




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 :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.


