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COMPARISON OF TERMS USED IN NON.LIFE INSURANCE
IN THE US AND UK

KEVIN ARMSTRONG

The following document represents the progress to date of the Working Party set up to
produce a Comparison of Terms nsed in the US and UK.

The terms defined are those found either in

»  the Glossary of Terms in the UK Subject 403 {Genera! Insurance)} Core Reading, or

s the Glossary of Actuarial Terms developed by the Editorial Advisory Committes of the
Actuarial Standards Board in the US, or

s both.

Note that where a term is “not defined’, this does not mean that the term has no meaning in
the relevant country, merely that it is not defined in the sonrce we have used.

it is still a work-in-progress, but even so hegins o address one of the reasons for its existence
— it highlights thai there are many diffesences in terminology wsed in the US and UK.

However, there is stili some work to do on i, specifically:

Write definitions, where approprizte, for those entries ‘not defined”

For each country, add any terms whose eguivalent in the other country is defined
Address any other obvicus omissions

Improve cross-reference between definitions

The document represents the distillation of 2 greal deal of information 1aken from various
sources, as well as these mentioned above. Spectfically, definitions from the following
dictionaries were considered:

o Witherby's Dicionary of Insurance, by Cockerell (UK}

s Dictionary of insurance, by Bennett (UK)

o Dictionary of Insurance Terms, by Rubin (US)

It is likely, however, that definitions in the first two sources mentioned will be used almost
without exception. This will ensure 2 consistency of style, within columns if not between
columns. Exceplions might be where a particular US or UK definition can obviously be
improved.

1 am gratefu! for the assistance of David Hart and Herb Desson in getting this far, but we
would all welcome any further offers of assistance in completing the task. 1can be contacted
at the Institute of Actuaries,
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TERM

403 GLOSSARY DEFINITION

ACTUARIAL STANDARDS
BOARD

Accident basis

Not defined.

A con'g;i:t of policy coverage that
apphies to claims arising from
accidents that take place during the
term of the policy; distinguished from
claimg-made basis, occurrence basis.

Accident year An accident year grouping of clums | Accident year losses:
mneans that atf the claims relating to Data gathered on losses, attributing to
events Ihat pecurred in a 12 month a given year the 1otal cost of losses
period are grouped together, that accur in that year, regardless of
irrespective of when they are actually | when the losses are reported or
reported o paid and irrespective of | recorded.
the year in which the period of cover
commenced,
Accounting ciasses | The different classes of insurance Not defined.
business far the purpase of statutory
refurns. Fhere ave currently ten
i different accounting classes (2.2,
accident & health, motor vehicle,
general liability) which cover the
igh different ¢l ofb
for authorisation purpases.
Acquisition costs/ | Not defined. Acquisition expense:
Acqguisition The cost of acquiring business,
expenses including but net firnited ta
commissions and brokerage foes,
underwriting sxpenses, and field
SUPETVision expenses.
Act of God Not defined, Not defined.
Actual totad loss A form of total loss, defined by the Mot defined
Marine Insurance Act 1906, Acmal
totz! Joss is deemed to occur in one of
three ways: {1} where the inspred
item is tomlly destroyed, {2) where ft
i5 30 damaged that i can o longer be
classed as the type of object
originally insured, {3) where the
nsured i irretrievably deprived of
the insured item.
Additlonal reserve | The reserve held in excess of the Non defined
for unexpired risk | unearmed premium reserve, to alfow
for any expeciation that the uneamed
preminm reserve will be insufficient
i cover the outstanding risk in
respect of the un¢amned expenses.
See algo Unexpired Risks Reserve,
Adjustment The adjusirient premium is 4 fusther | Not defined
premivm premium payable at the end of 2

period of cover. This may result from
the wse of retrospective gxperience
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rating or from a sitvation where the

exposure cannot be adequately
determined at the start of the period
of cover.
Agents® balances Moneys, typically premivms, which  { Not defined
befong to an insurer but are held by
an AgeRL.
[Aggregate excess of | A form of excess of l0ss ance | Mot defined
loss reinsurance which covers the aggregate of losses,
above an excess point and subject to
an upper lirnit, sustained from a
singie event or from a defined cause
{or cavses) over a defined period,
usually one year.

Allocated loss Not defined. A liability as of a valuation date for

adjustment ALAT w0 be paid in the foture on

EXPENSES Feserve chaims that have been incumred as of
that date,

Aliocated loss Not defined. Expenses incuimed in investigating

adjustment and settling claims that are assignad 1o

expenses {ALAE) specific claims or groups of claims as
preseribed in statistical data reporting
plans or financial accounting rules.

Al rigks A term used where the cover is not HNot defined

restricted 1o specific events such as
§ira, storm, flood ete. The cover is
for logs, destruction or damage by
any cause not specifically excluded.
The exclusions will often be
inevitabilities such as wear and tear.
The term is sometimes loosely used
to describe a policy that covers a
nuimber of specified risks, though not
ail

Anti-setection An insuger iz exposed to the risk of The actions of one or more

anti-selection if' a policyholder can individuats, acting for themseives or
make use of information not available | for others, who are motivated directly
to the insurer to obtain insurance or indirectly to take advantage of a
cover that would not have been risk classification system, congact
gramied if the insurer had had the option, oF company practice for their
informatjon, of to obtain cover on own benefit; alse known ag adverse
more favourable terms than would selection.

have been granted by the insurer. An

insurer may also be exposed to the

risk of anti-gelection by failing to

make use of available, relevant

information.

Assigned risk Mot defned. A person or other entity obtaining
insurance coverage through an
assigned risk plan or assigned risk
pool.

Assigned risk plan | Net defined. A market device that provides
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insurance for individuals or other
eniities than cannot obtain coverage
from an insurer on a voluniary bagis,
by assigning such entities to insurers
participating in the plan; distinguished
from assigned risk pool, joint
underwriting association,

Assigned risk pool | Not defined. A market device that provides
insurance for individuals or other
entities than cannot obtain coverage
from an insurer on 3 voluntary basis,
by sharing premivms snd losses for
such entities among insurers
participating in the pool; distinguished
from assigned risk plan, joiat
underwriting association.

Average {5 Tn non-marine insurance, the | Not defined.

term relates to the practice

of scaling down the amount

of a claim by applying the

ratio of the actual surs

insured to the amount

deemed to have been the

appropriate sum insured. i
{2y In marine insurance, the

term is generally used to

describe damage or loss.

Balance of 2 The ratio of the 1otal premiums Nat defined.

reinsurance treaty

recgivable by a reinsurer under a
surplus treaty to the reinsurer’s
maximum liability for any one claim,
hased on EML.

Basic limits Not defined. I" A prescribed set of policy limits used
to standardise the collection of
CApEAence.
Benchmark A benchmerk is a claim reporting or | Not defined.
payment pattern derived from
external sowsces.
Eetterment Not defined. Not defined.
Bond Not defined. Not defined,
Bonus Hunger The refuctance of policyholders Not defined.
urrdes an NCD gystem 4o notify
claims or claitm amounts when faced
with & potential increase in
1%
Bonus-malus A bomes-malus systetn is a no-claim | Not defined.

bonus {or no-claim discount} system
in which the premium level reached
after a policyholder has made claims
may be higher than that
corresponding to the point of entry.
The term is used throughout




Contingntal Europe and ¢lsewhere.

Bordereau

A detaifed list of pr claims
and other importany sfatistics
provided by ceding insurers to
reinsurers, so that payments due
under a reinsurance freaty can be
calculated.

Not defined.

Breal-up basis

A valuvation basis which assuemes that
the writing of new business ceases.
Algo known as a wind-op basis.

Not defined.

Bulk reserves

Not defined.

A liabiliy for losses with or without
LAE or ALAE not attribuiable to
specific elaims.

Burning cost

The actusl cost of claims paid or
incurred during a past period of years
expressed as art annual Tate per unit
of exposure. This js sometimes used,
after adjustment for inflation, az a
meihod of calculating premiums for
certain types of risks or monitoring
experience, &.g. motor fleets and non-
proportional reinsorance.

Not defined.

Business
interraption

Insurance eover for financial losses
arising following damage (e.g. & fire}
to business premises. Also catied loss
of profita or consequentinl loss
insurance.

Not defined.

Cancellation

A mid-term cessation of a policy,
which may involve a partial retum of

Not defined.

