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The Cone of Uncertainty
Understanding the Risk of Assuming Higher Retentions
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This illustration focuses on loss variability and its 
potential to significantly increase at higher retention 
levels.  Any increases in loss variability will also add to 
the variability of Total Cost, which should be considered 
when selecting a retention.

For the purposes of this illustration, Total Cost is 
defined as the sum of premium and retained losses at 
a given retention level. Total Cost of Risk includes other 
parameters not considered in this illustration.

SIGMA’s actuarial studies provide estimates of both the 
expected losses and the confidence interval (a way to 
quantify the potential variability of losses), which are 
both necessary when selecting a retention level.


