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These definitions do not express the views of the RAA or its member affiliates. This publication is 
intended only as a reference tool for the insurance and reinsurance industry. While the publication is 
designed to provide general information with regard to the subject matter covered, it does not address all 
of the technical aspects of a defined term or topic and does not constitute a legal consultation or legal 
opinion. No decision should be made on the basis of the definitions or the overview provided herein. 
Instead, readers should consult with legal counsel. The definitions or the overview contained herein are 
intended to apply only to property and casualty reinsurance. 

 

Find more information on reinsurance and reinsurers at www.reinsurance.org . 



 

Each year, the Reinsurance Association of America (RAA) receives countless inquiries regarding 
the mechanisms and technicalities of the reinsurance business.  This publication should answer 
many of those questions. 
 
First published in 1972, this booklet reflects the efforts and input of several of the most 
experienced reinsurance terminology experts in the industry.  It is only through their efforts that 
we are able to produce such a complete and accurate publication, and we thank them for their 
time, patience and willingness to contribute. 
 
As in the case of previous editions, the RAA is publishing this booklet in the belief that it will be 
both an informative educational tool and a convenient reference for practitioners.  While we have 
attempted to ensure that definitions reflect current industry practices, we do not suggest that it be 
considered authoritative for the resolution of legal disputes. 
 
 
Franklin W. Nutter 
President, Reinsurance Association of America 
 
August 2016
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INTRODUCTION TO PROPERTY AND CASUALTY REINSURANCE 

Reinsurance is a transaction in which one insurance company indemnifies, for a premium, 
another insurance company against all or part of the loss that it may sustain under its policy or 
policies of insurance.  The insurance company purchasing reinsurance is known as the ceding 
insurer; the company selling reinsurance is known as the assuming insurer, or, more simply, the 
reinsurer.  Described as the “insurance of insurance companies,” reinsurance provides 
reimbursement to the ceding insurer for losses covered by the reinsurance agreement.  The 
fundamental objective of insurance, to spread the risk so that no single entity finds itself saddled 
with a financial burden beyond its ability to pay, is enhanced by reinsurance. 
 
Although to many reinsurance is an unknown aspect of the insurance industry, its roots can be 
traced as far back as the late 14th century.  Since that time, reinsurance has evolved into the 
business it is today.  While the early focus of reinsurance was in the lines of marine and fire 
insurance, it has expanded during the last century to encompass virtually every aspect of the 
modern insurance market. 
 
Reinsurance can be purchased from three distinct sources:  reinsurance companies located in the 
United States, reinsurance departments of U.S. primary insurance companies, and alien 
reinsurers that are located outside the U.S. and not licensed here.  The ceding insurer may 
purchase reinsurance directly from a reinsurer or through a broker or reinsurance intermediary. 
 
Reinsurance may be written on either a proportional basis or excess of loss basis.  A reinsurance 
contract written on a proportional basis simply prorates all premiums, losses and expenses 
between the insurer and the reinsurer on a pre-arranged basis.  The proportional approach is used 
extensively in property reinsurance.  Excess of loss contracts, on the other hand, require the 
primary insurer to keep all losses up to a predetermined level of retention, and the reinsurer to 
reimburse the company for any losses above that level of retention, up to the limits of the 
reinsurance contract.  In simplest terms, a retention is analogous to the deductible a policyholder 
may have on a personal insurance policy, such as an automobile or homeowner’s policy. 

 



PURPOSES OF REINSURANCE 

 
Insurers purchase reinsurance for essentially four reasons:  (1) to limit liability on specific risks; 
(2) to stabilize loss experience; (3) to protect against catastrophes; and (4) to increase capacity.  
Depending on the ceding company’s goals, different types of reinsurance contracts are available 
to bring about the desired result. 
 
1. Limiting Liability:  By providing a mechanism through which insurers limit their loss 
exposure to levels commensurate with their net assets, reinsurance enables insurance companies 
to offer coverage limits considerably higher than they could otherwise provide.  This function of 
reinsurance is crucial because it allows all companies, large and small, to offer coverage limits to 
meet their policyholders’ needs.  In this manner, reinsurance provides an avenue for small-to-
medium size companies to compete with industry giants. 
 
In calculating an appropriate level of reinsurance, a company takes into account the amount of its 
own available surplus, and determines its level of retention based on the amount of loss it can 
absorb financially.  Surplus, sometimes referred to as policyholders’ surplus, is the amount by 
which the assets of an insurer exceed its liabilities. 
 
A company’s retention may range anywhere from a few thousand dollars to one million dollars 
or more.  The loss exposure above the retention, up to the policy limits of the reinsurance 
contract, is indemnified by the reinsurer.  In this manner, reinsurance helps to stabilize loss 
experience on individual risks, as well as on accumulated losses under many policies occurring 
during a specified period. 
 
2. Stabilization:  Insurers often seek to reduce the wide swings in profit and loss margins 
inherent to the insurance business.  These fluctuations result, in part, from the unique nature of 
insurance, which involves pricing a product whose actual cost will not be known until sometime 
in the future.  Through reinsurance, insurers can reduce these fluctuations in loss experience, and 
stabilize the company’s overall operating results. 
 
3. Catastrophe Protection:  Reinsurance provides protection against catastrophic loss in much 
the same way it helps stabilize an insurer’s loss experience.  Insurers use reinsurance to protect 
against catastrophes in two ways.  First, reinsurance protects against catastrophic financial loss 
resulting from a single event, such as the total fire loss of a large manufacturing plant.  Second, 
reinsurance also protects against the aggregation of many smaller claims resulting from a single 
event, such as an earthquake or major hurricane, that affects many policyholders simultaneously.  



While the insurer is able to cover losses individually, the aggregate may be more than the insurer 
wishes to retain. 
 
Through the careful use of reinsurance, the disruptive effects that catastrophes have on an 
insurer’s loss experience can be reduced dramatically.  The decisions a company makes when 
purchasing catastrophe coverage (e.g., size of retention and coverage limits) are unique to each 
individual company and vary widely, depending on the insured risk. 
 
4. Increased Capacity:  Capacity measures the dollar amount of risk an insurer can prudently 
assume based on its surplus and the nature of the business written. 
 
When an insurance company issues a policy, the expenses associated with issuing that policy, 
such as taxes, agent commissions, and administrative expenses, are charged immediately against 
the company’s income, resulting in a decrease in surplus.  Meanwhile, the premium collected 
must be set aside in an unearned premium reserve to be recognized as income over a period of 
time.  This accounting procedure allows for strong solvency regulation; however, it ultimately 
leads to decreased capacity.  As an insurance company sells more policies, it must pay more 
expenses from its surplus.  Therefore, the company’s ability to write additional business is 
reduced. 
 
Rapidly expanding companies are particularly susceptible to the timing problem between 
expenses that must be debited immediately, and income that must be credited over time.  By 
reinsuring a portion of its insurance policies, an insurance company reduces the problem of 
decreased surplus.  Through reinsurance, the company shares a portion of its underwriting 
expenses with its reinsurer and reduces the drain on surplus. 
 
If the reinsurer has satisfied certain regulatory requirements intended to assure the security of the 
reinsurance arrangement, a ceding insurer can expand its own capacity by supplementing it with 
reinsurance payments it is owed on its paid claims.  This is known as credit for reinsurance, and 
allows the ceding insurer to expand its capacity.  The ceding company can also reduce liabilities 
and loss reserves attributable by ceding that business to a reinsurer. 
 
A reinsurer will often give the ceding company a ceding commission as reimbursement for 
expenses, such as agent commissions, taxes and overhead, associated with acquiring the business 
being reinsured.  When added directly to the ceding company’s surplus, the ceding commission 
further increases its capacity. 
 
In addition, reinsurers often provide insurers with a variety of other services.  Some reinsurers 
provide guidance to insurers in underwriting, claims reserving and handling, investments and 



even general management.  These services are particularly important to smaller companies or 
companies interested in entering new lines of insurance. 
 
In any discussion of reinsurance, its limitations must be considered along with its advantages.  
Reinsurance does not change the inherent nature of a risk being insured.  It cannot make a bad 
risk insurable or an exposure more predictable or desirable.  And while reinsurance may limit an 
insurance company’s exposure to a risk, the total risk exposure is not altered through the use of 
reinsurance. 
 



THE REINSURANCE CONTRACT 

 
Based on its business needs, an insurer negotiates with a reinsurer to determine the terms, 
conditions and costs of a reinsurance contract.  Under a reinsurance contract, an insurer is 
indemnified for losses occurring on its insurance policies and covered by the reinsurance 
contract.  While there are no standard reinsurance contracts, treaty and facultative contracts are 
the two basic types used and adapted to meet individual insurers’ requirements.  Both facultative 
and treaty contracts may be written on a proportional or an excess of loss basis, or a combination 
of both. 
 
A reinsurance treaty is a broad agreement covering some portion of a particular class or classes 
of business (e.g., an insurer’s entire workers’ compensation or property book of business).  
Historically, treaties remain in force for long periods of time and are renewed on a fairly 
automatic basis unless a change in terms is desired.  Reinsurance treaties automatically cover all 
risks written by the insured that fall within their terms unless they specifically exclude 
exposures.  While treaty reinsurance does not require review of individual risks by the reinsurer, 
it demands a careful review of the underwriting philosophy, practice and historical experience of 
the ceding insurer, including a thoughtful evaluation of the company’s attitude toward claims 
management, engineering control, as well as the management’s general background, expertise 
and planned objectives. 
 
In contrast, facultative reinsurance contracts cover individual underlying policies and are written 
on a policy-specific basis.  A facultative agreement covers a specific risk of the ceding insurer.  
A reinsurer and ceding insurer agree on terms and conditions in each individual contract.  
Facultative reinsurance agreements often cover catastrophic or unusual risk exposures.   
 
Because it is so specific, facultative reinsurance requires the use of substantial personnel and 
technical resources for underwriting individual risks.  Furthermore, facultative business often 
presents significant potential for loss.  Therefore, a reinsurer must have the necessary staff 
knowledge to underwrite each exposure accurately. 
 
Facultative reinsurance contracts may also supplement treaty arrangements when the treaties 
contain specific exclusions, such as exposures involving long haul trucking or munitions 
manufacturing.  Insurers may fill voids in coverage created by reinsurance treaty exclusions by 
negotiating a separate facultative reinsurance contract for a particular policy or group of policies. 
 



In addition, certain classes of risks that may develop significant losses could adversely affect an 
insurer’s treaty experience.  Although not excluded from a treaty, these risks may be placed 
facultatively.  For example, to accommodate a policyholder, an insurance company that would 
not ordinarily provide commercial automobile coverage might agree to provide the coverage.  
The insurer may then seek facultative reinsurance to protect its losses under applicable treaty 
agreements.  The reinsurer providing an insurer’s treaty coverage may not necessarily provide its 
facultative reinsurance. 
 
Reinsurers also purchase their own reinsurance protection, called retrocessions, in the same 
forms and for the same reasons as ceding insurers.  By protecting reinsurers from catastrophic 
losses, as well as an accumulation of smaller losses, retrocessions stabilize reinsurer results, 
thereby spreading the risk. 
 
Reinsurance relationships range from simple to complex.  An insurer may enter into a single 
reinsurance treaty to cover certain loss exposures or may purchase numerous treaties until the 
desired level of reinsurance protection is achieved.  This process, known as layering, uses two or 
more reinsurance agreements to obtain a desired level of coverage.  At the time a claim comes 
due, the reinsurers respond in a predetermined sequence, as necessary, to cover the loss.  
Layering of reinsurance coverage is similar in principle to the purchase of specific risk coverage 
through a rider on an insurance policy.  Layering allows an insurer to secure the type and amount 
of insurance or reinsurance protection desired. 
 
There are certain fundamental principles underlying all reinsurance contracts regardless of how 
simple or complex the transaction.  First, the only parties to a reinsurance contract are a reinsured 
company and its reinsurer.  All contractual rights and obligations run only between these two 
companies.  Second, the payments that may be collected under the reinsurance contract are an 
asset of the ceding company.  Finally, as a contract of indemnification, the reinsurance is payable 
only after the ceding insurer has paid losses due under its own insurance or reinsurance 
agreements.  The exception to this final principle falls under an insolvency clause, which allows 
the receiver of an insolvent insurer to collect on reinsurance contracts. 
 



CHARACTERISTICS OF REINSURANCE RISK 

 
As stated previously, the two major types of reinsurance are proportional and excess of loss.  
Under proportional reinsurance, the ceding insurer and the reinsurer automatically share all 
premiums and losses covered by the contract on a pre-agreed prorated basis, thus there are no 
characteristics uniquely attributable to the risk associated with proportional reinsurance. 
 
On the other hand, a great deal of uncertainty characterizes the risk associated with excess of loss 
reinsurance.  This uncertainty stems from the fact that the level of risk is dependent on the nature 
of the reinsurance undertaking.  In addition to the actual risk being underwritten, reinsurers must 
take into account the overall stability of the ceding insurer and the layer of coverage on which the 
reinsurer is being asked to participate. 
 
Reinsurance, particularly excess of loss reinsurance, is characterized by low claims frequency 
and high loss severity, and neither is predictable.  Therefore, reinsurers may absorb a 
disproportionate share of total losses.  The lines of insurance in which liability is slowest to 
manifest itself or develop -- the “long tail” lines -- create the worst problems for reinsurers.  
Paradoxically, reinsurers must collect premiums now for future losses, which will be adjudicated 
in the social, legal and economic environments prevailing in the future. 
 
Insurance loss costs are determined by a combination of frequency (how many claims per unit), 
severity (average cost of each claim) and the total number of units insured.  Generally, the higher 
the number of similar units insured, the more reliable the data.  This is particularly true in 
automobile property damage liability insurance.  There are many automobiles insured and the 
frequency of claims is relatively stable year to year. 
 
This method of evaluating insurance risk, however, is often not applicable to reinsurance.  
Relevant and credible loss data are often unavailable.  In contrast to an insurance underwriter, a 
reinsurance underwriter depends much more on professional judgment and experience to 
evaluate the nature of an exposure. 
 
General liability insurance contracts traditionally provide coverage for losses occurring during 
the policy term, regardless of when the loss is reported.  This type of contract, called an 
occurrence policy, leaves the insurer exposed to claims which may be filed many years after the 
policy expires.  Certain exposures, such as environmental liability, are particularly susceptible to 
this latency factor commonly referred to as the long tail. 
 



Reporting delays create serious problems for all insurers, but marked differences exist in 
reinsurer loss development patterns, due primarily to the retention feature of excess of loss 
reinsurance.  Many claims are not initially valued at ultimate cost.  Because the ceding insurer’s 
reserve is within the retention established in the reinsurance contract, the ceding insurer may not 
report such claims to its reinsurer.   
 