Capacity

Pt
The amount of pretiium income that
an insurer is permitted to write or the
maximum expostne that could ba
accepted. It could refer to an
insurance company, a Lloyd’s Name,
a Lloyd’s synadicate or 2 whaole
market.

Mot defined.

Capiive

An insurer wholly ownead by an
industrial or commercial enterprise
and set up with the primary purpose
of insuring the parent or associatad
group comipanies and retaining
premiuwms and risk within the
enterprise. Some insurers are set up
with the primary purpose of seiling
ingurance to the customers of the
parent. These are often known as
captives, but, as they write third party
business, should not properly be 50
called. If the word captive Is used
without gualification it precludes this
interpretation.

Mot defined.
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Case by care
estimalion

A method of determining the reserve
for owstanding reported claims.
Each omfstanding claim is
individually assessed to armive at an
estimate of the total payments to be
made,

Case method (health):

A claim reserve method whereby a
liability is established for each open
claim based on a judgement as to
expected future payments taking into
account all relevant factors.

Case reserve (property/casualty):

The amount a ciaims professional
detenmines as appropriate 1o vahe the
unpaid portion of a reposted claim,
group of reported claims, or ajlocated
logy adjestment expenses based on the
information available at a valuation
date.

Casualty insurance

Specifically the ierm 15 used in the
USA, and to 2 lesser extent in the
UK, as an alternative to labiliey
msurance. In a wider context
casualty insurance may cover all non-
life insurances.

Not defined,

Catastrophe

In the context of gereral nsurance a
catastrophe is a single event which
gives rise 10 exceptionally large
losses. The exact definition often
varies and is often dependent on
excess of loss wordings. €.g. it might
mean all fosses, ina 72 hour peried,
arising from a wind storm.

Not defined.

Catasirophe
reinsorance

This is a form of aggregate excess ol
Joss reinsurance providing coverage
for very high aggregate losses arising
from 2 single event, which may be
spread over a2 number of hours; 24 or
72 hours is commaon.

Not defined.

Catasirophe
reserve

A reserve built up over periods
between catastrophes to provide
some contingency against the risk of
catastrophe,

Not defined.

Ceding company
{¢edant)

An msurance company which passes
{or aedes) a dak o 2 reinsuner,

Not defined.

Central fund
{Lloyd's)

A contingency reserve built up from
coptributions by Lloyd's Names and
held by Lloyd's as a layer of
protection for policyholders,

Mot defined.

Cegsion

Not defined,

Cede:
Transfer of a risk fiom an insurance
company 1o a remsurance company.

Chain Fadder
method

A statistical method of estimating
ourstanding claims, whereby the
weighted average of past claim
development is projected into the
fumre. The projection is hased on the

Nof defined.
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ratios of cumulative past claims,
usually paid or incurred, for
successive years of develfopment. [t
requires the earliest year of ofigin to
be fully run-off or at least that the
fimal cutcome for that year can be
estimated with confidence,

If appropriate, the moethod can be
applied to past claims data that have
been expticitly adjusted for past
inflation.

Claim

A request by a policyholder for
payment fallowing the occurrence of
an insured event. A claim does not
necessarily lead 1o a payment,

A demand for payment nader the
terms of a plan or insurance contract.

Claim smount
distribytion

Not getined

A septistical frequency
for the amownts of claims.

Claim cohort

A grovp of claims with a common
period of origin, The petiod is
vsually a month or 3 guatter ora
calendar year. The origin varies but is
usually defined by the date of
occurrence, by the date of reporting,
or by the date of payment of & ¢laim.

ot defined.

Clzim cost
inflation

The rate of increase in the cost of
¢laim payments. Tt is likely 1o be
influenced by many different types of
inflationary force, e.g. general or
specific salary inflation, generai or
specific price inflation, court awsrd
inflation.

Not defined.

Claim frequency

The number of claims in a period per
unit of exposure, such ag, the number
of claims per vehicle year for a
calendar year of per policy overa
pexiod.

The number of claims per unit of
exposare for a period of time
{commonly one year).

Claim frequency
distribution

A smi;ﬁca!_ﬁvquency distribuison
for claim fraquency.

Mot defined.

Claim handling
expense provision

A provision or reserve to cover the
estimated expenses of settling all
claims, reported and unreported,
outstanding at the accounting date;
often known as Unatlocated Loss
Adjustment Expenses (ULAE) after
the US.

It excludes external expenges and
those which can be directly attributed
to the settlement of individual known
claimy (quch as legel expenses and

cleims assessors” fees) as these are

Loss adjustment expense reserve:

The sum of Allocated Loss
Adjustment Expenses and Unallocated
Lass Adjustment Expenses.
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commanly idenlilicd in statisiics as a
form of claim payment and thus
provided for within the provision (or
reserve) for outsianding claims. In
the US these would be known a3
Allocated Loss Adpustment Expenses
(ALAE). Ituseally includes
expenses that are not directly
attributable to specific claims such as
salaries of claims depantment staff
and premises cost allocapons.

Claim ratho

The ratic of paid or incurred clzims
to eamed premiums over a defined
period. Altematively it may be the
ratio of paid or incurred claims on
business written in 2n underwriting
period to the written premiums for
that period. Ftinay be cither pet or
gross of reinsurance. Also often
called the loss ratio.

Loss ratio:
A ratio of claim amounts or losses to
premivm.

Clabm run-off
analysls

A tabulation showing the speed of
sertlement for coborts of claims,
Also called a claims defay table. The
analygis may be in terms of claim
rmbers or claint amounts. Tt is
often p d ag an intermediat
step in 2 chain ladder method
prajection.

Not defined.

Claims incurred

Claims that have ccourred,
irrespective of whether or not they
have been reporfed to the insurer,

See also ingurred claims,

Incurred claims:

I (health, tife) - The claim amounts
peid or payable for claims
covered by a policy or group of
paitcies atributable to a specific
coverage period provided by the
policy or policies

2 (property/casualty} - The number
of claims attributable tn a
apecific coverage period provided
by a policy or group of policies;
distinguished from incurred
fosses.

Claims made A policy which covers all claims Claims-made basis:

policy reported to ap insurer within the A concept of policy coverage which
policy period irrespective of when appiies to ¢laims that are reported
they occurmed. The type of cover during the policy term that occurs
provided by such a policy is known aubsequent to the retroactive daie of
as claims made cover. claims-made coverage; distinguished

from accidens basis, occurrence basis,
Claims Claims that have been incurred and Mot defined.
notified/reported which have been notified or reported

to the insnrer. It is oflen used in
relation to those claims zeported
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during the accounting period.

futre claims avising in the vear are
established. Under the system of
three-year accounting an
underwriting year is closed at the end
of three years from the start of the
underwriting year {or other pariod as
appropriate) when the resolts for the
year are determined and 2 profit {or
loss) is struck. The underwriting
years not ciosed are “open”. In the
company market the accounting
convention is (0 Carmy any
outstanding iabilities into the next
open undenwriting year as a notional
reinsurance transfer premium. In the
case of'a Lloyd's syndicate any
outstending iiabiities are dealt with
by an actusf premium payment called
a Reinsuranca to Cloze {RTC),

Chafms-oceurring | See losses-ocourring poticy. Not defined.

policy

Closed claims Nat defined. Claims on which no further payments
are anticipated by the ingurer.

Closed year A year for which provisions for all Not defined.

Co~insuranee

A method of sharing a risk atnong a
number of direct insurers, each of
which has a separate direct
contractual relationship with the
insured and is, therefore, liable only
for its own contractua! share of the
tot) risk, The perm i also used in
ceriain excess of loss contracts to
refer to the proportion of claims
retained by the cedant.

Not defined.

Combined ratio

The sum of the claim ratio and the
expense ratio (and thus not a ratio
itself, unless the two separate ratios
have the same denominator). Also
called the operating ratio or
upderwriting ratio. The fact that the
denominztors for the claim and
expense ratic are different, can give
tise 1o anomalies.

Not defined.

Commercial fines

Not defined

Classes of | for
Those for individuals are usually
referred to as Personal Lines.

Compaosite Insurer

A single instirance company writing
both Jife and non-life business.

Not defined.

(& Gal foss

See business inteuption.

Not defined.

Consu.uctlve toral
loss

AT expression defined by the Manne
Insurance Act. Constructive total

Not defined.
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loss i where the insured abandons
the inzured item because an actual
total loss is unavoidable or because
the costs of preventing a 1ol loss
exoeed the value saved

Co-reinsurance

Similar {» co-insurance, but referring
to reinsurance of a risk rather than

Not defined.

