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I:El Introduction to
Reinsurance
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What is Reinsurance?
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Reinsurance is ‘insurance for insurers’
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MAJOR EARTHQUAKE

Primary insurer could make a
claim under its reinsurance policy
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Homes in Insurer writes I Buy reinsurance to

earthquake-prone many home cover losses exceeding
area insurance policies a certain amount
N $$$ I 4 $$$ I
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Risk transfer Risk transfer
Insured Insurer Reinsurer

7

Protecting insurers from being
overwhelmed by major events

Helps insurance companies
manage their risk profile

[y

Provided by specialist companies:
Swiss Re, Munich Re, RGA
(Reinsurance Group of America)

.
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Purposes of Reinsurance
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Risk Capacity
Transfer Expansion

O

©

Why do insurance companies
take out reinsurance?

i

Loss
Stabilization

Catastrophe
Protection

Al
A
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Risk
Transfer
Helps insurers manage their exposure to large, catastrophic losses
The insurer can remain financially stable
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Capacity
Expansion

Reduces their exposure to risk taken on from their primary insurance business

Regulators view the insurer as less risky — lowering regulatory capital requirements

The insurer can gain new business and underwrite more insurance policies
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Loss
Stabilization

© ©
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Smooths underwriting results

In good years, the cost dampens down profits

In bad years, claims from primary policies are offset by reinsurance recoveries
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(- Catastrophe
Protection
i H®)

\_ J

In extreme events, insurers may face very high claims levels

Reduces insolvency risk — reinsurance covers a proportion of the claims
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Key Terms in Reinsurance
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— D

The primary insurance
company purchasing
reinsurance to
transfer risk

Also known as the ‘ceding party’

— R

The company
issuing the

@ reinsurance policy

Assuming the risks specified in
the contract

\. J

The amount of risk
the cedent keeps

Expressed as either a specific
monetary amount or percentage

k of the total claim amount )

\_ J

The portion of risk
transferred to the
reinsurer

Applies to both premiums and
potential losses
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Factors Influencing
Reinsurance Market
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E{dﬁ Catastrophic Events

Q’;Jl Climate Change

E-Jﬁi Economic Inflation
A=A, .

L Cyber Risks

\t; Regulatory Changes
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gd-g Catastrophic Events , o h
— Natural disasters have a significant

impact on the reinsurance market:

tz )

Increasing Driving up
claims payouts demand
& J

Y

Primary insurers look to
protect themselves from
further future losses

\. J

FINANCIALEDGE!

© 2026 Financial Edge Training



FINANCIALEDGE!

&fg Catastrophic Events

Natural disasters have a significant
impact on the reinsurance market:

TN
\.C)

Global insured losses from natural
catastrophes exceeded $100 billion

Significantly boosted

I-/\./' reinsurance premiums

E@ during 2024

\. J
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The increasing frequency and
severity of extreme weather events is:

ﬁjl Climate Change gg)

[ Increasing demand for catastrophe reinsurance ]

\. J
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Economic Inflation

~\

Inflation impacts claims costs:

) ‘

SNE Coatl

[S==C 9 —
Higher inflation Higher repair costs

A

llll Higher inflation leads
/\/’ to higher reinsurance
-—
-—

premiums
-

J
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A-d, .
L Cyber Risks

-

Growing threat of cyberattacks

Premiums for cyber
L reinsurance are rising
— sharply

J
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Regulatory changes such as:

® £

Europe us.

Solvency I Risk-Based Capital
(RBC) Requirements

Have encouraged
0 insurers to purchase

. more reinsurance

§\ Regulatory Changes

J
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Facultative vs. Treaty
Reinsurance
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% Facultative @ Treaty

5@ .

Cd
Covers single risks or Covers an entire book of

defined packages of risks business within a defined class
Contracts negotiated individually for Broad risk coverage e.g,
single or package of risks they cover all homeowner policies

Reinsurer does not review
individual risks of every policy

Reinsurer Underwriting Process
' Acceptorrejecteachrisk

A I These are long-term, pre-negotiated agreements
Used for high-value or hazardous risks (rare artwork)

) More Cost- Lesg
fl['elgl?)lé tra n:fafg:itonq| effective tra n:?fg?tonol
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Reinsurance Pools
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f Multiple reinsurers collaborate \

EA%s

Member

1
E '!j Reinsurance Eﬁ%}

Pool

Members combine
resources to underwrite
risks collectively

Members receive shared
reinsurance premium

Members accept shared
risk of paying claims

J
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Reinsurance pools are useful
for high-risk industries

i (4 Critical National N\ Benefits
— ; ' l Insurance Programs
L @ Collaborative
\ | Axde [ o

reinsurer

YAy, :
Nuclear energy Space launches =@ n.*.ta underwriting

a‘ Shared best
C Potential losses may exceed the risk ) E.g. acts of terrorism @ practices (helpful
a ny