However, when the claim is ultimately paid, it may exceed the retention.  It is only at this point, 
usually after considerable time has passed, that the reinsurer is notified.  Reinsurers are trying to 
mitigate this problem by requiring all serious injuries to be reported, regardless of the insurer’s 
reserve, and by conducting on-site visits to examine ceding insurers’ claims files to better 
determine the likelihood of losses under the reinsurance contract. 
 
Over the past several years, commercial lines of insurance that often have long tails have 
demonstrated considerable instability regarding frequency and severity of losses.  As a result, 
commercial insurers rely heavily on reinsurance.  
 
All insurers and reinsurers set aside loss reserves for claims that have been incurred but not 
reported (IBNR).  As claims are reported to the company, these reserves, which represent future 
loss payments, are reduced. 
 
Because IBNR is such a major component of reinsurers’ reserves, much effort is taken to 
determine and make these calculations.  Despite the use of sophisticated professional techniques, 
however, these reserves are extremely sensitive to changes in social, legal and economic 
environments.  Therefore, they represent a “best guess estimate” of future loss payments. 
 
If IBNR reserves represent only a small portion of a company’s total loss reserves, the impact of 
these unknown claims on total losses reported on past policies is likely to be small.  In contrast, 
if IBNR reserves represent a large portion of a company’s reserves, the impact on total losses 
reported on past policies may be significant.  Reinsurers, particularly those participating in 
casualty and workers’ compensation lines, fit into this latter category. 
 
The impact of inflation on insurers’ claims liability typically results from increases in the cost of 
living, increases in the number of claims paid, and increases in large jury verdicts which raise 
settlement costs.  The impact has been most pronounced on reinsurers because their losses 
develop more slowly and may not be capped to a retention limit. 
 
If losses are paid within a relatively short period following the issuance of an insurance policy, 
inflation has little effect on claims payments.  In many instances, the reinsurer may not become 
aware for years of a loss it will pay.  As a result, the impact of inflation on reinsurers may be 



dramatic.  In fact, over the last decade, retention levels were reached and exceeded with 
unexpected frequency in nearly all lines of insurance. 
 



REINSURANCE REGULATION 

Although reinsurers in the U.S. continue to be regulated primarily at the state level, a number of 
important developments at the state, federal and international levels have changed the regulatory 
landscape since the financial crisis in 2008.  The National Association of Insurance 
Commissioners (NAIC) undertook its Solvency Modernization Initiative (SMI) in June 2008.   
SMI has been described as “a critical self-examination of the United States’ insurance solvency 
regulation framework and includes a review of international developments regarding insurance 
supervision, banking supervision, and international accounting standards and their potential use 
in U.S. insurance regulation.”  The SMI focused on five key areas: capital requirements, 
international accounting, insurance valuation, reinsurance, and group regulatory issues.   The 
project resulted in a variety of modifications and enhancements to the state regulatory system.  
This work largely was completed in 2015.   
 
At the federal level, the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-
Frank) was enacted in 2010, which, among other things, established: (1) the Federal Insurance 
Office (FIO); (2) the Financial Stability Oversight Council (FSOC), which was charged with 
establishing a methodology for determining which financial institutions pose a systemic risk and 
should be subject to heightened regulation by the Federal Reserve Board; and (3) the Office of 
Financial Research (OFR), created to support the data collection and research efforts of the 
FSOC.  In addition, Dodd-Frank includes the Non-Admitted and Reinsurance Reform Act, which 
has two parts: Part I reforms the regulation of surplus lines insurance by limiting regulatory 
authority over surplus lines transactions to the home state of the insured and by setting federal 
standards for the collection of surplus lines premium taxes, insurer eligibility, and commercial 
purchaser exemptions. Part II provides: (1) the cedent’s domiciliary regulator is the sole decision 
maker of that company’s credit for reinsurance; (2) states cannot apply their insurance laws on 
an extraterritorial basis; and (3) the reinsurer’s domiciliary regulator is the sole regulator of its 
solvency.  These developments are creating multiple, and sometimes conflicting, obligations on 
insurers in various areas, including financial reporting, corporate governance, solvency 
assessment and data collection.   
 
At the international level, because insurance is a global industry, following the 2008 financial 
crisis, international standard setters increased their attention on regulating financial institutions.  
The Financial Stability Board (FSB) was established to coordinate the work of national financial 
authorities and international standard setting bodies for banks, securities and insurance and to 
develop and promote the implementation of effective regulatory, supervisory and other financial 
sector policies in the interest of financial stability.  The International Association of Insurance 
Supervisors (IAIS) has been at the forefront of insurance standard setting and, as set forth below, 



is addressing systemic risk, the regulation of internationally active insurance groups and the 
development of a global capital standard.  U.S. regulators are also engaging in discussions with 
their counterparts in the European Union (E.U.) to explore their regulatory similarities and to 
foster regulatory cooperation and coordination.  The E.U.’s Solvency II became effective on 
January 1, 2016 and establishes a revised set of E.U.-wide capital requirements and risk 
management standards to replace the current solvency requirements.   
 

Overview of State Regulation 

U.S. reinsurers are currently regulated on a multi-state basis.  While the current state-based 
insurance regulatory system is focused primarily on solvency regulation with a significant 
emphasis on regulating market conduct, contract terms, rates and consumer protection, 
reinsurance regulation focuses almost exclusively on ensuring the reinsurer’s financial solvency 
so that it can meet its obligations to ceding insurers. 
 
Reinsurance is regulated by the states utilizing two different methods:  direct regulation of U.S.-
licensed reinsurers and indirect regulation of reinsurance transactions.  States directly regulate 
reinsurers that are domiciled in their state, as well as those U.S. reinsurers that are simply 
licensed in their state, even if domiciled in another state1. [1State insurance laws also typically 
allow an insurer to offer reinsurance in the same lines it writes on a direct basis.] These 
reinsurers are subject to the full spectrum of solvency laws and regulations to which an insurer is 
subject, including: minimum capital and surplus requirements, risk-based capital requirements, 
investment restrictions, required disclosure of material transactions, licensing, asset valuation 
requirements, examinations, mandated disclosures, unfair trade practices laws, Annual Statement 
requirements and actuarial-certified loss reserve opinion requirements.  By focusing on the 
reinsurer rather than on the reinsurance contract, primary insurance companies are allowed to 
purchase reinsurance to suit their particular business needs.  Because the reinsurance transaction 
is between two sophisticated parties, there are no regulatory requirements relating to the rates 
that are negotiated between the parties or the forms used to evidence contractual terms.   
 
As part of its direct regulation, nearly all states have adopted regulations affecting reinsurance 
contracts. An example of this type of regulatory involvement is the requirement of a standard 
insolvency clause, which allows the receiver of an insolvent insurer to collect on reinsurance 
contracts. While few states require the filing or approval of reinsurance contracts, indirect 
regulation of reinsurance contracts and rates does exist. For example, restrictions on insurance 
rates affect reinsurance rates. Generally, if the amount paid in premium to the insurer is limited, 
the amount of premium paid under a quota share reinsurance contract may also be limited. 
 



There is also indirect regulation of reinsurance transactions through the credit for reinsurance 
mechanism, which is the financial statement accounting effect given to an insurer if the 
reinsurance it has purchased meets certain prescribed criteria.  If these criteria are met, the 
insurer may record a reduction in its insurance liabilities for the effect of its reinsurance 
transactions.  The goal of reinsurance regulation, beginning with credit for reinsurance laws, is to 
assure that reinsurance will be paid.  This is accomplished in two ways:  by direct solvency 
regulation of the reinsurer or by providing sufficient collateral to meet the reinsurer’s 
obligations.  This goal encourages ceding insurers to do business with reinsurers, domestic or 
non-U.S., that are well-funded, solvent, responsible and will be there to pay when insurance 
claims come due. 
 
One of the most widely discussed criteria is the “collateral” requirement that a non-licensed 
reinsurer must either establish a U.S. trust fund or other security in the U.S., such as a clean, 
irrevocable and unconditional letter of credit issued by an acceptable institution, to cover its 
potential liabilities to the insurer.  This provision is based on the historic premise that state 
regulators do not have the regulatory capability or resources to assess the financial strength or 
claims paying ability of reinsurers that are not authorized or licensed in that state.   
 
Credit for Reinsurance 
 
As a general matter, a U.S. insurer can purchase reinsurance from a reinsurer located anywhere 
in the world.  To ensure there is adequate security, every state enforces some type of credit for 
reinsurance law, regulation or internal departmental standard.  Historically, state insurance 
departments were unable to assess the strength of companies located in other countries or 
measure the extent of regulation under which these non-U.S. reinsurers operate.  State insurance 
departments imposed regulatory restrictions on U.S. insurers, frequently requiring security 
arrangements between the ceding insurer and reinsurer if the reinsurer is not licensed.   
 
In November 2011, the NAIC passed revisions to the Model Credit for Reinsurance Law and 
Regulation (the Revised Models) that allow “qualified” foreign reinsurers from certified 
jurisdictions to support their U.S. cross border business with reduced collateral if certain criteria 
are met.  The Revised Models give the insurance commissioner the discretion to consider the 
strength of other regulatory regimes as well as the strength of individual reinsurers in assessing 
reinsurance collateral requirements.  
 
The Revised Models require an assuming insurer to be licensed and domiciled in a qualified 
jurisdiction in order to be eligible for certification by a state as a certified reinsurer. The NAIC 
Reinsurance Task Force was charged with developing a list of jurisdictions recommended for 
recognition by the states as qualified jurisdictions. Under the Revised Models, states must 



consider this list when approving qualified jurisdictions.  In August 2013, the NAIC adopted the 
Process for Developing and Maintaining the NAIC List of Qualified Jurisdictions, which is a 
process to evaluate the reinsurance supervisory systems of non-U.S. jurisdictions for reinsurance 
collateral reduction purposes.  One of the requirements of this process is to evaluate the rights, 
benefits and the extent of reciprocal recognition afforded to U.S. reinsurers by the jurisdiction 
being evaluated.    As of January 1, 2016, Bermuda, France, Germany, Ireland, Japan, 
Switzerland, and the U.K. have been placed on the NAIC List of Qualified Jurisdictions. 
 
With respect to the evaluation of individual reinsurers, the Revised Models establish the process 
for a regulatory evaluation, which involves an analysis of the financial strength of the reinsurer 
as well as a number of evaluative factors designed to ensure that only the most financially strong 
reinsurers from rigorous regulatory jurisdictions receive a reduction in collateral requirements 
and that insurers and insureds are protected. 
 
Under existing laws in most states, there are 3 alternatives: 
 
1.  Credit is allowed if the reinsurer is licensed or accredited in the same state where the 

ceding insurer does business.  Some companies, however, have chosen to become 
accredited rather than licensed, which is a streamlined process based on another U.S. state 
license. The process of accreditation usually requires a company to submit data to the state 
insurance department comparable to that of a company seeking licensure.   

 
2.  Credit may also be allowed if the reinsurer is domiciled and licensed in a state that 

employs substantially similar credit for reinsurance standards to those imposed by the 
primary insurer’s state of domicile.  Very few states use this alternative, even if provided 
for by law or regulation, because they prefer to rely on their own evaluation rather than 
wholly defer to another regulator’s determination. 

 
3.  If a company chooses to buy from a non-U.S. reinsurer, the reinsurer must provide 

collateral for the ceding company to receive credit for reinsurance. Collateral may be 
provided in many forms and can be under a U.S. trust fund or a clean, irrevocable and 
unconditional letter of credit issued by an acceptable bank.  The amount of security 
necessary for a reinsurer to post can vary based on the state’s assessment of the reinsurer 
and its domiciliary regulator. 

 
The Revised Models are being introduced and, in some jurisdictions, passed through the 
legislative process in a number of states.  The NAIC has also finalized and begun 
implementation of the process for vetting jurisdictions and for vetting reinsurers from those 



jurisdictions.  The NAIC has determined that, effective January 1, 2019, the Revised Models will 
be a required accreditation standard.   
 
NAIC Solvency Modernization Initiative  
 
In June 2008, the NAIC undertook its Solvency Modernization Initiative (SMI) to evaluate the 
U.S. insurance solvency regulation framework and review international developments regarding 
insurance supervision, banking supervision, and international accounting standards and their 
potential use in U.S. insurance regulation.  The SMI focused on 5 key areas:  capital 
requirements, international accounting, insurance valuation, reinsurance, and group regulatory 
issues. 
Through the SMI, the NAIC adopted or undertook several significant initiatives that impact the 
insurance and reinsurance industries.  In September 2012, the NAIC adopted the newly created 
Risk Management and Own Risk and Solvency Assessment (ORSA) Model Act, which provides 
a statutory basis for requiring a risk management framework and the filing of an ORSA summary 
report.  Insurers above a certain premium threshold must follow the NAIC ORSA Guidance 
Manual when developing reports that are required in the ORSA Model.  The ORSA Model 
includes three primary requirements:  (1) maintain a risk-management framework; (2) regularly 
conduct an ORSA; and (3) submit an ORSA Summary Report to the lead state commissioner.  
  
In 2010, the NAIC also adopted amendments to the Model Insurance Holding Company System 
Regulatory Act and Regulation, which is required as a state accreditation standard effective 
January 1, 2016.  Further revisions of the Model Insurance Holding Company System 
Regulatory Act and Regulation relating to group supervision were adopted in 2015.  The SMI 
also undertook the development of a new NAIC model law on corporate governance, which was 
adopted in December 2014.  The NAIC also continues to consider regulatory enhancements to 
group supervision, particularly in light of international efforts to develop a common framework 
for the supervision of internationally active insurers. 
 
The SMI continues to consider, among other things, the future of statutory accounting and 
reporting as a result of a purported global desire for a single set of accounting and financial 
reporting standards that can be utilized internationally.   In addition, the SMI has focused on 
reserve liabilities in the life and health insurance company balance sheets with the principles-
based reserving (PBR) project, which is intended to improve the reserve values for life and 
health insurance business in the U.S. and to increase uniformity in the process. 
 
 



Federal Role in Reinsurance Regulation 

At the federal level, the Dodd-Frank Act introduced new federal components to the regulation 
and/or supervision of the (re)insurance industry.  Dodd-Frank established the Federal Insurance 
Office (FIO), the Financial Stability Oversight Council (FSOC) and the Office of Financial 
Research (OFR), all of which impact the business of insurers and reinsurers to varying degrees.  
Dodd-Frank also included the Non-Admitted and Reinsurance Reform Act, which reforms both 
the regulation of surplus lines insurance and vests sole authority for solvency regulation of 
designated reinsurers in the domiciliary regulator.    In addition to new federal authority created 
by the Dodd-Frank Act, companies are subject to federal taxation and public companies are also 
regulated by the SEC. 
 
