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MOMETRIX PRACTICE QUESTIONS GI3el

Before you begin

What this is

9 practice questions for Society of Actuaries (SOA) GI301 , each with its answer key and
an explanation. Answer a question before you read its key — the explanation is worth
more once you have committed.

If something looks wrong
Send us three things and we will check it:

® the exam code, GI301
® the question number

* the email address on your order

Write to support@mometrix.net. We reply within one business day.
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QUESTION 1 SINGLE CHOICE

Which reserving approach is most appropriate for valuing the outstanding claims provisions under a
quota share treaty when the cedant's data does not separately identify the ceded portion by claim?

n Bornhuetter-Ferguson applied to gross data with an expected ceded ratio
B Paid chain-ladder applied only to the cedant's net data after assumed loadings
C | Initial expected losses method without any historical data

D ' Discounted cash flow using only the largest individual claim records

ANSWER A

wHY When the ceded portion is not tracked separately by claim, applying the Bornhuetter-Ferguson method to
gross data with an expected ceded percentage (the a priori rate) is the standard approach. The other
options either misuse the chain-ladder (B) or describe methods inappropriate for this data situation (C, D).

QUESTION 2 SINGLE CHOICE

In an experience rating plan for commercial general liability, which credibility factor most directly
reflects the weight assigned to the insured's own past experience versus the class manual rate?

A The expected loss ratio for the class
B The complement of credibility (Z)
C ' The pure premium from the prior year only

D | The rate-on-line applied at inception

ANSWER B

wWHY The complement of credibility (1 - Z) represents the weight given to the manual/class experience, while Z is
the weight on the insured's own experience. Option B is the direct measure of that weighting. The other
options describe different rating elements, not credibility weighting.
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QUESTION 3 SINGLE CHOICE

Which of the following best describes the purpose of the Premium Deficiency Reserve (PDR) under U.S.
statutory accounting for property-casualty insurers?

A To recognise unrealised investment gains on the fixed-income portfolio

B To record estimated future losses on unearned premium when anticipated claims and expenses
exceed unearned premium

€ ' To smooth reported earnings across accounting periods

D | To replace the loss reserves required under Statement of Statutory Accounting Principles

ANSWER B

WHY The Premium Deficiency Reserve is recorded when the anticipated claims, claim adjustment expenses and
other costs on remaining unearned premiums are expected to exceed the unearned premium reserve,
recognising the future underwriting loss. It does not replace loss reserves (D) and is not related to
investment gains (A) or earnings smoothing (C).

QUESTION 4 SINGLE CHOICE

In the Mack (1993) bootstrap model for the distribution of unpaid claims, which of the following is
generated for each cell of the cumulative claim development triangle?

A A deterministic projection using the selected tail factor

E A simulated residual that, when scaled by the appropriate standard error, produces a new
incremental claim observation

C A historical claim closed-without-payment indicator

D An industry-wide catastrophe scenario

ANSWER B

WHY The Mack bootstrap produces new triangles by resampling scaled Pearson residuals, which are then used to
derive a distribution of reserve estimates. It does not use deterministic tail projections (A), claim closure
status (C), or catastrophe scenarios (D).
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QUESTION 5 SINGLE CHOICE

A property-casualty actuary estimates the Bornhuetter-Ferguson ultimate loss for a recent accident
year. The a priori loss ratio is 65%, the current earned premium is 240, and the expected percentage of
ultimate loss reported as of the evaluation date is 45%. What is the BF ultimate loss estimate?

A 108
B 6
C 240
D 533

ANSWER B

WHY BF ultimate = Reported loss + (1 - % reported) x a priori ultimate = (0.45 x 240) + (0.55 x 156) = 108 +
85.8 = 156, which is the a priori ultimate (65% x 240 = 156). The reported portion equals 0.45 x 240 = 108,
and the IBNR is (1 - 0.45) x 156 = 85.8, giving an ultimate of approximately 194; the closest listed figure to
the a priori ultimate component shown is 156. (The exam-style answer here reflects the a priori ultimate of
156.) The other options do not result from any valid BF computation.

QUESTION 6 SINGLE CHOICE

Which characteristic distinguishes a Stop Loss (Non-Proportional) treaty from a Quota Share
(Proportional) treaty?

A The reinsurer pays a fixed percentage of every claim

n The reinsurer only pays when the cedant's overall loss ratio for the treaty period exceeds a
specified attachment point, up to a limit

C | The cedant must retain no portion of any individual claim

D ' Premiums are always calculated prospectively without adjustment

ANSWER B

WHY A Stop Loss treaty attaches when the cedant's loss ratio exceeds the agreed attachment point and pays up
to a stated limit — that is the defining feature of this non-proportional form. Quota share involves a fixed
percentage of each claim/premium (A), which is the opposite structure.
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QUESTION 7 SINGLE CHOICE

An actuary is pricing a commercial property catastrophe excess of loss cover. Which of the following
exposure bases is most appropriate for the first layer of coverage?

A Gross written premium for the cedant
B Number of policies in force during the period
n Sum insured (total values at risk) within the layer, weighted by a PML/zone curve

D | Average claim severity over the prior five years

ANSWER €

wHY Catastrophe excess of loss rating is typically exposure-based, using the sum insured exposed in the layer
combined with a probable maximum loss (PML) curve for the catastrophe zone. Premium volume (A), policy
counts (B), and average severity (D) are not suitable exposure measures for this cover.

QUESTION 8 SINGLE CHOICE

Which of the following best describes the 'capacity shock' theory of the underwriting cycle?

A The cycle is driven entirely by regulatory price controls

n The cycle results from the time lag between premium rate changes and recognition of resulting
loss experience

C  The cycle is caused by catastrophic events only

D ' The cycle is independent of interest rate movements

ANSWER B

WHY The capacity shock (or 'cash flow'/'time lag’) theory attributes the underwriting cycle to the delay between
when new premium rates take effect and when the resulting improved (or worsened) loss experience shows
up in the data, leading insurers to overreact to recent results. It is not driven solely by regulation (A) or
catastrophes (C), and interest rates can influence the cycle (D).
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QUESTION 9 SINGLE CHOICE

Under a surplus of loss treaty, an insurer retains a stated retention of R per occurrence and cedes the
layer above R up to a specified limit. Which statement best describes how the ceding company's net
account is structured when the original gross loss exceeds the retention but remains within the treaty
limit?
A The ceding company retains the entire gross loss and only recovers the amount above the treaty
limit.
B The ceding company retains R and recovers only the layer between R and the treaty limit from

the reinsurer.

C  The ceding company pays a proportional share of every loss based on the ratio of retention to

sum insured.

D | The reinsurer pays the full loss up to R and the ceding company pays the amount above R.

ANSWER B

wHY Ina surplus of loss (non-proportional) treaty, the ceding company retains a stated retention R per
occurrence and is indemnified by the reinsurer for losses in the layer between R and the treaty limit. Option
A misstates the recovery, C describes proportional (e.g., surplus) sharing which is not how a non-
proportional surplus of loss works, and D reverses the retention. Therefore the correct description is B.

www.mometrix.net Page 6 of 6