Cover note

A note jssied by en insurance
company to confirm the existence of
insurapce cover pending the issue of
} farmal policy documentation.

A cover note is particularly useful
where the policyholder is under a
statutary abligation ta be covered by
insurance and wmay be required 1o
show evidence of cover, for example
third party motor insurance.

Wot defrmed.

Credibllity

A statistical measure of the weight to
be giver: to a statistic. This often
i refers to the claims expetience for a
particular risk for class) as compared
with that derived from the overall
experience of 3 corresponding parent
or larger population. The measure is
wsed to determine 2 premium when
using experience rating, For sxample
a company may give full credibility
0 any thotor fleet expected to give
rise to 1000 claims in a period (i.e.
use & burning cost approach slone)
but would only give partial credibility
or weighs to the burning cost
experience of smaller schemes, and
may used weighted averages in
rating. The weight applied o the
actual bumning cost in that case would
bz referred to as the Credibility
Measure or Weight, fotlowing &
Bayesian type approach to risk
evalyation.

A measure of the predictive value that
the acmary attaches to a particutar
body of data,

Credibility factor:

A factor applied to adjust experience
to reflact the eredibility of the
experience for the purpose of making
projections.

Deductib]e

The pertion of an insured loss borne
by the policyholder. The amount or
per ge is specified in the policy.

Net defined.

Peep pocket
syndrome

A siabion where claims ase made
based on the ability of the defendant
10 pay rather than on share of blame.
An injured party will try to biame the
party with the greatest wealth (1.2,
deepest pocket) where there is more
than one poteriial defendant.

Mot defined.

Deferred

[ A deduction from uncarned

Dreferred policy acqglsition CO5Y A8t
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sequishiton costs ptemiums, as they become carned, PAC):

(DAC) Yor acquiisition and commission oosts. | Under GAAP accounting, the
urmnortized portion of those policy
acquisition expenses that vary with,
and are primarily rciated to, the
scquisition of new and renewsl
Insurance contracts and coverages
{similar 1o ASOP No. 10).

Delay table See claims-rn off sualysis. Not defined

Deposit premium A premium paid at the siart of 2 Not defined.

period of cover, which may be
fotiowed by an adjusiment premium
when all the relevant rating date are
known. On certain contracts
adjustments also relate to the claims
experience emerging,

Development Mot defined. Change in the value of 2 date element
evaluated at successive valuation
dates.

Bevelopnient The factors emerging from a chain An expression of the obaerved

factors iadder calculation which are the mathematical relationship of a data

ratios of claims in successive element evaloated at succéssive
development years. Sometimes vgluation dates.
known as tink ratios.

Diagnosis-related | Not defined. A system for ciagsifying medical and

greuping (DRG) hospital claims for payment on the
basis of diagnoses.

Birect business The primary cover provided by the Not defined.

inserer for the insured polisyholder,
as opposed Lo aRy reinsurance cover
provided for the insurer, Alse known
as Primary baginzes.

Disallowed claim The claim frequency calcalated using | Not defined.

frequency only the msmber of claims dissifowed

under an NCD scheme (as opposed to
the claims that are allowed not to be
counied s claims for the purpose of
the schome).

Disconnted reserve

Mot defined.

The present value calcufated at
selectad interest rate(s) and payout
patternfs} of the payment of
cutstanding losses, LAE or ALAE;
distingujshed from full value reserve.

Discovery peried

A time Gmit, usually defined in the
policy wording or through legislative
precedent, placed on the period
within which claima must be
reported. It generaily appiios to
classes of business where severnl
years may elapse between the
occurrence of the event or the
awareness of the condition that may

Not deftned.
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give rise 10 a clanm and the repotting
of the claim to the insurer e.g.
employer's liability or professional

1 Y-

Earned premiums

The totat premioms atiributable to the
exposure to risk io an accounting
pericd; can be gross of net of

i it for isition expenses
and gross or et of reinsurance. It is
often used to describe a measvge of
expasure (2.g. i claims ratios), but
also has a similar accounting
definition,

1. The portion of the premice fora
policy or group of policies
attributable to & period of
coverage.

2. Waltten premium adfusied for
changes in the uneamed premium
reserve for a calendar period.

8ths method

A basiz for estimating unearnad
preraium reserve, based on the
assumption that annual policies are
writien evenly over each quarter and
the risk is spread evenly over the
vear, For example, policies written
in the first, second, third and fourth
quarter of each year are assumed to
conwibuie one-eighth, three eighths,
Five-gighths and seven-eighths
respectively of the quarters® written
premium 1o the unearned premium
meserve at the end of the year.

Not defined.

Eundorsement

Some change to the policy wording,
usually following a change in the risk
covered, which takes effect during
the original period of insurance.
Usually, but not necesgarily,
accompanied by an alteration; in the
original premi

Not defined.

Equalisation
reserve

A reserve built up to provids a
cushion against periods with worse
than average claims experience,

Not defined.

Escalation clanse

A policy clanse which permits the
insurer 1o raise automatically the
level of benefits or sum insured (and
therefore the premium} in line with
some form of inflation index.

Not defined.

Estimated (or
expecied)
maximum loss
(EML)

The largest loss which Is expected to
arise from a single event. This may
weil be less than either the market
value or the replacernent velue of the
insured property and is used as an
expositre measure in rating certain
classes of business. See aleo the two
terma probable or possible maximum
loas (FML).

Mot defined.

Event

An occurrence, usually ane that may
joad 10 one or mere claims, For

WMot defined.
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example a fire, storm, etc. Events
may be insured or uninsurad.

Excess

‘Amount of any foss that is not
included in the cover provided (e.g. a
loss falling below the excess is not a
claim). A deductible on the other
hand eats into the cover. This
difference enly really matters where
there s an upper linit on the amount
of cover such as reinstatements or an

annual aggregale.

Nex defined,

Excess of logs (XL)
reinsurance

A form of reinsurance whereby the
reinsurer indentnifies the cedant for
the amount of a loss above = stated
excess point usnally up to an upper
limijt. The excess point and upper
limyit inay be fixed or indexed as
specified in s stability clause.
Usually this type of reinsurance
relates to individual losses, but it can
be a form of aggregats excess of loss
reinsurance covering the total of all
losses in a period and subjectto a
tevial aggregate claim limit.

Not defined,

Excess of loss ratio
reinsurance

Not defined.

Mot defined.

Exception

Not defined.

Mot defined.

Exclusion

An event, perif or cause defined
within the policy document 23 being
beyond the scope of the cover.

Mot defined.

Expense ratio

The ratio of management expenses
plus commission o premium (ueually
calendar accounted expenses to
written premium).

Not defined.

Experience rating

A system by which the premium af
each individual risk depends, at least
in part, on the actual claims
experience of that risk usually in an
earlicr period, but sometimes in the
period covered. This latter case is
sometimes referred to as Swing Rated
ot Loss Sensitive, and thers are often
upper and lower fimits called a
“coflar”,

A prospective or retrospective
premiugm adjustment process based an
actual experience of a polieyhaolder or
group of palicyholders.

Explry date

The date on which the imsurance
cover for & fisk ceases,

Not defined.

Exposure

This term can be used in three senses:

1. the state of being subject to the
possibility of loss;

2. the measurable extent of risk;

3. the possibility of loss to insured

property dbyits

I, Measure of the extent of risk
andror possimtity of loss;

2. The number of items subject to
possibility of loss.
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I

surrourdings.

Exposure unit

The basic gnit used by the insurer to
measure the amount of risk Insured,
vsually over a given period and
usually used directty in rating with
premiums expressed as the rate:
exposere unit times the number of
units for the risk. For example, sum
ingured year or vehicle year.

Expostire base:
1. the oumber of exposure units

used to determine the premium or
pure premivm for a policy or
group of policies;

2. zunit such as payroll, receipts,
ares, gate receipts, awomobiles,

ete used to © eAposure.

Facultative
relnsurance

A Teinsurance arrangement covering
a single risk as opposed io a treaty
arrangement; commonly used for
vary large risks or portions of risk
written by a single insurer, that are

1 among al rei

Mot defined.

[Facaltztive-
oblipatory
refnsurance

A facultative reinsnrance facility wih
an obligation placed on the reingurer
e accept.

Not defined.