Federal Insurance Office 
 
The Dodd-Frank Act created the Federal Insurance Office and empowered it to: 
 
•  monitor all aspects of the insurance industry, including identifying issues or gaps in the 

regulation of insurers that could contribute to a systemic crisis in the insurance industry or 
the U.S. financial system; 

•  monitor the affordability and accessibility of insurance products to consumers under all lines 
of business, except health insurance; 

•  recommend to the FSOC that it designate an insurer as an entity subject to regulation as a 
nonbank financial company supervised by the Board of Governors under Dodd-Frank; 

•  assist the Treasury Secretary in administering the Terrorism Risk Insurance Program (TRIP); 

•  advise the Treasury Secretary on major domestic and prudential international insurance 
policy issues and consult with state insurance regulators regarding insurance matters of 
national and international importance;  

•  assist the Treasury Secretary in jointly negotiating, with the U.S. Trade Representative, 
bilateral or multilateral agreements regarding prudential matters with respect to the business 
of insurance or reinsurance;  

•  coordinate federal efforts and policy on international insurance issues, and represent the 
United States before relevant international organizations, including the IAIS; and 

•  consult with the states (including state insurance regulators) regarding matters of national 
importance and prudential insurance matters of international importance. 

 



The Dodd-Frank Act does not confer regulatory authority on FIO.  Specifically, Dodd-Frank 
states that “[n]othing in this [law] shall be construed to establish or provide the Office or the 
Department of the Treasury with general supervisory or regulatory authority over the business of 
insurance.”  Further, the scope of FIO’s authority under the Dodd-Frank Act does not extend to 
(1) health insurance; (2) long-term care insurance; and (3) crop insurance under the Federal Crop 
Insurance Act.   
 
The Dodd-Frank Act also requires, as part of FIO’s charge to monitor all aspects of the insurance 
industry and identify potential issues or gaps requiring regulatory reform, that FIO prepare 
reports on various issues.  Specifically, FIO is required to prepare: (1) annual reports to Congress 
on or before September 30 of each year on the insurance industry; (2) a report “describing the 
breadth and scope of the global reinsurance market and the critical role such market plays in 
supporting insurance in the United States”; (3) a report describing “the impact of Part II of the 
Nonadmitted and Reinsurance Reform Act of 2010 on the ability of State regulators to access 
reinsurance information for regulated companies in their jurisdictions”; and (4) a report “on how 
to modernize and improve the system of insurance regulation in the United States.”  In addition, 
FIO was tasked to coordinate the work of the President’s Working Group on Financial Markets 
on the Long-Term Availability and Affordability of Insurance for Terrorism Risk and also 
prepared a report on that topic.  FIO reports can be accessed at 
https://www.treasury.gov/initiatives/fio/reports-and-notices/Pages/default.aspx.  
 
As part of the reauthorization of TRIP in January 2015 pursuant to the Terrorism Risk Insurance 
Program Reauthorization Act of 2015, FIO also was tasked to prepare a Report on the Overall 
Effectiveness of the Terrorism Risk Insurance Program, which was published in January 2016.  
The 2015 reauthorization act also created a federal Advisory Committee on Risk-Sharing 
Mechanisms (ACRSM) to provide advice and recommendations to Treasury through the FIO 
with respect to the creation and development of non-governmental, private market risk-sharing 
mechanisms for protection against losses arising from acts of terrorism.  
 
Additionally, as part of its charge to coordinate federal efforts and policy on international 
insurance issues and to represent the United States before relevant international organizations, 
FIO participates at the IAIS along with U.S. state regulators regarding the IAIS’s development of 
international insurance regulatory principles and standards.  As noted above, Dodd-Frank also 
empowers FIO to assist the Treasury Secretary in jointly negotiating, with the U.S. Trade 
Representative (USTR), bilateral or multilateral agreements regarding prudential matters with 
respect to the business of insurance or reinsurance, or “covered agreements,” between the U.S. 
and one or more foreign governments, authorities or regulatory entities.  With respect to covered 
agreements, Treasury and USTR are required to provide notice to Congress before, during and at 
the conclusion of negotiations.  To the extent that state insurance measures are determined to be 



inconsistent with an executed covered agreement, such measures would be preempted, subject to 
notice and review as required by Dodd-Frank.  In November 2015, FIO provided its first notice 
to Congress of its intention to negotiate a covered agreement with the E.U.  As of July, 2016, 
these negotiations are ongoing. 
 
The Federal Advisory Committee on Insurance (FACI) was created in 2012 to provide advice 
and recommendations to assist FIO in carrying out its statutory authority.  FACI may consist of 
up to 25 members and must reflect balanced membership, including a cross-section of members 
representative of the views of State and non-governmental persons, such as state insurance 
regulators and industry experts.  Additional information regarding FACI can be found at 
https://www.treasury.gov/initiatives/fio/Pages/faci.aspx.  
 
The nature and extent of the FIO’s role in insurance and reinsurance regulation, both 
domestically and internationally, will continue to develop.   
  
The Non-Admitted and Reinsurance Reform Act 
 
The Dodd-Frank Act also streamlined state regulation of reinsurance for U.S. reinsurers through 
the passage of the Non-Admitted and Reinsurance Reform Act (NRRA), which has two parts.  
Part I reforms the regulation of surplus lines insurance by limiting regulatory authority over 
surplus lines transactions to the home state of the insured and by setting federal standards for the 
collection of surplus lines premium taxes, insurer eligibility, and commercial purchaser 
exemptions.  Part II of the legislation provides that: (1) the cedent’s domiciliary regulator is the 
sole decision maker of that company’s credit for reinsurance; (2) states cannot apply their 
insurance laws on an extraterritorial basis; and (3) the reinsurer’s domiciliary regulator is the sole 
regulator of its solvency.  “Reinsurer” is defined as an insurer that: (i) is principally engaged in 
the business of reinsurance; (ii) does not conduct significant amounts of direct insurance as a 
percentage of its net premiums; and (iii) is not engaged in an ongoing basis in the business of 
soliciting direct insurance.  The determination of who is a reinsurer “shall be made under the 
laws of the State of domicile” subject to these criteria. 
 
With respect to Part II of the legislation, certain states raised concerns regarding the NRRA’s 
vesting of sole authority over solvency regulation in the domiciliary regulation, and questioned 
whether they would be able to obtain sufficient financial information about reinsurers from the 
domiciliary regulator.  As noted above, the Dodd-Frank Act required that FIO prepare a report 
describing “the impact of Part II of the Nonadmitted and Reinsurance Reform Act of 2010 on the 
ability of State regulators to access reinsurance information for regulated companies in their 
jurisdictions.”  The report was published in October 2013, and concluded that “Part II of the 
NRRA has not had an adverse impact on the ability of state regulators to access reinsurance 



information for regulated companies.”  An updated report from FIO on this issue in 2015 reached 
the same conclusion.  



Systemic Risk Regulation 

The Dodd-Frank Act created two new agencies, the Financial Stability Oversight Council (FSOC 
or the Council) and the Office of Financial Research (OFR). The FSOC is charged with 
identifying threats to the financial stability of the United States, promoting market discipline, and 
responding to emerging risks to the stability of the United States financial system.  The Council 
consists of 10 voting members and 5 non-voting members and brings together the expertise of 
federal financial regulators, state regulators, and an independent insurance expert appointed by 
the President.  The independent insurance expert is a voting member, appointed by the President 
and confirmed by the Senate for a six-year term.  The Director of FIO and a state insurance 
commissioner selected by the state insurance commissioners (through the NAIC) serve as non-
voting members. 
 
The FSOC must collate data (received from affiliated agencies and potentially from the 
companies themselves) to assess risks to the financial system, monitor the financial services 
marketplace, and make general regulatory recommendations to affiliated agencies.  Under 
defined circumstances, the Chairman of the Council (who is the Secretary of the Treasury), with 
the concurrence of 2/3 voting members, may place non-bank financial companies or domestic 
subsidiaries of international banks under the supervision of the Federal Reserve if it appears that 
these companies could pose a threat to the financial stability of the U.S.  The FSOC must 
monitor domestic and international regulatory proposals and developments and advise Congress 
in these areas.  The FSOC has promulgated criteria for determining which financial and non-
bank financial entities are systemically important and the additional supervisory measures that 
will be applied to those entities.  Additional information regarding FSOC’s authority and the 
designation process can be found at 
https://www.treasury.gov/initiatives/fsoc/designations/Pages/default.aspx.    
 
The OFR monitors systemic risk, collects and assesses data, performs applied research on these 
issues and develops tools for risk measurement and monitoring.  The Council and the OFR are 
charged with facilitating information sharing and coordination among the member agencies and 
other federal and state agencies regarding domestic financial services policy development, rule-
making, examinations, reporting requirements, and enforcement actions.   
 



International Insurance Regulation  

U.S.-based reinsurers are subject to some level of regulation in all jurisdictions in which they are 
doing business, and may also be subject to international standard setting depending upon their 
corporate structure.     
 
International Association of Insurance Supervisors (IAIS) Insurance Core Principles 
 
The IAIS’ website states that it represents insurance regulators and supervisors of more than 200 
jurisdictions in nearly 140 countries, constituting 97% of the world’s insurance premiums. The 
IAIS acts as the global standard setter for insurance regulation and works with the International 
Monetary Fund (IMF) and other international organizations such as the International Actuarial 
Association (IAA).   The IAIS has developed Insurance Core Principles (ICPs), an 
internationally developed set of principles, standards and guidance applicable to supervisors (that 
is, regulators) of insurance companies. They seek to encourage convergence towards a globally 
consistent supervisory framework and serve as a benchmark for insurance supervisors in all 
jurisdictions.  A list of the ICPs can be accessed at:  http://www.iaisweb.org/ICP-on-line-tool-
689.   
 
The IMF uses the ICPs to evaluate a country’s insurance regulatory regime when it conducts a 
Financial Sector Assessment Program (FSAP) review.  In jurisdictions with financial sectors 
deemed by the IMF to be systemically important, financial stability assessments under the FSAP 
are a mandatory part of surveillance under the IMF’s Articles of Agreement, and are to take 
place every five years; for all other jurisdictions, participation in the program is voluntary. In 
developing and emerging market countries, FSAPs are conducted jointly with the World Bank. 
In these countries, FSAP assessments include two components: a financial stability assessment, 
which is the responsibility of the IMF, and a financial development assessment, which is the 
responsibility of the World Bank.  Each individual country’s FSAP concludes with the 
preparation of a Financial System Stability Assessment (FSSA), which focuses on issues of 
relevance to IMF surveillance and is discussed at the IMF Executive Board together with the 
country’s Article IV report. FSAP reports can be accessed at: 
http://www.imf.org/external/NP/fsap/fsap.aspx.  The U.S. last underwent an FSAP assessment in 
2014. 
 
Common Framework for the Supervision of Internationally Active Insurance Groups 
 
Work continues on the development of the Common Framework for the Supervision of 
Internationally Active Insurance Groups (ComFrame), a set of international requirements 



focusing on the group-wide supervision of internationally active insurance groups (IAIGs).  
ComFrame expands upon the ICPs, which generally apply on both a legal entity and group-wide 
level.  ComFrame was initially intended to be a framework for supervisors to efficiently and 
effectively cooperate and coordinate in the regulatory and supervision of IAIGs.  By 
coordinating supervisory activities and information about IAIGs at the group-wide level and 
between group-wide and host supervisors, ComFrame could reduce compliance and reporting 
demands on IAIGs.  The current draft of ComFrame also contains notable requirements on 
companies.  Field testing of ComFrame began in 2014 and continues to evaluate ComFrame in 
practice so that it can be modified prior to formal adoption.  The IAIS is currently scheduled to 
formally adopt ComFrame in 2018, with its members to begin implementing ComFrame 
thereafter. 
 
Solvency II 
 
The European Union is in the process of implementing Solvency II, an E.U. directive, in all 27 
E.U. member states, which went into effect on January 1, 2016.  This directive establishes a 
revised set of E.U.-wide capital requirements and risk management standards to replace the 
current solvency requirements.  The legislation replaces 13 previously existing E.U. insurance 
directives.  The European Insurance and Occupational Pensions Authority (EIOPA) has 
published Solvency II Implementing Technical Standards and Guidelines, which establish 
protocols for the implementation of Solvency II.   
 
Solvency II has a direct impact on companies based in the E.U., but also has global ramifications 
for other reinsurers (called “third-country reinsurers”) located outside the E.U., as all E.U. 
(re)insurers are required, under Solvency II, to assess the default risk on their counterparties 
(e.g., international reinsurance partners).  In this context, the concept of “equivalence between 
regulatory regimes” has been introduced.  The Solvency II “Framework Directive” provides the 
European Commission with the option to evaluate whether a third country regulatory regime – as 
applicable to reinsurance – is equivalent to Solvency II or not.  If a third country’s regulatory 
regime is deemed to be equivalent, reinsurance contracts between an E.U. member company 
cedent and a third-country reinsurance company will be treated in the same way as reinsurance 
contracts with reinsurers based in the E.U. 
 
Global Systemically Important Insurer Designations 
 
The Financial Stability Board (FSB) has tasked the IAIS to identify global systemically 
important insurers (G-SIIs) whose failure, because of their size, complexity, and 
interconnectedness, would cause significant disruption to the global financial system and 
economic activity.  In July 2013, the IAIS published a methodology for identifying global 
systemically important insurers (G-SIIs), and a set of policy measures that will apply to them. 
The FSB has endorsed the methodology and these policy measures.  Using the IAIS assessment 
methodology and based on 2011 data, the FSB, in consultation with the IAIS and national 
authorities, identified in 2013 an initial list of nine G-SIIs to which the policy measures should 



apply. The G-SII list is updated annually, based on information provided by the IAIS and 
published by the FSB each November.  Furthermore, the FSB and IAIS have been developing a 
framework of policy measures that will be applied to G-SIIs, the objective of which is to reduce 
negative external impacts from the potential failure of a G-SII.  The three main types of policy 
measures are: (1) enhanced supervision; (2) effective resolution; and (3) higher loss absorbency. 

No changes to the list were made in 2014.  The FSB published a new G-SII list in November 
2015, which was again composed of nine total insurers, although the list of insurers changed 
from previous years.  Pending further development of the methodology, the FSB, in consultation 
with the IAIS and national authorities, continues to discuss whether any reinsurers should be 
designated as G-SIIs and any appropriate risk mitigating measures for reinsurers.   

U.S.-E.U. Insurance Dialogue Project 
 
In early 2012, FIO and U.S. state regulators began a regulatory dialogue with the European 
Commission (EC) and EIOPA known as the U.S.-E.U. Insurance Dialogue Project.  The 
objective of the project is to increase mutual understanding and enhance cooperation between the 
European Union and the United States in order to promote business opportunity, consumer 
protection and effective supervision.  The project includes a comparison of the E.U. and U.S. 
regimes on seven topics:  (1) professional secrecy/confidentiality; (2) group supervision; (3) 
solvency and capital requirements; (4) reinsurance and collateral requirements; (5) supervisory 
reporting; (6) data collection and analysis; and (7) independent third party review and 
supervisory on-site inspections.  Work continues on the project.   



