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Problem 5.5. An insurance policy on a ground-up loss X has:
e no deductible; d=0
e a coinsurance off , and

e a maximum policy payment per loss of 5000
Let X be modeled using a two-parameter Paroto distribution witmn 0 = 10000. YWhat is the

expected payment per loss for the insurer? N—"
—: X~ Pareko(d= 2,0 = 10000)
'Bt_, owr thm

E(¥] = o ( E[*rW) -ELX~dD)

In our problem , d=0,ond so
Coinsuronce

B[] = o ELxnu] /
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In 3emoﬂ.'- magimum poUu.j Pwiﬁ@(u' d)
In this problem 0ot u =500
0.5 w =500
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Blxem)- o= [1- (=] -
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= 40000 (4'%) = 5000

E[Y"“] =05 (8000) =3500
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Problem 5.6. Source: Sample STAM Problem #279.
Loss amounts have the distribution function

2
2 0<a<100
F _ (385)" =T >
y| Fx@ {1, Z > 100 =20

An insurance paysof the amount of the loss in excess of an ordinary deductible subject to a
maximum payment of 60 per loss. Calculate the conditional expected-claim paymenty given that-a payment

has beenmade, ie.,m egpd\'aj_,,on &&. 'H,q_ Fr Fﬂ.ﬂﬂﬁb\i rondom vawolde .
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74. A primary insurance company has a 100,000 retention limit. The company purchases a

catastrophe reinsurance treaty, which provides the following coverage .
’ ’ g eovere Retoln
Layer 1: 85% of 100,000 excess of 100,000 0.45
Layer 2: 90% of 100,000 excess of 200,000 0.0
Layer 3: 95% of 300,000 excess of 300,000 0.05

The primary insurance company experiences a catastrophe loss of #50,000

Calculate the total losy the primary insurance company.

(A) 100,000
[1666505] +/0.45 (100000) .
B) 112,500 Wwithin Louger 2
(©) 125,000 +|0.tolsaoco) ubn Loyer 3
: Wi
+ o,os(ltboooo-sooooo)\

(D) 132,500

(E) 150,000 = Ad2,500
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50. 1n Year 1 arisk has a Pareto distribution with =2 and €=3000. In Year 2 losses
inflate by 20%. -
inflate by 20% x1~ thdo (d‘f Q,Q-3Gw§
An insurance on the risk has a deductible of 600 in each year. £, the premium in year i,

equals 1.2 times the expected claims. d=600 : P 1.2 E[(X' d)-\.] L=2
': = 4. \ =%

S . . ¢ OR .
The risk is reinsured with a deductible that stays the same in each year. R, the
reinsurance premium in year , equals 1.1 times the expected reinsured claims.
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Calculate & X‘V Pordo (a' ,0)
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A+A
D) 0.8 ® ® )o(-4
(E)  0.66 T &4 at®
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