N
ppetite of any single insurance compa

k or flood risk ) ‘Q’ in high-risk areas)
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Risk transfer

Risk transfer

Y =

Reinsurance

ERe

@

Member

Pool
Insured Insurer Member
The primary insurer will need to know: Eﬁ%@)
Ls Whether they can offset a proportion
of their risk with that pool Member
Ls what underwriting guidelines the
pool has set
Ls what types and magnitudes of risk
\_ the pool will take on )
FINANCIALEDGE!
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Proportional vs.
°
Non-Proportional
° °
Reinsurance Treaties
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C Proportional Non-Proportional )

FINANCIALEDGE!

Proportional VS. Non-Proportional )

a Reinsurer agrees to cover
0 a fixed percentage of the

primary insurance policy

Receiving fixed
proportion of
premium and

claims risk

S

Insurer Reinsurer

Cedant retains a portion of
premium as ceding commission

Proportional split applied after ceding
commission has been deducted
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C Proportional

VS. Non-Proportional

a Reinsurer agrees to cover M Reinsurer only pays once
a fixed percentage of the J ] I i a predefined loss
@ primary insurance policy -)—

threshold is reached

Receiving fixed
proportion of
premium and

claims risk

Reinsurer
pays

Insurer Reinsurer

= $10m

Often used for
catastrophic events
to protect primary
insurer against
extreme losses

Loss amount

Cedant retains a portion of
premium as ceding commission

Proportional split applied after ceding
commission has been deducted

FINANCIALEDGE!

Proportional VS.
( Quota share ) ( Surplus share ) Gacultative-ObligatorD
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(1
C Quota share )
M M

% A fixed percentage of each policy is reinsured %

30% quota share N

Reinsurer takes 30% premium
(after ceding commission)

%‘\ Straightforward and
> predictable way of
sharing risk

) Common for high
Reinsurer ‘J‘ volume, low severity

Insurer

Reinsurer pays 30%
of any claims made

am ‘iskse.g, motor, property
@==  or casualty insurance

FINANCIALEDGE!

Proportional VS.
( Surplus share )
oy,

oy,
' N

Covers risks exceeding the insurer’s retention limit N
=D J ‘a0

Reinsurer __» Only has to pay their
pays "~ proportion of claims on
any amount over $1m

= $1Im retention limit Common for managing

‘ larger, less frequent
Losses below the limit v risks e.g., property and
are all the responsibility engineering

of the cedant (100%)

Loss amount

v
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Proportional VS.
C Quota share ) + C Surplus share )

It is possible to combine these approaches

S
( Provides regulatory capital relief from the quota share j

1
jé( ( Adds flexibility for larger, more complex risks )

FINANCIALEDGE!

Proportional VS.
Gacultative-ObligatorD

(or Fac-0blig)

Primary insurer ceded risks on a facultative (case-by-case) basis

5!
(Up to the limits set Eﬁ@

in the treaty) Reinsurer

Reinsurer is obligated
to take on therisk

J X XK
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VS. Non-Proportional

The reinsurer covers all losses above a certain threshold (attachment point)

¢UEEEEEEEEEEEEEEEEEEEEEEEEEEN,

point

» . . .
@ :.------:’. Crucial for managing: ;-------.:
. O Tailrisks (large, low-probability) .
Reinsurer . @ .
pays N O Large losses for catastrophic events  *
= Attachment E \ O Multiple large claims .
5 .

NN NN NN NN EEEEEEEEEEEEEEEEEEEEEEEEEEER®

Loss amount

Aims to stabilize
underwriting results and
reduce capital requirements

FINANCIALEDGE!

VS. Non-Proportional

The reinsurer covers all losses above a certain threshold (attachment point)

Applications:

@ Risk Excess of Loss Catastrophe Excess of Loss
(Risk XL) (Cat xL)
Reinsurer A single risk, such as a building The aggregate of losses from
I= pays or aircraft one catastrophic event, such as
5 .
g . - Attachment a flood, hurricane or earthquake
5 point
] Cedant .
S pays Aggregate Excess of Loss Stop Loss Reinsurance
(Agg xt) The cedant’s entire portfolio.
The aggregate of losses within Reinsurer covers all losses
a specific time period beyond a specific loan ratio,
(typically 1year) protecting the cedant’s profits
FINANCIALEDGE!
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Please do not redistribute these materials without the
express permission of Financial Edge Training.
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