




EXAM 6-CANADA SAMPLE ANSWERS AND EXAMINER’S REPORT  
 
 

QUESTION 13 
TOTAL POINT VALUE: 2.5 LEARNING OBJECTIVE: C1 & D1 
SAMPLE ANSWERS 
Part a: 1.75 point 
Sample Solution #1 
Cumulative Excess (2012 in 2014) = Discounted Reserve (2012 in 2012) – Paid (2012 in 2013) – paid 
(2012 in 2014) + investment income (2012 in 2013) + investment income (2012 in 2014) – 
Discounted Reserve (2012 in 2014) 

 
Investment income on AY 2012 in 2013 = (95,000 + 59,000) / 2 * 5% = 3,850 
Investment income on AY 2012 in 2014 = (59,000 + 43,000) / 2 * 5% = 2,550 

 
Cumulative Excess (2012 in 2014) => 95,000 – 34,000 – x + 3,850 + 2,550 – 43,000 = x 
2x = 24,400 
x = 12,200 

 
Sample Solution #2 

 
Investment Income for AY 2012: 
2013 CY = ((95000 + 59000) / 2 ) * 0.05 = 3850 
2014 CY = ((59000 + 43000) / 2 ) * 0.05 = 2550 

 
Excess on Disc Basis: 
x = (95000 + 3850 + 2550) – (34000 + x + 43000) 
2x = 24,400 
x = 12,200 

 
Cumulative Excess for AY 2012 (Undiscounted) = 95000 – (34000 + 12200 + 43000) = 5800 
Part b: 0.25 point 
Sample Solution #1 
Cumulative excess ratio (2012 in 2014) = 12,200 / 95,000 = 12.84% 

 
Sample Solution #2 
Cumulative excess ratio = 5,800 / 95,000 = 6.1% 
Part c: 0.5 point 
Sample Solution #1 

1.   Discounting the amounts paid during the year (time t) as well as the later period’s claim 
liabilities (time t) back to the original period (t‐1). 

2.   Subtract a term for the portion of the investment income earned during calendar year t on 
assets supporting the liabilities. 

 
Sample Solution #2 

1.   Incorporate investment income like in this example 
2.   Discount all values to time 0 
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Sample Solution #3 
1.   Add investment income to the amount of excess of deficiency 
2.   Discount the value of claim liabilities and paid amounts to the start of the period, i.e. end 

of AY 2012 ( t‐1 if one year horizon) 
 
Sample Solution #4 

1.   Calculate investment income in each period and adjust paid claims by the same amount 
2.   Discount all future cash flows/liabilities to a common point such as t = 0 to allow apple to 

apple comparison 
 
Sample Solution #5 

1.   Discounting the amounts paid during the year (time t) as well as the later period’s claim 
liabilities (time t) back to the original period (t‐1). 

2.   Subtract a term for the portion of the investment income earned during calendar year t on 
assets supporting the liabilities. 

 
Sample Solution #6 

1.   Discount the outstanding loss & LAE and paid to the same time point 
2.   Subtract investment income from outstanding loss & LAE 

EXAMINER’S REPORT 
The candidates were expected to show understanding of the claims run‐off with discounted 
liabilities. They were also required to show familiarity with the two approaches that can be used to 
account for time value of money. 

 
Candidates performed very well on this question overall. 
For part a) candidates could earn full credit for calculating the discounted or undiscounted 
cumulative excess. 
Part a 
Most candidates earned full credit. The candidates were expected to be able to calculate the 
investment income for the two calendar periods and set up the equation for the cumulative 
excess. The most common errors were calculation errors in this question. Some candidates were 
not able to set up the problem correctly or recognize that "Cumulative Excess" appears on both 
side of the equation. 
Part b 
Almost all of the candidates scored full marks for this part of the question. The candidates were 
expected to calculate the cumulative excess ratio. Full credit was given to candidates who used 
the response from part a) and divided by the correct reserve amount (95,000). Therefore, 
candidates were not penalized for an incorrect response in part a). The most common error was 
that some candidates divided by average reserve amounts. 
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Part c 
Candidates did not perform well on this part of the question. We accepted all answers that 
highlighted the key aspects of the two approaches. One of the common mistakes made in this 
question was that candidates omitted key information to answer the question. For example: 
omitting that outstanding reserves and payments from time t need to be discounted back to 
original time t – 1. 