RAA GLOSSARY OF REINSURANCE TERMS 

Access to Records Clause 
A provision in a reinsurance agreement that allows the Reinsurer access to the Ceding 
Company’s books, records and other documents and information pertaining to the reinsurance 
agreement.  This includes related accounting, underwriting and claims information, for purposes 
of the Reinsurer obtaining information concerning the reinsurance agreement or its subject 
matter. 
 
Accident Year Experience 
Underwriting experience accumulated by matching the total value of all losses occurring during 
a given 12-month period (i.e., the dates of loss fall within the period) with the premiums earned 
for the same period regardless of when the losses are actually reported, booked or paid.  See also 
Calendar Year Experience and Policy Year Experience. 
 
Acquisition Costs 
All expenses directly related to acquiring insurance or reinsurance accounts; i.e., commissions 
paid to agents, brokerage fees paid to brokers, premium taxes and expenses associated with 
marketing, underwriting, contract issuance and premium collection. 
 
Admitted (Authorized) Reinsurance 
Reinsurance for which credit is given in the ceding company’s Annual Statement because the 
reinsurer is licensed or otherwise authorized to transact business in the jurisdiction of domicile of 
the ceding company.  (See also Non-Admitted Reinsurance) 
 
Aggregate Excess of Loss Reinsurance (also known as Excess of Loss Ratio Reinsurance, 
Stop Loss Reinsurance)  
A form of excess of loss reinsurance which, subject to a specified limit, indemnifies the ceding 
company for the amount by which all of the ceding company’s losses (either incurred or paid) 
during a specific period (usually 12 months) exceed either 1) a predetermined dollar amount or 
2) a percentage of the ceding company’s subject premiums earned (loss ratio) for the specific 
period.  
 
Alien (Insurer) 
An insurer domiciled outside the United States and incorporated under the laws of any other 
country. 
 
Annual Statement (also known as Convention Blank, Statutory Annual Statement) 
The annual report format prescribed by the National Association of Insurance Commissioners 
and utilized to submit financial data and related information to insurance regulators.  All states 
use the annual statement blank promulgated by the NAIC, but each state retains the authority to 
make changes in those statements.  Changes made by states generally require only supplemental 
information and do not change the basic financial information. 
 
Arbitration Clause 



A provision found in reinsurance contracts whereby the parties agree to submit their disputes to a 
non-judicial adjudication panel rather than a court of law, generally subject to selection criteria 
and procedures set out in the clause. The arbitration panel produces an award, ultimately 
enforceable by a court of law, binding both parties.  
 
Association (also known as Pool, Syndicate) 
An organization of insurers or reinsurers through which pool members underwrite particular 
types of risks with premiums, losses, and expenses shared in agreed amounts.  Associations may 
be voluntary or involuntary if mandated by insurance laws. 
 
Assume 
To accept an obligation to indemnify all or part of a ceding company’s insurance or reinsurance 
on a risk or exposure subject to the contract terms and conditions. 
 
Assumption 
A procedure under which one insurance or reinsurance company takes over or assumes 
contractual obligations of another insurer or reinsurer.  
 
Assumption of Liability Endorsement 
An endorsement to an insurance policy or reinsurance contract wherein a reinsurer assumes 
insurance obligations or risks, or both, of existing or in-force policies of insurance.  The term is 
distinguished from a cut-through. See Cut-Through Endorsement. 
 
Authorized Reinsurance 
See Admitted Reinsurance. 
 
Base Premium (also known as Premium Base, Subject Premium, Underlying Premium) 
The ceding company’s premiums (written or earned) representing the original exposure forming 
the basis for the reinsurance and to which the reinsurance premium rate is applied to produce the 
reinsurance premium.  This term is usually defined in the reinsurance contract. 
 

Gross Net Earned Premium Income (GNEPI) 
GNEPI represents the earned premiums of the primary company for the lines of business 
covered net, meaning after cancellation, refunds and premiums paid for any reinsurance 
protecting the cover being rated, but gross, meaning before deducting the premium for 
the cover being rated. 
 
Gross Net Written Premium Income (GNWPI) 
Generally, gross written premium less only returned premiums and less premiums paid 
for reinsurance that inure to the benefit of the cover in question.  Its purpose is to create a 
base to which the reinsurance rate is applied.   

 
Basic Capital Requirement (BCR) 
The BCR is a simplified factor-based capital requirement intended for insurers designated as 
systemic (GSIIs) and is intended to be the basis on which additional capital requirements, a.k.a. 
Higher Loss Absorbency (HLA) are applied to GSIIs. 



 
Basis of Attachment/Treaty Experience 
A methodology that determines which original policy losses will be covered under a given 
reinsurance agreement.  There are two types of methodologies: policies attaching and losses 
occurring.  The determination may be based on 1) the effective or renewal date of the original 
policy; or 2) on the date of the loss; or 3) on the date when the reinsured company recorded 
premium or loss transaction.  
 

- Underwriting Year (See also Policies Attaching) 
The effective date of the original policy, rather than the date of loss, determines the basis 
of attachment.  Any losses occurring on policies written or renewed with inception or 
renewal dates during the term of the given reinsurance agreement will be covered by that 
reinsurance agreement irrespective of when the loss actually occurred.  This mechanism 
is often used with “the policies attaching” methodology. 
   

- Accident Year (See also Losses Occurring During) 
The date of the loss under the original policy, rather than the effective date of the original 
policy, that determines the basis of attachment.  Any losses occurring during the 
reinsurance agreement period on policies in force (if any), written or renewed will be 
covered by that reinsurance agreement irrespective of the inception or the renewal date of 
the original policy.  This mechanism is often used with “the losses occurring during” the 
contract period methodology.  

 
- Calendar Year Experience 

The evaluation of loss experience whereby the total value of all losses incurred during a 
given twelve-month period (regardless of the dates of loss or the inception date of the 
policy) is matched with the premiums earned for the same period. As the name implies, 
Calendar Year Experience is usually calculated for a twelve-month period beginning 
January 1st. See also Accident Year Experience and Policy Year Experience. 

  
Binder 
An interim short form contract evidencing coverage, pending issuance by a formal reinsurance 
contract. See Placement Slip and Cover Note.  
 
Bordereau 
A report provided periodically by the Ceding Company detailing the reinsurance premiums 
and/or reinsurance losses and other pertinent information with respect to specific risks ceded 
under the reinsurance agreement. This report typically includes the insured’s name, premium 
basis, policy term, type of coverage, premium and the policy limit.  Alternatively, a bordereau 
could also be the mechanism by which the Ceding Company details losses or claims, include 
insured, claimant, date of loss, description of loss, and financials. 
 
Broker 
An intermediary who negotiates reinsurance contracts between the ceding company and the 
reinsurer(s). The broker generally represents the ceding company and receives compensation in 



the form of commission, and/or other fees, for placing the business and performing other 
necessary services. 
 
Broker Market 
The collective reference to those reinsurance companies that accept business mainly from 
reinsurance intermediaries or brokers. See Direct Writing Reinsurer. 
 
Bulk Reinsurance 
A transaction sometimes defined by statute through which, of itself or in combination with other 
similar agreements, an insurer assumes all or a substantial portion of the liability of the ceding 
company. 
 
Burning Cost (also known as Pure Loss Cost) 
The ratio of the reinsurance losses incurred to the ceding company’s subject premium based 
upon historical experience  for a proposed reinsurance agreement.   
 
Capacity 
The largest amount of insurance or reinsurance available from a company or the market in 
general. Also refers to the maximum amount of business (premium volume) that a company or 
the total market could write based on financial strength or regulatory limitations. 
 
Catastrophe Reinsurance 
A form of excess of loss reinsurance which, subject to a specific limit, indemnifies the ceding 
company in excess of a specified retention with respect to an accumulation of losses to multiple 
insureds and/or policies resulting from an occurrence or series of occurrences arising from one or 
more disasters 
 
Cede 
The action of an insurer of reinsuring with another insurer or reinsurer the liability assumed 
through the issuance of one or more insurance policies by purchasing a contract that indemnifies 
the insurer within certain parameters for certain described losses under that policy or policies.  
This action is described as transferring the risk or a part of the risk from the insurer to the 
reinsurer.  The insurer (the buyer) is called the cedent and the assuming company (the seller) is 
called the reinsurer. 
 
Cedent (also known as Ceding Company, Reassured, Reinsured) 
The issuer of an insurance contract that contractually obtains an indemnification for all or a 
designated portion of the risk from one or more reinsurers. 
 
Ceding Commission 
An amount deducted from the reinsurance premium to compensate a ceding company for its 
acquisition and other overhead costs, including premium taxes. It may also include a profit factor 
and is called a ceding allowance. See Overriding Commission and Sliding Scale Commission. 
 
Ceding Company  
The company that transfers its risk to a reinsurer. See Cedent, Reassured, Reinsured. 



 
Cession 
The portion of insurance ceded by the ceding company to the reinsurer. 
 
Claims Made Coverage 
The provision in a policy of insurance that affords coverage only for claims that are made during 
the term of the policy for losses that occur on or after the retroactive date specified in the policy.  
A claims made policy is said to “cut-off the tail” on liability business by not covering claims 
reported after the term of the insurance policy unless the reporting period is extended by special 
agreement.  (Also see Occurrence Coverage). 
 
Claims Made Basis Reinsurance Agreements 
The provision in a reinsurance contract that affords coverage for claims that occur and are made 
during the contract term, for losses that occur on or after the retroactive date specified in the 
contract. Claims reported during the term of the reinsurance agreement are therefore covered 
regardless of when they occurred. A claims made agreement does not cover claims reported after 
the term of the reinsurance contract unless the reporting period is extended by special agreement. 
 
Clash Cover 
A casualty excess of loss reinsurance agreement with a retention level equal to or higher than the 
maximum limits written under any one reinsured policy or contract reinsured under the 
reinsurance agreement. Usually applicable to casualty lines of business, the clash cover is 
intended to protect the ceding company against accumulations of loss arising from multiple 
insureds and/or multiple lines of business for one insured involved in one loss occurrence. Clash 
cover may also be provided for single policy exposure based on ECO/XPL and run away defense 
costs.  Sometimes referred to as Unknown Accumulation Cover.  
 
Combination Plan Reinsurance 
Elements of two types of reinsurance, Pro-Rata (Quota Share) and Excess of Loss, are combined 
in one reinsurance agreement.  The excess of loss part of the plan protects the company up to a 
specified limit on each risk, each occurrence excess of a fixed net retained line. The pro-rata part 
of the plan protects the company’s net retained lines under the excess part (i.e. after deducting 
the excess of loss recoveries), on a fixed percentage quota share basis. 
 
ComFrame 
The IAIS’s Common Framework for the Supervision of Internationally Active Insurance Groups 
is intended to provide supervisors with a supervisory framework for internationally active 
insurance groups.  
 
Common Account Reinsurance 
Reinsurance which is purchased by the ceding insurer to protect both itself and its reinsurer 
(usually quota share reinsurer) and which applies to net and treaty losses combined. This may 
also be referred to as Joint Account Excess of Loss Reinsurance. 
 
Commutation Agreement 



An agreement between the ceding insurer and the reinsurer that provides for the valuation, 
payment and complete discharge of some or all current and future obligations between the parties 
under particular reinsurance contract(s).  Commutation may be required by the reinsurance 
agreement or may be effected by mutual agreement. 
 
Commutation Clause 
A clause in a reinsurance agreement that provides for the valuation, payment, and complete 
discharge of some or all obligations between the ceding company and the reinsurer, including 
current and future obligations for reinsurance losses incurred.  
 
Contingency Cover 
Reinsurance providing protection for an unusual combination of losses. See Clash Cover. 
 
Continuous Contract 
A reinsurance contract that does not terminate automatically but continues indefinitely unless 
one of the parties delivers notice of intent to terminate. Continuous contract should have an 
anniversary date to satisfy risk transfer requirements and notice of intent to terminate is usually 
required to be delivered a specified number of days (typically 90 days) prior to the anniversary 
date.   
 
Contributing Excess 
A form of excess of loss reinsurance where, in addition to its retention, the ceding company has a 
share of losses in excess of the retention.  This form of reinsurance may also apply to subject 
polices written in excess of underlying insurance or self insured retentions where the reinsurance 
applies to a share of losses within the policies, with the ceding company or other reinsurers 
contributing the remaining share.  When more than one reinsurer shares a line of insurance on a 
risk in excess of a specified retention, each reinsurer contributes towards any excess loss in 
proportion to its original participation in such risk. 
 
Convention Blank  
See Annual Statement, Statutory Annual Statement. 
 
Cover Note 
A written statement issued by an intermediary, broker or direct writer indicating that the 
coverage has been effected and summarizing the terms.  See also Binder and Placement Slip. 
 
Covered Agreements 
Defined under the Dodd-Frank Act, a covered agreement is “a written bilateral agreement or 
multilateral agreement regarding prudential matters with respect to the business of insurance or 
reinsurance that—(A) is entered into between the United States and one or more foreign 
governments, authorities or regulatory entities; and (B) relates to the recognition of prudential 
matters with respect to the business of insurance or reinsurance that achieves a level of 
protection for insurance or reinsurance consumers that is substantially equivalent to the level of 
protection achieved under State insurance or reinsurance regulation.”  The FIO is authorized to 
assist the Treasury Secretary in jointly negotiating covered agreements with the U.S. Trade 
Representative.  To the extent that state law is determined to be inconsistent with a covered 



agreement, and subject to procedural requirements set forth in the Dodd-Frank Act, that law 
would be preempted. 
 
Credit for Reinsurance 
The right of a ceding company under statutory accounting and regulatory provisions to treat 
amounts due from reinsurers as assets or reductions from liability based on the status of the 
reinsurer or collateral provided by the reinsurer. 
 
Credit Carry Forward (CCF) 
The transfer of credit or profit from one accounting period, as defined within the reinsurance 
agreement, to the succeeding accounting period under the existing contract or the replacing 
contract.   See also Deficit Carry Forward 
 
Cut-Off Clause 
The termination provision of a reinsurance contract stipulating that the reinsurer shall not be 
liable for loss as a result of occurrences taking place after the date of termination.  The remaining 
unearned premiums are returned to the ceding company. 
 
Cut-Through Endorsement    
An endorsement to an insurance policy or reinsurance contract which provides that, in the event 
of the insolvency of the insurance company, the amount of any loss which would have been 
recovered from the reinsurer by the insurance company (or its statutory receiver) will be paid 
instead directly to the policyholder, claimant, or other payee, as specified in the endorsement, by 
the reinsurer.  The term is distinguished from an assumption. See Assumption of Liability 
Endorsement.  
 
Deficit Carry Forward (DCF) 
The transfer of deficit or loss from one accounting period, as defined within the reinsurance 
agreement, to the succeeding accounting period under the existing contract or the replacing 
contract.   
 
