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CMP Upgrade 2018/19 

Subject SP8 

CMP Upgrade 

This CMP Upgrade lists the changes to the Syllabus objectives, Core Reading and the ActEd 
material since last year that might realistically affect your chance of success in the exam.  It is 
produced so that you can manually amend your 2018 CMP to make it suitable for study for the 
2019 exams.  It includes replacement pages and additional pages where appropriate.  
Alternatively, you can buy a full set of up-to-date Course Notes / CMP at a significantly reduced 
price if you have previously bought the full-price Course Notes / CMP in this subject.  Please see 
our 2019 Student Brochure for more details. 

This CMP Upgrade contains: 

 all significant changes to the Syllabus objectives and Core Reading. 

 additional changes to the ActEd Course Notes and Series X Assignments that will make them 
suitable for study for the 2019 exams. 

Note that the format of the Course Notes has changed for the 2019 exams.  As well as 
presentational changes: 

 the self-assessment questions now contain solutions within the chapters themselves 

 there are no Q&A Banks; instead, each chapter contains a number of Practice Questions at 
the end. 
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0 Changes to the Syllabus objectives 

0.1 General changes 

The format of the Syllabus objectives has changed.  They now include: 

Weightings 

The weightings are indicative of the approximate balance of the assessment of this subject 
between the main syllabus topics, averaged over a number of examination sessions.  For Subject 
SP8 these weightings are as follows: 

1 General insurance products and general business environment (20%) 
2 Data, risks and risk management (30%) 
3 Rating bases and methodology (35%) 
4 Credibility, reinsurance and catastrophe modelling (15%) 

Numbering 

The numbering of the syllabus objectives has also changed. 

0.2 Specific changes 

A new syllabus objective on ‘Solving problems’ has been added, as follows:   

‘5.1 Analyse hypothetical examples and scenarios in relation to the financial management of 
general insurance companies. 

5.1.1 Propose solutions and actions that are appropriate to the given context, with 
justification where required. 

5.1.2 Suggest possible reasons why certain actions have been chosen. 

5.1.3 Assess the implications of actions within a given scenario. 

5.1.4 Discuss the advantages and disadvantages of suggested actions, taking into 
account different perspectives.’   

Various minor changes have been made to some of the other syllabus objectives. 
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1 Changes to the Core Reading and ActEd material 

This section contains all the non-trivial changes to the Core Reading and ActEd material.   

Chapter 3 

Page 17 

At the end of the third paragraph, the following sentence has been added: 

‘In some jurisdictions, bodily injury claims can be settled as regular payments for life to the 
victim, rather than lump sum amounts.’ 

Page 58 

A new section has been added on ‘Emerging risks’.  Please insert supplementary pages 58a and 
58b provided at the end of this Upgrade.   

Chapter 4 

This chapter has been renamed and significantly rewritten to incorporate new Core Reading on 
the topic of ‘solving problems’.  Please use the replacement Chapter 4 (Problem solving) provided 
at the end of this Upgrade. 

Chapter 6 

Pages 45 and 46 

The section on ‘Insurance-linked securities’ has changed.  Please use replacement pages 45, 46, 
46a and 46b provided at the end of this Upgrade. 

Chapter 7 

Page 19 

Under ‘Effect of the regulatory regime’, the following bullet point has been added: 

 A requirement to have an external audit of the general insurer’s accounts and to 
release publicly certain information pertaining to the insurer. 

Chapter 8 

Page 33 

The final paragraph on this page has been deleted. 

Page 34 

The first paragraph on this page has been deleted. 
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Page 44 

Under ‘Among the evolutions that are currently taking place, one might cite:’, the following bullet 
points have been added: 

 new risks emerging, such as ‘cyber risk’ from criminal activities relating to 
technology 

 increasingly complex rules and responsibilities around handling customer data 

 the impending arrival of driverless cars, where deciding whether the occupants or 
the car’s manufacturers are liable for accidents will be among the challenges faced. 

Chapter 9  

Page 13 

At the end of the first paragraph, the following sentence has been added: 

‘New channels may also create a knock-on effect on existing channels.  For example, if the 
internet channel increases, the broker channel may shrink to compensate, resulting in 
brokers offering incentives to attract business.’ 

Chapter 11 

Page 5 

At the foot of the page, the following new section has been added: 

2.3 Uses 

This model is more useful than the individual risk model in general insurance. For 
example, for a motor insurance portfolio, we could use a collective model with 
Poisson parameter equal to the average number of claims in the preceding years, 
adjusted for the trend in the number of policies.  

Chapter 12 

Page 30 

In the final box on the page, the last sentence has been changed to: 

‘The cost associated with staffing tends to be a relatively fixed amount.’ 

Chapter 13 

Page 11 

The final paragraph on the page has been deleted. 
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Chapter 17 

Pages 1-3 

The wider objectives (in addition to the syllabus objectives) that were applicable to Chapter 17  
and were listed in Section 0 (Introduction) have been deleted from the Core Reading, although 
much of their content remains in the ActEd text, as a summary of the chapter contents. 

Glossary 

Page 3 

The first sentence of the definition of the 365ths method has been changed to add a little more 
detail.  The definition is now: 

‘A method of estimating the unearned premium reserve, based on the assumption that 
annual policies are written evenly over a year and that the risk is spread evenly over the 365 
days of a year of cover.  For example, where a policy was written 100 days ago, 265/365ths 
of the premium is taken as being unearned.’ 

Page 6 

The following new definition has been added to the Glossary: 

‘Bancassurance 

An arrangement in which a bank and an insurance company form a partnership so that the 
insurance company can sell its products to the bank's client base. This partnership 
arrangement can be profitable for both companies.’ 

Page 16 

The definition of Events not in data (ENIDs) has changed significantly.  The new definition is: 

‘The balancing amount required to bring the best estimate claim liabilities before ENID up to 
an amount allowing for all possible future outcomes. In other words, this is the additional 
amount that needs to be included in the best estimate claim liabilities to ensure that the 
best estimate is a true best estimate of all possible outcomes, as opposed to something 
less, such as a best estimate of all reasonably foreseeable outcomes.  In theory, this means 
that one needs to allow for possibilities that one may not have experienced before either 
within the (re)insurer or across the entire insurance industry.’  

Page 24 

The following new definition has been added to the Glossary: 

‘Internal Model Approval Process (IMAP) 

Process that insurers and reinsurers have to be approved through, under Solvency II, in 
order to be able to use either a partial or full internal model.  The approval or rejection is 
given by their group supervisor.’ 