Financial risk
veinsurance

This 1z a form of reinsurznee
involving less underwriting risk
transfer and more investment or
timing risk transfer from the cedant.
These contacts sre ofier on a multi-
line, maiti-year basis, They typically
abgorb at least the cost associated
with claims differing from expected
claims experience, and ofien carry
excess of loss terms and muliiple
options. Premiums usvally reflect the
time value of money to a larger
eatent than maditional excess of loss
contracts.

Not dehRned.

Fine arts insurance

Not defined.

Hot defined,

| Finite risk
insurance or
reinsurance

A farm of financial reinsurance
which provides 4 defined upper fimit
to the total amount of payment.

Mot defed.

First loss

A forms of insurance cover in which
the sum insured is less than the fislt
value of the ingured propanty, so that
the policyholder has to bear any loss
in excess of the sum insured, Itis
appropriate in cirgumstances where
the policyirolder considers that a foss
in excess of the sum msured js
extremaly unlikely or the item is
effectjvely priceless. It is commonly
used in fire business,

ot defined.

Fleet

A group of vehicles, ships or aircraft
that are insured sopether ander one
poticy. Sometimes these are subject
{0 difforent rating approaches from
those that would apply to indjvidusl

Mot defined.
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risks.

Fleet rating

The process of determining preminm
rates for flects.

Drifferent tachniques will be used
from thoge that would be used for the
individual rizks in a fleet, largely
based on the size of the flest and the
amount of claims history available.
For axample, while small fleets may
be largely rated aceording tor book
rates per vehicle with some
adjustment for cxpense savings, sotie
form of experience rating will be
used for larger fleets with the
credibility increasing with the size of
the fleet,

In Marine Hull insuragce, fleat rating
will aim to incorporate the
characteristics of a fleet {for example
ones under common management)
into the rating process, as well a3 the
risk characteristics of the individual
ship. Advanced statistical rating
techniques could be applied although
simpler rating techniques are used in
practice.

Not defined.

Force majeare

Mot defined.

Mot defined.

Franchise

A minimum percentags or amount of
loss which must be attained before
insurers are liable to meet & ciaim.
Onee it 15 atiained the insurers mest
pay the full amount of the Joss.

Not defined.

Free reserves

The excess of the value of an
insurer’s assets over its technical
reserves and current Liabilities.
Sometites referred to as
sharehalders® funds or net asaet
value.

Not defined.

From the gronnd
up

A statement of an original insurer’s
experience of 2 class of business
offered for reinsurance is said to be
from the ground up when it shows the
number and distribution by amount of
ail claims however smal! even though
reinsurance is required for large
claims only. Also, ground up loss
distributions are used fo evaluate the
irmpact of different levels of
deductible on other insurances such
as motor, Analyses often entail

Not dafined.
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sumastation technigues fo evaluate
d toss distnbutions

Full value reserve

(
Not defined

An andiscounted proviston for the
payment of outstanding losses,
ALAE, or LAE, distnguished from
discountted reserve

Functionsl costing

A process used within an gxpense
analysis to split the expenses of each
lime department between the different
clasges of business covered by that
department The process usually
reliss upon fixing relative unit costs
for each of the processes carrned out
by the department and counting the
naember of tmes that each of the
processes 18 carmed out over the
period n question

Mot defined

Fuond accounting

A process wherehy a fond 13
established for future losses fora
penod or a type of claom agamst
which clanns experience 18
monitored, rather than a prospectrve
approach to evaluahng and setting

claims reserves

Mot defined

Goingeoncern
basis

The accounting basis normally
requmred for Companes Act accounts,
which 1s hased on the assumipbion that
the nsurer wili conbinue o frade a3
normat for the long term future

Not defined

Grossing-up factor

A factor used (o adjust a base figure
to at uwinmate one  For example
{13 The raho behwveen the ultimate
cost and the accumulated
pAYTARIS at & prer
deveiopment penod, as nsed in
statistical clayraz projection
methods, such as the chain
ladder method
(2) The scaling-up of clamms
expertence to aliow for the
expectation of the cccasional
very Iarge claim  Thig 15 nsed
In gxperlence ratmg of
individual clmms sxpensnce
that has been stnpped of any
very farge clams It 15 also
sometimes used in motor rating
to make adequate allowance for
targe Bodly mury habalty
claoms, stripped out of a basic
anaiysis

Not defined
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Guarantee fumd The greater of one-third of the Not defined.
(ED) SMSM and 400,600 ecu. The very
minimern level of fanding required
by EC (and UK) legislation, below
which severe action will be taken by -
the supervisory authorities.
Guaraotee fund This is a US term which is appiied in | Not defined.
(Us) two differemt ways.
{1}  Inthe context of mutual
insurers it refers to the amounts
policyhoiders may be called on
to pay in addition to their
premiums if the insurer is
unable to meet its claim
liabilities,
(2} A premium levy on all insurers
within eack US stale to frm a
centrally run fund to pay the
clairas and other outstanding
fiabilities of insolvent
companies.
Hard premiom High, profitable promium rates. ot defined.

rates

Health care cost
trend

Not defined,

Changes over time o 2 unit cost of
providing health care benefits.

Home foreign
business

Geeneral insurance business written {n
the UX relating fo risks which
otriginate or are located outside the
UK.

Not defined.

Hours clause

A clause within a catastrophe
relnsurance treaty which specifies the
Vimited peried during which claimns
can be aggregated for the purpose of
one claim on the reinsurance
contraet. Commonly 24 or 72 hours.

Not defined.

Inception date

This is the date from which the
insurer assumes cover for a risk.
This may or may not coincide with
premium collection dates.

Not defined.

Incurred but not

A reserve reffeching expected

Not defined.

enough reported changes {increases and decreases) in
{IBNER) reserve estimates for reported claims only

(i.e. excluding any true IBNR

claims).
Incurred but not A reserve to provide for claims in The pravision for ITBNR claims or
reported (IBNR) respect of claim events that may have | JBNR losses as of the valwation date.
teserve oceurred before the accounting date | IBNR claims:

but had still 1o be reported o the Claims that are liabilities of a plan or

insurer by that date. In de case ofa
reingurer, the reserve needs to
provide for claims that, although

an insurer but that have not been
reported to or recorded by the plen or
ingurer,
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siready known to the cedant, have not
yet been reported to the reinsurer as
being lable to invelve the reinsarer.

In certain London Market and
reinsurance work, IBNR, provisions
inciude any IBNER provigions.
Sometimes the terms True or Pure
IBNR are used to refer to provisions
for claims reported after the veluation
date.

IBNE losses:

Lozses that are liabilities of 2 plan or
an ingerer but that have not been
teported {0 or recorded by the plan or
insurer.

| Tneurred clalms

(I} Im the context of a particular
vear of origin, all claims
(whether reported or not)
arising out of incidents in that
year,

{2) In the context of & revenue
account under one-year
accounting, the amounts paid
on claims during the year plus
the increase in the tota! reserves
for outstanding claims over the
year. (A decrease in reserves
being treated as a negaiive
IMCFERSE. )

(3) Inthe context of three-year
accounting, alf claims (whether
reported of not) arising from
the underwriting year of cover
as determined a the tinie of
closure of the account.

Typically, incurred gizim vaiues

intlude some expenses of paying
claims such as those allocared to

individual claims.

The aumber of claims atiributabie o a
specific coverage period provided by
a policy or group of policies;
distinguished from incurred losses.
Incurred Josses:

1. The loases paid or payabie for
claims covered by a policy or
group of policies attributsble 1o a
specific coverage period provided
by the policy or palicies;

2. Paid losses adjusted for changes
in the lpss reserve for a calendar
period;

distinguished from incirred claims.

Encurred losses

Not defined.

t.  The losses paid or payable for
claims covered by a policy or
group of policies attributable 10 2
gpecific coverage period provided
by the policy or policies.

2. Paid losses adjusted for changes
in the loss reserve for 2 calendar
period; distinguished from
incurred clajims.

Tndemnity,
principle of

The principie whereby the msured 18
restored to the same financial
position after a lass as before the
loss. This is typicat of most types of

Not defined.

insutrance. This ¢ with the




sew-for-0ld basis of seftlement, often
used in home comtenis insurance,
under which the insured is entitled to
the firil replacement vaiue of the
property without any deduction for

depy ion or wear and tear.

Indemnity litnits

Noy defined.

Not defined.

Institute of London
Underwriters
(L1}

A body of insurance companies
transacting maindy maring insurance,
whose purpose ig io further the
interests of insurance by coordinating
congistency in policy wordings and
conditions between its members and
with Lloyd's. The ILU also provides
ceniral accounting and administration
services, including detailed sobvency
checks.