Deficit and Credit Carry Forward (DCCF) 
Some adjustment features of reinsurance contracts allow for both a deficit and credit carry 
forward.  See Deficit Carry Forward and Credit Carry Forward. 
 
Deposit Premium 
The amount of premium (usually for an excess of loss reinsurance contract), that the ceding 
company pays to the reinsurer on a periodic basis (usually quarterly) during the term of the 
contract. This amount is generally determined as a percentage of the estimated amount of 
premium that the contract will produce based on the rate and estimated subject premium. It is 
often the same as the minimum premium but may be higher or lower. The deposit premium will 
be adjusted to the higher of the actual developed premium or the minimum premium after the 
actual subject premium has been determined. 
 
Direct Writing Reinsurer 



A reinsurance company that transacts business directly with a ceding company and does not 
(ordinarily) accept business from a broker or intermediary. 
 
Dodd-Frank Act 
The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 was passed as a 
response to the late-2000s financial crisis, and is intended to improve financial regulation in the 
U.S. to protect the strength and integrity of the financial markets.  The Dodd-Frank Act 
established the FIO, included the NRRA, and established the FSOC, which establishes a 
methodology for determining which financial institutions embody systemically important risk 
and should be subject to heightened regulation by the Federal Reserve Board, and the OFR 
(created to support the data collection and research efforts of the FSOC).   
 
Drop-Down (also known as Second Event Retention) 
An approach to establishing the retention level in excess of loss reinsurance (usually catastrophe) 
under which the amount of the retention is reduced for the second (or subsequent) loss 
occurrence. The theory is that the ceding company can afford to retain a given retention level on 
one loss, but for additional loss(es) needs protection over the lower retention. 
 
Earned Reinsurance Premium 
A reinsurance term that refers to either 1) that part of the reinsurance premium applicable to the 
expired portion of the policies reinsured, or 2) that portion of the reinsurance premium which is 
deemed earned under the reinsurance contract. 
 
EIOPA 
The European Insurance and Occupational Pensions Authority is part of the European System of 
Financial Supervision consisting of three European Supervisory Authorities and the European 
Systemic Risk Board.  It is an independent advisory body to the European Parliament, the 
Council of the European Union and the European Commission.   
 
Entire Agreement Clause 
A clause in some reinsurance agreements providing that the reinsurance agreement constitutes 
the entire agreement between the parties with respect to its subject matter, superseding all 
previous contracts, written or oral; and that any prior statements, negotiations or representations 
between the parties are merged into the final, written agreement. The clause may also provide 
that any modifications or changes in the agreement must be in writing, and executed by both 
parties. 
 
Estoppel (also known as Non-Waiver Clause) 
A provision in a reinsurance agreement which reserves to the reinsurer every right under the 
reinsurance agreement not previously waived, and to the ceding company every right which had 
not been forfeited. 
 
Evergreen Clause 
A term in a Letter of Credit providing for automatic renewal of the credit for an indefinite 
number of periods until the issuing bank informs its beneficiary of its final expiration. 
 



Excess of Loss Ratio Reinsurance  
A form of reinsurance also known as “aggregate excess of loss reinsurance” under which a 
reinsurer, subject to a specified limit, is liable for all losses, regardless of size, that occur after a 
specified loss ratio or total dollar amount of losses has been reached. See Aggregate Excess of 
Loss Reinsurance, Stop Loss Reinsurance. 
 
Excess of Loss Reinsurance (also known as Non-Proportional Reinsurance) 
A form of reinsurance, which, subject to a specified limit, indemnifies the ceding company for 
the amount of loss in excess of a specified retention. It includes various types of reinsurance, 
such as catastrophe reinsurance, per risk reinsurance, per occurrence reinsurance and aggregate 
excess of loss reinsurance. 
  
Excess Per Risk Reinsurance 
A form of excess of loss reinsurance which, subject to a specified limit, indemnifies the ceding 
company against the amount of loss in excess of a specified retention for each risk involved in 
each occurrence. 
 
Experience Rating 
A method of determining the premium for a reinsurance contract based, in whole or in part, on 
the loss experience of the ceding company during prior or the current contract period(s) as 
specified in the reinsurance contract. See Rating. 
 
Exposure Rating - See Rating 
 
Extended Reporting Period 
An additional period of time affording coverage after termination of a claims-made policy during 
which a claim first made after such termination for injury or damage that occurs on or after the 
retroactive date, if any, but before the policy termination date is covered and may be reported.   
Also see Retroactive Date. 
 
Extra-Contractual Obligations (ECO) 
In reinsurance and insurance, monetary awards or settlements against an insurer for its alleged 
wrongful conduct to its insured, generally arising out of claims handling.  Such payments 
required of an insurer to its insured are extra-contractual in that they are not covered in the 
underlying contract.  
 
Ex Gratia Payment 
Latin: “by favor”.  A voluntary payment made by an insurer or reinsurer in response to a loss for 
which it is not technically obligated under the terms of its contract.  
 
FACI 
The Federal Advisory Committee on Insurance provides advice and recommendations to assist 
FIO in carrying out its statutory authority. 
 
Facultative Certificate of Reinsurance 
A contract formalizing a reinsurance cession on a specific risk. 



 
Facultative Reinsurance 
Reinsurance of individual risks by offer and acceptance wherein the reinsurer retains the ability 
to accept or reject and individually price each risk offered by the ceding company. 
 
Facultative Treaty 
A reinsurance contract under which the ceding company has the option to cede and the reinsurer 
has the option to accept or decline individual risks.  The contract merely reflects how individual 
facultative reinsurances shall be handled. 
 
Facultative Obligatory Treaty (also known as Facultative Semi-Automatic Treaty, 
Facultative Semi-Obligatory Treaty)  
A reinsurance contract under which the ceding company can select and the reinsurer is obligated 
to accept cessions of risks of a defined class, provided the risks fall within the contract 
guidelines.   
 
Financial Reinsurance 
A form of reinsurance that considers the time value of money and has loss containment 
provisions transacted primarily to achieve financial goals, such as capital management, tax 
planning, or the financing of acquisitions.  Also see Finite Reinsurance. 
 
Finite Reinsurance (also known as Financial Reinsurance, Limited Risk Reinsurance, 
Nontraditional Reinsurance, Structured Reinsurance) 
A broad spectrum of treaty reinsurance arrangements that provide reinsurance coverage at lower 
margins than traditional reinsurance, in return for a lower probability of loss to the reinsurer. 
This reinsurance is often multi-year and often provides a means of sharing positive or negative 
claims experience with the cedent beyond that usually provided by traditional reinsurance.   
 
FIO 
The Federal Insurance Office, established by the Dodd-Frank Act, was created to provide federal 
oversight of the insurance and reinsurance industries, although FIO does not have regulatory 
authority.  FIO, along with state insurance regulators, participates at the IAIS on international 
regulatory issues and has the express authority, along with U.S. Trade Representative, to 
negotiate covered agreements with one or more foreign jurisdictions on prudential matters with 
respect to the business of insurance or reinsurance.  FIO is also tasked with the development of 
various reports to Congress on insurance issues, including how to modernize the U.S. system of 
regulation, a report on the global reinsurance market, and a report on the impact of the NRRA on 
state insurance regulators.   
 
Flat Rate - See Rating 
 
Follow the Fortunes 
Follow the fortunes generally provides that a reinsurer must follow the underwriting fortunes of 
its reinsured and, therefore, is bound by the decisions of its reinsured in the absence of fraud, 
collusion or bad faith. It requires a reinsurer to accept a reinsured’s good faith, business-like 
reasonable decision that a particular risk is covered by the terms of the underlying policy. The 



term is often used interchangeably with follow the settlements, and there may be overlap 
between the affect of follow the fortunes and follow the settlements when the “risk” is what 
generated the loss. Follow the fortunes is focused on “risk” determination, not necessarily tied to 
a loss settlement. 
 
Follow the Settlements  
Follow the settlements generally provides that a reinsurer must cover settlements made by the 
reinsured in a business-like manner, provided the settlement is arguably within the terms of the 
reinsured’s policy and the reinsurance agreement and the settlement is not affected by fraud, 
collusion or bad faith. It is an expectation that the reinsurer will abide by the reinsured’s good 
faith determination to settle, rather than litigate, claims under a reinsured policy and not re-
litigate a reinsured’s settlements ceded to the reinsurance agreement. The term is often used 
interchangeably with follow the fortunes, and there may be overlap between the affect of follow 
the settlements and follow the fortunes when the “risk” is what generated the loss. Follow the 
settlements is focused on “loss settlement”, not necessarily tied to a “risk determination” arising 
out of follow the fortunes.  Follow the settlements will not supersede the express terms and 
conditions of the reinsurance agreement. 
 
Foreign Insurance Company 
A U.S. domiciled insurer which is domiciled (incorporated) in a state other than the jurisdiction 
of the insured. 
 
Fronting 
Arrangements by which an insurer, for a specified fee or premium, issues its policies to cover 
certain risks underwritten or otherwise managed by another insurer or reinsurer.  The insurer 
then transfers all, or substantially all, of the liabilities thereunder to such insurers by means of 
reinsurance. 
 
FSAP 
The Financial Sector Assessment Program of the International Monetary Fund is a 
comprehensive assessment of a country’s financial sector.  This includes a financial stability 
assessment and, in developing and emerging markets, a financial development assessment.  In 
jurisdictions with financial sectors deemed by the IMF to be systemically important, financial 
stability assessments under the FSAP are a mandatory part of surveillance under the IMF’s 
Articles of Agreement, and are supposed to take place every five years; for all other jurisdictions, 
participation in the program is voluntary.  In developing and emerging market countries, FSAPs 
are conducted jointly with the World Bank. 
 
FSB 
The Financial Stability Board was established by the G-20 countries to coordinate the work of 
national financial authorities and international standard setting bodies at the international level 
and to develop and promote the implementation of effective regulatory, supervisory and other 
financial sector policies in the interest of financial stability. 
 
FSOC 



The Financial Stability Oversight Council, established under the Dodd-Frank Act, provides 
comprehensive monitoring of the stability of the United States’ financial system. The Council is 
charged with identifying risks to the financial stability of the United States; promoting market 
discipline; and responding to emerging risks to the stability of the United States’ financial 
system.  The Council consists of 10 voting members and 5 nonvoting members and brings 
together the expertise of federal financial regulators, state regulators, and an independent 
insurance expert appointed by the President.  The independent insurance expert is a voting 
member, appointed by the President and confirmed by the Senate for a six-year term.  The 
Director of FIO and a state insurance commissioner selected by the state insurance 
commissioners (through the NAIC) serve as non-voting members. 
 
FSSA 
Financial System Stability Assessment, a written document prepared at the conclusion of each 
country’s FSAP by the International Monetary Fund. 
 
Funded Cover – See Rating 
 
Funds Withheld – See Rating 
 
G20 
The Group of 20 is the name given to the group of 20 finance ministers and central bank 
governors from 20 of the world’s largest economies. It includes 19 countries and the E.U. (which 
itself is composed of 27 member states).  A list of G20 companies can be found at:  
https://www.g20.org/about_g20/g20_members.    
 
G-SIFI 
Global systemically important financial institution, as determined by the FSB.  The FSB defines 
G-SIFIs as “institutions of such size, market importance, and global interconnectedness that their 
distress or failure would cause significant dislocation in the global financial system and adverse 
economic consequences across a range of countries.”   
 
G-SII:  Global systemically important insurer 
Global systemically important insurer, as determined under the IAIS’s assessment methodology.   
G-SIIs are one class of G-SIFIs. 
 
Gross Line 
The total limit of liability accepted by an insurer on an individual risk (net line plus all 
reinsurance ceded). 
 
Ground Up Loss 
The total amount of loss sustained by the ceding company before taking into account the 
credit(s) due from reinsurance recoverable(s). 
 
IAIS 
The International Association of Insurance Supervisors, established in 1994, represents insurance 
regulators and supervisors of more than 200 jurisdictions in nearly 140 countries, constituting 



97% of the world’s insurance premiums. The IAIS acts as the global standard setter for insurance 
regulation.  The IAIS issues Principles, Standards and Guidance to help insurance supervisors set 
regulations and carry out their role in supervising insurance companies. 
 
ICPs 
Insurance Core Principles, Standards, Guidance and Assessment Methodology established by the 
IAIS to provide uniform international standards and guidance for the regulation of the insurance 
industry.  The IAIS encourages members to have the 26 ICPs incorporated or reflected in all of 
its members’ regulatory frameworks.  Although not binding on IAIS member jurisdictions, the 
ICPs are used by the IMF as a basis for carrying out assessments of the insurance sector under 
the Financial Sector Assessment Program (FSAP). 
 
IMF 
International Monetary Fund, an organization of 188 countries, working to foster global 
monetary cooperation, secure financial stability, facilitate international trade, promote high 
employment and sustainable economic growth, and reduce poverty around the world. 
 
Incurred But Not Reported (IBNR) 
An actuarial estimate of amounts required to pay ultimate net losses that refers to losses that have 
occurred but have not yet been fully and finally settled/paid .  IBNR has two components: (1) a 
provision for loss and loss adjustment expense (“LAE”) reserves in excess of the current reserves 
on individual claims that have been reported during the accounting period but which have not yet 
been paid in full, reflecting the potential increase in the value of these claim values when they 
are ultimately paid (IBNER – see below); (2) a provision for loss and LAE reserves on claims 
that have occurred but have not yet been reported during the accounting period (IBNYR – see 
below). 
 
Incurred But Not Enough Reported (IBNER) is a provision in claims and losses already 
reported but which have not yet been paid in full for potential increases in the value of these 
claims when they are ultimately paid; decreases can occur, although infrequently.  It is created 
because reported claims reserves tend to increase from the time a claim occurs until the claim is 
settled. Changes in insurance company case reserves, during the accounting period and 
established by judgment and/or formula, often result from a lag in information on liability and 
damages. 
 
Incurred But Not Yet Reported (IBNYR) is a provision for loss reserves and LAE on losses 
and claims that have occurred but have not been made known to the insurer.   
 
Incurred Loss (also known as Loss Incurred) 
For a specific reinsurance period (typically annual) incurred loss is calculated as  paid losses 
during the period, plus outstanding loss at the end of the period, minus outstanding losses at the 
beginning of the period  irrespective of when the loss actually occurred or when the original 
policy attached. Example: For the period 1/1/XX – 12/31XX, if outstanding losses at 1/1 are 15, 
paid losses during the year are 20, and outstanding losses at 12/31 are 12, then Incurred loss for 
the period 1/1/XX – 12/31/XX = 17 (32-15)  
 



Indexing/Indexation 
A provision, typically in an excess of loss reinsurance contract, whereby the ceding company 
agrees to share the excess reinsurer’s (leveraged) inflation risk. It typically involves a publically 
recognized measure of inflation (e.g., wage inflation index) that is used as a trigger mechanism 
to adjust the excess of loss retention thus allowing changes in inflation to be more equitably 
shared by the cedent and the excess reinsurer. This sharing of inflation risk may be recognized in 
the price of the excess of loss reinsurance. 
 
