MA/STAT 170 Final, Fall 2009
1) At the end of year 1 I deposit $1,000 into an account that is earning 4% interest compounded annually.  At the end of each subsequent year I deposit 2 % less than I did the previous year.  Thus, for example, at the end of year 2 I deposit $980 and at the end of year 3 I deposit $960.40.  How much do I have after the 40th deposit?  
8 pts
2) On Jan . 1, 2009, I won an award that pays $10,000 dollars every year for n years with the first payment immediately.  Find n, given that at 3% annual interest, the present value of my award on Jan . 1, 2009 was approximately $ 300,000. 8 pts
3) I take out a $400,000, 20 year loan at 6% interest compounded monthly.  
a. Find my monthly payment (paid at the end of each month). 7 pts
b. How much do I owe after the 10th payment? 5 pts
4) What is a fraternal benefit society?  Give two legal requirements for a fraternal benefit society to sell insurance. 6 pts
5) Define demutualization.  What specific type of corporation might consider going through this process and why. 6 pts
6) A home owner' policy generally consists of two major sections, the first labeled A-D and a second part. What is covered under:  6 pts
a. Part A

b. Part B

c. Part C

d. Part D

e. Section II
7) For each of the following situations, state whether the risk is a speculative risk or a pure risk and why? 6 pts
a) Alex buys travel insurance which will refund the cost of her airline ticket home tomorrow if for some reason she cannot make the trip.

b) Myles buys a stock as an investment.

c) Jeff buys a life insurance policy on James.  Jeff has no insurable interest in James.

8) Define reinsurance.  What is retrocession?  Retention limit?  Reinsurance treaty? 8 pts
9) I work at Big Truck Company making trucks.  A coworker accidentally pushes me into a machine.  I lose an arm and cannot work.  This was deemed to be the coworker’s fault. What benefits, if any, can I expect?  If I do get benefits, who pays them?  What is the name for the applicable insurance coverage?  6 pts
10) Mary’s house is insured for $300,000, with no deductible.  Her insurance company requires 80% coinsurance.  Mary had $12,000 water damage for which the insurance company paid $9,000.  What, according to the insurance company, is the current value of Mary’s house? 6 pts
11)  Paul has a $200,000 fully insured house with a disappearing deductible.  For losses of $200 or less, the insurance company pays nothing while for losses $2,200 or more they pay everything.  What value X of loss would cause Paul to have to pay $150? 
6 pts
12) Bo is driving his car during a hail storm.  Right after the hail storm, he has an accident and hits Tamara's car.  It is Tamara’s fault.  Tamara has no insurance.  State which coverage under automobile insurance policy would pay for the costs listed below.  Assume the coverage is NOT in a no-fault state.  10 pts
a. Tamara has to be taken to the hospital and treated for her injuries.  Which coverage of pays for Tamara's hospital costs? 
b.  Bo also is injured and has to be treated at the hospital. Which coverage pays for his hospital costs? 
c.  Tamara's car is damaged from the accident.  Which coverage pays for the damage to Tamara's car? 
d.  Bo's car has damage from both the hail storm and the accident.  Which coverage pays for the 
damage to his car caused by the hail? 
e.  Which coverage pays for the damage to his car caused by the accident? 
13)   Assume that in Question (12) the state IS a no-fault state and Tamara is fully insured.  Which of the answers to questions (a)-(e) would change?  How? 4 pts
14) Below you are  given a table of losses evaluated at 1/1/2010 for Klunker Auto Insurance. Assume all losses are fully developed at 48 months.  Fill in the corresponding paid loss development factors in the second table.  Give an answer accurate to at least two digits after the decimal.  8 pts
	

	
	
	
	
	
	
	
	

	
	
	Accident Year
	Cumulative Paid Losses
	

	
	
	
	Development Stage in Months
	

	
	
	
	12
	24
	36
	48
	

	
	
	2006
	2,000
	2,820
	3,440
	4,473
	

	
	
	2007
	3,000
	4,140
	5,796
	 
	

	
	
	2008
	2,500
	3,375
	 
	 
	

	
	
	2009
	1,000
	 
	 
	 
	

	
	
	
	
	
	
	
	

	

	Paid Loss Development Factors

	
	
	
	
	
	
	
	

	
	
	Accident Year
	Cumulative Paid Losses
	

	
	
	
	Development Stage in Months
	

	
	
	
	 
	12-24
	24-36
	36-48
	

	
	
	2006
	 
	 
	 
	 
	

	
	
	2007
	 
	 
	 
	
	

	
	
	2008
	 
	 
	
	
	

	
	
	2009
	 
	 
	
	
	

	
	
	
	
	
	
	
	


15) Based on the data in problem 15, Klunker’s actuaries decided to use the loss development factors given below.  What would their estimated reserves be for each of 2006, 2007, 2008, and 2009?
	
	
	
	
	
	
	
	

	Selected Loss Development Factors

	
	
	 
	 
	 
	
	
	

	
	 
	12-24
	24-36
	36-48
	48-Ult.
	
	

	
	 
	1.4
	1.2
	1.1
	1
	
	

	
	
	
	
	
	
	
	


2006 Reserve = ________________________

2007 Reserve = ________________________
2008 Reserve = ________________________
2009 Reserve = ________________________
