Q1. The premium collected by an insurance company for the portion of a policy that has expired is called earned premium. 
Q2. How is surplus reinsurance similar to quota share reinsurance? 
Ans: The reinsurer and re insured’s share of the claim is proportionate.
Q3. An individual loss on an insured risk triggers the reinsurance coverage if it exceeds the deductible, is described as an excess of loss per risk treaty.
Ans: True.
Q4. Non-proportional reinsurance is usually expressed as a percentage of the risk a reinsurer is taking from the primary insurer.
Ans: False. 
Q5. A reinsurance contract is a contract of indemnity. 
Ans: False. 
Q6. What is reinsurance? Discuss the types of reinsurance with examples.
Ans: Reinsurance is “insurance for insurance companies”, in other words a “second level of insurance.” It was not long before the risk of suffering dangerously high losses as a consequence of payments for major claims prompted a need for “reinsurance” among so-called “primary” insurers. The oldest known reinsurance contracts or “treaties” date back to the fourteenth century. 
Types of reinsurance:
1. Proportional Reinsurance: Under a proportional reinsurance arrangement, the direct writer (i.e. the original insurance company) and the reinsurer share the cost of all claims for each risk. For example, for a particular building insured against fir, the direct writer might retain 75% of the premium and will be liable to pay 75% of all claims, large or small. The direct writer must pay a premium to effect this reinsurance. 
Proportional reinsurance operates in two forms: 
(a) Quota share reinsurance: The reinsurer pays a fixed proportion of the claim, whatever the size of the claim. If the claim is for an amount X, then the company will pay Y where: 
Y = αX          0 < α < 1 
The parameter α is known as the retained proportion or retention level; note that the term retention level is used in both excess of loss and proportional reinsurance through it means different things. 
Since Y + Z = X, we must have Z = (1-α)X. The mean and variance of Y and Z are calculated as follows: 
E(Y) = αE(X)                      E(Z) = (1-α)*E(X)
Var(Y) =  var(x)           var(Z) =  var (X) 
 
(b) Surplus loss reinsurance: Surplus treaty is a type of proportional or pro rata reinsurance treaty in which the ceding company determines the maximum loss that it can retain for each risk in the portfolio. This amount is called a line. Every risk that provides coverage greater than the retained line is ceded to the surplus treaty on a proportional basis, where the proportion varies with size of the risk (hence the name “surplus’). Surplus share agreements allow the primary insurer to cede a certain percentage of liabilities exceeding a pre – determined retention. The main difference between a surplus treaty and quota share reinsurance (or standard proportional reinsurance) is that in quota share the insurer and the reinsurer share in a fixed proportion each and every risk of the portfolio (losses and premiums), for example, 80% of every risk may be ceded to the reinsurer. 
Consider the example: 
Brookgreen Insurance Company has a surplus share treaty with Cypress Reinsurer and retains a line of $25,000. The treaty contains nine lines and provides for a maximum cession of $225,000. Therefore, the retention and reinsurance provide Brookgreen with the ability to issue policies with amounts of insurance as high as $250,000.
The following three policies are issued by Brookgreen Insurance Company and are subject to the surplus share treaty with Cypress Reinsurer. 
· Policy A insures Building A for $25,000 for a premium of $400, with one loss of $8,000.
· Policy B insures Building B for $100,000 for a premium of $1,000, with one loss of $10,000.
· Policy C insures Building C for $150,000 for a premium of $1,500, with one loss of $60,000.
2. Non – proportional reinsurance: Under a non – proportional reinsurance arrangement, the direct writer pays a fixed premium to the reinsurer. The reinsurer will only be required to make payments where part of the claim amount fails in a particular reinsurance layer (e.g. between £1m and £5m). The layer will be defined by a lower limit, the retention limit (e.g. £1m), and an upper limit (e.g. £5m or infinity if the cover is unlimited). Usually, most claims are paid in full by the direct writer.
Non – proportional reinsurance operates in two forms: 
(a) Excess of loss: Excess of loss reinsurance is a specific type of reinsurance where the ceding company is compensated for losses that exceed a specified limit. The purpose of an excess of loss reinsurance is to assist insurance companies with managing risk. It is a form of non-proportional reinsurance that is centrally focused on loss retention. For example, a reinsurance contract with an excess of loss provision may indicate that the reinsurer is responsible for 50% of the losses over $500,000. In this case, if aggregate losses amount to $600,000, the reinsurer will be responsible for $50,000 and the ceding company will be responsible for $50,000. 
(b) Stop Loss reinsurance: The reinsurer will be required to make payments if the total claim amount for a specified group of policies exceeds a specified amount (which may be expressed as a percentage of the gross premium).