Insolvency Clause 
A provision  appearing in most reinsurance contracts (because most if not all states require it) 
stating that in the event the reinsured is insolvent the reinsurance is payable directly to the 
company or its liquidator without reduction because of its insolvency or because the company or 
its liquidator has failed to pay all or a portion of any claim.   
 
Interest and Liabilities Agreement 
A reinsurance contract between the ceding insurer and one or multiple reinsurers in which the 
percentage of participation of each reinsurer is specified. 
 
Interlocking Clause 
A provision in a reinsurance agreement designed to allocate loss from a single occurrence 
between two or more reinsurance contract periods.  The provision prorates the reinsured’s 
retention and reinsurance coverage between two or more reinsurance agreement periods, i.e., 
when one loss affects policies assigned to different reinsurance periods, so that the company will 
have one retention and one recovery for the loss involving the two reinsurance periods. 
 
Intermediary Clause 
A contractual provision in U.S. reinsurance agreements in which the parties agree to effect all 
transactions through an intermediary and the credit risk of the intermediary, as distinct from 
other risks, is imposed on the reinsurer. Most intermediary clauses shift all credit risk to 
reinsurers by providing that (1) the ceding company’s payments to the intermediary are deemed 
payments to the reinsurer, (2) the reinsurer’s payments to the intermediary are not payments to 
the ceding company until actually received by the ceding company.  This clause is mandatory in 
some states. 
 
International Capital Standard (ICS) 
The ICS is the proposed permanent international capital standard that is intended to apply to all 
IAIGs. The goal is to develop a global capital standard that will allow comparability of insurers’ 
capital position so that international insurance supervisors can understand and rely on for 
solvency regulation. 
 
IMF:  International Monetary Fund 
International Monetary Fund, an organization of 188 countries, working to foster global 
monetary cooperation, secure financial stability, facilitate international trade, promote high 
employment and sustainable economic growth, and reduce poverty around the world. 
 
IRIS (Insurance Regulatory Information System) Tests 



A series of financial tests developed by the National Association of Insurance Commissioners 
(NAIC) under its Insurance Regulatory Information System (IRIS) to assist states in overseeing 
the financial soundness of insurance companies.  
 
Inuring Reinsurance 
For a particular reinsurance contract a designation of other reinsurance contracts which are first 
applied pursuant to the terms of the particular reinsurance agreement to reduce the loss subject to 
the particular reinsurance agreement. In essence these other “inuring” reinsurances insulate the 
particular reinsurance contract to which they inure.  If the other reinsurances are to be 
disregarded as respects loss to that particular agreement, they are said to inure only to the benefit 
of the reinsured.  Example:  A ceding insurer has a 50% quota share agreement and a per 
occurrence excess of loss contract (i.e., catastrophe reinsurance) for $80 million excess of $20 
million. A catastrophe loss of $100 million occurs.  If the quota share contract inures to the 
benefit of the catastrophe reinsurer, then  the gross loss of $100 million is first allocated to the 
quota share reinsurer who pays $50 million, then the ceding insurer bears the $20 million 
catastrophe retention, and the catastrophe reinsurer indemnifies the ceding insurer to the extent 
of $30 million. If the quota share did not inure to the benefit of the catastrophe reinsurer then the 
catastrophe reinsurer would have had a loss of $80 million after the $20 million retention of the 
ceding insurer and the QS cession would then apply to the remaining $20 million netting the 
cedent’s loss to $10million.  
 
Joint Account Reinsurance 
See Common Account Reinsurance. 
 
Letter of Credit (LOC) 
A financial instrument obtained from a bank that guarantees the availability of funds to be 
collected in the future under a reinsurance contract.  In the noncommercial setting, these are 
known as standby credits in the event of non-performance by the obligor.  Uniform Custom and 
Practices for Document Bearing Credits (2007 rev.) ICC, Pub. No. 600.  See also Evergreen 
Clause.   
 
Limited Risk Reinsurance  
See Financial Reinsurance, Finite Reinsurance, Nontraditional Reinsurance, Structured 
Reinsurance. 
 
Line of Business 
The general classification of business designated by the National Association of Insurance 
Commissioners (NAIC) utilized in the insurance industry to identify the major segments of 
policies that are sold to the general public, i.e., fire, allied lines, homeowners, other liability, 
products liability, auto liability, etc. These are often referenced in the “Business Covered” article 
of reinsurance treaty contracts to designate the classes of business covered by the treaty. Many of 
these general classifications have one or more sub-classifications.  
 
Line Guide 
See Line Sheet. 
 



Line Sheet (also known as Line Guide) 
A schedule included in a reinsurance treaty contract showing the limits of liability to be written 
by a ceding company for different classes of risk and (usually) also showing the amount of each 
respective limit (stated as a number of “lines”) which can be ceded to proportional reinsurance 
treaties. 
 
Loss Adjustment Expense (LAE) 
The expense incurred by the ceding insurer in the defense, cost containment and settlement of 
claims under its policies. It is normally broken down into two categories: Allocated (ALAE) and 
Unallocated (ULAE). ALAE are those expenses that are directly related to (or “allocated” to) a 
specific claim such as the legal defense of a liability claim. These are typically covered by a 
reinsurance contract as a component of reinsured ‘loss”. The elements of loss adjustment 
expenses that are covered by the reinsurance as loss are specified in the terms of the reinsurance 
agreement and may be treated on a proportional basis (the ALAE is shared by the cedent and 
reinsurer in the same proportion as they share the indemnity loss) or it may simply be added to 
the indemnity loss for reinsurance recovery purposes. 
 
By contrast, ULAE are claim expenses that are not directly related to a specific claim and are 
considered part of the ceding insurer’s overhead and cost of doing business. They are not subject 
to reinsurance recovery as loss, but may be considered in determining a commission to be paid 
by the reinsurer to the ceding company (ceding commission) to help offset the ceding company’s 
expenses.  
 
Loss Conversion Factor (also known as Loss Loading or Multiplier) 
A factor applied to the anticipated projected losses (or loss cost) for an excess of loss reinsurance 
agreement in order to develop the reinsurance premium (or rate). This factor provides for the 
reinsurer’s loss adjustment expense, overhead expense, and profit margin as well as the 
perceived “riskiness” of the loss projection, i.e. the degree to which the loss projection lacks 
confidence or credibility. See also Rating. 
 
Loss Corridor 
A mechanism contained in a proportional or an excess of loss agreement that requires the ceding 
insurer to be responsible for a certain amount of ultimate net loss above the company’s 
designated retention and below the designated reinsurance limit, and which would otherwise be 
reimbursed under the reinsurance agreement.  A loss corridor is usually expressed as a loss ratio 
percentage of the reinsurer’s earned premium, or a combined ratio if the reinsurance agreement 
provides for a ceding commission to the company. Loss corridors are employed to mitigate the 
volatility or variability of reinsurance loss projections and pricing risk and to enhance the 
alignment of interests of the ceding insurer and the reinsurer. 
 
Loss Development 
The process of change in the value of claims over time until the claims are fully settled and paid. 
It is measured by the difference between paid losses and estimated outstanding losses at some 
subsequent point in time (usually 12 month periods), and paid losses and estimated outstanding 
losses at some previous point in time.  In common usage it might refer to development on 
reported cases only, whereas a broader definition also would take into account the IBNR claims. 



 
Loss in Excess of Policy Limits 
An amount of loss which exceeds the original policy limits, but is otherwise covered under the 
policy, for which the insurer is potentially responsible by reason of its action or omissions, 
including failure to settle within the policy limits, in defending the insured under the policy. 
Typically an Excess Policy Limits loss is awarded by a court after an insured brings suit against 
its insurance carrier.  
 
Loss Incurred 
See Incurred Loss.  
 
Loss Loading or Multiplier  
See Loss Conversion Factor. 
 
Loss Portfolio  
See Loss Portfolio Transfer. 
 
Loss Portfolio Transfer 
A financial reinsurance transaction in which loss obligations that are already incurred and which 
are expected to ultimately be paid are ceded to a reinsurer.  In determining the premium paid to 
the reinsurer, the time value of money is considered, and the premium is therefore less than the 
ultimate amount expected to be paid.  The difference between the premium paid for the 
transaction and the amount reserved by the cedent is the amount by which the cedent’s statutory 
surplus increases. Other terms used in context with Lloyd’s contracts are loss portfolio-rollover 
and reinsurance to close. Regulations apply to these transactions to ensure that sufficient 
underwriting risk is transferred by the ceding insurer to the reinsurer.  Loss portfolio transfers 
may be used when an insurer is exiting a line of business, for certain long tail occurrence claims, 
or in mergers and acquisitions.   
 
Losses Occurring During (See also Basis of Attachment - Accident Year) 
The provision in a reinsurance contract that designates that the losses to which the reinsurance 
applies are those losses that actually happen during the term of the reinsurance even if the 
original policies that cover the losses are issued (as new or renewal policies) prior to the 
inception of the reinsurance contract. (See also Policies Attaching.) 
 
Loss Rating – See Rating 
 
Management Fee Expense (also may be known as Reinsurance Home Office Expense 
[RHOE], Reinsurer’s Expense, or Reinsurer’s Load) 
A deduction usually expressed as a percentage of ceded premium, in a calculation of profit or 
contingent commission. The amount is intended to account for the reinsurer’s internal expenses.   
 
Maximum Foreseeable Loss / Probable Maximum Loss (PML) 
The worst loss that is foreseeable or probable to occur because of a single event. This term is 
typically used in property reinsurance. 
 



Maximum Possible Loss 
The worst loss that could possibly occur because of a single event. This term is typically used in 
property reinsurance. 
 
Mediation 
A form of alternative dispute resolution in which the parties agree to submit any dispute to a 
neutral mediator, whose purpose and goal is to achieve a mutually acceptable settlement and 
compromise of the dispute, rather than issue a formal ruling and decision on the merits as occurs 
in arbitration. Depending upon the parties’ agreement, the results of mediation can be binding or 
non-binding.  
 
Minimum Premium 
An amount of premium which will be charged (usually for an excess of loss reinsurance 
contract), notwithstanding that the actual premium developed by applying the rate to the subject 
premium could produce a lower figure. See Deposit Premium.  
 
Mortgagee Endorsement 
An endorsement to an insurance policy covering the policyholder’s mortgaged property to 
provide that, in the event of the insolvency of the insurance company, the reinsurer shall pay 
directly to the mortgagee and/or the policyholder the amount of loss that would have been 
recovered from the reinsurer by the insurance company. The endorsement may provide that the 
reinsurer will pay the full loss amount in accordance with the insurance protection afforded by 
the insurance company.  Similar in concept to the Cut-Through Endorsement. 
       
National Association of Insurance Commissioners (NAIC) 
An association of the chief insurance regulatory officials of the 50 states, the District of 
Columbia, American Samoa, Guam, North Mariana Island, Puerto Rico and the Virgin Islands. 
 
NBCR 
An acronym referring to nuclear, biological, chemical and radiological exposures, which may be 
defined in the reinsurance agreement, for purposes of excluding, limiting or providing 
reinsurance coverage. This term is most often used in connection with defining what, if any, 
reinsurance coverage is provided for losses resulting from terrorism events.  
 
Net Retained Liability 
The amount of insurance that a ceding company keeps for its own account and does not reinsure 
in any way. It is the amount of loss that a cedent retains after all available reinsurance recoveries 
(except in some instances for catastrophe reinsurance). See also Net Loss. 
 
Net Loss 
The amount of loss sustained by an insurer after making deductions for all recoveries, salvage 
and all claims upon reinsurers, with specifics of the definition derived from the reinsurance 
agreement. See also Net Retained Liability.  
 
Nine-Months Rule  



A contract signature rule adopted by the National Association of Insurance Commissioners 
generally imposing a nine-month time limit from the effective date of the treaty reinsurance 
agreement to the time when the treaty reinsurance contract must be actually executed by the 
ceding company and the reinsurer or, in the case of multiple reinsurers, the lead designated 
reinsurer.  The rule enables the ceding company to comply with statutory and/or regulatory 
requirements and receive accounting treatment as prospective, as opposed to retroactive 
reinsurance. 
 
Ninety-Day Rule 
An account balance aging rule established by the National Association of Insurance 
Commissioners that provides that an insurer or reinsurer must age certain balances on Schedule F 
of the annual statement for reinsurance recoverables over ninety days past due for which the 
company may need to establish an uncollectible provision.  
 
Non-Admitted Reinsurance  
Reinsurance placed with a reinsurer that does not have authorized or equivalent status in the 
jurisdiction of domicile of the ceding company and for which the ceding insurer may not take 
accounting credit in the ceding insurer’s Annual Statement without the reinsurer posting security. 
(See also Admitted Reinsurance.)  
 
NRRA:  The Non-Admitted and Reinsurance Reform Act, part of the Dodd-Frank Act, is a 
federal effort to streamline state regulation of U.S. reinsurers.  The reinsurance section of the 
NRRA provides in relevant part that: (1) the cedent’s domiciliary regulator is the sole decision 
maker of that company’s credit for reinsurance; (2) states cannot apply their insurance laws on 
an extraterritorial basis; and (3) the reinsurer’s domiciliary regulator is the sole regulator of its 
solvency. 
 
Non-Proportional Reinsurance 
See Excess of Loss Reinsurance. 
 
Nontraditional Reinsurance  
See Financial Reinsurance, Finite Reinsurance, Limited Risk, Structured Reinsurance, 
Reinsurance. 
 
Non-Waiver Clause  
See Estoppel. 
 
Novation 
A three party reinsurance transaction wherein a new party “steps into the shoes” of the party to 
an existing contract.  The substitution of a new contract, debt or obligation for an existing one, 
between the same or different parties.  A novation may substitute a new party and discharge one 
of the original parties to a contract by agreement of all parties.  The requisites of a novation are 
1) a previously valid obligation; 2) an agreement of all the parties to a new contract; 3) the 
extinguishment of the old obligation; and 4) the validity of the new obligation. 
 
NRRA 



The Non-Admitted and Reinsurance Reform Act, part of the Dodd-Frank Act, is a federal effort 
to streamline state regulation of U.S. reinsurers.  The reinsurance section of the NRRA provides 
in relevant part that: (1) the cedent’s domiciliary regulator is the sole decision maker of that 
company’s credit for reinsurance; (2) states cannot apply their insurance laws on an 
extraterritorial basis; and (3) the reinsurer’s domiciliary regulator is the sole regulator of its 
solvency. 
 
Obligatory Treaty 
A reinsurance contract under which the subject business must be ceded by the insurer in 
accordance with contract terms and must be accepted by the reinsurer. 
 