Not defined.

Fosurence
certifleate

A certificate provided by an insurer
o confinn that the pelicyhoider has
ingurance cover. Although provided
for many types of insurance, its main
purpose relates to compulsory
insurance whers it is a legal
requirement as evidence of stanmory
levels of cover may be required by a
third party.

Not defined.

Tnsurance cycle

The process whereby hard premigm
rates resulting in an mcrease in the
supply of insurance are followed by
soft premiuen rates doe to the
ingreased competition, which in tum
canses 2 decrease in the supply,
reduced competition and a retum (o
hard premium rates, This process
acenrs in all types of insurance
though st different speeds and to
different degrees.

Not defined.

Insurance cycle

Inwards
reinsurance

Reinsurance business accepted or
written by an insurer of reinsurer, as
opposed to outwards reinsurance
which is ceded to 8 reinsurer.

Not defined.

Joint underwriting
association

Noi defined.

An unsubsidised direct insurer of
individuais or other entities unable to
obtain jnaurance in the voluntary
market; the association is governed by
representatives of voluntary market
insurers; distinguished from assigned
risk plan, assigned risk pool.

Knock-for-kmock
agreement

An agreement betweet two Insurers
specifying how claims coats ate
shared between them when vehigles

Not defined.




insured by each of them are involved
in the same accideat. It specifies that
each insurer meets the cost of the
damage to the vehicls i has insured
without any investigation or
allpcation of tegal liability.

Lapse

When a poticyholder, having been
invited to renew the podicy, does not
do 50, the policy is said to lapse and
may be referred to as a lapse. The
term #s typically used ob personal
Imes such as motor or home contents
insurance.

Neot defined in property/casualty
context.

Lapse rate

Usually defined as the ratio of the
number of lapses in 2 defined period
jo the corresponding number of
repewal invitations, but coutd be
anpther ratio associated with lapses.

Mot defined.

Latent elaims

Claims resulting from perils or causes
which the insurer is unaware of at the
time of writing a policy, and for
which the potential for claims to be
made many vears later has not been
appreciated. The first claims from
these sources may often not be
apparent until many years after the
period of cover, ¢.g. azbestosis,
pollution, industnal deafhess ete.

Not defined,

Lead underwriter

The underwriter who takes the fzad in

i B i rates and L i B
policy conditions under & system o
coinsurance. A lead underwriter
may, or may not, be the lead claims
handier depending on market practice
and agreements for the class of
business.

Not defined.

Letter of credit

A financial guaranty issued by a bank
that permits the party to which it is
issued ta draw funds from the bank in
the event of a valid unpaid claim

inst another party

Not defined.

| Liability

(13 A duty or contract 10 fulfil an
obligation to anather person or
organisation.

2y A rype of insurance, ie.
Hability insurance, which is an
insurance to meet oblipations to
third parties, usually arising
from accidents or disease
vausing injury or iliness; or in
the case of property, or
productive capacity, loss of use

Hot defined,
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arising from zn accident, or in
the case of professional
indemnity, fimanciat loss arising
from an event foumd by the
courts 10 he the responsibility
of the professicnal involved,

Line

Mainly the ceding oftice s retertion
under 3 surplus reinsurance treaty.
Also used in coinsurance
arTangements as the perceniage
allocated to an insurer.

Not defined.

Line slip

A facility vader which the
underwriters deiegate anthority to
accept a pre-determined shave of
certain coinsured risks on their
hehalf The authority may be
exercised by the leading underwriter
on behalf of the fallowing
underwritess; or it may extend to the
broker or spme other agent being
anthorised 1o act for all the
underwriters.

Not defined.

Lioyd’s

A society, mcorporated by the
Lioyd’s Act 1871, that provides a
market place and regulatory
framework within which individuat
members may participate in the
underwriting of insurance risks on
their own accoant.

Not defined.

Fioyd’s broker

An agent approved by the Committee
of Llayd's to place business with
Lloyd's underwriters. Except for
some of the smaller risks, business
written at Lloyd's muost pass through
a Lloyd's broker.

Not defined.

Lioyd's deposit

Wholly owned, nor-assigned assets
which must be lodged in trust with
the Committee of Lloyd's before a
member can writs any business. The
amount of the Lioyd’s deposit,
together with the Name's means if
they are individuals or their capizal if
they are incorporated Names,
determines the maximom lmit of
premium incomne which may be
written on their behalf.

Not defined.

Lioyd’s Managing
Agent

A company appointed to manage the
affairs of an underwriting syndicats,

appoint the underwriter, and provide
technical and administrative services.

Not defined.

Lloyd's special
reserve fund

A conl y reserve of limited size

whzch may be built up by individual

Not defined.
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Llovd's names out of pre-tax income,

London Market Insurance and reinsurance busiress Hot defined.
carried out on a face-to-face basts in
he City of London
London Market Outwards ex¢ess of Joss rein Mot defined.
excess of loss in the Loaden Market,
{LMX]}
LMX on LMX Outwards excess of joss reinsurance | Not defined.
of EMX business written in the
London Market.
Long-talied Types of insurance in which 2 Not defmed.
business subatantigl weight of claims take
several years ia be notifted and/or
settled from the date of expasure
and’or ccourrence.
Loss What the policyholder may suffer and | The ¢conomic cost of 2 contingent
what insurance i degigned to cover. eveqt that has taken place, as specified
by the terms of & contract; also
known as claim amount.
Loss and loss Not defined. A tatio of the sum of Josses and LAE
adfusiment {or ALAFE) to premviums.
expense ratio
Loss cost Not defined. See pure premium.
Loss cost Not defined. A factor applied to a loss cost to
multiplier develop 2 premium rate.
Losses-orcurring As opposed to claims-made policy or | Not defmed.
poticy a rigk gitaching policy. Imsurance
cover is provided for losses ocourring |
in the defined period.
Loss expense Another expression for any type of Loss zdjustment expenses reserve:
reserve claims handling expense provision. The sum of ALAF reserve and LA
reserve,
Loss ratio Usuaily anather expreszion for claim | A ratio of claim amounts or tosses to
ratio. prermums.
Loss reserve Another name for claims reserve, An amount determined as of 2

The expression iz also often used in
association with the reserve deposited
by & reinsurer with the cedant to
cover in part outstanding claims
{exact terms would indicate which
panty recaived the investment income
on associated agsets).

valuation date for claims incurred but
not yer paid ot pavable; also known as
claim reserve,

Moval hazard

Not defined

The risk that an ; d may P
to take an unfaic advantage of the
insurer, for exampic by suppressing
information relevant to the
ansessment of visk or by submitting a
false claim.

Motor Insurers
Burean (MIB)

This comprises almost all the
insurange companies and Lloyd's
underwriters tansacting motor
insurance in the UK. The Bureau

Naot defined.
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andertakes to meet legitimate claims
of third parties in respect of labilitics
covered by the Road Traffic Act in
circumstances where the third party is
wnable to recover from an inserer
because the negligent driver is
uninsured or untraced. In the latter
case, the payments are limited o non-
property damage claims. The cosls

of ¢laims met by the MIB are
financed by a genera lovy onits
members.
Mutual insurer An insurer that unlike a proprictary Not defined.
insurer does not have equity
shareholders so whom all or pan of
the profits might be allocated,
Names The members of Lloyd's, who accépt | Not defined.
the Lability for (and profits from) the
risks underwriiten i their name,
Net direct Mol defined. Gross premium after retuens for
preminm poticies cancelied or not taken.
Net premium Ususily, the premium ret of the cost | Totel written premiun: or eammed
of reinsurance, althoogh it could pramium Jess provision for ceded
mean net of acgoisition expenaes reinsurance premiums and, on
and/or comimission, oteasion, certain expenses such as

COMIAISSIONS,

Pure premium:

I, The vaiue of losses and in some
cases LAE or ALAE per unit of
eXposure;

2. The portion of premium that is
required to cover losses with or
without LAE or ALAE.

Nil claim & claim that resuits in no payment by | Not defiged.
the insurer, e.g. because the claim is
found not 1 be valid, or because the
amount of the {oss temns out to be no
greater than the excess, or because
the policyhalder has reported 5 claim
i order to comply with the
conditions of the policy but has
glected to meet the cost in order to
preserve any entitlement to no-claim
dizcount.
No-claim discount | A form of experience rabng i which | Not defined,
(NCD) poticyholders are allowed a discount

from: the basic preminm according o
a scale which depends upon the
number of years since the last
previous claimm. In practice, the
systerns often do not count claims
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where the policyholder was not at
fanlt (“allowed claims™) and will
usttally sl provide some discount if
a claim is made after a previoysly
long claim fres period. 1t is used
most often in private car insurance
and occasionally in other classes such
as household contents and medical
Sipensss insurance.

