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Expected loss = .90 x $0+ .10 x $50,000
= $5000



Pooling Losses yiluse| aozei: oo Ll A 1 o liad
(SD) @yleall 8l liall Ayl Sl s e syloall colmi¥l sa Jbliell ailadl Gulusll

;ri@.gﬂus‘ﬂja 15000 g2 §yleniel! dndgill dogall
AT

SD = V.00(0 — $5000° + 1O($50.000 — $5000)°
= $15000

deol A
Bylusel] Lo yas (@a)tmu\ﬁ\l\)as E@ajw\)@w‘)&mw'ﬁm THIPY S
23

25 gl lia ¢ saplagad) 1 s § STUTEHE 1 0 glats a1 e Lage S 38139
AP



Pooling Losses yiluse| apozei: oo Ll A 1 o Liald

H
Possible OQutcormes Probability
Neither building is destroved 90 < .90 = .81
First building destroved, .10 x .90 = .09

second building no loss

First building no loss, second B0 < . 10=.09
building destroved

Both buildings are destroved .10 x .10 = .01
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Expected loss = .81 < $0 + .09 x $25,000
+ .90 >« $25,000 + .01 < $50,000
= $5,000
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[ B1(0 — $5000)2 + .09($25.000 — $5000)°
Y= / £ 09($25.000 — $5000)>
\f + .01($50.000 — $5000)2
SD = $10.607
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Risk of Fire as an Insurable Risk

Requirements

Does the risk of fire satisfy the requirements?

1. Large number of
exposure units

2. Accidental and
unintentional loss

3. Determinable and
measurable loss

4. No catastrophic loss

5. Calculable chance of loss

6. Economically feasible
premium

Yes. Numerous exposure units are present.

Yes. With the exception of arson, most fire losses are accidental and
unintentional.

Yes. If there is disagreement over the amount paid, a property
insurance policy has provisions for resolving disputes.

Yes. Although catastrophic fires have occurred, all exposure units
normally do not burn at the same time.

Yes. Chance of fire can be calculated, and the average severity of a
fire loss can be estimated in advance.

Yes. Premium rate per 3100 of fire insurance is relatively low.




Risk of Unemployment as an Insurable Risk

Requirerm ents

Does the risk of unemployment satisfy the requirements?

1.

2

Large number of
exposure units

. Accidental and

unintentional loss

. Deterrminable and
measurable loss

MNo catastrophic loss

. Calculable chance of loss

. Economically feasible
premium

Mot completely. Although there are a large number of employees,
predicting unemployment is often difficult because of the different
types of unemployment and different types of labor.

Mot always. Some unemployment is due to individuals who
voluntarily quit their jobs.

Mot completely. The level of unemployment can be determined, but
the measurement of loss may be difficult. Most unemployment is
inveluntary because of layoffs or because workers have completed
temporary jobs. However, some unemployment is voluntary; workers
voluntarily change jobs because of higher wages, a change in careers,
family obligations, relocation to another state, or other reasons.

Mo. A severe national recession or depressed local business condi-
tions in a town or city could result in a catastrophic loss.

Mot completely. The different types of unemployment in specific
occupations can make it difficult for actuaries to estimate the chance
of loss accurately.

Mot completely. Adverse selection, moral hazard, policy design, and
the potential for a catastrophic loss could make the insurance too
expensive to purchase. Some plans, however, will pay unemployment
benefits in certain cases where the unemployment is inveluntary, and
the loss payments are relatively small, such as waiver of life insur-
ance premiums for six months, or payment of credit card minimum
payments for a limited period.