Occurrence 
A frequently used term in reinsurance referring to an incident, happening or event which triggers 
coverage under an occurrence-based reinsurance agreement. The definition of an occurrence will 
vary, depending upon the intent and interests of the parties and may not necessarily match the 
definition of occurrence in the original policy 
 
Occurrence Coverage 
A policy covering claims that arise out of damage or injury that took place during the policy 
period (or reinsurance contract period when used to describe reinsurance coverage) regardless of 
when claims are made.  Most commercial general liability insurance is written on an occurrence 
form.  Contrast with Claims-Made coverage.  
 
Occurrence Limit 
A provision in most property per risk reinsurance contracts that limits the reinsurer’s liability for 
all risks involved in one occurrence.  See Occurrence. 
 
Offset (also known as Setoff) 
The netting of amounts due between two parties as provided for by common law, contract law, 
statutory law, regulatory law and/or judicial law.  Some reinsurance contracts contain a mutual 
right of offset, while others may operate only for one party’s benefit or remain silent.  Offset 
may be allowed under all contracts between the parties or only under that specific contract.  State 
insurance rules may address offset in insolvency. 
 
OFR 
The Office of Financial Research, created by the Dodd-Frank Act, is tasked with supporting the 
efforts of the FSOC in monitoring systemic risk, collecting and assessing data, performing 
applied research on these issues and developing tools for risk measurement and monitoring.    
 
Original Conditions Clause 
A provision in a reinsurance agreement which incorporates by reference all of the terms (as well 
as amendments, modifications, alterations and waivers) of the original policy written by the 
ceding company that are not otherwise addressed in the reinsurance agreement. See also Follow 
the Fortunes. 
 
Outstanding Cash Advance (“O.C.A.”) 



A method of funding by the reinsurer using a cash advance in connection with a securitization 
provision contained in a reinsurance agreement requiring the reinsurer to secure its outstanding 
obligations under the agreement as of a particular point in time.  The cash advance is held by the 
company in trust for the reinsurer in an interest bearing account or invested by the company in 
acceptable securities.  The amount of the cash advance is subject to adjustment at given intervals 
as the reinsurer’s obligations change, as defined in the securitization provision.  Generally, 
should the reinsurer fail to perform its payment obligations under the reinsurance agreement, the 
company may utilize the outstanding cash advance to meet such obligations.  Also see Trust and 
Unauthorized Reinsurance. 
 
Outstanding Loss Reserve (OLR, O/S) 
For an individual claim, an estimate of the amount the insurer expects to pay for the reported 
claim, prior to the final settlement of the claim.  For total claims , estimates of expected 
payments for all reported and unreported claims.  May include amounts for loss adjustment 
expenses. See Incurred But Not Reported (IBNR), Incurred Losses and Loss Development.  
 
Over-Line 
The amount of insurance or reinsurance that exceeds the insurer’s or reinsurer’s normal capacity.  
This is inclusive of automatic reinsurance facilities.  
 
Overriding Commission 
1) In reinsurance or retrocession business (typically proportional treaties) an allowance paid to 
the ceding company over and above the actual acquisition and related cost to produce and 
underwrite the original business.  
 
Participating Reinsurance (also known as Proportional, Pro Rata Reinsurance, Quota 
Share) 
A generic term describing all forms of quota share and surplus reinsurance in which the reinsurer 
shares a pro rata portion of the losses and premiums of the ceding company. 
 
Payback 
A method of reinsurance rating under which the price is based on how frequently a limits loss 
might occur over a period of time based on historical or projection indications.  Thus, if the 
indicated or projected loss would occur only once in five years, the price would be set (without 
regard to expenses and profit margins) to be equal to the limit divided by five and the contract 
would thus be said to have a “five year payback.” Inverse calculation with Rate on Line. 
   
Placement Slip 
A temporary agreement outlining reinsurance terms and conditions  for which coverage has been 
effected, pending replacement by a formal reinsurance contract. Also known as a binder, 
confirmation, slip and in some circumstances, cover note.  The use of placement slips has been 
reduced as a result of “contract certainty” and other “full contract at inception” initiatives. 
 
Pool  
See Association, Syndicate. 
 



Policies Attaching (See also Basis of Attachment Underwriting Year) 
The provision in a reinsurance contract that designates that the losses to which the reinsurance 
applies are those losses that are covered under those original policies that are issued (as new or 
renewal policies) during the term of the reinsurance even if the actual date of the original loss 
happened after the termination of the reinsurance contract. (See also Loss Occurring During.)  
 
Portfolio 
A reinsurance term that defines a body of: 1) insurance (policies) in force (premium portfolio), 2) 
outstanding losses (loss portfolio), or 3) company investments (investment portfolio). The 
reinsurance of all existing insurance, as well as new and renewal business, is therefore described 
as a running account reinsurance with portfolio transfer or assumption. 
     
Portfolio Reinsurance 
The transfer of portfolio via a cession of reinsurance; the reinsurance of a runoff.  Only policies 
in force (or losses outstanding) are reinsured, and no new or renewal business is included.  
Premium or loss portfolios, or both, may be reinsured.  The term is sometimes applied to the 
reinsurance by one insurer of all business in force of another insurer retiring from an agency 
from a territory or from the insurance business entirely.    
 
Portfolio Return 
If the reinsurer is relieved of liability (under a pro rata reinsurance) for losses happening after 
termination of the treaty or at a later date, the total unearned premium reserve on business left 
unreinsured (less ceding commissions thereon) is normally returned to the cedent.  Also known 
as a return portfolio or return of unearned premium. 
  
Portfolio Run-Off  
Continuing the reinsurance of a portfolio until all ceded premium is earned, or all losses are 
settled, or both.  While a loss runoff is usually unlimited as to time, a premium run-off can be for 
a specified duration.   
 
Premium Base   
See Base Premium, Subject Premium, Underlying Premium. 
 
Primary 
In reinsurance, this term is applied to the nouns: insurer, insured, policy and insurance and means 
respectively: 1) the insurance company that initially originates the business, i.e., the ceding 
company; 2) the policyholder insured by the primary insurer; 3) the initial policy issued by the 
primary insurer to the primary insured; 4) the insurance covered under the primary policy issued 
by the primary insurer to the primary insured (sometimes called “underlying insurance”). 
 
Priority  
The term used in some reinsurance markets outside the U.S. to mean the retention of the primary 
company in a reinsurance agreement.  
 
Profit Commission 



A commission feature whereby the cedent is allowed a commission based on the  profitability of 
the reinsurance contract after an allowance for the reinsurer’s expense and profit margin. 
 
Proportional Reinsurance 
See Quota Share, Pro Rata Reinsurance, Surplus Reinsurance. 
 
Pro Rata Reinsurance (also known as Quota Share, Proportional, or Surplus Reinsurance) 
A generic term describing all forms of quota share and surplus reinsurance in which the reinsurer 
shares a pro rata portion of the losses and premiums of the ceding company. 
 
Prospective Rating – See Rating 
      
Provisional Rate, Premium, or Commission 
Tentative amounts applicable to either rate, premium or commission set at the start of the 
contract and subject to subsequent adjustment. 
 
Pure Loss Cost  
See Burning Cost. 
 
Quota Share Reinsurance 
A form of pro rata reinsurance (or proportional reinsurance) indemnifying the ceding company 
for an established percentage of loss on each risk covered in the contract in consideration of the 
same percentage of the premium paid to the ceding company.  This may also be known as “first 
dollar ground up” reinsurance although it can be used for “Excess” original business such as 
original Umbrella or Excess policies. 
 
Rate 
The percent or factor applied to the ceding company’s subject premium that results in the 
reinsurance premium for excess of loss reinsurance. 
 
Rate On Line 
A percentage derived by dividing reinsurance premium by reinsurance limit; the inverse is 
known as the payback or amortization period.  For example, a $10 million catastrophe cover with 
a premium of $2 million would have a rate on line of 20 percent and a payback period of 5 years. 
 
Rating/Pricing 
There are two basic approaches for pricing of reinsurance contracts : exposure rating and 
experience rating.  Both methods can be used as separate rating approaches or may be weighted 
together to calculate the expected loss for a contract that is then used as the basis for pricing the 
reinsurance.    
 

- Experience Rating (also known as Loss Rating) 
An approach by which the expected loss is determined based on the ceding company’s 
historical loss experience, actual and reconstructed (e.g., trended, developed – brought to 
current levels). 

 



- Exposure Rating 
An approach by which the expected loss is determined based on analysis of the exposure 
(e.g., limits, classes, etc) inherent in the business being covered by the contract based on 
industry experience for the same type of business (rather than on the actual historical loss 
experience of the company). 

 
- Flat Rate 

1) A fixed insurance premium rate not subject to any subsequent adjustment. 2) A 
reinsurance premium rate applicable to the entire premium income derived by the ceding 
company from the business ceded to the reinsurer as distinguished from a rate applicable 
to excess limits. 

 
- Funded Cover  

A type of excess of loss reinsurance agreement under which the reinsured company pays 
an agreed upon premium to build a fund (which is held by the insurer or reinsurer 
pursuant to the terms of the agreement) from which to pay covered losses. Since that fund 
reduces the reinsurer’s risk that losses will exceed the fund, the Reinsurer agrees to 
accept a reduced reinsurance margin. Any excess monies in the fund will be returned to 
the appropriate party pursuant to the terms of the contract.  Funded covers that do not 
transfer sufficient insurance risk to the reinsurer must be accounted for as deposits. 

 
- Funds Withheld  

A provision in a reinsurance treaty under which the premium due the reinsurer is 
withheld and not paid by the ceding company to enable the ceding company to reduce its 
liability for unauthorized reinsurance with respect to credit for reinsurance in its statutory 
statement. Funds withheld may also be used to reduce the ceding company’s exposure to 
credit risk from a reinsurer. The reinsurer’s asset, in lieu of cash, is “funds held by or 
deposited with reinsured companies.” 

 
- Prospective Rating (also known as Flat Rating) 

A formula for calculation of reinsurance premium for a specified period where a fixed 
rate is promulgated  and the premium for the current period is calculated by multiplying 
the fixed rate by the current period subject premium.   

 
- Retrospective Rating (also known as Self Rating, Swing Rating, and Loss Rating) 

A formula for calculation of reinsurance premium for a specified period where a 
provisional rate is promulgated which is adjusted (subject to minimum and maximum) 
based on the current period actual loss experience.  Premium for the current period is then 
calculated by multiplying the adjusted rate by the by the current period subject premiums.   

 
o Loss Loaded Rating (also known as Expense Loaded) 

A type of retrospective rate adjustment using the same period losses multiplied by 
a loss load and/or expense load. 

 



o Margin Plus Rating 
A type of retrospective rate adjustment using the same period losses expressed as 
a ratio of earned premium for the same period plus a fixed margin. 

 
- Cessions Basis (also known as Cessions Made, Cessions Schedule) 

A reinsurance pricing mechanism used on casualty reinsurance contracts where a 
premium for each reinsured policy is ceded to Reinsurer individually based on the 
exposure of the policy limits to the reinsurance limits (usually based on Increased Limit 
Factors). 

 
Reassured  
See Cedent, Ceding Company, Reinsured. 
 
Reciprocity 
A mutual exchange of reinsurance between two or more companies. 
 
Reinstatement Clause 
A provision in a reinsurance contract stating that, when the amount of reinsurance coverage 
provided under a contract is reduced by the payment of loss as the result of one occurrence, the 
reinsurance coverage amount is automatically reinstated for the next occurrence, sometimes 
subject to the payment of a specified reinstatement premium.  Reinsurance contracts may provide 
for an unlimited number of reinstatements or for a specific number of reinstatements.  See 
Reinstatement Premium.  
 
Reinstatement Cover  
A type of reinsurance that provides a ceding company all or a portion of the ceding company’s 
contract or program limits that were eroded under a reinstatement clause in the original 
reinsurance agreement. The reinstatement cover is normally a separate agreement and the term 
usually incepts immediately after  the date of the last loss, running through the end of the original 
coverage period.  Customarily, the reinstatement cover provides only a single limit and is not 
likely to include a reinstatement provision.  For example, after the major windstorms of 2004 and 
2005, ceding companies that sustained losses reinsured under their reinsurance contracts may 
have lacked sufficient reinsurance protection for the remainder of the year. In such an instance, 
those insurers might attempt to secure reinsurance to replace that no longer available under the 
original contracts. 
 
Reinstatement Premium 
An additional reinsurance premium that may be charged for reinstating the amount of 
reinsurance coverage reduced as the result of a reinsurance loss payment under a reinsurance 
contract, typically a “Cat” or “Clash” cover/program.  See Reinstatement Clause. 
 
Reinstatement Premium Cover 
A contract that reimburses a ceding company for all or part of an additional premium that is or 
was required to be paid to the reinsurer to effect a reinstated limit on another contract or 
contracts, typically a “Cat” or “Clash” cover / program.” 
 



Reinsurance 
The transaction whereby the assuming insurer (“reinsurer”), in consideration of premium paid, 
agrees to indemnify another insurer (“ ceding company) against all or part of the loss which the 
latter may sustain under a specific policy or group of policies which it has issued. 
 
Reinsurance Home Office Expense (RHOE)  
See Management Fee Expense, Reinsurer’s Expense. 
 
Reinsurance Premium 
The consideration paid by a ceding company to a reinsurer for the coverage provided by the 
reinsurer. 
 
Reinsured  
See Cedent, Ceding Company, Reassured. 
 
Reinsurer 
The insurer that assumes all or a part of the insurance or reinsurance risk written by another 
insurer. 
 
Reinsurer’s Expense  
See Management Fee Expense, Reinsurance Home Office Expense [RHOE]. 
 
Reports and Remittances Clause 
The contract clause that specifies the types, timing and frequency of reports that are due to the 
reinsurer and usually outlines the format and content of the reports.  Stipulates when adjustments 
and balances (if any) are due to either party. 
 
Reserve 
An amount which is established to provide for payment of a future obligation. 
 
Retention 
The amount of risk the ceding company keeps for its own account or the account of others. 
 
Retroactive Date 
The date on a claims made policy or reinsurance contract which triggers the beginning period of 
coverage for occurrences commencing prior to the effective date of the policy.  A retroactive 
date is not required.  If one is shown on a claims made policy, any claim made during the policy 
period on a loss that occurred before the retroactive date will not be covered.  In reinsurance, 
losses occurring before the contract term are sometimes covered by the addition of “retroactive” 
coverage to the contract. 
 
Retroactive Reinsurance 
A contract that covers past insurable losses/losses that have already occurred, such as a loss 
portfolio transfer. 
 
Retrocede 



The action of a reinsurer of reinsuring another reinsurer for its liability assumed under one or 
more reinsurance contracts with primary insurance companies or with other reinsurers.  The 
reinsurer seeking protection may purchase a reinsurance contract or contracts that will indemnify 
it within certain parameters for certain described losses it may incur under that reinsurance 
contract or contracts.  This action is described as transferring the risk or a part of the risk.   The 
reinsurer seeking protection (the buyer) is called the retrocedent and the reinsurer providing the 
protection (the seller) is called the retrocessionaire. 
 