Q7. How is stop loss reinsurance different from excess of loss reinsurance.
Ans: Stop loss reinsurance is a form of reinsurance under which the reinsurer pays the cedant’s losses in any year over a particular percentage of the earned premium. Specific annual stop loss reinsurance limits the primary carrier’s liability each year to a specified percentage of total ultimate incurred loss. Excess of loss reinsurance is a specific type of reinsurance where the ceding company is compensated for losses that exceed a specified limit. It is based on the principle of loss retention. With stop loss reinsurance, the part paid by the reinsurer is not determined by the aggregate claims of the individual policy, only by the aggregate claims of the whole portfolio. Reinsurance enables insurers to underwrite policies with a larger volume of risks without increasing the costs of meeting solvency margins. 


Q8. Discuss the various ratios used in profit analysis of reinsurance. 
Ans: The following are the various ratios used in profit analysis of reinsurance: 
1. Net Loss Ratio: Loss ratio is used in the insurance industry, representing the ratio of losses to premiums earned. Losses in loss ratios include paid insurance claims and adjustment expenses. The loss ratio formula is insurance claims paid plus adjustment expenses divided by total earned premiums. 

Net Loss Ratio = 

2. Net Expense Ratio: The expense ratio is a measure of profitability calculated by dividing he expenses associated with acquiring, underwriting and servicing premiums by the net premiums earned by the net premiums earned by the insurance company. The expenses can include advertising, employee wages, and commissions for the sales force. The expense ratio signifies an insurance company's efficiency before factoring in claims on its policies and investment gains or losses.

Net Expense Ratio = 

3. Net Commission Ratio: In insurance a certain percentage of premium produced that is retained as compensation by insurance agensts and brokers. Also known as acquisition cost. In reinsurance, the primary insurance company usually pays the reinsurer its proportion of the gross premium it receives on a risk. The reinsurer then allows the company a ceding or direct commission allowance on such gross premium received, large enough to reimburse the company for the commission paid to its agents, plus taxes and its overhead. The amount of such allowance frequently determines profit or loss to the reinsurer.

Net Commission ratio = 

4. Net Combined Ratio:  The combined ratio, also called "the combined ratio after policyholder dividends ratio," is a measure of profitability used by an insurance company to gauge how well it is performing in its daily operations. The combined ratio is calculated by taking the sum of incurred losses and expenses and then dividing them by the earned premium. 

Net Combined Ratio = 

sQ9. Write about the history of general insurance in India.
[bookmark: _GoBack]Ans: The history of General Insurance can be dated back to the 17th Century; during the industrial Revolution. 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. The General Insurance Council framed a code of conduct for ensuring fair conduct and sound business practices.  In 1968, the Insurance Act was amended to regulate investments and set minimum solvency margins. The Tariff Advisory Committee was also set up then. In 1972 with the passing of the General Insurance Business (Nationalisation) Act, general insurance business was nationalized with effect from 1st January, 1973. 107 insurers were amalgamated and grouped into four companies, namely National Insurance Company Ltd., the New India Assurance Company Ltd., the Oriental Insurance Company Ltd and the United India Insurance Company Ltd. The General Insurance Corporation of India was incorporated as a company in 1971 and it commence business on January 1st 1973.
Q10. Calculate combined ratio using the following information: expenses amount to $8500, commission is $5700, net claims incurred in the period amount to $150000. The net written premium is $50000 and net premium earned is $75000.
Ans:  Net Combined Ratio is the sum of loss ratio, expense ratio and commission ratio. 
Expenses - $8,500.00
Net claims incurred - $150,000
Commission - $5,700
Net written premium - $50,000
Net premium earned - $75,000
Now, 
        Net loss ratio =  =  = 2.00%
        Net Expense ratio =  =  = 11.33%
        Net Commission ratio =  =  = 7.60% 
        Net Combined Ratio =  +  =   = 2.284
