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I. Executive Summary

This year we forecast revenues of $1,912,500, which is a 9% growth from expected 2nd half 2007 revenues. The company might have a major fluctuation with its net cash flow based off its extremely high standard deviation of $50,000. 
We do expect a automobile liability loss during the 1st half of 2007 over the long run average of $190,749.15 and 2nd half of 2007 over the long run average of $197,234.62. The maximum probable loss we expect over time is $375,914.98 for the 1st half of 2007 or $388,696.09 for the 2nd half of 2007. We foresee this being higher than the historical trends of the company. We do recommend that the company shifts to current year loss dollars; therefore, it would create more clarity and transparency for the company along with more accurate forecasts. 
The proposed no delivery plan has also been review. We do recommend a no delivery plan, but we do need to review it more as a company because it might be counterproductive in keeping clientele. This would decrease automotive liability significantly if adopted, and we would need to reevaluate out procedures on self-insurance.  

During this assessment period we have also review our insurance policy for automotive liability. Currently, our insurance policy is adequate, but we can modify basic limits to allow for decrease in premiums. This may also change drastically based off of a no delivery plan and should be evaluated further. 
Note:
Standard error is removed based off of historical data for a more accurate forecasting. 

Inflation has been taking in to consideration. We have made preliminary models that will need to be investigated more due to the fact it seems that there are drastic changes during the past two reporting periods. One of the two models either AR Test Model 1 or AR Test Model 3 should be used. These may need to be modified based on future interest rates or economic situation changes. This could have a major impact on future valuations of cost and loss.
Due to preliminary testing using the Box and Pierce Q-statistic it seems that the AR Test Model 1 is well specified, but this will still need to be tested in the future. We may want to revaluate what other external factors that cause spikes in the data. 

The inflation rates seem to have a mean reverting tendency.  

The outlier at time period 150-156 is ignored for severity. 

The maximum and minimum LDF for severity has been chosen for forecasting. 
Frequency LDF uses a LDF for forecasting. 
2008 revenues have been forecasted off of prior data. 

II. Financials
Financial Data

	Revenue Comparison
	
	
	

	1st half 2006 revenue:
	$1,250,000 

	2nd half 2006 revenue (expected):
	$1,400,000 

	1st half 2007 revenue (expected):
	$1,575,000 

	2nd half of 2007 revenue (expected):
	$1,750,000 

	1st half of 2008 revenue (expected):
	$1,912,500 

	
	
	
	

	Internal Rate of Return:
	
	
	8%

	
	
	
	

	Company’s average available net cash flow:
	$90,000 

	Standard deviation of cash flow:
	$50,000 

	Company's cost of borrowed funds, prearranged agreement:
	5.50%

	Company's cost of prearranged borrowing agreement:
	$500 

	Cash Flow Maximum Probable Loss:
	
	
	($10,000)


* 2008 based off of 2006-2007

Growth Rate

	Revenue Comparison
	
	
	Revenue
	Growth Rate

	1st half 2006 revenue:
	$1,250,000 
	

	2nd half 2006 revenue (expected):
	$1,400,000 
	12%

	1st half 2007 revenue (expected):
	$1,575,000 
	13%

	2nd half of 2007 revenue (expected):
	$1,750,000 
	11%

	1st half of 2008 revenue (expected):
	$1,912,500 
	9%


Recommendations

Based on our peer review of forecasted data from the financial services department we believe that all forecasts are reasonable based off of market trends and traditional company growth rates. These rates look reasonable based on peer review; our department does not audit financial data and is not responsible for any fallible data submitted to our department. 
The 1st half of 2008 revenues have been forecasted based off of the prior 4 periods in 2006-2007. This follows a peaking and then declining growth rate of the company from 13% to 11% in the 2007 periods. This further decline from 11% to 9% growth during the 1st half of 2008 might need to be revisited by the company. 
We would also like the company to revisit its average net available net cash flow since there is a great variation in the probability that the company’s long run average available net cash flow could differ greatly from what is expected during the short term. This could greatly affect the planning procedures for funding loss control initiatives. 
Another consideration that needs to be accounted for in the net cash flow, it has a great probability of a next cash flow loss during the short term because it is within 2 standard deviation of the average. The standard deviation is massive, and therefore, it should be noted as a possible problem. The possibility of a decrease in net cash flows, into the red, needs to be taken into consideration during the budgeting and operations planning. 
We also recommend that additional research be done on the inflation rate modeling standards. It seems that the inflation rate model will be modeled best using an Autoregressive Mean Reverting Model. 
The company still looks promising based off of our current financial positions and past historical trends financially. 