Page 32 

The definition of Part VII Transfer has been deleted from the Glossary. 
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Page 46 

The following new definition has been added to the Glossary: 

‘Verticalisation 

When different coinsurers have different terms (premium rates).’ 

Pages 47-51 

The following new abbreviations have been added to the Glossary: 

BCL  Basic chain ladder 

BF  Bornhuetter-Ferguson  

BHF  Bornhuetter-Ferguson  

BI  Business interruption 

CHE  Claims handling expenses 

CL  Chain ladder 

IMAP  Internal model approval process 

QS  Quota share 

TPs  Technical provisions 

The following abbreviations have been deleted from the Glossary: 

GEV   Generalised extreme value (distribution) 

GICR  General insurance capital requirement 

GPD  Generalised Pareto Distribution 

RMM   Required minimum margin 
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2 Changes to the X Assignments 

Overall 

There have been minor changes throughout the assignments, including changes to mark 
allocations. 

More significant changes are listed below.  

Assignment X2 

Questions X2.2 and X2.3 have been deleted. 

The following new Question X2.2 has been added: 

‘Following a recent spate of news articles about the rising cost of childcare, a general insurance 
company specialising in personal lines has decided to start selling ‘twinsurance’.  This will pay out 
a specified lump sum to the parents of unexpected twins (or triplets, or other multiple births).   

Suggest, with reasons, which distribution channels the company might use to sell this 
product.   [9]’ 

The subsequent question numbers have been altered accordingly (ie the old X2.4 is now X2.3, the 
old X2.5 is now X2.4, etc).  Please renumber these in both the questions and solutions. 

Please score out pages 1- 3 of the solutions and replace pages 1 and 2 with the replacement 
pages attached. 

Assignment X5 

The solution to part (i) of X5.8 has changed.  The new solution is as follows: 

‘(i) Disadvantages of using this model to calculate P 

If the standard for full credibility is Nn  observations, such that NP  is the probability of your 

estimated premium falling within %k  of the true underlying value, then Z  is a function of Nn  

and therefore a function of NP  and k .  However, the model does not specify the optimal values 

of NP  and k .   [2] 

The model assumes that the estimate of future claims experience M  based on external data is 
appropriate to the portfolio being considered.  [1] 

The model assumes that the observed claims experience X  is also an appropriate approximation 
to the expected future claims experience.  [1] 

Therefore, if either of X  or M  is inappropriate, P  will be a less accurate estimator of future 
claims experience than if only the other (appropriate) estimator were used. [1] 
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No allowance has been made in X  or S  for: 

 inflation or other trends [½] 

 unusual claims experience [½] 

 any changes in business mix / terms and conditions etc [½] 

which may mean that past experience is not a good estimator of the future. [½] 

The model assumes it’s appropriate to use the square root rule.  [½] 

A Bayesian method may be preferred. [½] 
    [Maximum 7]’ 
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3 Other tuition services 

In addition to the CMP you might find the following services helpful with your study. 

3.1 Study material 

We also offer the following study material in Subject SP8: 

 Flashcards 

 Revision Notes  

 ASET (ActEd Solutions with Exam Technique) 

 Mock Exam 

 Online Classroom. 

For further details on ActEd’s study materials, please refer to the 2019 Student Brochure, which is 
available from the ActEd website at www.ActEd.co.uk. 

3.2 Tutorials 

We offer the following tutorials in Subject SP8: 

 a set of Regular Tutorials (lasting three full days) 

 a Block Tutorial (lasting three full days). 

For further details on ActEd’s tutorials, please refer to our latest Tuition Bulletin, which is available 
from the ActEd website at www.ActEd.co.uk. 

3.3 Marking 

You can have your attempts at any of our assignments or the mock exam marked by ActEd.  When 
marking your scripts, we aim to provide specific advice to improve your chances of success in the 
exam and to return your scripts as quickly as possible. 

For further details on ActEd’s marking services, please refer to the 2019 Student Brochure, which 
is available from the ActEd website at www.ActEd.co.uk. 

3.4 Feedback on the study material 

ActEd is always pleased to get feedback from students about any aspect of our study 
programmes.  Please let us know if you have any specific comments (eg about certain sections of 
the notes or particular questions) or general suggestions about how we can improve the study 
material.  We will incorporate as many of your suggestions as we can when we update the course 
material each year. 

If you have any comments on this course please send them by email to SP8@bpp.com. 
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All study material produced by ActEd is copyright and is sold 

for the exclusive use of the purchaser.  The copyright is 

owned by Institute and Faculty Education Limited, a 

subsidiary of the Institute and Faculty of Actuaries. 

 

Unless prior authority is granted by ActEd, you may not hire 

out, lend, give out, sell, store or transmit electronically or 

photocopy any part of the study material. 

 

You must take care of your study material to ensure that it 

is not used or copied by anybody else. 

 

Legal action will be taken if these terms are infringed.  In 

addition, we may seek to take disciplinary action through 

the profession or through your employer. 

 

These conditions remain in force after you have finished 

using the course. 
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6 Emerging risks 

Many industries have been facing a time of rapid change as technology changes what 
people and companies are able to do, and industry disrupters have become a hot topic.  
These changes can bring about new opportunities for the insurance market but also new 
risks. 

Industry disruptors are innovators that disrupt the marketplace.  For example, aggregator 
websites at one time disrupted the traditional personal lines insurance market. 

6.1 Cyber risk 

Cyber attacks are, at the time of writing, deemed to be one of the world’s top technological risks.  
The topic is covered in more detail in Subject SA3.   

Cyber insurance, one of the newer areas in insurance, presents the opportunity to sell an 
additional product to cover a new need by policyholders that may be excluded from a 
standard policy. 

The insurer will indemnify the insured against losses incurred as a result of a specified 
cyber or data loss event.  This may include legal expenses.   

For example, legal expenses could arise due to the need for a company to: 

 take legal action against hackers 

 defend its position against claimants, eg users of its services who suffered as a result of a 
cyber attack.    

Cyber and data risk insurance is designed to support and protect a business if it 
experiences a data breach or is subject to an attack by a malicious hacker that affects its 
computer systems. 

Cover includes both liability and intellectual property losses for businesses that hold 
sensitive customer data, use computer systems to conduct their business, or have a 
website.  Policies are likely to be individually underwritten to reflect the different needs of 
the policyholders. 

The main measures of exposure include: 

 company revenue for business interruption related cover  

 the value of IT equipment at risk. 