Retrocedent 
A reinsurer who reinsures all or part of its assumed reinsurance with another reinsurer 
 
Retrocession 
The reinsuring of reinsurance.  A reinsurance transaction whereby a reinsurer, known as a 
retrocedent, cedes all or part of the reinsurance risk it has assumed to another reinsurer, known as 
a retrocessionaire. See Reinsurance. 
 
Retrocessionaire 
A reinsurer who assumes reinsurance from another reinsurer. 
 
Retrospective Rating (also known as Self Rating, Swing Rating) 
See Rating.  
 
Risk  
- A term which defines uncertainty of loss, chance of loss, or the variance of actual from 
expected results as it relates to coverage provided under an insurance or reinsurance contract.   
 
- Also, the term is used to identify the object of insurance protection, e.g., a building, an 
automobile, a human life, or exposure to liability.  In property reinsurance, each ceding company 
customarily makes its own rules for defining a risk in its underwriting guidelines or “line 
guides”. Some property reinsurance contracts contain definitions of what constitutes “a risk.” 
 
Risk Based Capital (RBC) 
A method utilized by insurance regulatory authorities to determine the minimum amount of 
capital required of an insurer to support its operations and write coverage.  The insurer’s risk 
profile (i.e., the amount and classes of business it writes) is used to determine its risk based 
capital requirement.  
 
RBC Ratio Percentage   
Current surplus measured to RBC.  Company or regulatory action may be required at various 
levels. 
 
Risk Transfer 
A key element of reinsurance, whereby insurance risk is shifted from the reinsured to the 
reinsurer under a reinsurance agreement.  In order for a reinsured to receive statutory and GAAP 
credit for reinsurance, a threshold of both underwriting risk and timing risk transfer must be 
achieved.  See Risk. 



 
Run-Off 
A termination provision of a reinsurance contract that stipulates that the reinsurer remains liable 
for loss as a result of occurrences taking place after the date of termination for reinsured policies 
in force at the date of termination until their expiration or for a specified time period. 
 
Schedule F 
The schedule within the Annual Statement that provides information on a company’s reinsurance 
transactions. 
 
Second Event Retention 
See Drop-Down. 
 
Self Rating 
See Retrospective Rating, Swing Rating. 
 
Service of Suit Clause 
A clause in U.S. reinsurance contracts, typically utilized for non-U.S. reinsurers, whereby the 
reinsurer agrees to submit to any court of competent jurisdiction in the United States, which 
provides a legal basis for the enforcement of arbitration awards. The clause names a U.S. agent 
to accept service of process on behalf of the reinsurer for purposes of the ceding company 
gaining U.S. jurisdiction against the reinsurer. It is not intended to supersede the contracting 
parties’ obligation to arbitrate disputes, but to provide a mechanism to enforce awards. 
 
Setoff 
See Offset. 
 
Severability Clause 
A clause in some reinsurance agreements providing that, should any part of the agreement be 
found illegal or otherwise unenforceable, the remainder of the agreement will continue in force 
while the illegal part will be severed from the agreement, or in some cases, modified to remove 
the illegality. Severability may apply to the entire agreement or be limited to a specific provision 
that may present enforceability issues. 
For example, in jurisdictions where punitive damages are uninsurable, a severability clause in an 
Extra Contractual Obligations provision (or as a separate clause) will preserve the overall 
enforceability of the provision, even though a portion of the ECO provision has been invalidated. 
 
Sidecar 
A special purpose vehicle designed to allow investors to assume the risk and share in the profits 
or losses on a group of insurance policies (a “book of business”) written by a particular insurer or 
assumed by a particular reinsurer (collectively “re/insurer”). A re/insurer will usually only cede 
the premiums associated with a book of business to such an entity if the investors place sufficient 
funds in the vehicle to ensure that it can meet claims if they arise. Typically, the liability of 
investors is limited to these funds. The vehicle is often formed as an independent company and 
to provide additional capacity to the re/insurer to write property catastrophe business or other 
short tail lines. The original capacity is usually provided through a quota share or similar type 



arrangement. The re/insurer normally charges a fee (ceding commission) for originating and 
managing the sidecar business and may sometimes also receive a profit commission if the book 
of business is profitable. Because the investors’ capital is usually intended to be invested in this 
vehicle for a short-term, the sidecar has a limited existence, often for only one year, after which 
investors may withdraw their investment. These structures have become quite prominent in the 
aftermath of Hurricane Katrina as a vehicle for re/insurers to add risk bearing capacity, and for 
investors to participate in the potential profits resulting from sharp price increases in 
re/insurance. 
 
Sliding Scale Commission 
A commission adjustment on earned premiums whereby the actual commission varies inversely 
with the loss ratio, subject to a maximum and minimum. 
 
SMI (Solvency Modernization Initiative) 
The NAIC’s Solvency Modernization Initiative, which began in 2008, is “a critical self-
examination of the United States’ insurance solvency regulation framework and includes a 
review of international developments regarding insurance supervision, banking supervision, and 
international accounting standards and their potential use in U.S. insurance regulation.”  The 
SMI is focused on five key solvency areas: capital requirements, international accounting, 
insurance valuation, reinsurance, and group regulatory issues.   
 
Solvency II 
An initiative of the E.U. to undertake a “fundamental review of the capital adequacy regime for 
the European insurance industry.”  It aims to establish a revised set of EU-wide capital 
requirements and risk management standards that will replace the current solvency requirements.  
The Solvency II Directive is intended to become effective on January 1, 2016.   
 
Special Acceptance 
The specific agreement by the reinsurer, upon the request of the cedent, to include under a 
reinsurance contract a risk not normally included within the terms of the contract.  Special 
acceptance is generally covered in a special acceptance provision. 
 
Special Termination Clause 
A clause found in reinsurance contracts providing that, upon the happening of some specified 
condition or event, such as the insolvency, merger, loss in credit rating or decline in policyholder 
surplus of one party, the other party may fully terminate the contract earlier than would 
otherwise be required, had such condition or event not happened. The clause should state which 
party may initiate the termination, the notice requirements, the triggering conditions or events 
necessary, the effective date of termination, and the method of terminating existing business (i.e., 
whether on a cut-off or run-off basis).  Termination by the reinsurer of a contract may be 
detrimental to the liquidation of a ceding company and may be rejected by regulators. 
 
Standard Premium 
The insurance premium determined on the basis of the insurer’s authorized rates multiplied by 
the experience modification factor. The standard premium is usually not the final premium that 
the insured pays. It excludes the effects of some pricing programs, such as premium discounts, 



schedule rating, deductible credits, retrospective rating, and expense constants that are reported 
in statistical classes. 
 
Statutory Annual Statement 
See Annual Statement, Convention Blank. 
 
Stop Loss Reinsurance 
See Aggregate Excess of Loss Reinsurance or Excess of Loss Ratio Reinsurance. 
 
Structured Reinsurance 
See Financial Reinsurance, Finite Reinsurance, Limited Risk Reinsurance, Nontraditional 
Reinsurance. 
 
Structured Settlements 
The settlement of a casualty or workers’ compensation claim involving periodic annuity 
payments over an extended period of time, rather than in one up-front, lump sum cash payment. 
There may be certain advantages to a claimant under a structured settlement, including tax 
treatment of interest under the Internal Revenue Code, that are not present under a lump sum 
cash settlement. Structured settlements are designed to guard against the early dissipation of 
settlement proceeds by recipients, who are often minors or those in need of life-time care as a 
result of their injuries. 
 
Subject Premium 
See Base Premium, Premium Base, Underlying Premium. 
 
Subrogation 
The assignment of a contractual right of an insured or reinsured by terms of the policy or a 
contract or by law, after payment of a loss, of the rights of the insured to recover the amount of 
the loss from one legally liable for it. The ceding insurer and reinsurer can agree how 
subrogation rights and recoveries will be addressed and handled under the reinsurance 
agreement. 
 
Sunrise Clause 
A clause in casualty reinsurance contracts that provides coverage for losses reported to the 
reinsurer or the company, as applicable, during the term of the current reinsurance contract, but 
resulting from occurrences that took place during a prior period. Sunrise clauses are used to 
reactivate coverage that no longer exists due to the existence of a sunset clause. See Sunset 
Clause. 
 
Sunset Clause 
A clause in casualty reinsurance contracts that provides that the reinsurer will not be liable for 
any loss that is not reported to the reinsurer within a specified period of time  (typically 5, 7 or 
10 years) after the expiration of the reinsurance contract. See Sunrise Clause. 
 
Surplus Reinsurance (also known as Surplus Share Reinsurance or Variable Quota Share 
Reinsurance) 



A form of pro rata reinsurance under which the ceding company cedes that portion of its liability 
on a given risk which is greater than the portion of risk the cedent retains (i.e., net line), and the 
premiums and losses are shared in the same proportion as the ceded amount bears to the total 
limit insured on each risk. 
 
Surplus Share Reinsurance 
See Surplus Reinsurance, Variable Quota Share Reinsurance. 
 
Swing Rating 
See Rating- Retrospective Rating. 
 
Syndicate (See Association, Pool.) 
Lloyd’s Syndicate refers to an entity composed of corporate and/or individual members formed 
for the purpose of underwriting insurance and/or reinsurance at Lloyd’s, London. 
 
Target Risk 
In property reinsurance, certain risks (for example, particular bridges, tunnels, fine arts 
collections, and property of similarly high value and exposure) that are expressly excluded from 
coverage under reinsurance treaties.  
 
Such risks may require individual acceptance under facultative contracts. 
 
Term Contract 
A form of reinsurance contract written for a stipulated term (usually one year). The contract 
automatically expires at the end of the term and renewal must be negotiated. See also Continuous 
Contract. 
 
Total Insurable Value (TIV) 
The total values for insured perils and coverages for a particular risk, whether or not insurance 
limits have been purchased to that amount. 
 
Total Insured Value Clause 
An exclusion that prevents a reinsurer’s over-lining on a single large risk (usually excess of $250 
million) caused by a potential accumulation of property limits from two or more ceding 
companies. The customary exception to the exclusion applies to risks insured 100 percent by one 
insurer or specifically listed classes (such as apartments, offices, hotels, hospitals, etc.). 
 
Treaty 
A reinsurance contract under which the reinsured company agrees to cede and the reinsurer 
agrees to assume a portfolio of risks of a particular class or classes of business. 
 
Treaty Experience 
Accident Year (see Basis of Attachment/Experience) 
Underwriting Year (see Basis of Attachment/Experience) 
Calendar Year (see Basis of Attachment/Experience) 
 



TRIP 
The Terrorism Risk Insurance Program was established with the passage of the Terrorism Risk 
Insurance Act in 2002.  The program provides shared public and private compensation for 
certain insured losses resulting from a certified act of terrorism.  TRIP was reauthorized, with 
modifications, in 2005, 2007 and 2015.  The current expiration date of TRIP is December 31, 
2020. 
 
Trust Agreements 
An agreement establishing a trust arrangement, which may be utilized as a mechanism by the 
reinsurer for purposes of securing its obligations to the ceding company to satisfy securitization 
requirements that might apply to the reinsurer under the terms of a reinsurance agreement. 
Under the trust arrangement, a legal entity is created by a grantor (usually the reinsurer) for the 
benefit of a designated beneficiary (usually the ceding company). The trustee (generally a 
financial institution) holds a fiduciary responsibility to handle the trust’s corpus assets and 
income for the economic benefit of the beneficiary, in accordance with the terms of the trust. In 
the event that the reinsurer defaults in its payment obligations to the ceding company under the 
terms of the reinsurance agreement, the trustee may release funds from the corpus of the trust to 
satisfy such obligations to the ceding company, in accordance with the terms of the trust. In 
reinsurance, such an agreement is typically established to permit a licensed ceding company to 
take credit for non-admitted reinsurance up to the value of the assets in the trust. 
 
Ultimate Net Loss 
1) In reinsurance, the measure of loss to which the reinsurance applies, as determined by the 
reinsurance agreement. 2) In liability insurance, the amount actually paid or payable for the 
settlement of claims for which the reinsured is liable (including or excluding defense costs) after 
deductions are made for recoveries and certain specified reinsurance. 
 
Unauthorized Reinsurance (See Non-Admitted Reinsurance) 
 
Unearned Premium Portfolio 
The sum of all unearned premium for in force policies of insurance under the reinsurance 
agreement, often with respect to a particular block, book or class of business during a particular 
period. 
 
Unearned Premium Portfolio Rollover 
A term describing an accounting transaction in which an unearned premium portfolio is carried 
forward from one accounting period to the following accounting period under an existing 
contract or a renewal. 
 
Unearned Premium Reserve 
The reserve amount included in the company’s financial statements for unearned premiums with 
respect to the insurance policies or reinsurance agreements as of a particular point in time. 
Unearned premiums are the sum of all the premiums representing the unexpired portions of the 
policies or reinsurance agreements which the insurer or reinsurer has on its books as of a certain 
date. 
 



Underlying 
The amount of insurance or reinsurance on a risk (or occurrence) that applies to a loss before the 
next higher excess layer of insurance or reinsurance attaches. 
 
Underlying Premium 
See Base Premium, Premium Base, Subject Premium. 
 
Underwriting Capacity 
The maximum amount of money an insurer or reinsurer is willing to risk in a single loss event on 
a single risk or in the aggregate on all risks in a given period. This is the limit of capacity for an 
insurer or reinsurer that may also be imposed by law or regulatory authority.  Common NAIC 
aggregate underwriting capacity is 3:1 (i.e.three dollars of premium for each dollar of surplus) 
depending on line of business.  Many states also impose a per risk limit of 10% of surplus. 
 
Underwriting Year Experience 
See Basis of Attachment. 
 
Unearned Reinsurance Premium 
That part of the reinsurance premium applicable to the unexpired portion of the policies 
reinsured. 
 
U.S.-E.U. Insurance Dialogue Project 
A project begun in early 2012 between FIO and U.S. state regulators and the European 
Commission (EC) and the European Insurance and Occupational Pensions Authority (EIOPA).  
The stated objective is to increase mutual understanding and enhance cooperation between the 
E.U. and the U.S. to promote business opportunity, consumer protection, and effective 
supervision.  The project includes a comparison of the E.U. and U.S. regimes on seven topics:  
(1) professional secrecy/confidentiality; (2) group supervision; (3) solvency and capital 
requirements; (4) reinsurance and collateral requirements; (5) supervisory reporting; (6) data 
collection and analysis; and (7) independent third party review and supervisory on-site 
inspections.  
 
Variable Quota Share Reinsurance 
See Surplus Reinsurance, Surplus Share Reinsurance. 
 
Working Cover 
A contract covering an amount of excess reinsurance in which frequency of loss is anticipated, 
usually attaching over a relatively low retention and usually providing a relative low limit of 
reinsurance coverage per loss or risk. 
 
 
 
 