III. Forecast Results
Forecasted Developed Loss Rate Per Unit of Exposure & Developed Maximum Probable Loss Frequency

	Developed Loss Rate Per Unit of Exposure

	Period
	Forecasted Loss Rate Per Unit of Exposure

	Dec - Jun 2007
	12.8570

	Jun - Dec 2007
	12.8570


	Developed Maximum Probable Loss Frequency

	Period
	Maximum Probable Loss

	Dec - Jun 2007
	20.8047

	Jun - Dec 2007
	20.8047


* Numbers forecasted using loss control dollar as dependent

Statistical Significance

	Developed Loss Rate Per Unit of Exposure: Statistical Relevance

	Period
	R-squared
	Significance F Value
	P Value
	X Coefficient
	Intercept

	Dec - Jun 2007
	0.0349
	0.2901
	0.2901
	-0.0004
	16.2678

	Jun - Dec 2007
	0.0349
	0.2901
	0.2901
	-0.0004
	16.2678


Based off of current data, we forecast that in the 1st and 2nd half of 2007 there will be a per unit of exposure loss rate of 12.8570 which is based off of the miles driven exposure and forecast based off of loss control dollars spent. We see a maximum probable loss of 20.8047 per unit of exposure loss rate during bother periods.
The forecasted numbers has a 0.0349 variability that the loss rate is explained by the loss cost dollars included in the regression model. This is rather lower than expected. Therefore, our forecast will not be as accurate as possible. This could be based off the different factors we have used to create the forecasted numbers. This hold true for any forecasts made throughout this assessment. The probability of at least one loss control dollar in the model statistically related to the developed loss rate per unit exposure being fallible is .2901. In the same instance, any individual specific lost control dollar being fallible in the statistical model related to developed loss rate per unit exposure is .2901. The probability of being wrong is rather high but is most likely based off of the different factors used to forecast the numbers. Over the long run average, there will be 16.2678 loss rate per period over the long run average. We are able to modify this rate by increasing loss control dollars because we expect a change of -.0004 unit decrease with every one unit of loss control dollar increase. 
We do believe that the trend might be high based off of the increased size of the fleet. The increased size does not follow traditional patterns, but the amount of loss control dollars has held steady over time. Therefore, we believe that our forecast is rather conservative. 

We believe that there needs to be further analysis to the increase of budget towards loss control to maximize the benefit. This does need to follow the amount of cashflow the company will posses. 
Forecasted Developed Average Amount Per Loss Occurrence & Developed Maximum Probable Loss Per Loss Occurrence 

	Developed Average Amount Per Loss Occurrence

	Period
	Forecasted Average Amount Per Loss Occurrence

	Dec - Jun 2007
	$14,836.22

	Jun - Dec 2007
	$15,340.65


	Developed Maximum Probable Loss Per Loss Occurrence

	Period
	Forecasted Average Amount Per Loss Occurrence

	Dec - Jun 2007
	$18,068.72

	Jun - Dec 2007
	$18,683.06


* Numbers forecasted using loss control dollar as dependent

** Forecasted Jun-Dec 2007 based off of forecast for Dec-Jun2007

Statistical Significance

	Developed Average Amount Per Loss Occurrence: Statistical Relevance

	Period
	R-squared
	Significance F Value
	P Value
	X Coefficient
	Intercept

	Dec - Jun 2007
	0.0258
	0.3643
	0.3643
	0.6133
	9009.8876

	Jun - Dec 2007
	0.0258
	0.3643
	0.3643
	0.6342
	9316.2238


Based off of current data, we forecast that in the 1st half of 2007 there will be a per loss occurrence of $14,836.22 and in the 2nd half of 2007 there will be a per loss occurrence of $15,340.65. This is based off of the frequency forecast, miles driven exposure, inflation dollars, and loss control dollars spent.  We see a maximum probable loss per occurrence during the 1st half of 2007 being $18,068.72 and 2nd half of 2007 being $18,683.06. 
The forecasted numbers has a 0.0258 variability that the loss rate is explained by the loss cost dollars included in the regression model. This is rather lower than expected. This could be based off the different factors we have used to create the forecasted numbers as stated above The probability of at least one loss control dollar in the model statistically related to the developed loss rate per unit exposure being fallible is .3643. In the same instance, any individual specific lost control dollar being fallible in the statistical model related to developed loss rate per unit exposure is .3643. The probability of being wrong is rather high but is most likely based off of the different factors used to forecast the numbers. Over the long run average, there will be $9,009.89 loss rate per period over the long run average for the 1st half of 2007, and the loss rate in the 2nd half of 2007 will be $9,316.22 over the long run average. Based off of loss control dollars, we expect a change of .6133 per unit of average amount per loss occurrences for each unit of change in loss control dollars for the 1st half of 2007 and .6342 for the 2nd half of 2007.  
We do believe that the forecast follow the trend traditional historical patterns, but the amount is not only keyed inversely off of loss control dollars. There is still driven by multiple factors. Therefore, we need to eliminate and create transparency and propose that forecasts should be created in current year loss dollar. 
Forecasted Aggregate Loss Per Period & Forecasted Maximum Aggregate Probable Loss

