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6. Reinsurance is a form of insurance purchased by insurance companies in order to mitigate risk. With reinsurance, the company passes on some part of its own insurance liabilities to the other insurance company.

Insurers purchase reinsurance for four reasons:
                        • To limit liability on a specific risk
                        • to stabilize loss experience
                        • to protect themselves and the insured against catastrophes
                        • to increase their capacity.


Types of Reinsurance and Examples
There are two types of reinsurance proportional and non proportional with sub-categories quota share and surplus, and, individual excess loss and stop loss respectively.

Proportional Reinsurance : the direct writer (original insurance company) & the
reinsurer share the cost of all claims . This is of two types –

Quota share reinsurance – Reinsurer and writer share all premiums and losses
according to a fixed percentage.
For example, Bajaj Allianz enters into a reinsurance contract with Munich Re with retained
proportion of 80%. This means Bajaj Allianz pays 80% of the claim amount and gets to
keep 80% of the premium received . Munich Re has to pay 20% of the claim amount and
receives 20% of the premium.
Retained Proportion denotes by . Let X be the gross claim amount, Y be the net claim
amount paid by the insurer and Z be the claim amount paid by the reinsurer. Y =  X

Z= (1- ) X

Surplus share reinsurance: A surplus share treaty is a reinsurance treaty in which the ceding insurer retains a fixed amount of policy liability and the reinsurer takes responsibility for what remains. Surplus share treaties are considered pro-rata treaties and are most commonly used with property insurance. For example: HDFC Ergo forms  surplus share reinsurance contract with Swiss Re and underwrites policies with a coverage of Rs 50,00,000 with retention of Rs 20,00,000 . The remaining 30,00,000 are ceded to reinsurer.

Non-Proportional Reinsurance : Under a non-proportional reinsurance arrangement, the direct writer pays a fixed premium to the reinsurer. The reinsurer will only be require to make payments where part of the claim amount falls in a particular reinsurance layer.

Individual excess loss : reinsurer makes a payment when the claim amount for a individual claim exceeds a specified excess point or retention. For example: Apollo enters into a reinsurance treaty with Swiss Re and reinsurance layer is fixed at 50 lac to 1 crore.
Y = X ; X < 50 lac ; 50 lac < X < 1 crore
Y = 50 lac ; 50 lac < X < 1 Crore

Z= X – 50 lac
Z = 50 lac ; X > 1 crore

Y = X – 50 Lac ; X > 1 crore

Stop Loss Reinsurance : the reinsurer is liable for the insured's losses incurred over a certain period that exceed a specified amount or percentage of some business measure, such as earned premiums written, up to the policy limit. Under this kind of policy, the direct writer (insurance company) agrees to carry the full burden of the loss up to a limit, L and claim amount exceeding L is paid by the reinsurer. For example : Acko enters into a reinsurance contract with Munich Re and the contract indicates that the insurance company ,Acko is responsible for losses up to $500,000, but that the reinsurance company, Munich Re is responsible for anything above
that limit.

Y = X ; X < L Z = X - L ; X > L Y = L ;
X > L


7. Excess of loss insurance is triggered when a single policy falling in the specific layer crosses the limit but stop loss reinsurance triggers when a claim  triggers the loss ratio. 
In an excess of loss when one policy exceeds the  agreed limit , it is eligible for reinsurance , everything above being paid by the reinsurer , taken if there are chances of a single policy getting a huge claim . If the loss ratio for a portfolio is 80% then everything above it is handled by the reinsurer in case of a higher claim . It is taken where small policies together can cross the loss ratio





8. Non Loss Ratio: (Net Claims Incurred/Net Earned Premium)
Net expense ratio :(expenses/net written premium)
Net Commission ratio :(commission/net written premium)
Net combined ratio: (loss ratio + expense ratio +commission ratio)

9. General Insurance in India came as a British Occupation. So, Triton Insurance Company Ltd., in the year 1850 in Calcutta came to the introduced by the British. In the year 1907, Indian Mercantile Insurance Ltd, was the first company to manage all classes of general insurance business

10. Combined Ratio =  Loss ratio + Expense Ratio + Commission Ratio 
Given: 
Expenses amount = $8500,
Commission = $5700 , 
Net claims incurred in the period = $150000. 
Net written premium = $50000 
Net premium earned = $75000.

Thus,
Non Loss Ratio: (Net Claims Incurred/Net Earned Premium) = $150,000/$75,000= 2:1
Net expense ratio :(expenses/net written premium) = $8500/$50,000= 1: 0.17
Net Commission ratio :(commission/net written premium)= $5700/$50,000= 1: 0.114

Thus, 
Combined Ratio = 2 + 0.17 + 0.114 = 2.284