Another possible exposure measure might be the volume of customer records held. 
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The premium rate will depend on a number of factors, including the: 

 IT maturity of the insured 

 dependence of the revenue on IT 

 industry sector 

 volume and nature of data held by the insured   

 risk management of the insured, eg data security measures and back-up procedures 

 privacy policy of the insured. 

Given the fast pace at which the cyber risk landscape is evolving, coupled with the lack of 
ability to assess the IT maturity of each insured at the point of underwriting, underwriters 
are increasingly using cyber security firms’ data and software to assess the potential for a 
cyber-attack on an insured. 

Loss events can occur from a wide range of perils.  Common perils include:  

 virus damage, eg due to an employee opening an infected email attachment 

 hacker attack 

A recent example of such an event is the attack on the telecommunications company 
TalkTalk in 2015, in which thousands of customers’ details were stolen, including bank 
account numbers and dates of birth. 

 infringement of intellectual property, eg a film studio may seek compensation if hackers 
steal a digital copy of an unreleased movie and leak it online 

 slander or libel, eg if an employee unintentionally libels a third party in an email 

 online identity fraud, eg this could be covered by a personal cyber insurance policy and 
may include the costs of restoring the policyholder’s credit record as well as 
compensation for direct financial losses 

 personal data or privacy issues (eg loss of or disclosure of private data) 

 theft of corporate information and data 

 losses relating to breaches or actions by suppliers or business partners, eg an 
insurer itself may need cover against the risk of a data breach at one of its brokers 

 ransomware (a type of malicious software that threatens to publish the victim's data or 
block all access to it unless a ransom is paid) 

A notable recent example of a ransomware event is the ‘WannaCry’ worldwide attack in 
2017. 

 business interruption, eg due to a distributed denial of service (DDOS) attack 

 physical damage, eg if hackers seize control of infrastructure forming part of an electricity 
grid and damage it. 
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Problem solving 

 

Syllabus objectives 

5.1 Analyse hypothetical examples and scenarios in relation to the financial 
management of general insurance companies. 

5.1.1 Propose solutions and actions that are appropriate to the given context, 
with justification where required. 

5.1.2 Suggest possible reasons why certain actions have been chosen. 

5.1.3 Assess the implications of actions within a given scenario. 

5.1.4 Discuss the advantages and disadvantages of suggested actions, taking into 
account different perspectives.   
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0 What is expected of candidates? 

The ability to look at a problem, solve it and then communicate the results clearly is a very 
important skill that actuaries need in their day to day work, whichever field they work in.  The 
examiners will test your ability to solve such problems in the exam. 

There is no explicit Core Reading for this objective.   

Well, actually there is – but it’s not technical like it is in the other chapters. 

All the material that is covered in the rest of the Core Reading for this subject also covers 
this objective.  The examiners will expect candidates to be able to apply the knowledge and 
understanding that they have developed through the study of this Core Reading to produce 
coherent advice and recommendations for the overall management of a general insurer.   

Candidates should recognise that the exams will contain scenarios and situations that have 
not been covered in the Core Reading, in order to test that candidates have understood the 
material sufficiently to apply their understanding to a new situation.  The Subject SP8 
exams, however, do not require any knowledge beyond that contained in the Core Reading 
(although there are often additional marks available for candidates with a broader 
understanding).  In so far as an exam question requires underlying knowledge that is not 
contained in the Core Reading, this will be provided as part of the question.  

Where candidates are preparing for the exam using broader educational materials (for 
example, as provided by ActEd) which contain both the Core Reading and additional 
content, we recommend that candidates aim for a greater level of familiarity with the Core 
Reading elements.  Only the Core Reading itself is directly considered by the exam setting 
team and a higher quality of answer is generally required, particularly on bookwork 
questions that are directly based on Core Reading.  However, the additional content should 
be of great value in interpreting the Core Reading and understanding ways to apply it. 

Candidates will also be expected to solve problems that may be set in novel or unfamiliar 
circumstances or for which there are no generally recognised solutions by: 

 drawing upon knowledge and understanding of similar products, situations and 
current issues 

 applying actuarial techniques and concepts 

 exercising judgement 

 utilising the information provided in the question. 

In Section 3, we illustrate how to put these techniques into practice by considering an unusual 
product which is unlike any of the products you will have seen in Chapters 2 and 3. 

Although there is significant overlap in underlying content between this exam and 
Subject SA3, the level of understanding expected of candidates is different.  Candidates are 
expected to have a solid grasp of the technical aspects of general insurance work and some 
understanding of the broader commercial, regulatory and operational context; the 
non-technical elements are the focus of Subject SA3.  

Broadly, we would expect a passing Subject SP8 candidate to be a mid-senior ranking 
member of a function team (eg reserving, pricing, capital), depending on the size of the 
organisation, who is able to operate with limited supervision for routine analytical work, but 
would draw upon more senior expertise for complex or contentious situations.  
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1 Examples 

The problems candidates are expected to tackle may be of a similar level of complexity to: 

 calculation of an appropriate risk premium for a policy based on information 
provided in the question 

 calculate, estimate or describe appropriate loadings to include for an office premium 

 describe how to design or carry out an analytical exercise to better understand a 
risk 

 calculate outcomes for a reinsurance programme (both claims and additional 
premiums) based on a loss situation described 

 demonstrate understanding of the relative merits of different pricing techniques and 
apply them to a situation 

 demonstrate understanding of the risk, claims and standard coverage 
characteristics of different products and relevant factors to consider in a pricing 
exercise 

 show understanding of GLM techniques, practical challenges, data issues and 
potential hypotheses to test 

 working with incomplete, distorted or unreliable historical data and understanding 
the challenges and implications of this 

 managing necessary data adjustments for an analysis; for example, allowing for 
inflation, exposure, earning distortions or time issues 

 applying actuarial insight to review of data provided in a question to identify any 
features pertinent to the question, or any anomalies or errors 

 designing a suitable reinsurance structure given an insurer’s risk profile and 
appetite or calculating outcomes for a reinsurance programme. 

These are only some general examples, and past exam papers provide a good indicator of 
the type of questions that might appear on an exam and how some of the generic questions 
above might be examined in practice. 
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2 Exam techniques 

Stronger candidates (and indeed the exam setting team itself in generating the marking 
schedule) will have a set of lists for each element of the course to remind themselves of the 
points that are worth considering on a particular topic.  These lists can be compiled from 
the Core Reading, past exam papers and sample questions.  Candidates can refine the lists 
every time there is a relevant point that their lists did not pick up. 

Where possible, lists should be supplemented by a general toolkit for idea generation that 
can be applied flexibly to a variety of situations to generate a range of potential points. 