Nen-proportlonal | Reinsurance arrangements, where the | Not defined.
relnsurance claims are not ghared proportionately

between the cedant and reinsurer.
Non-technical The non-technical aceount is an Not defined.

account aceount made up from the balance on
the technical account plus the balance
of fhe investrnent income and gains
aot included in the technical account,
plus profits or any other activities
less tax, dividends and any other
charges.
Occurrence Not defined. An accident or contingons ot repeated
exposure to conditions that result in
an insyred claim.
Occurrence basis | Not defined, A concept of policy coverage that
applies to claims arising from
occurrences that take place during the
term of the policy; distinguished from
accident basis, cleims-made basis.
Office premium This i3 the total premium charged for | Gross premivm:
the period of cover. This premium The amount contractually required to
will contain the risk premium, be paid or anticipated to be
commission, an allowance to cover contributed by the policyholder and/or
all other types of expenses, an reinsured entity.
allowance for any premium tax, 2
coniribution to profiks and a
contingency loading.

One-year A basis of accounting which p ts, | Mot defined.

accounting at the end of each year of account, the
astimated technical account for
busi exposed during the year,

Open clalms Not defined. Known clams in the process of
teview ar agdjustment or on which
further preminms are anticipated by
the insurer.

Open year An underwriting year which is not Not defined.

closed under the system of furd
accounting, Typically no
contribution to profit is removed
from an open year, but any identified
deficiency is offset by the uze of
externz! finds. See also closed year,
Operating ratio See combined ratio. Wot defined.

250




Operative clanse

Not defined.

Original gross
preminm income
(OGP}

The gross preminm mcome received
by an insurer in relation to business
that is covered by a noa~proportional
reinsurance treaty. The reinsurance
premium is calculated as a percentage
of this OGPI.

Not defined.

Oistanding claims
reserve (OCR)

A provision for the estimated amownt
of ¢laims that have not been settled.
It can be interpreied in at least two
different ways 30 care is needed, For
example:

(1Y Toinclude only claims that
have been reported; in this caze
the provision may be called the
Reserve for Notified (or
Reported) Outstanding Claims.
To include all clains not yeu
settled, i.e. inclsding IBNE,
[BNER, re-opened claims and
fumire claims eXpenses.

2]

Cutstanding losses:
See joss reserve.

Ouiwards
reftisurance

RBeinsurance ceded by an insurer, as
oppozed to inwards reinsuzance

acoepted.

Not defned.

Over-riding
commission

Additional commission paid by a

to an § ding
proportional business, as a
contribution towards expenses. The
term is ofien used on primary
business writlen frongh agents or
brokers and refers to any addition o
basic commission rates either for

Not defined.

volome or profiteble baginess,

Paid losses Not defined, L. The losses paid as of the
vatuation date for claims covered
by & policy or group of policies
attributabie to a specific coverage
period provided by the policy or
policies.

2. Claim amounis paid during a
specific calsndar year (or period).

Partin} payment (1)  Any clajin for Jeas than the full | Not defined.

s insured.
{2} Paial ciaim settlernent paid on
aceount, before a claim is
finalised or closed.
Peril A type of avent that may cause a loss { Not defined.

that may or may oot be covered by an
insurance policy. An insured peril is
one fior which insieance cover is
provided. Examples of perils that
mey be covered are fire, thefl,
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accident, windstorm earthquake, siot
and civil commotion.

Persistency

A measura of the length of dme for
which a policy remains on the hooks
before it is lapsed by the insured,

Mot defined.

Personal lines

Classes of ingurance business offered
to individuals, a8 opposed

[ cial lines busi or group
business, incivdes private motor,
domestic household, privare medica),
personal accident, iravel insurance
et

Not defined.

Paints rating
system

A system for calculating the oifice
premaium by relating it 1o points
associated with each cell within a
rating factor. The higher the risk
associated with the coll, the hipher
the points and the higher the
premium. For example, a driver aged
20 would be associated with far more
points, and all other things being
equal a higher premium, than a driver
aged 40.

The extended application has now
largely removed the need for this

Not defined.

ie system.

Pooling

Arrangernents where parties ageee to
share premiums and losses for
specific types of class or cover in
agreed proportions. To some sxtant
all insurance is pooling but specific
pooling arrangements ofien apply
particularly where the risks have very
large unit size (e.g. atomic energy
rigks) or via mutual associations,
such as P&I clubs, catering for an
industry.

Mot defined.

Portfolio claime

Used in proportional reinsurance.

The outstanding claims that, together
with the portfolio premiums, make up
the reinsurance premium required for
a portfolio wansfer; usually used to
transfer obligations from one vear of
acoount to the next.

Not defined.

Portfolio preminms

The unearned premiums that iogether
with the partfolio claims make up the
reinsurance premium required for a
portfolio transier.

Not defined.

Portfollo transfer

The reinsurance of an entire portiolio
at a premyiwm relating to the estimated
outstanding claims and vnearned
premiums ender that portfolio.

Mot defined.
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Usiaily uscd when an insurer hag
decided 1o discontinue writing a
particilzr class, or by a reingurer
wanting (o cloge a treaty year and
pass on ihe liability to the following
year for administragive reazons,

Premium at
present rates

Not defined.

The premivm component of
experience adjusted to refipet what
stich premiums would have been had
they been written at current preinm
Tates.

Preminm income
Limit

The amovnt of premivm that a
Lioyd’s Name may write in a given
year, determined by the size of the
Mame's wealth, deposit and whether
or not incorporated.

Not defioed.

Premiums trust
fund

A {und into which all premiums for a
Lloyd’s syndicate in a given
underwriting year are paid. No
maneys may be relsased from the
fund other than any profit on closure
and on-going claims and expenses.

Not defined.

Probable (possible)
nmaximum loss
(PML)

A mieasure of exposure used in rating
or to judge outwards reinsurance
requirements, Can be vsed as another
term for estimated maximom loss
depending on the class of busingss,
Possible maximum loss mey arise
from more remote scenarios than
those for probable or estimated
maximum loss and therefore cayry
higher vaincs.

Not defined.

Product costing

Product costing ia the caleulation of
the theoretical office premiom (o be
charged for a particular class of
business.

Not defined.

Product pricing

Froduct pricing is the determination
of the actual office premium. This
will take acoount of current market
conditions.

Mok defined.

Profit commission

Commission paid by a reinsurer 0 a
ceding office under a propontional
reinsurance treaty that is dependent
upon the prafitability of the total
business cedad duting each
acocounting period. Also used, in
cther arrangements, a8 any
cormmission contingent on the ¢laims
experience.

Not defined.

Profit testing

Altenint used for evaluating the
economic value of contracts using ret
value technigues i

Not defined.

¥
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proposad premivm rates are tested by
projecting possible levels of firture
business, claims, expenses,
investment experience and profit.
The process may be extended o
mclude all buginess and so form a
madel office akin to those used in life
COmpanies.

Proportional
reinsurance

A reinsurance aprangement where the
reinsurer and cedant share the claims
proportionatly. Usually, premiums
and introduction comnrissions follow
the sarme proportions. Two types
commonly arise: quota share and
surplus.

Not defined.

Proprietary
insurer

An msorance company owned by
shareholders, ie nota Lloyd's
syndicate or a mutual insurer.

Not defined.

Prospective rating

Not defined.

Wot defined.

Protected NCD»

A modificafion to an NCD system
whereby 2 pelicyholder wha has
attained a high level of NCD may
elect to pay an extra premium in
arder io be able & make claims
without iosing future entifement to
discount. Therg may be a specified
Hmit to the nember of ciaims that can
be made withous affecting the
discount, or the insurer may simply
reserve the Eght to withdraw the
policyholder's option to continue on
protectad NCD.

Not defined,

Protection &
indemnity (P & I}
clubs

Mutwai associations of shipowners
that cover, as a pool, risks not
traditionally insured by a commercial
marine bl poliey, e.g. damage to
harbours, removal of wrecks,
pollusion, loss of life and personal
injury. They also provide shipowners
with technical assistance in the
marine market and advise on issues

3

coming before the shipping & y-

Mot defined.

Provisiens

The practice among accountants is o
apply the term provisions to the
amounts set agide to provide for
liabilities assumed to exist at the
aceounting date, and to apply the
term reserves o amount available to
meet linbilitics that may arise after
that date. Among actuaries, and
among practitioners of general
insurance it has been widespread

Nov defined.
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practice to apply the ferm reserve (o
both categori

o

ingurers who agres to reinsure risks
with each other. Commonly used
with quota shase reinsurance to
diversify the insurers’ overall
porifolios.

Pure premium Nat defined See net premivm,

Pure premium at Not defined. The puce premium compaonent of

present level experience adjusted i reflect pure
premiums underlying current
premium rates.

Pore premium rate | Not defined. The portion of the premium rate
representing projocted losses with or
without LAE ot ALAE.

Duota share A form of proportional reinsurance Mot defined.

reinsorance where the proportions used in

apportioning claims and premiums
between the insurer and rsinsurer are
constant for all risks covered by the
treaty.
'-ﬁa:emaldng Not defined. The process of establishing premivm
rates used in inswrance or other risk
fer mechanisms.

Raie on line For non-proportional reinsurance, the ] Not defined,

total preminm charged for the

reinsurance divided by the width of

the layer covered.

Rating The process of arriving at a snitable | Ratemaking:

premium for an insumance risk. Ttis | The process of establishing premium

SOMEHMEs Synonymous with rates vged in insurance or other risk

underwriting, though it is strictly just | tranafer mechanisme.

one part of the underwriting process. | Rating plaa:
A formaf system for establishing
individogt insureds’ premiums that
recognises individual risk
characteristics.

Rating basis The collection of assurpiions used 10 | Not defined.

associate the risk premium with the
characteristics of the risk being
ingured.

Rating factor A, factor used to determine the Not defined.

premium rate for 2 policy, which is
measurable in an objective way and
relates to the intensity of the risk. Tt
must, therefore, be a risk factor or a
proxy for a risk factor or risk factors.

Raiing plan Not defined. A Toral system Tor establishing
individual insured’s premiums that
recognizes individual risk
characteristics.

Reciprocity An artangement between two Not defined.
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Recoverles Amounts recesved by insurance Not defined.
companies io offset dircetly part of
the cost of a claim. Recoveries may
be made from several different
SOUICE, .. TEINIUrers, other
insurers, salvape, liable third parties.
Reinstatement The restoration of full cover Not defined.
following a claim.
For higher layers of excess of logs
reinsurance, payment of a clain may
cause the amount of cover for the
remzining period of insurence to be
reduced or terminated unless a further
premium ig paid for reinstatement.
Such a premrm may also be
required, for lower layers of cover,
following a nuenber of claims {i.e.
there may be a limited number of fres
teinsta ts)
Reinsurance Insirance purchased by an i Reinsitrance agn t
conpany i relation to s insurance Any contractual arrangement wherehy
Tabilities. some elernent of risk contained in
insurance contracts is transferred from
a primary {or ceding) insurer to a
reinsuring {or agsuming) inswrer in
raturn for some consideration.
Relnsurance Not defined. — ‘A market device that provides
facility insurance for individuals or other
entities that canmot obtain coverage
fromn an insurer on 2 volustary basis,
by sharing premiums and losses for
such entities among participating
HIGMTErs,
Reinsurance to The reinsurance premium, under the | Not defined.
close (RITC) Llayd's system of three year
accounting, payable to the following
open syndicate year, ta cover all
outstanding claims tiabilities closing
the year of account, This reinautance
may alse be provided by another
syndicate or arrangement as with
Equitas accepting the 1992 and prior
liabitities of Lloyd's syndicates in
1996,
Reinsurer An insurer providing reinsurance Not defined.
cover, Some reinsurers do not write
any direct or primary insurance
Re-opened claim A cleim formerly deemed settled, but | Not defined.
subsequently re-opened because
further payments may be required.
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Replacement

‘A hasis of cover where the insurer
pays the cost of replacing the insvred
item with a similar but new item.
Also referred 1o as “Repiacement as
new” or “Wew for old"” and contrasts
with “the principle of indemaity™,

Mot defined.

Report year {or
period) losses

Not defined.

Dhata gathered on losses, LAE or
ALAE, attributing to a given year (or
perind) the total cost of losses, LAE,
or ALAE that are reported in that

year, regardless of when the losses

ocemred; distinguished from accident

year losses.

Reserves See Provisions. AR amount determined as of a
valualion dase o provide for Rature
payments.

Retention The amount for proportion) of risk Not defined.

retained by the cedant under a
reinsurance armangemant or the
insured for an insurance.

Retroactive date Date on which a dirsct writer Not defined.

commences cover and to which
subsequent facoltative reinsurance
cover is backdatsd

Retrocession Reinsurance purchazed by a reinsurer | Not defined.

in relation to its inwards reinsurance
liakilities {i.e. reinsurance of
reinswrance),

Retrospective Noz defined. See caperience yating,

rating

Return commission | A commission paid by a reinsarer o | Not defined.

the ceding company for proportional
reinsurance business to recompense
the cedant for acquisition exp

Risk Not defined. 1. Uncertainty arising from the

possible cecurrence of future
evEents.

2. Anindividual or other entity
covered by a financial securnity
system.

Risk attaching A basis under which reinsurance is Not defined.

basls provided for claims arising from

policies commencing during the

period to which the reinsurance

relates.
Risk-based capital | ihe assessment of the capital Not defined.
(REC) reguirement for a general insurer by

considering the risk profile of the
business written and its eperations.
in the US, the required minimum
margins of solvency are determined
afier idering FBC requirenents,
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Risk excess of loss
refnsurance

Excess of loss reinsurance which
relates to individual losses affecting
only one insured risk at any one time,

Not defined.

Rlsk factor

A factor which is expected, posaibly
with the support of stabstical
evidence, to have an influence on the
intensity of risk in an inswmance
cover. See also rating factor.

Not defined.

Risk group

The rating cell or risk segmeni into
which particular policies are
categarised, within a type of
insurance cover. The objective is to
achieve a group of policies or risks
which have homogeneous
characieristics.

Risk classification:

The process of grouping risks with
similar risk characteristics so that
differences in expected costs may be
recognised.

Rigk premlum

‘The amount of premium required to
cover claims expected for  1isk, i.e.
average claim amount * average
claim frequency, It may alternatively
be expressed &5 & rate per anit of
EXPOSUrE.

See nct premium,

Road Traffic Act

The legistation that requires anyone
using a motor vehicle on the road to
have insurance 10 cover their fegal
liabilities 1o third parties {inclading
pagsengers} in respect of personal
injury and property damage.

Not defined.

Running off

Mot defined.

Not defined.

Ruon-off basis

A valuation basis that assumes an
insurer will cease to write new
business, and contimse it operation
purely to pay claims for previously
written policies. Typically expenses
and reinsurance arrang ts chang
after an insurer ceases to write new
business.

Not defined.

Run-off irisngie

See claims run-off analysis. The
development or run-off eiangle may
be of claime by amount or nember or

of premiums.

Not defined,

Sabvage

Amounts recaversd by insurers from
the sale of insured items which had
become the property of the insurer by
virtue of the serding of a claim.

Mot defined.

Self insurance

The retention of risk by an individual
ot organisation, as distinct from
obtaining insurance cover,

Large comumercial concerns may opt
for self-insurance vn the grounds that
they are avoiding the extra expenses
and profit loadings of an insurance

Mot defined.
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policy and have sufficiently strong
finances to cope with their likely
losses. In practice, they will typicatly
still seek insurance against very large
losses by haviag insurance contracts
with very high excesses. Effectively,
having any non-zero excess implies a
level of self-insurance. Qwning a
captive insurance company is a
means of arranging for setf-
insurance, with cover for very large
fosses being arenged by the captive
by means of re

ance.

Short-tailed
business

Types of insurance in which most
claims are urually notified and/or
settled in a short period from the date
of exposure andfor occurrence.

Not defined.

Signing down

The process of reducing, pro ram, the
proporiion of risk thet each co-insurer
has accepted for a given risk whers
the ship has been more than 100%
subscribed.

Not defined.

