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Professional Certificate in Reinsurance Risk Analysis

Reinsurance Contract Law

Reinsurance is a form of insurance that is purchased by insurance companies to reduce their risk and
exposure to large losses. In a reinsurance contract, the insurance company (the cedent) transfers a portion
of the risk it has underwritten to another insurance company (the reinsurer). The reinsurer then agrees to
cover a portion of the losses that the cedent may incur.

There are several different types of reinsurance contracts, including:

* Proportional reinsurance: In a proportional reinsurance contract, the reinsurer agrees to cover a fixed
percentage of all losses that the cedent incurs. For example, if the cedent has a proportional reinsurance
contract with a reinsurer for 50%, the reinsurer would cover half of all losses that the cedent incurs.
* Non-proportional reinsurance: In a non-proportional reinsurance contract, the reinsurer agrees to cover
losses that exceed a certain threshold, known as the retention or deductible. For example, if the cedent has
a non-proportional reinsurance contract with a reinsurer with a retention of $1 million, the reinsurer would
cover any losses that the cedent incurs that are above $1 million.
* Facultative reinsurance: In a facultative reinsurance contract, the cedent selectively transfers individual risks
to the reinsurer. The reinsurer has the option to accept or decline each risk that is presented to it.
* Treaty reinsurance: In a treaty reinsurance contract, the cedent and reinsurer agree to a standing
arrangement where the cedent will transfer a certain class or type of risk to the reinsurer. The reinsurer is
obligated to accept all risks that fall within the scope of the treaty.

Reinsurance contracts are typically governed by contract law, which sets out the rights and obligations of
the parties involved. It is important for both cedents and reinsurers to carefully review and understand the
terms of a reinsurance contract before entering into it.

One key term in reinsurance contracts is the commutation provision. This provision outlines the process for
determining the amount of any loss that is payable by the reinsurer. In some cases, the reinsurer may be
required to make a lump-sum payment to the cedent, known as a commutation payment. This can occur
when the cedent and reinsurer disagree on the amount of a loss, or when the reinsurer wishes to terminate
the contract.

Another important term in reinsurance contracts is the follow the settlements clause. This clause requires
the reinsurer to follow the settlements made by the cedent with respect to the underlying insurance
contracts. This means that if the cedent has paid a claim to an insured, the reinsurer is obligated to pay the
cedent the amount specified in the reinsurance contract.

Reinsurance contracts may also include a cut-through clause. This clause allows the cedent to access the
reinsurer's funds directly, without having to first exhaust its own funds. This can be useful in situations
where the cedent is facing a large loss and does not have sufficient funds to pay the claim.
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In addition to these terms, reinsurance contracts often include provisions related to premiums, claims
handling, and termination. Premiums are the amounts paid by the cedent to the reinsurer for coverage.
Claims handling provisions outline the process for submitting and paying claims. Termination provisions
specify the circumstances under which the contract can be terminated, and may include provisions for
recapture (the right of the reinsurer to re acquire risks that it has previously ceded).

When drafting a reinsurance contract, it is important to consider the potential risks and uncertainties that
may arise. For example, the contract should specify how losses will be calculated and paid, and should
include provisions for resolving disputes. It may also be necessary to include provisions related to change in
law (the impact of changes in law on the contract), cyber risk (the risk of loss due to cyber attacks or data
breaches), and terrorism risk (the risk of loss due to acts of terrorism).

Reinsurance contracts can be complex and contain many legal and technical terms. It is important for both
cedents and reinsurers to carefully review and understand the terms of a reinsurance contract before
entering into it. Seeking the advice of legal and industry professionals can help ensure that the contract
accurately reflects the intentions of the parties and effectively manages the risks involved.

In summary, reinsurance contracts are legal agreements between insurance companies (cedents) and
reinsurance companies (reinsurers) that transfer a portion of the risk and exposure to large losses from the
cedent to the reinsurer. Reinsurance contracts can be proportional or non-proportional, facultative or treaty,
and may include terms related to commutation, follow the settlements, cut-through, premiums, claims
handling, termination, and other risks and uncertainties. Careful review and understanding of the terms of a
reinsurance contract is essential for both cedents and reinsurers to effectively manage the risks involved.
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