	Developed Total Loss 

	Period
	Total Loss

	Dec - Jun 2007
	$190,749.15

	Jun - Dec 2007
	$197,234.62


	Developed Maximum Probable Loss

	Period
	Maximum Probable Loss

	Dec - Jun 2007
	$375,914.98 

	Jun - Dec 2007
	$388,696.09 


This year we expect a loss during the 1st half of 2007 over the long run average of $190,749.15 and 2nd half of 2007 over the long run average of $197,234.62. The maximum probable loss we expect over time is $375,914.98 for the 1st half of 2007 or $388,696.09 for the 2nd half of 2007. We foresee this being higher than the historical trends of the company. 
IV. Loss Control Analysis Results
Modified Forecasted Developed Loss Rate Per Unit of Exposure
	
	
	Elimination of 95%
	Decrease

	Developed Loss Rate Per Exp. Unit
	12.8570
	0.6428
	12.2141

	Aggregate Loss Jun 07
	$190,749.1508
	$9,537.4575
	$181,211.6933

	Aggregate Loss Dec 07
	$197,234.6220
	$9,861.7311
	$187,372.8909


Modified Forecasted Developed Loss Rater Per Unit of Exposure Maximum Probable Loss

	
	
	Elimination of 95%
	Decrease

	Developed Loss Rate Per Exp. Unit
	12.8570
	0.6428
	12.2141

	Aggregate Loss Jun 07
	$190,749.15
	$9,537.45
	$181,211.69

	Aggregate Loss Dec 07
	$197,234.622
	$9,861.73
	$187,372.89


	
	Maximum Probable Loss
	Maximum Probable Loss Elimination of 95%
	Decrease

	Developed Loss Rate Per Exp. Unit
	20.8047
	1.0402
	19.7645

	Aggregate Loss Jun 07
	$375,914.97
	$18,795.74
	$357,119.22

	Aggregate Loss Dec 07
	$388,696.08
	$19,434.80
	$369,261.28



Revenue Adjustments
	
	Differential
	Decrease In Net Cash
	Borrowed Funds
	IRR
	Returns

	1st half 2007 revenue (expected):
	$157,500.00 
	($67,500.00)
	$166,662.50 
	8%
	$154,317.13

	2nd half of 2007 revenue (expected):
	$140,000.00 
	($50,000.00)
	$148,200.00 
	8%
	$137,222.22

	1st half of 2008 revenue (expected):
	$95,625.00 
	($45,625.00)
	$101,384.38 
	8%
	$93,874.42

	Totals Per Year
	$393,125.00 
	($163,125.00)
	$416,246.88 
	8%
	$385,413.77


* Based off 5.5% Loan APR at negotiated rate
Recommendations
We believe that if the company has the cash flow capacity to implement this plan it would be very wise for future business. This will bring the company into the red for the next three years if implemented, but over the long run it will create extended value because after reductions of (10%, 8%, 5% in the respective years). It will allow the company to shrink its losses in automobile liability greatly. If you compare just the decrease of losses in June 2007 it will have decreased $181,211.69 in comparison to the total per year decrease over the three years even if it is inflated to 2008. This will also help decrease premium payments and allow the company to retain more risk without relying on insurance. Insurance will still be key for statistical outliers.  Therefore, we propose a no delivery plan, but this needs to be considered more based on our clients needs because it might be counterproductive to attracting business. 

V. Insurance Program Recommendations
Forecasted Developed Average Amount Per Loss Occurrence

	Developed Average Amount Per Loss Occurrence

	Period
	Forecasted Average Amount Per Loss Occurrence

	Dec - Jun 2007
	$14,836.22

	Jun - Dec 2007
	$15,340.65


* Numbers forecasted using loss control dollar as dependent

** Forecasted Jun-Dec 2007 based off of forecast for Dec-Jun2007

Forecasted Maximum Probable Loss Per Loss Occurrence

	Developed Maximum Probable Loss Per Loss Occurrence

	Period
	Forecasted Average Amount Per Loss Occurrence

	Dec - Jun 2007
	$18,068.72

	Jun - Dec 2007
	$18,683.06


Forecasted Aggregate Loss Per Period

	Developed Total Loss 

	Period
	Total Loss

	Dec - Jun 2007
	$190,749.15

	Jun - Dec 2007
	$197,234.62


Forecasted Maximum Aggregrate Probable Loss

	Developed Maximum Probable Loss

	Period
	Maximum Probable Loss

	Dec - Jun 2007
	$375,914.98 

	Jun - Dec 2007
	$388,696.09 


Current Insurance
	
First Half 2007 Proposed Insurance Plan

	Self-Insurance
	0
	25000

	Insurance *
	25000
	3000000


*Aggregate Loss Totals – Per Loss Occurrence 100000
Recommendations
We believe that the company overall policy structure fits the needs of the company, but because of these are aggregate loss totals they can raise the lower bar of self-insurance because if two incidents happen in a year it will have already exceeded the self-insurance limits. Each year we are currently forecasting approximately 13 losses therefore well exceeding the limits of self-insurance. This will most likely help decrease insurance premiums. This will occur especially if the no delivery policy is adopted. 
Occurrence should also not exceed the per occurrence limit, so therefore, it should be adequate. As a safe play, we do recommend increasing that limit as high as possible. 

VI. Appendix
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