The strongest candidates also accompany this with a good understanding of the situation 
and the underlying concepts, which helps to identify points that are particularly salient, or 
that are not relevant given the specifics of the way the question is constructed.  Although 
there are no negative marks given for providing incorrect or irrelevant answers, candidates 
will create unnecessary time pressures for themselves if they do not filter their thoughts to 
address the questions as set. 

Below we provide some suggestions for idea generation or for compilation of useful 
revision lists: 

 Consider the stakeholders in any situation, for example: 

– regulators 

– reinsurers 

– rating agencies 

– customers or claimants 

– management 

– investors and/or shareholders 

– brokers 

– underwriters 

– competitors. 

 Consider the different functions within an insurance company which form a 
necessary part of the infrastructure for any product or company to be effective, for 
example: 

– claims handling and reserving 

– finance 

– underwriting and pricing 

– sales and marketing 

– risk 

– compliance 

– IT and Operations 

– data and management information 

– capital modelling 

– reinsurance purchasing.  
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 Visualise what is actually going on, for example:  

– what a policyholder actually does  

– what they are buying a policy for 

– what the real world event is that triggers a claim 

– how a claim is assessed and resolved etc.   

Doing this as part of revision will help with the generation of examples. 

 Think what is likely to go wrong in practice; some of the questions you may ask 
yourself are:  

– Is there data? 

– Is it of adequate quality? 

– Is it representative? 

– Can you get it out of the IT systems or process it? 

– Are other stakeholders or colleagues being honest with you (or with 
themselves)? 

– Are there political constraints that will mean the analysis isn’t considered 
fairly? 

– Will your competitors or the regulators change the environment before you 
can respond? 

 Use your knowledge of the Core Reading and any professional guidance. 

 Consider each of the areas of the course or use a ‘mega-list’ of all the key words in the 
course. 

 Consider the steps involved in a process. 

 Consider the actuarial control cycle. 

 Use the clues in the question, and do a quick brainstorm of each detail. 

 Use ideas from your own experience (but avoid the temptation to go over the top if you 
know a lot of detail about a particular subject). 

 Use ideas from similar questions (but make sure that you tailor them to the question 
being asked). 

 Ask yourself questions such as: why, when, who, how, what for, etc. 

The above is by no means exhaustive nor necessarily the best framework for all candidates, 
but it is helpful to develop some form of toolkit for idea generation.  Candidates can also 
evolve and enhance that toolkit by working through practise questions, and, for any points 
on the marking schedule that they didn’t think of, trying to identify a transferable question 
they could have asked themselves which would have led to that point.  This is most 
effective if attempting the question under exam conditions, as many points which seem 
obvious on reading a solution may not have been generated under exam conditions. 

Candidates should also try to avoid thinking of questions as being confined to one topic 
area, such as reserving, or capital, as this may lead to a lack of confidence in answering 
questions they perceive to be outside of their area of professional experience.  These 
traditional practice areas are just purposes to which an actuary’s understanding and 
judgment can be applied.  
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If a candidate has a good understanding of the underlying product and of the practical 
operation of an insurance company, they should be able to apply this to a variety of 
purposes, and there is in any case significant overlap.  Data issues, for example, will create 
challenges in every area, and the same risk and uncertainty characteristics that a pricing 
model would seek to capture with rating factors can lead to large loss or late development 
characteristics that create reserving challenges, or to volatility and uncertainty issues that 
need to be reflected in a capital model. 

It is always useful, however, for candidates to engage with colleagues working in a different 
practice area to understand their perspectives on the same underlying portfolios, for their 
own professional effectiveness as well as for exam preparation.  

The Examiners’ Reports also contain a significant level of recurring advice for each subject 
(most notably a strong recommendation to make sure that you read the question properly).  
For each paper, they also highlight the mistakes commonly made by candidates on each 
question, which should be of use in avoiding similar errors when sitting the exam in future.  
We recommend that candidates read this. 

 

 

 

 

 

  



SP8-04: Problem solving Page 7 

The Actuarial Education Company © IFE: 2019 Examinations 

3 Tackling an unusual product 

3.1 Unusual classes of business 

The Subject ST8 exam, the predecessor to Subject SP8, quite frequently covered unusual or 
specialist classes of business, many of which only get a passing mention in the Core Reading, if at 
all.  Some notable examples include: 

 excess of loss cover for a fleet of seaplanes  

 insurance for a holiday firm hiring out leisure boats 

 insurance for a fleet of cruise ships 

 insurance for a charity fun run 

 insurance for players of a game using augmented reality 

 wind turbine insurance 

 power boat insurance 

 crop insurance. 

It would take you months to read up on every conceivable type of insurance cover, and we don’t 
suggest you try.  When very unusual or innovative products are examined, the cover provided by 
the product is usually described in the question.   

You can find even more examples of questions on unusual general insurance products by looking 
through past exam questions for Subjects ST3, ST7 and SA3.  These questions could easily be 
adapted to make future Subject SP8 exam questions. 

The purpose of this section is to enable you to: 

 apply the principles covered in Chapters 2 and 3 to think of perils and risk factors for an 
unusual product 

 recognise when these risk factors are usable for rating, underwriting or exposure 
measurement. 

Section 3.2 below covers a (very) unusual product by way of a question.  To get the most from this 
section you should attempt the question yourself before looking at our ideas. 

3.2 Question 

The National Football League is about to be rocked by a breakaway of the biggest 22 clubs.  They 
are going to form their own Ultimate League, with substantial extra finance promised to them by 
a consortium of cable and satellite TV companies.  At the end of each season the bottom three 
clubs in the Ultimate League will be demoted to the top division of the remaining Football League 
and replaced by the three teams who have finished at the top of that division. 
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The chief executives of the 22 prospective breakaway clubs have approached the large general 
insurance company that you work for.  They are seeking to negotiate a new form of insurance for 
the clubs against the risk of demotion from the Ultimate League to the (impoverished) Football 
League, in which their share of the money from television fees is likely to be minimal. 

A student actuary who is very keen on football has provided you with the following background 
information: 

‘There is a reasonably clear hierarchy of football clubs.  The big ones (like Bigclub United, AC 
Winsagain and Yeovil Town) have been winning trophies for years, while others of the breakaway 
clubs (like Notsogood United, Real Trouble and Manchester City) are expected to struggle in the 
new regime.  Football is a funny old game though, and these expectations may not be fulfilled.  At 
the end of the day it’s just eleven players against eleven players, after all.’ 

