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The information and opinions expressed by our panelists today are 
their own, and do not necessarily represent the views of their 
employers or of PLUS. 

The contents of these materials may not be relied upon as legal advice.

Please submit your questions through the “Q&A” tool on user 
dashboard.

PLUS Disclaimer
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Speaker Disclaimer

The information contained in this presentation and any discussions or statements made during its 
presentation are general in  nature and intended to be used for informational purposes relating to 
this Seminar only and are not intended for any particular purpose. 

The views expressed do not necessarily represent the views of any company associated with the 
speaker, who along with the authors shall not be held responsible in any way for use or reliance on 
any of the information contained in or referenced during the presentation of  this outline. 

The information contained in this outline is not intended to constitute and should not be considered 
legal or professional advice, nor shall it serve as a substitute for obtaining legal or professional 
advice specific to any particular needs that may be presented.
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What is Reinsurance? 

• Re/Insurance Characteristics
• Sharing/Transfer of Risk (Pure vs. Speculative)
• Indemnification
• Law of Large Numbers (Pooling Experience)
• Fortuitous Events
• Insurable Interest

• Definition
• Insurance for insurance companies

• Retrocession
• Insurance for reinsurance companies

Formally
“The transaction whereby the reinsurer, for a 
consideration [premium], agrees to indemnify 

the ceding company against all or part of the loss 
that the latter may sustain under the policy or 

policies which it has issued.”
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Historical Context – Basic Concepts

• Utmost Good Faith

• Follow the Fortunes

• Capacity, Reciprocity, and Syndication
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Misconceptions

• Partnership

• Coinsurance

• Banking/Financing
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Modern Foundations

¹ Generally Accepted Accounting Principles

² Statutory Accounting Principles
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Global Re/Insurance Risks

Insurance 
Risk

Market 
Risk

Credit 
Risk

Liquidity 
Risk

Operational Risk

▪ Risk of loss resulting from failed internal 

processes, people and systems or external events

▪ Internal guidelines and appropriate management   

processes are used to minimize such risks

Emerging

Risks

Earthquakes

Exchange Rates

Regulatory

Risks
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Who, Why and How?
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Who - Classifying (Re)Insurers

Ownership

• Proprietary (Including Lloyd’s)

• Cooperative(s)

• Mutual

• Reciprocal Exchange

• Captives & Risk Retention Group (RRG)

• Government, others

• Pools (State/Industry sponsored)

Licensing Status

• Licensed (Admitted) or Authorized (Accredited)

• Unlicensed/Foreign (Non-Admitted) or 
Unauthorized (Non-Accredited)

• Off-Shore (“Alien”)
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Generally Accepted Accounting Principles (GAAP)

Assets = Liabilities +
 Owners' 

Equity 
Net income = Revenues  Expenses 

Balance Sheet Income Statement

"Comparable" Statutory Accounting Principles (SAP)

 Net 

Admitted 

Assets 

=
 Loss Reserves & 

Other Liabilities 
+

 Policyholders' 

Surplus 
 Net income * =

 Premiums 

Earned 

 Expenses 

"Incurred" 

* Note: Underwriting perspective, not a portrayal of overall Net Income

Assets, Liabilities, Surplus and Other Funds Statement of Income

Why – First, Some Accounting Concepts

Understanding financial statements 
is important for grasping insurance 

& reinsurance concepts



08/13/2024 2024 PLUS UNIVERSITY 12

Why is Reinsurance Purchased?

Several “Needs” May Exist

• Capacity

• Stability

• Catastrophe Protection

• Premium Growth

• Other
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Capacity

• Risk or “Large Line”

• Regulations affecting insurers

•  The “10% Rule”

• Risk Appetite / Manage limits / Common Sense
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Stability

• Limit large fluctuations in results

• Greater predictability in loss ratio

• Need to satisfy shareholders, policyholders, regulators, investors
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Catastrophe Protection

Protects insurers against:

• Historically

− Property Per Occurrence Catastrophe

• Defined as

− Multiple policies involved in a single catastrophic loss or event

• Today, broadly available to cover property and casualty involving

− Multiple insureds covered by a policy or policies involved in a 

catastrophic loss or event
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Premium Growth / Capacity

• Also referred to as “Surplus Relief”

• Arises from conservative nature of Insurance accounting principles (SAP)

• New/Growing insurers need to “finance” the premiums they write

• One Measure:

2023 P&C Industry

NPW $   857b

PHS $ 1,043b

 NPW : PHS

$ 0.82 : $ 1.00
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Other Functions

• Expertise (Claims, Underwriting, etc.)

