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QUESTION 17 
TOTAL POINT VALUE: 3 points LEARNING OBJECTIVE: C1 
SAMPLE ANSWERS 
Part a: 0.75 point 
Any three of the following: 

• Increase large line capacity 
• Provide catastrophe protection 
• Provide surplus relief 
• Facilitate withdrawal from a market segment 
• Provide underwriting guidance 

 
Part b: 1.5 points 
There were inconsistencies with the information provided in the question that affected the net 
earned premium calculation.  As a result, we accepted both solutions as shown below. 
 
Sample 1 

i. NWP = 1,550 – 100 = 1,450 
ii. NEP = = 1,450 + 0 – 700 = 750 

iii. NUEP = 700 – 0 = 700  
iv. Net IL = Min(800, 600) = 600 
v. UW Incurred = 750 – 600 – 200 = -50 

vi. Net unpaid= 600 – 200 = 400 
 
Sample 2 

i. NWP = 1,550 – 100 = 1,450 
ii. NEP = 750 – 100 =650 

iii. NUEP = 700 – 0 = 700  
iv. Net IL = 600 
v. UW Incurred = 650 – 600 – 200 = -150 

vi. Net unpaid = 600 – 200 = 400 
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Part c: 0.75 point 
Sample 1 
It can qualify if there is at least 10% change to make a 10% loss. 
Scenario C has a probability of 25%.  The loss to the reinsurer is -$100, or -100/100 = -100% 
Therefore, it qualifies. 
 
Sample 2 
For scenario A and B the reinsurer pays nothing.  However, for scenario C, the reinsurer incurs a 
deficit equal to (100-200)/100 = -100% of the premium.  According to the ERD rule, there is risk 
transfer if ERD > 1%.  Here ERD is 25%*100% = 25%.  There is risk transfer so qualifies as 
reinsurance. 

 
Sample 3 
Yes, this qualifies as reinsurance because the risk transfer is reasonably self-evident because 
there are no limiting risk transfer contract features.  There is a reasonable chance (25%) of the 
significant transfer of material risk. 
 

 
 
 
EXAMINER’S REPORT 
Candidates were expected to know the functions of reinsurance, understand the effect of 
reinsurance on financial statements and understand the concept of risk transfer. 
Part a 
Candidates were expected to list three functions of reinsurance.   
 
Common errors include: 

• For candidates that related the reinsurance function to the introduction of a new line of 
business, in addition to providing underwriting guidance, only one of the two (not both) 
responses were accepted. 

• Responding with an answer that discussed stabilizing or mitigating loss experience. 
 

Part b 
Candidates were expected to calculate each of the components from the information given.   
  
Common mistakes include: 

• Using the incorrect formula: NUEP = NWP – NEP  
• Calculation errors 

 
Part c 
Candidates were expected to identify the approach, provide supporting calculations and 
comment on whether the excess of loss treaty qualifies as reinsurance. 
 
Common errors include: 

• Answering “yes” or “no” without providing any explanations.  
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• