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Explore what insurance
companies do and
their key products

«

Explore main types
of insurance - P&C
and life insurance

Learn how insurers
make money and
what pooling risk is

@

Identify key life
insurance products
and reinsurance types

&

Review an insurer's
income statement
and balance sheet

713

Recognize the
main risks
facing insurers
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How an Insurance
Company Works
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Payment for uncertain future events

o

Damage to Death of
physical property an individual
” . \\ . .
[ Home insurance : Life insurance
| 1
: Typical policy duration: 1year I
i 1
U
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So how does an insurance company make money?

1 2
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Underwriting
Profit

Premium

Claim

FINANCIALEDGE!
=
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@ooooooooo C|q|m|quidout )ooooooo>
Insurance premium
Insurance Insurance
Compqny 4 Customer
Free source of funding
FINANCIALEDGE!
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Insurance Portfolios

FINANCIALEDGE!

— MANAGE & DIVERSIFY RISK ACROSS A WHOLE PORTFOLIO e

e %

® ®
- T O
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Use historic data and statistical techniques to predict future claims

©C G 6 0 O ¢
Based on Assumptions

Future portfolio claims are uncertain

FINANCIALEDGE!

(End of coverqge)

Claims notification Use historical data
(t. and assessment to model claim :]-D

o can be delayed development

FINANCIALEDGE!
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Assumptions Estimates
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Simple Insurance
Balance Sheet
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Insurance

Balance Sheet

Insurance
Liabilities
Cash &
Investments
Equity

FINANCIALEDGE!
4 )
Insurance
Balance Sheet
Insurance
Liabilities
Cash &
Investments
Equity
\_ J
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Insurance
Balance Sheet
Insurance
Liabilities
Cash &
Investments
Equity
\_
FINANCIALEDGE!
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Insurance Liabilities
(
Insurance
Balance Sheet Upfront premium received
4 is insurer liability
Similar to a customer deposit
Insurance
Liabilities
— iti
Futurt:ol.flil:gir:\rl]gtlng Future claims of the
. P insurance contract
insurance contract
\- s
INSURANCE PREMIUMS E
Future profit & claims =5
= .
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Insurance
Balance Sheet

Cash &
Investments

Cash & Investments

All cash & investments of
the insurance company

-
-— >

—-—

1l  aninvestment return

‘f Premiums invested to generate

FINANCIALEDGE!

-

Insurance

Balance Sheet

Equity

> Regulatory requirement

The insurer receives annual premiums
and invests them to generate returns

At year-end, profits are paid
out to shareholders

Without equity or reserves, there's no
cushion for unexpected losses
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Simple Insurance
Income Statement

FINANCIALEDGE!

4 )

Insurance
Income Statement

Premiums Earned
Claims Expense
Underwriting Profit

Investment Return

Operating Expenses

Pre-tax Profit
Tax Expense

Net Income

FINANCIALEDGE!
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Premiums Earned

4 N\ Company’s revenue earned as coverage is provided
Insurance

Income Statement

Claims Expense
Insurer’'s cost of sales, based on incurred losses

Underwriting Profit
Effectively gross profit & is an important profit measure

Claims Expense
Premiums Earned

\_ . Loss Ratio =

FINANCIALEDGE!

$100m
4 ) Year 1 policies

Insurance

Income Statement

Record $100m insurance
liabilities initially

e 90%

Loss ratio

$10m $90m

= Underwriting Claim
profit payouts

FINANCIALEDGE!
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Insurance
Income Statement

~N

Investment Return

Profit generated from investments and cash balance
in the balance sheet

Operating Expenses
This will include their staff, IT and head office costs

Operating Expenses

Expense Ratio = -
Premiums

FINANCIALEDGE!

-

Insurance

Income Statement

Pre-tax Profit

Tax Expense

Netincome

\

Pre-tax Profit

Underwriting profit plus investment return
less operating expenses

Tax Expense
After deducting tax expense, we reach net income

Net Income
Profit for shareholders

Net Income
Equity

Return on Equity =

FINANCIALEDGE!
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Insurance Sectors — HOLD OFF

FINANCIALEDGE!
P&C Health Life
Insurance Insurance Insurance
Damage to property Sickness of Death of
or business policyholder policyholder
Typical policy: 1 year Typical policy: Decades
FINANCIALEDGE!
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Lines of Business

P&C Health Life
Insurance Insurance Insurance

Individual business Life insurance policies
Group business Retirement annuities

Commiercial

FINANCIALEDGE!
P&C Health Life
Insurance Insurance Insurance

i O

" ) AlG

HATHAWAY : UnitedHealth Group”
o
. =
Allianz () N’ MetLife 3

PRUDENTIAL

9 @ @ FINANCIALEDGE!
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Life
Insurance
LIFE INSURANCE POLICY RETIREMENT ANNUITIES
Pays out on the death Pays out until the death
of the policyholder of the policyholder

FINANCIALEDGE!
Global Insurance Market €BN
3000
m 2016 2017
2500
2000
1500
1000
0
Life P&C Health
Life: €2.2 trn P&C: €1.4 trn Health: €1.1trn
Source: McKinsey & Company
FINANCIALEDGE!