You have been asked to prepare a report for the directors of your company on this proposed new 
form of insurance.   

Read the question 

Reading the question carefully is an important skill that you must develop.  As you read, you may 
find it helpful to underline key words and annotate the question paper, or rough paper, with your 
ideas.  (If this seems a touch patronising we apologise, but a slightly different style is required for 
the later exams and for some students this could be their first attempt at one of the later 
subjects.)  Having read it quickly a few moments ago, go back to the question again now before 
reading our thoughts on the question, which are given below. 

Thoughts on the information given 

‘The National Football League is about to be rocked by a breakaway of the biggest 22 clubs.  They 
are going to form their own Ultimate League, with substantial extra finance promised to them by 
a consortium of cable and satellite TV companies.  At the end of each season the bottom three 
clubs in the Ultimate League will be demoted to the top division of the remaining Football League 
and replaced by the three teams who have finished at the top of that division.’ 

 Note that 3 teams from 22 are demoted each season.  All other things being equal this 
would imply a claim probability of 3/22. 

 ‘Substantial extra finance’ means that any club demoted will lose significant revenue for 
the following year. 

 Can these TV fees be predicted at the start of the season? 

 Is there a schedule of who will be on TV and when, or would we need an end of year 
adjustment to reflect actual exposure? 

 Do all clubs get an equal share of the fees or do some get more than others? 
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‘The chief executives of the 22 prospective breakaway clubs have approached the large general 
insurance company that you work for.  They are seeking to negotiate a new form of insurance for 
the clubs against the risk of demotion from the Ultimate League to the (impoverished) Football 
League, in which their share of the money from television fees is likely to be minimal.’ 

 Note that your company is large.  This may mean that you have the resources available to 
consider such a one-off arrangement.  On the other hand, it may mean that you are not 
interested in odd one-off arrangements that will presumably imply considerable per 
policy expenses.  Conversely, there may be prestige and free publicity in being involved 
with the project. 

 Note this is a new form of insurance.  This means there is no direct historical data to use.  
However we could consider league positions in the previous season as some indication of 
the likelihood of demotion this season. 

 We need to decide what form the new insurance will take. 

 This is a niche market with a maximum of 22 policies per annum.  We would want to know 
how many clubs will take out the cover.   

‘There is a reasonably clear hierarchy of football clubs.  The big ones (like Bigclub United, AC 
Winsagain and Yeovil Town) have been winning trophies for years, while others of the breakaway 
clubs (like Notsogood City, Real Trouble and Manchester City) are expected to struggle in the new 
regime.  Football is a funny old game though, and these expectations may not be fulfilled.  At the 
end of the day it’s just eleven players against eleven players, after all.’ 

 There is clearly a difference in the likelihood of demotion between the big clubs and some 
of the others likely to struggle.  This would imply that we cannot just treat all clubs as 
equals. 

 A probable assumption, in the absence of better information, is that the big clubs appear 
on TV more often and get a higher share of the money than the smaller clubs. 

Now try some structured thinking 

So far, all you have done is read the question, think about it and annotate the question paper.  
But note how many initial points have been raised.  The next stage is to do some more structured 
thinking about the question.  There are a number of valid approaches.  The order in which you 
apply them is not important. 

Ask yourself as many basic generic questions as you can sensibly devise about the product 
described.  Then try to answer them. 
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(a) Questions about the cover to be provided 

 Who is covered? 

 What perils are to be covered? 

 When does the cover apply, and when does it cease? 

 Why should the club purchase cover? 

 Are there any exclusions that should be applied? 

 What is the sum insured? 

 Are we providing indemnity cover? 

 Do we want to impose a maximum amount of cover? 

Comments 

Football clubs are to be indemnified against potential loss of TV fees following demotion. 

The cover should be purchased before the start of the season, so a cut-off date may be 
appropriate.  The sum insured should be limited to a percentage, perhaps 100%, of the current 
year’s fees.   

The insurer needs to decide whether the claim period should be for one year only or if claims 
payments should be made until the club regains promotion.  The former is likely to be the only 
option acceptable to the insurer.  The latter option is too uncertain and open-ended.  The risk to 
the insurer is likely to be perceived as too large.  There would also be the concern that the club 
would have no incentive to regain promotion to the Ultimate League.  This is an example of 
potential moral hazard. 

It may well be desirable to place a monetary maximum on the amount of cover provided.  This 
could provide protection against one of the big clubs, with a large share of the fees, being 
demoted.  This is an example of how the insurer could limit its exposure to large claims and 
control the risks it writes.   

(b) Questions about the method of sale 

 What is our distribution method and target market? 

 What commission is payable? 

 What likely business volumes can we expect? 

 Can we provide a bundled package of cover for other insurance too? 

 What implications are there for administration and computer systems? 

Comments 

The target market is clearly defined here as the 22 clubs of the Ultimate League.  There is no 
guarantee that all clubs will take out the cover, or that we are the only insurer that has been 
approached to provide cover.  Hence, our potential sales volume ranges from 0 to 22 policies. 
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(c) Questions on modelling the business 

 What exposure measure should we use? 

 What are the risk factors? 

 Can these be used for rating or do we need to use proxies? 

 Will we need an end of year adjustment premium? 

 What allowance should be made for expenses, commission, investment income, profit 
and contingencies? 

 Is experience rating (ie the system by which the premium of each individual risk depends, 
at least in part, on the actual claims experience of that risk) applicable? 

Comments 

Possible exposure measures are: 

 TV fees 

 club season. 

TV fees may not be known until the end of the season.  Hence, if this is used, an end of year 
adjustment premium will be required.  The initial premium paid could be based on an estimate, 
perhaps based on last season’s share of the TV money. 

Club season is a simple measure, but would leave a lot of residual heterogeneity requiring the use 
of further rating factors.  Note that this is similar to the situation with private motor insurance. 

Both these measures meet the criteria for exposure measures to be objective, measurable, simple 
and practical.  They are also related to the underlying risk, ie two club-seasons would be double 
the risk of a one club-season. 

Possible risk factors leading to demotion are: 

 poor performance 

 injuries 

 lack of finance 

 poor management 

 the sale of good players. 

Note that the last item is another example of possible moral hazard against the insurer.  We will 
need to consider this when forming the policy conditions. 
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None of these factors are easily measurable or verifiable, so we will need to consider possible 
rating factors.  These might include: 

 past experience, eg position last year, as affecting likelihood of a claim 

 recent share of TV fees, or number of TV appearances last season, as affecting the 
severity of any possible claim. 

We should expect per policy expenses to be high, and can load for any commission we expect to 
pay. 