Slip sysiem

The Tace-to-Tace system vsed within
the Lomdon market to co-insure risks.
Proposed risks are described by a
broket on a standard form (slip);
terms and the premium rate are added
after negotiation with a lead
underwriter {who also signs for a
certain proportion of the risk), before
the ¢lip is circulated by the broker
amongst other underwriters who sign
the slip to confirm the proportion of
rigk that they will accept

Not defined,

Soft prembum rates

Low premiut rates. See also hard
premiim rates.

Not defined.

Safvency margin

Another term for free reserves.

Not defined.

Solvency ratho

The free reserves divided by the nex
written i

Not defined.

Stabity clause

A clanse that may be included ina
non-proportional reingurance treaty,
providing for the indexation of
monetary limits {i.e. the excess point
and/ or the upper limit) in line witha
specified index of inflatton.

Not defined,

Statutory
minimum solvency

margin(SMSM)

The minimnm level by which an
insurance company"s assets should
exceed its liabilities according w EC
{and UK) lepislation. Often taken to
be approximately 20% of net written

Not defined.

Stalglory retorns

*n
Annual stzements and accounis that

Not defined.
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an insurance company is obliged to
file under the UK Insurance
Compasnies Acts and Regulations.
Tha purposs is to enable the
aythorities to supervise the insurers’
{iabitities by carrying out 2 vaiuation
of the insurers’ liabilities and
comparing with the assets held.

Stop loss
reinsurance

An aggregate excess of loss
reinsurance which provides
protection based on the total claims,
{from all perils, arising in a class or
classes over a period. The Excess
Point and the Upper Limit are
sometimes expressed a3 a perceniage
of the cedant’s premium income
rather than in monetary teims, e.g.
cover might be for a clairs ratio in
excess of 110% up to a limit of
149%. Where this form of
Treinsurance XS in practice, it is
usual for the cedant to be required to
retain 4 proportion of the risk in the
reinsured layer called the coinsurance
proportion, ko avoid any moral
hazard.

Mot defined.

Subrogation

The substitution of one party for
another as creditor, with a qansfer of
rights and responsibilities. [t applies
within insurance when an insurer
accepts a claim by an insered, thus
assuming the responsibility for any
Habilities or recoveries reiating ta the
claim. For example, the msurer will
be responsible for defendmg legal
disputes and will be entitled to the
proceeds from the sale of damaged or
recoversd property.

Not defined.

Sunset clause

Clause defining the Gme limit within
which a claim must be notified, if it is
10 be valid.

Mot defined.

Suretyship

Insurance ko provide a guarantee of
performance or for the financial
commitments of the insured. Also
known a3 fidelity guarantee
insurance,

Mot definzd.

Surpius (US)

A 1isk which a broker is unable to
place with insurers in their own state
and for which cover must be spupght
outgide the state.

Not defined.

Surplus
reinsurance

A form of proportional reinsurance
where the proportions are determined

Not defined.
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by the ceding office for each
individual risk covered by fhe treaty,
subject to limits defined in the treaty.

Syndicate {Lloyd’s)

A group of Lloyd's Names who
collestively co-insure risks. The
syndicates wsually spacialise in

p lar types of & € and each
Name will usually spread their
exposure by belenging to many
different syndicates.

Mot defined.

Technical Account

The technical account is made up of:
eamed premiums fess incurred claims
(both adjusted for reinsurance as
appropriate} less expenses {with an
aliawance for deferred 2cquisition
costs as appropriate), plus any change
in the statutory equalisation reserves
{as appropriate). Some of the
investment income eamed may be
inctuded in the technical aceount, or
it may all be included in the non-
technical account.

Mot defined.

Technical reserves

The arcounting enirtes in the balance

sheet which represent the insurer’s

ligbilities from the business which

has been written, For example, UPE,

URR, ontstanding claims reserve,
lisation reserve, etg.

ot defined.

Three-year
accounting

A form of fanded accounting,

Not defined.

363ths method

A basis for estimating unsarned
premium reserve, based on the
assumption that the risk is spread
evenfy over the 365 days of a year of
cover. For example, where a policy
was writtent 100 days ago, 265/365ths
of the premium is taken 2¢ being
uneamed.

Wot defined.

Time and distance
refnsurance

A type of financial retnsurance,
which had widespread use in the
London Market and Lloyd's,
whereby an insurer pays a single
premium in retutn for a fxed
schedule of fiture payments matched
1o the estimaied dates and amounts of
the insurer’s claim outgo. The
putpose of such contracts was to
achieve the effect of discounting in
arriving at the reserves for
outstanding claims. Since Lloyd's
changed its mles so that the credit
allowed for time and distance policies

Not defined.
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in a syndicate’s accounts was limited
o the present value, such policies
have become leas poputar.

Treaty reinsurance

Reinsurance that a reinsurer is
obliged to accept, subject 10
conditions set out in a treaty.

Not defined.

24the method

A hasis for estimating unezamed
prermivin reserve, based on the
assumption that annual policies are
written evenly over each month and
risk is spread evenly over the year.
For example, policies written in the
first month of the year are assumad to
contribute 1/24th of the month’s
written premysum to the onearned
premium reserve at the end of the
)’CHT.

WMot defined.

Uberrima fides

Latin for “utmost good faith™, This
honesty principle 15 assumed 1o be
observed by the parties to an
insurance, or reinsurance, contract.

Not defined,

Unallocated loss
adjustment
expense reserve

Mot defined.

A Hability as of a valuation date for
ULAE 1o be paid in the future on
claims that have been incorred as of
such date.

Unallocated loss Not defined. (Property/casualty) Expenses incurred

adjustiment in setthing and investigating ¢laims not

expenses (ULAE) directty assigned to specific claims or
groups of ¢laims.

Underinsurance There is said to be undert = Not defined.
when the sun insured is less than that
reguived under the terms of the
contract. Depending on the policy
conditions, where Undennsurance is
proved to exist, insurers may be able
to claim that the policy ig null and
void, Alternatively, average may be
applied to claim amounts.

Underwriter An individual who assesses risks and | Not defined.
decides the preminms, terms and
conditions oo which they can be

phed by the insurer,

Underwrifing The process of consideration of an Fhve process of identifying and
insurance risk, This includes ciassifying the potential degree of risk
azseszing the appropriate pr P ted by 2 proposed imsured or
together with terms and conditions of | group of insureds.
the cover as well as assessing the risk
in the context of the other risks in the
portfalia. The more individual the
rigk (e.g. most commarcial lines), the
m“"dthe"-‘— ik A.;nn

Underwriting Anorg ion at Lioyd's providmg | Not defined
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agent

management services for syndicates
and/or advice for Names.

Underwriting
factor

Any factor which i3 used to

determine the premivm, terms and

conditions for a policy. It maybea

rating factor or some other risk factor

that is accounted for in a subjective
by the utiderwritr.

Mot defined.

Uneprned
premiums

The portion of premium written in an
ac¢ounting period which is deemed to
relate to cover in one of more
subsequent accounting periods. It
can be caloulaied in at least two
ways!

{1) Net of deferred acquisition
costs (DAC), ie. by deducting
actuisition expenses before
propontioning the writen
premiam.

(2) Gross of DAC, i.e. by
proportioning the full written
premiurn without any deduction
for DAC,

The ficst approach is consistant with
a going-concem basis, whilst the
second is consistent with a break-up
basis. However, the second approach
ez also be used for a going-concern
basis by including DAC as an asset in
the batance sheet.

A typical balance sheet incudes
values gross and net of reingurance
also.

The portion of the premium fora
policy or geoup of policies as of the
valuation date attributable to coverage
afier the valuation date.

Unearned
premium reserve
{UPR}

The amount set aside from premiums
written before the eccounting dare to
cover risks incurred after that date,

The liability for the vneamed
premium as of a valuation date.

Unexpired risks
reserve {(URR)

This term is offen ased in fwo ways:

(1} The reserve required to cover
the claims and expenses which
are expected to emerge from an
unexpired period of cover,

(2} The reserve required to cover
the excess of (1) over the UPR,
This is strictly, however, known
as the additional reserve for
unexpired risk.

Not defined.
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Working layer Layera of excess of loss reinsurance | Not defined.
at levels where there is likely to be a
fajely regular flow of claims,

Writien premiums | The amount of premium for which 1. Premiuwms billed, collectsd or
cover commenced in an aecounting otherwise recorded on the books
period, either net or gross of of the insurer a5 of the valuation
refmsurance. date for policy or group of

policies.

2. Premiums billed, collected or
otherwise recorded on the books
of the insurer during a calendar
year (or period).

Zero claim Another term for nit claim. Not defined.