© 2026 Financial Edge Training 16



FINANCIALEDGE!

Life Insurance Products

FINANCIALEDGE!
:ﬁ
Risks transferred Profit generation
Range of products .
toinsurer methods
FINANCIALEDGE!
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Payout after death Payout until death

ot

Life insurance

products Retirement products

Save for retirement

Insurance &
investment products

FINANCIALEDGE!
I 5 I
I
V4
: 9 S
o
Ll
O
2 - W
= Risk
£ Products
. Spread Fee
l 2 l Products Products
‘ Insurance Company INVESTMENT RISK Policyholder '
FINANCIALEDGE!
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Risk
Products

Spread
Products

Fee
Products

FINANCIALEDGE!

Risk Products

Risk
Products

(é) Uncertainty around claim timing or amounts @

@ Underwriting Profit = Premiums - Expected Claims

0® 00 000000000000000000000000000000000000000000000000000000000000000000,
.

Term Life Policy Critical lliness Policy

Pays a fixed amount
if the policyholder has a
serious illness

Pays a fixed amount at the
policyholder’'s death

Insurer still faces investment risk, but insurance risk is primary

e®00000000000000000000000,

.
®eccccccccccccccccccccccs’

.
®000000000000000000000000000000000000000000000000000000000000000000000°
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Spread Products

Products with a built-in savings component ?’.‘}i

@ Spread = Investment Return - Guaranteed Rate

Fixed Annuities

‘ . Policyholder pays a lump sum; insurer pays fixed yearly

amounts until death, with a fixed rate built in

Spread
Products

US Whole Life Policies [-! European Participating Life Policies

Insurer invests premiums; part of returns go to the policyholder’s
savings, which funds the death benefit

FINANCIALEDGE!

Spread Products

Products with a built-in savings component

Fixed Annuities

Policyholder pays a lump sum; insurer pays fixed yearly
amounts until death, with a fixed rate built in

Spread
Products

US Whole Life Policies [ European Participating Life Policies

Insurer invests premiums; part of returns go to the policyholder’s
savings, which funds the death benefit

Insurer still faces longevity-timing risk, but investment risk is primary

FINANCIALEDGE!
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Fee Products

.";‘. Low-risk products offering asset management services ."{‘.

l ,, Returns aren’t guaranteed — insurer
just manages assets and keeps a fee

Customer : Flexible Optional
Contributions : : Withdrawals : :  Guarantee

Pays .into a fund Anytime or paid mrrﬁfs:.lbrlr:ltge(gth
earning returns s 2 on death ;
. benefit
3
R R e —
]
L.
o = . .
& “ 4= US Universal @ European Unit-
= Life Policies linked Policies
FINANCIAL EDGE!
[ ]
Risk Products - Examples
FINANCIAL EDGE!
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Risk product Premiums Claims
profits & fees paid out
FINANCIALEDGE!
Term Life Critical lliness
Insurance Insurance
FINANCIALEDGE!
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Term Life
Insurance

e
Fixed regular premium payments

.noo---nn.o-onno.--onooo-onn.o’»

Guaranteed death benefit payment

eeceeceescccssssccsssccsssssccssssse (A.K.A 'Sum assured’ or the ‘Face value’ of the policy} ...... o’
Cover fora . Policyholder , Insurance
specific period stops payments cover stops
FINANCIALEDGE!

Critical lliness

Insurance

0© 00 00 00000000000000000000000000000000000000000000000000000000000000000000000000000000000,
. .

e
<l..I..l............l.........
Fixed regular premium payments
= e
'. ..............................>
Fixed payout when a claim event occurs

'-......................( Claim event is a critical iliness covered by the policy )"--"--""""

e®0c000c0000000000000 0,
®eccccccccccccscccsccccc’®

] Insurance cover stops if the
1‘-9 policyholder stops paying premiums

FINANCIALEDGE!
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Spread Products — Examples

FINANCIALEDGE!

— >

Spread Insurer Allocated
product profits investment returns to
returns policyholders

FINANCIALEDGE!

© 2026 Financial Edge Training 24



FINANCIALEDGE!

; e Whole Life Participatin
Fixed Annuities . P g
Insurance Life Insurance
FINANCIALEDGE!