Assuming premiums are received at the start of the season, and claims are paid after the end of 
the season, we should allow for the investment income that we can earn on the premium net of 
expenses, for that period. 

Experience rating, in terms of position in previous years, is likely to be useful in predicting the 
probability of a claim. 

(d) Questions about the possible claim profile 

 What is the likely claim frequency and average amount? 

 What sort of reporting and settlement delays do we expect? 

 Is this a long- or short-tailed class of business? 

 Are claims fixed or unlimited? 

 What potential is there for large claims or accumulations? 

 Do we need to purchase any reinsurance protection? 

 What investigations are we able to carry out? 

 What potential is there for selection against the insurer? 

 Is there any potential for moral hazard? 

Comments 

Depending on the number of policies sold, the claim frequency suffered by the insurer could be 
anything between 0% and 100%. 

Claim amounts, assuming we limit indemnity to only one season’s loss of fees, will be no higher 
than that of the largest club.  We could reduce this amount further by imposing a monetary 
maximum. 

Delays should be short.  Teams will soon know when they have been demoted.  Indeed, we may 
well be aware that this is likely several matches before the end of the season.  Settlement delays 
should also be short.  Hence this will be a short-tailed insurance product. 

There is potential for very poor experience.  We may only sell three policies, and all three clubs 
may be demoted.  The insurer could use some form of non-proportional reinsurance to protect 
itself from this risk.  There is a risk that only the clubs likely to be demoted take out cover;  the 
insurer should consider how it can avoid being selected against.  
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Question 

The chief executive designate of the Ultimate League Executives is also, coincidentally, a director 
of your company.  They have unofficially proffered the following additional information: 

(a) Taking out this insurance might be made compulsory for all clubs as a condition of joining 
the Ultimate League. 

(b) Given the poor international record of the National Football team, there is a growing 
opinion amongst some of the players, managers and tabloid press in favour of a smaller 
league.  There may, as a result, be a gradual reduction in the size of the Ultimate league 
from 22 to, say, 18 clubs over four seasons. 

Comment on the implications for the insurance company, of these options in turn, assuming that 
all other details of the new form of insurance are agreed between the company and the chief 
executives. 

Solution 

(a) The big concern about selection is much reduced if all clubs have to take out this 
insurance.  However, we do not know if the cover is compulsory with this insurer, or 
whether it has competition.  If we have competition we may still be faced with the 
situation of insuring three clubs and seeing them all relegated.  Alternatively, if we are 
insuring all 22 clubs we know that the claim frequency will be 3/22.  The only uncertainty 
for the insurer will be the claim amounts. 

(b) We will need to know how this is to be accomplished, eg it could be by demoting three 
and promoting two clubs, or demoting four clubs and promoting three for a period of 
years.  We should assess whether the expected claim frequency would be 3/18 if we 
insured all clubs.  At first glance it might be assumed that there is no effect on potential 
claim amounts.  However, if the same pot of money is to be shared amongst 18 rather 
than 22 clubs then average claim amounts could increase. 

 
Other valid approaches you could use to generate ideas here are: 

 Working from a checklist of ideas, to check that you have not missed a possible different 
angle. 

 Role playing.  Imagine you are trying calculate a premium for this policy.  Think about the 
questions you would want answers to, and ways in which the insurer could be selected 
against.  Alternatively, imagine you are the football club and think about your insurance 
needs or things you might do for your own benefit. 

What we have set out here is far more than you might expect to generate on the basis of what 
you have seen so far.  However, it does highlight the sort of thought processes required for the 
exam. 
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The task, then, is to present the ideas generated in the time allowed, and in a suitable form for 
the examiner.  This is a skill that you need to practise on Assignments, Exam questions and past 
paper questions.  Try to devise new forms of insurance, then think about how you would make 
them work, what the perils are, how you would rate them, etc … 
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4 Suggested reading 

We do not make any specific recommendations for additional reading for Subject SP8, and 
as noted at the beginning of this chapter there is no need for any additional knowledge 
beyond that contained in the Core Reading.  There is a significant volume of information 
available online for any candidates who wish to carry out further reading but we would 
always recommend that candidates prioritise doing extensive practice on past exam papers 
and sample questions, ideally under exam conditions as far as practical. 
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There is no chapter summary for this chapter. 
The practice questions start on the next page so that you can 

separate the questions and solutions. 
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Chapter 4 Practice Questions 

4.1 Describe the features of travel insurance under the following headings: 

 cover available and perils insured 

 common exclusions 

 measure of exposure 

 risk factors 

 rating factors used in practice 

 usual forms of underwriting  

 major characteristics of claims.  

4.2 A large hairdressing boutique is considering offering its clients ‘haircut insurance’.  The clients 
would be entitled to a compensation payment if the resulting cut was unsatisfactory.  You are an 
insurer who has been asked to quote for a premium, which will be paid to you by the hairdresser.  

Discuss how the insurance arrangement might be made to work sensibly in practice and whether 
or not the premium should, at any given time, be the same in all cases. [7] 

4.3 (i)  State the ideal features of a risk that make it insurable for a general insurance 
company.  [4] 

It has been suggested that an insurance company should start selling people insurance to cover 
them against being late for work due to delays on public transport.   

(ii) In the light of the features set out in (i), comment on whether you agree with this 
proposal or not.  [4] 

    [Total 8] 

  

Exam style 

Exam style 
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The solutions start on the next page so that you can 
separate the questions and solutions. 
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Chapter 4 Solutions 

4.1 Note that travel insurance is not an unusual product in practice.  However, since the Core Reading 
does not discuss this class of business in detail, this is an ideal opportunity to practise the skills 
discussed in this chapter.  

Cover available and perils insured 

Policies cover losses arising from incidents occurring during holidays or periods of business travel, 
or from the expense involved in cancelling travel arrangements for certain specific reasons, 
eg illness, bereavement. 

A typical policy might have sections for: 

 loss of or damage to luggage 

 loss of personal money 

 medical expenses while travelling 

 scale of benefits for delays 

 cancellation costs 

 personal accident 

 personal liability. 

Policies will usually specify monetary limits for claims. 

Note that these policies are generally non-annual although many insurers do offer annual policies.  
Cover will be limited to the duration of a trip, eg fifteen days.  Vending machines in some airports 
allow individuals to buy instant cover for a single journey. 

Common exclusions 

Policies may exclude some foreign destinations, eg those which are particularly politically 
unstable, and exclude claims arising from circumstances that could reasonably have been 
anticipated. 

