Non-life insurance Assignment 1

Q1.  True
Q2. Reinsurance is “insurance to insurance companies” or a second level of insurance. When an insurer transfers a part of risk on a particular insurance by insuring it with other insurer or other insurer, it is called reinsurance. It was not long before the risk of suffering dangerously high losses as a consequence of payments for a major claim prompted a need for reinsurance among the so called “primary” insurers.
Types of reinsurance: -
I. Proportional Reinsurance:
Under a proportional reinsurance arrangement, the direct writer and the reinsurer share the cost of all claims for each risk. For example, for a particular building insured against fire, 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 affect this reinsurance. Proportional reinsurance operates in two forms:
1. With quota share reinsurance, the proportions are the same for all risks.
2. With surplus reinsurance, the proportions can vary from one risk to the next.
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 though 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) = α2var(X)                                          var(Z) = (1 - α)2var(X)
For example, an insurance company sets the quota share rate at 75%, and the excess of loss has 100% coverage after a $75,000 deductible. A Rs.100,000 claim would cost the ceding company Rs.,75,000 under an excess of loss reinsurance arrangement, but Rs.25,000 under a quota share. A Rs.1,000,000 claim would cost the ceding company Rs.75,000 under an excess of loss arrangement, but Rs.250,000 under a quota share.
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 the size of the risk Surplus share agreements allow the primary insurer to cede a certain percentage of liabilities exceeding a pre-determined retention. The ceded amount can vary from risk to risk. Premiums and losses are received and paid by the reinsurer in the same proportion.
For example, consider a property insurance company that underwrites policies with a coverage of $500,000 and wishes to retain $100,000 of liabilities as its line. The remaining $400,000 in liabilities are ceded to the reinsurer. The $400,000 represents the amount covered under the surplus share treaty.
II. Non – Proportional Reinsurance
A. Excess of loss reinsurance
 In excess of loss reinsurance, the insurer will pay any claim in full up to an amount M, the retention level; any amount above M will be borne by the reinsurer. The excess of loss reinsurance arrangement can be written in the following way: if the claim is for amount X, then the insurer will pay Y where:
Y = X; X ≤ M
Y = M; X > M
The reinsurer pays the amount Z = X - Y
The insurer’s liability is affected in two obvious ways by reinsurance:
(i) the mean amount paid is reduced;
(ii) the variance of the amount paid is reduced.
For example, the insurer decides to bear a loss of up to $200,000 in respect of every loss. The reinsurers agree to bear any balance amount beyond $200,000. The loss is $400,000. There is an upper limit of $100,000. Therefore, insurer bears a total loss of $300,000 and reinsurer bears a loss of $100,000.
B. 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.

Q3. The various ratio used in profit analysis of reinsurance are as follows: - 
1. Net loss ratio = net claims incurred/net earned premium
2. Net expense ratio = expenses/net written premium
3. Net Commission ratio = commission/net written premium
4. Net combined ratio is the sum of loss ratio, expense ratio and commission ratio

Q4. The following are the exclusions for motor insurance policy are as follows: 
1. Not having a valid Driving License
2.  Under Influence of intoxicating liquor/drugs
3.  Accident taking place beyond Geographical limits
4.  While Vehicle is used for unlawful purposes
5.  Electrical/Mechanical Breakdowns
6.  Damage to tyres and tubes unless the vehicle is damages at the same time
7.  Consequential loss, depreciation, wear and tear

Q5.  A General insurance policy is a non-life insurance product that includes a range of general insurance policies. Common forms of general insurance in India are automobiles, Mediclaim, homeowner’s insurance, marine, travel, and others. The policy offers payment to the policyholder based on the loss incurred from a specific financial event. General insurance is insurance that is not categorized under life insurance.
General Insurance Corporation of India (GIC) was formed in pursuance of Section 9(1) of GIBNA. It was incorporated on 22 November 1972 under the Companies Act, 1956 as a private company limited by shares. GIC was formed for the purpose of superintending, controlling and carrying on the business of general insurance.

Q6. Expenses amount = $8500
Commission = $5700
Net claims incurred in the period amount = $150000
Net written premium = $50000
Net premium earned = $75000.
Net loss ratio = net incurred claim/net earned premium
                      = $150000/$75000
                      = 2
Net expense ratio = expense/net written premium
                             = $8500/$50000 = 0.17
Commission ratio = commission/net written premium
                             = $5700/$50000
                             = 0.114
Combined ratio = Net loss ratio + Net expense ratio + commission ratio
                          = 2 + 0.17 + 0.114
                          = 2.384
Q7.  The various add-ons available on a motor insurance policy are as follows: - 
1. Zero depreciation cover
2. Engine protect cover
3. Return to Invoice (RTI) cover
4. Loss of personal belongings cover
5.  No Claim Bonus (NCB) protect cover
6. Personal accident cover for the passengers
7.  Key replacement cover
8. Roadside assistance cover
9. Consumables cover
10.  Daily allowance cover
Q8. The following documents are required to claim a health insurance
1. Health card
2. Duly filled claim form
3. Medical Certificate/ Form which is signed by the treating doctor.
4. Discharge summary or card (original), availed from the hospital.
5. All bills and receipts (original)
6. Prescription and cash memos from pharmacies/ the hospital.
7. Investigation report
8. If it is an accident case, then the FIR or Medico Legal Certificate (MLC) is required.

Q9. Third party liability coverage is the portion of an insurance policy that protects you if you’re sued for a physical injury or damage to someone else’s property. Also referred to as “legal liability coverage”, this section of your home or car insurance policy is set up to cover things like, legal fees, the amount of money you have to pay to settle a lawsuit, and other related expenses. When the policyholder collides with the car of a third party leading to death or bodily injury to the third party, your liability to the third party is covered by the insurer. It also covers damage to property of third party caused by policyholder’s car. In case of absence of personal cover, damage to self can be also be added as an add-on in the third-party cover. Damages to own car is not covered under third party cover. 
There are two types of automobile third-party liability coverage. First, bodily injury liability covers costs resulting from injuries to a person. These injuries' costs could include expenses like hospital care, lost wages, and pain and suffering due to the accident. Second, property damage liability covers costs resulting from damages to or loss of property.
Q10. 7 types of health insurance are mentioned below: - 
1. Individual Health Insurance
2. Family Health Insurance
3. Critical Illness Insurance
4. Senior Citizen Health Insurance
5. Top Up Health Insurance
6. Hospital Daily Cash
7. Personal Accident Insurance
