yearspriortothedateofthew orkbeingreview ed;

ii) Yes:A peerreview erm ay beanactuary w orkinginthecom pany’sexternalauditfirm ,but
com paniesareencouragedtonotuseasapeerreview eranactuarialspecialistw hoisa
m em beroftheauditteam forthecom pany.

iii) N o:ifhe/sheisinvolvedinany actuarialw orkrelatedtothefinancialstatem entsorfinancial
conditionreportingforthecom pany
O r
Yes:ifhe/sheisnotinvolvedinany actuarialw orkrelatedtothefinancialstatem entsor
financialconditionreportingforthecom pany

EX A M IN ER ’S R EP O R T :

GeneralCom m entary

P arta

 Candidatesareexpectedtoknow theobjectivesO S FIhasinrequiringpeerreview oftheAA’s

w ork.

 M ostcandidatesreceivedfullm arks.
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 S om ecandidatesfailedtoprovidethecom pleteobjectivesfrom threedifferentperspectives.

P artb

 Candidatesareexpectedtoknow therequirem entstobeapeerreview erandabletoapply

thoserequirem entsindifferentscenarios.

 M ostcandidatesgotthefirstandthirdscenariosright.

 S om ecandidatesm istakenly thoughttheguidelinerequiresapeerreview eroutsideoftheaudit

firm .


