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How an Insurance Company Works

Premium

Claim

Customers:

•Retail
•Corporates

Underwriting 
Profit

Time

Investment 
Returns

POLICY

Insurance Portfolios

Premiums

Claim
Claim

Claim
Claim

Coverage period

POLICY POLICY POLICY

POLICY POLICY POLICY

Customers:

•Corporations
•Retail
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Insurance Sectors

Damage to property 
or business

• Autos (car) insurance
• Home insurance
• Commercial insurance
• Marine insurance

Death of policy holder
• Life insurance
• Retirement annuities
• Investment products

P&C INSURANCE LIFE INSURANCE

Sickness of policy holder

HEALTH INSURANCE
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Source: McKinsey 

Traditional Life Insurance

Fixed, regular 
premiums

Guaranteed 
death benefit

TERM LIFE INSURANCE

Fixed, regular 
premiums

Guaranteed 
death benefit

WHOLE LIFE INSURANCE 

25 years coverage
Policy lapses if 
policyholder 
stops paying 

premiums

Cash value

Whole life coverage

CUSTOMER

CUSTOMER
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Participating and Investment-Type Policies

Fixed, regular 
premiums

Guaranteed 
death benefit

PARTICIPATING LIFE INSURANCE 

Cash value

+ Investment 
returns

Regular 
premiums

Death Benefit 
=Account value

INVESTMENT–TYPE POLICIES

Cash value        
=Account value 

Typically includes 
guaranteed interest rate or 

minimum death benefit

CUSTOMER

CUSTOMER

Reinsurance

CUSTOMER INSURANCE 
COMPANY

REINSURANCE 
COMPANY

$100 PREMIUM $20 PREMIUM

Non- proportional 
reinsurance

= claims > fixed amount

Proportional reinsurance
= % of claims

Future 
claims

Portion 
of future 

claims
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Risks in Insurance

UNDERWRITING 
RISK

MARKET 
RISK

REGULATORY
RISK

Please do not redistribute these materials without the express 
permission of Financial Edge Training.

Please do not redistribute these materials without the express 
permission of Financial Edge Training.
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