Other exclusions might be the accident benefits and/or the medical expenses resulting from: 

 drugs (unless medically prescribed) 

 intoxicants 

 attempted suicide 

 taking part in dangerous pursuits, eg pot-holing, motor racing. 

Policies for high-risk sporting holidays will extend cover to the specified sports.  Premiums are 
correspondingly higher for these policies. 

There may be a small excess on some sections of the policy, eg loss of or damage to luggage. 
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Measure of exposure 

Person-journey or person-week or, for annual policies, person-year. 

Risk factors 

The main factors affecting the risk are: 

 destination 

 level of cover  

 number, age and gender of persons in the party 

 duration of stay 

 reason for travel 

 current health 

 quality of the tour operator. 

Rating factors used in practice 

As policies are usually purchased ‘off-the-shelf’ through travel agents, they need to be quite 
standardised.  Premium rating is therefore driven by practical considerations. 

Premiums may also be split by the time periods for the cover, eg 0–3 days, 4–7 days, 814 days 
and so on.  Most policies have a maximum of three months, although, as mentioned above, many 
insurers are now offering annual travel insurance cover. 

Age is also used for rating.  Reductions are available for children in the party and some insurers 
also impose a loading for older travellers, eg those over 60. 

Health insurance is often a major part of the cover.  Hence, the type of holiday is an important 
factor if the holiday includes, for example, winter sports.  The destination, eg US, is another factor 
that could lead to expensive medical treatment. 

Usual forms of underwriting 

No direct underwriting takes place on standard travel policies. 

Major characteristics of claims 

Delays 

This is a short-tail class.  Reporting delays are not usually significant, although claims may not be 
reported until the policyholder has returned from abroad.  Insurers with a 24-hour telephone 
helpline are likely to have fewer reporting delays.  Claims will in general be paid quickly. 

Claim frequency and severity 

Often quite a high proportion of policies give rise to claims, eg 10%.  Claim amounts are usually 
very small.  However, the tail of the claim amount distribution can be quite long, because the 
insurer is exposed to the risk of the occasional large complex liability or medical expenses claim. 
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Accumulations of risk 

Concentrations of risk are quite likely.  For example, where an insurer is providing cover for all 
passengers in a single coach.  This is quite possible where a particular tour operator offers 
insurance policies from a single insurer.  

4.2 We realise that this situation might seem a bit strange.  However it’s important to test your ability 
to apply your knowledge of other classes to this unusual class, by using a little common sense.   

The discussion could take various directions.  Some points that could be covered are: 

Level of cover 

 One possibility is a refund of the charge; anything less would be too small.  However, the 
customer could still sue the hairdresser so more cover may be required. [1] 

 Compensating for ‘grief caused’ could lead to large claims, which would be hard to quantify.  
For example, ‘I would have passed that job interview if my hair hadn’t looked so silly’. [½] 

 An alternative would be to offer immediate re-cut or re-style by someone else. [½] 

 This is fine as long as there’s enough hair left to play with after the first cut! [½] 

 Another alternative may be to offer use of a wig / toupee. [½] 

Decision on ‘unsatisfactory’ 

 Needs an independent arbitrator, acceptable to both sides 

– not hairdressing employee / manager 

– not client’s friend / mum. [1] 

 May need different arbitrator for certain styles, eg punk, mohican, gothic 

– a video-phone link to a suitable style guru might be a possibility. [½] 

Same premium 

 Simpler, but different ... 

– difficulty of styles 

– skill of individual hairdresser 

– awkwardness of individual customers 

– (there could be experience rating, eg NCD ‘no complaint discount’) [2] 

 Should collect data over time to confirm which rating factors would be best, if wanting 
premiums to vary by risk. [½] 

  [Total 7] 
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4.3 (i) Ideal features 

The policyholder must have an interest in the risk being insured and an interest in its 
consequences being minimised.  [1] 

A risk must be of a financial and reasonably quantifiable nature.  [½] 

The claim amount payable must be commensurate with the size of the financial loss. [½] 

Individual risk events should be independent of each other.  [½] 

The probability of the event should be relatively small.  [½] 

Large numbers of potentially similar risks should be pooled in order to reduce the variance and 
hence achieve more certainty.  [½] 

There should be an ultimate limit on the liability undertaken by the insurer.  [½] 

Moral hazards should be eliminated as far as possible.  [½] 

There should be sufficient existing statistical data / information to enable the insurer to estimate 
the extent of the risk and its likelihood of occurrence.  [½] 

   [Maximum 4] 

(ii) Transport delay insurance 

The policyholder does have an interest in the risk, although how much interest and in what form 
will depend on the individual.  [½] 

The loss is not financially quantifiable.  This rules out indemnity cover but a fixed benefit cover 
would be possible.  [½] 

It will be difficult to ensure that claim payments made are commensurate with the size of the 
financial loss because this loss is not quantifiable. [½] 

There will not be independent risks, eg bad weather affects many policyholders. [½] 

The claim frequency could be very high, depending upon the definition of ‘late’, exclusions and 
quality of transport system. [½] 

Pooling to reduce variability is limited by the non-independence of risks.  [½]  

To limit outgo use fixed benefits, but hard due to non-independent risks. [½] 

Avoiding moral hazard will be very difficult, since it’s hard to verify claims. [½] 

There will probably be a limited amount of data available giving information about delays on 
public transport but the data is unlikely to be sufficiently detailed to be of any use. [½] 

Therefore probably not practical due to non-independent risks, difficulty of verifying claims and 
potentially high claim frequency. [1] 
    [Maximum 4] 
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Question 6.25

Why? 

This may seem like a particularly high-risk investment.  It is.  However, as long as the expected 
return on the investment is commensurate with the investor’s required (risk-adjusted) rate of 
return, then a market for such an investment will exist. 

The rationale is that insurance catastrophe risk or the risk of underperformance of the securitised 
business, is not correlated with investment market risks and so there is a benefit to the capital 
market in the diversification of risk achieved in purchasing such investments.   

The banking and capital markets are used because of capacity issues and because the risks 
involved are ones with which the banking and capital markets are comfortable.   

A key point to note about securitisation is that it is making insurance products look much more 
like banking products.   The reverse, often called insuritisation, is making banking products look 
more like traditional insurance. 

We now look at three specific types of securitisation: 

insurance-linked securities 

credit securitisation 

motor securitisation. 