Fixed Annuities

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

4.I.....I......I.....I......I.
ﬁ Single payment upon retirement @
..............................>

Monthly or annual payment until death

FINANCIALEDGE!
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Fixed Annuities

O Q

a, & ¥

e w
Future Present Annuity Price Earning a
Payments Owed Value at 5% = £154,435 2% Spread
Insurer must At a 5% interest Insurer charges Insurer invests at
ay £200,000 rate, future £154,435 upfront— 7%, earning a 2%
%vér 10 éors £200,000 is worth enough to grow to profit above the 5%
Y £154,435 today £200,000 at 5% discount rate

@ Insurer profits because investment return of 7% > discount rate of 5%

FINANCIALEDGE!
Whole Life
Insurance
Fixed regular Option A
payments et oo .;@ Withdraw from policy, receive

cash value (minus fees)
.........> ....®
Option B

teeeep Hold policy until death, guaranteed
death benefit is paid

Insurer credits interest,
deducts life cover cost

Term life insurance policy o Fixed savings component

Insurance risk is low Premiums invested Profit from spread

Cash value builds ~ Insurer invests customer » Returns exceed interest

alongside death benefit premiums credited to policyholder
FINANCIALEDGE!
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Participating
Life Insurance

Fixed Annuities

£

Provide a guaranteed Cash value for Bonuses/dividends from
death benefit policyholders investment pool or company profits

Paid directly to the Allocated to the Used to increase
policyholder policyholder's account the death benefit
FINANCIALEDGE"

Participating

Fixed Annuities .
Life Insurance

Participating Policy

Policyholder participates in investment returns

X = U3

* v __ |

I
Policyholder doesn’t Insurer controls timing Investment spread = insurer
choose investments & amount of bonuses return - credited amount

FINANCIALEDGE!
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Participating

Life Insurance

( Nature of Participation )

Mutual Funds With-profits Funds
Share company profits Access a specific
via a dividend investment fund
FINANCIALEDGE!

Participating

Life Insurance

C Discretionary Participation vs Contractual Participation )

Discretionary Allocation Mandatory Allocation Timing Control

All returns go to policyholder,
but insurer controls when
gains are realized

With-profits and UK policies 2 90% in Germany Many EU policies

FINANCIALEDGE!

Insurer decides Fixed share of returns
policyholder dividends must go to the policyholder
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Fee Products - Examples

FINANCIALEDGE!

Fee product Asset management fees
profits charged to the policyholder

Investment risk is on the policyholder

FINANCIALEDGE!
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Unit-Linked Policy Managed Funds

FINANCIALEDGE!

Unit-Linked Polici

Premiums are allocated to
the policyholder’s account value

E

Rises and falls
depending on
the performance

Fee Deduction
Insurer charges asset fees from
account value.

&

Performance-based Payout
Death benefit = account value;
depends on fund performance.

=
®

D>, Risk Mitigation
May include guaranteed interest or
minimum death benefit.

B
P

v

=

Flexible Premiums

X4

(o o]
E@] Lower risk allows flexible payments,
S = with a minimum to cover guarantees.
FINANCIALEDGE"
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Unit-Linked Polici

Universal Life Policies

Credited with Not linked to a
index-based interest particular fund

FINANCIALEDGE!

Managed Funds
—_—

Traditional Asset Management for Investment Returns

[
.

Flexible Investment Fees vs. Returns Exit Options
Customer chooses how much Insurer charges asset Customer can withdraw
to invest; becomes assets management fees; goal is or sell investment
under management returns exceed fees depending on fund type

Customer bears all investment risk; no guarantees

FINANCIALEDGE!
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Reinsurance

FINANCIALEDGE!

Premium

Future
claims

InsurCo

Potential claims
could be significant

@ Ceding reinsurance

Portion of
premium

cp
0

| Proportional reinsurance
= % of claims

Portion of
claims*

Non-proportional reinsurance
= claims > fixed amount

FINANCIALEDGE!
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Reinsurance is commonly used in...

Property & Casualty (P&C) Commercial

FINANCIALEDGE!

Risks in Insurance

FINANCIALEDGE!
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Underwriting Market Regulatory
Risk Risk Risk

FINANCIALEDGE!

Underwriting
Risk

Premiums < Claims + Expenses

P&C Life insurance

? Major risk: Catastrophe ?’ @ Maijor risk: Longevity 69

>$25m in property losses Inverse of mortality
Highly variable losses Risk is managed through reinsurance

Stop-loss reinsurance mitigates risk Selling life and retirement products
naturally hedge each other
FINANCIALEDGE'
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Underwriting Market Regulatory
Risk Risk Risk
FINANCIALEDGE!
Market
Risk
Risk that market shifts impact insurer profits
P&C Life insurance

8%, Credit risk from investments &5,

L . ~_,?—;
JN, P&C investment exposure N, 3

Managed via portfolio diversification Interest rate risk on investments and benefit payouts
Payouts are fixed and long-term

Managed by matching cashflows with
expected payouts
FINANCIALEDGE!
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Underwriting Market Regulatory
Risk Risk Risk
FINANCIALEDGE!
Regulatory
Risk

Regulation may limit underwriting or restrict ability to pay a dividend

Capital regulation Tax system
B solvency Il in Europe B E5 Uustaxreform [E§
Uncertainty over future capital needs Changed insurer profit taxation
Global insurers face geographic Affects policyholder benefit taxation
allocation challenges
FINANCIALEDGE'
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Please do not redistribute these materials without the
express permission of Financial Edge Training.
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