• Entry into new classes/territories

• Exit from classes/territories

• Capital preservation

• Rating agency considerations

• Regulatory concerns



08/13/2024 2024 PLUS UNIVERSITY 18

How - Insurance/Reinsurance Distribution
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Types of Reinsurance

• Facultative

• Treaty

• Other (Hybrid/Financial)
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Facultative Reinsurance - Characteristics

• Individual risk review/underwriting

• Contract / Agreement: “Certificate” issuance

• Treaty protection / Hazardous risks

• Hybrid agreements

• Advantages / Disadvantages

• Professional liability focus
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Treaty Reinsurance - Characteristics

• Portfolio or Group of policies (Class/Line(s) Of Business)

• Obligatory reinsurer acceptance

• Pooling effect

• Agreement/Treaty – multiple risks/exposures

• Professional liability focus
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▪ Proportional (Pro Rata)

▪ Non-Proportional (Excess of Loss)

Forms of Reinsurance Agreements



08/13/2024 2024 PLUS UNIVERSITY 23

First - How Policies Are Re/Insured 
• Insurance companies write new and renewal policies on a “Term” basis with each policy having an 

inception date and expiration date

• Reinsurance contracts may reinsure these policies on either a

▪ Term basis – also includes an inception and expiration date, or
▪ Continuous basis – includes an effective/inception date and cancellation date

• Reinsurers must further consider “attachment” – Losses Occurring During or Risks/Policies Attaching
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Proportional (Pro Rata)

• Principal of sharing - premium, limits, losses, etc.

• Reinsurance applications:

• Quota Share – percentage shared is fixed based on negotiation

• Surplus Share – percentage shared varies based on dollar 
amount(s) retained

• Professional liability focus

Forms of Reinsurance Agreements
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Proportional Reinsurance

• Quota Share - Retention expressed as fixed % of policy limit(s)
• Variable Quota Share – alternative (used less frequently)  

• Surplus Share - Retention expressed in $ resulting in variable % sharing

Limit of

Insurance

Percentage of 

Premiums & 

Losses Shared100% or ($)% or ($)

Primary

Insurer

Retention

Reinsurance

Cession

$$
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Forms of Reinsurance Agreements

Non-Proportional (Excess of loss “XOL”)

• Principal of indemnification

• Reinsurance may apply on one or more bases:

• Per risk / Per occurrence / Per claim

• Per policy

• Per Occurrence Catastrophe (Property)

• Per Occurrence / Event Clash (Casualty)

• In the Aggregate (Loss Ratio or Stop Loss)
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“Excess of Loss” Non-Proportional Reinsurance

Indemnification Concept

Reinsurance 
Indemnifies for a

Loss in Excess of the 
Primary Retention

Limit of
Insurance

Attachment
Point

$$

Reinsurance Reimbursement
 $ amount of loss in

 “excess of” the retention

Primary Insurer Retention

Note:

• “Attachment point” may apply on one of many bases (see prior slide)

• Layering - an important concept, discussed later

$
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Example: Excess of Loss (XOL)

• The Insurer wrote $1 million “claims-made” 
policy and purchased:
• Excess of Loss Reinsurance providing

$750,000 excess of $250,000 per claim

• Dr. Klutz, an orthopedic surgeon, failed to 
properly treat a fracture suffered by a high 
school athlete 

• Dr. Klutz and the insurer were able to settle the 
case for $1,000,000 (including expenses)

$1,000,000 Policy 
Limit

Reinsurer Pays 
(Indemnifies) 

$750,000 of the 
settlement

“in excess of”

$250,000 Retained 
by the Insurer
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Reinsurance “Layering”

• Closely associated with designing reinsurance 
“programs”

• Limiting discussion here to simple excess of loss 
layering used in per risk/occurrence/claim

• Rationale for layering

Reinsurance Limit

$750,000

XS

Insurer Retention

$250,000

Reinsurance Limit

$1,000,000

XS

Underlying

$1,000,000

First
Layer

Reinsurance Limit:

$3,000,000

XS

Underlying

$2,000,000

Second
Layer

Third
Layer

FIRST LAYER

$750,000

XS

$250,000

SECOND LAYER

$1,000,000

XS

$1,000,000

THIRD LAYER

$3,000,000

XS

$2,000,000

$1m

$2m

$5m

Concept of
“Reinsurance

Tower”
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Example: Clash Coverage
• Instead of ‘per claim’ coverage an insurer purchases the following

• Per Event / Clash reinsurance providing the following reinsurance protection:

$5,000,000 excess of $500,000 per medical incident

• Dr. Klutz was involved in another case with two of his associates that was settled for a 
total of $3,000,000, with fault apportioned equally among the three doctors ($1M each)

• Each doctor was covered under a $1,000,000 policy

Limits Dr. Klutz Dr. Slow Dr. Prone Total

RecoveryLoss $1,000,000 $1,000,000 $1,000,000

Reinsurance 
Limit

$5,000,000

“in excess of”

$2,500,000Paid Loss

$833,333

Paid Loss

$833,333

Paid Loss

$833,333

Retention
$500,000

Retained by Insurer
$500,000
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Additional Reinsurance Issues

• Attachment Basis / “Insuring Reinsurance”

• Contract Wording / Documentation

• Pricing Issues (Primary & Reinsurance)

• Trends and Emerging Issues

• And much more…



08/13/2024 2024 PLUS UNIVERSITY 32

Reinsurers - Global and U.S. Competition
• S&P identifies 152 reinsurance organizations in 32 countries

• Difficult to distinguish between primary insurance and reinsurance premiums

• Note: Not all on Calendar Year basis; foreign exchange rates add volatility



08/13/2024 2024 PLUS UNIVERSITY 33

Finally: What Do Reinsurance Underwriters Really Do?
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Questions?



Thank you!
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