Insurance-linked securities (ILS) 

Insurance-linked securities (ILS) are an innovative way of increasing (re)insurance capacity. 
The valuation and performance of these financial instruments are driven by the occurrence 
(or lack of occurrence) of insurance loss events. ILS offer acquirers (such as institutional 
investors and pension funds) an opportunity to invest in instruments the returns from 
which are largely uncorrelated with other financial assets and macroeconomic movements, 
and allow them to exclude surrounding risks (such as the market risk in share prices) of 
investing in reinsurance companies. For purchasers, who are typically insurers or 
reinsurers, ILS provide an additional source of protection and insurance risk mitigation 
instruments.

From the launch of the first securitisation in the 1990s, the ILS market has grown and 
cemented its place as a complementary alternative to reinsurance, notably in the property 
catastrophe reinsurance market. It has developed into what is now a reasonably liquid 
catastrophe (cat) bond market. These catastrophe bonds allow (re)insurers to transfer high 
severity low probability catastrophic risks to the capital market and spread them among 
many investors: if the specified catastrophic risk is triggered, the bondholders typically 
forfeit the interest and principal on the bond to the (re)insurer. If there is no catastrophic 
event, or trigger event before the maturity date of the contract, investors receive back their 
principal investment at maturity on top of the interest payments they have received.

You may be confused by the fact that the (re)insurers are referred to as ‘purchasers’ in the first 
paragraph of Core Reading above.  This is because an ILS involves a corporate entity called a 
Special Purpose Vehicle (SPV) that sits between the (re)insurer and investors.   
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For example, a typical cat bond structure would be: 

As shown in the diagram, the investors purchase the bonds but the (re)insurer pays premiums to 
the SPV to purchase the protection afforded by the contract.  It is more common to refer to the 
(re)insurer as the ‘sponsor’ of the ILS rather than the ‘purchaser’, to avoid any confusion.  

Cat bonds developed primarily in response to the hard market (ie high premiums) of traditional 
catastrophe reinsurance in the 1990s. 

There can be many variations, and many types of trigger event. 

The basic advantages of ILS are that they: 

increase insurance capacity by transferring risk to the capital markets 

mitigate counterparty risk as funds are held in a secure independent vehicle. 

Credit securitisation 

Though not usually involving reinsurance, insurance companies have been active in the 
credit securitisation markets.

Their main roles have been: 

enhancing the creditworthiness of debt instruments

providing capital relief to banks by insuring loan portfolios 

providing credit protection to companies.

Enhancing the creditworthiness of debt instruments / providing capital relief to banks 

Consider a bank securitising some of its loan portfolios.  The interest and capital repayments 
under the loans will be securitised and used to pay the interest and capital repayments under the 
debt instruments (ie bonds). 

Investors will require a return on the bonds that is adequate to compensate them for the risk of 
default.  The bank may want to keep the return on the bond as low as possible, therefore it must 
try to ensure that the bond is relatively secure.  In order to do this, it must either securitise its 
best quality loans (ie the loans with the lowest risk of default), or it must securitise a large number 
of loans relative to the number of bonds issued (in which case, even if the loans default, there will 
still be an adequate number of bonds left with which to make payments on the bonds). 

Insurer Investors SPV 

Premiums 

Losses 

Floating rate + 
spread 

Proceeds 

Return of 
principal 
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The first of these options may not be available if the bank does not have (or has already 
securitised) a portfolio of ‘safe’ loans.  The second option may be undesirable, because 
effectively, the bank is using up a lot of its business in the securitisation, which will reduce the 
profits it receives from the loans that it does not securitise. 

A third option is to use insurance to reduce the credit risk of the bonds.  The bank insures the 
bonds so that their return is guaranteed (as long as the insurer does not default).  If the payments 
under the loan portfolio are not sufficient to meet the interest and capital payments under the 
bond, then the insurance will kick in and make the payments to the investors. 
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Assignment X2 Solutions 

Solution X2.1  

This question tests the material in Chapter 8, External environment. 

In any given class of general insurance over a period of time, companies move from large profits 
to losses (or very small profits) and back again.  The effect is much more pronounced for some 
classes of business than for others. [1] 

When profits are large, existing companies seek to expand and new companies are attracted into 
the market.   [½] 

Increased competition drives down premium rates (or weakens underwriting controls), and 
profits are subsequently reduced, or losses are made. [½] 

Faced with inadequate profits, some insurers contract or withdraw from the market. [½] 

Premium rates can then increase for the remaining companies, who subsequently make good 
profits again.   [½] 
    [Total 3] 

Solution X2.2  

This question is testing the material in Chapter 7, General insurance markets. 

Off-the-page advertising [½] 

The company could place adverts in newspapers / magazines, particularly in those that have 
published recent articles on childcare costs … [½] 

… since these may attract readers who are more likely to buy the product. [½] 

Similarly it could advertise on relevant parenting websites or discussion forums. [½] 

Internet sales   [½] 

Internet sales are likely to be appropriate because:  

• it is a cost-effective sales channel (once the initial design of the IT system is complete) [½] 

• it provides scope for high volumes of business, and this will be key to making profits on 
this product since the premium per policy will be relatively low [½] 

• the sales process can be automated, which is ideal since the product is not particularly 
complex (eg the lump sum payment will be specified in advance and a limited number of 
rating factors will be needed). [½] 

Staff employed directly by the insurer [½] 

Telesales staff are likely to be used.  The company probably already employs these staff so set-up 
costs would be minimal. [½] 
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Affinity groups   [½] 

Using affinity groups can help target potential policyholders specifically, and hence reduce the 
costs of mass-marketing.   [½] 

For example the company could purchase the customer database of parenting shops and use this 
to contact prospective parents directly (ie by writing / phone / email etc). [½] 

Fertility clinics would not be an appropriate affinity group, since these parents would be more 
likely to have multiple births and therefore would not be attractive risks. [½] 

Intermediaries   [½] 

The company could arrange for a life / health insurer to act as a fronting insurer. [½] 

This would give the general insurer access to a ready customer base, and multiple-birth insurance 
could be sold alongside similar products, eg private medical cover.  [½] 

The company may even be a composite insurer, in which case it could sell the product through its 
existing life arm.  [½] 

Other intermediaries, such as banks, may be used.  However, this may not sell much more 
business than a direct marketing approach, but would meanwhile incur an extra layer of costs. [½] 

Brokers are unlikely to be used because: [½] 

• the premium per policy will be low  [½] 

• there is no need to use brokers’ expertise for a relatively simple product such as this. [½] 

Hence, the brokerage costs would make the product price unattractive. [½] 
    [Maximum 9] 

  


	Assignment x2 solutionsReplacementPages1-2.pdf
	Assignment X2 Solutions



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




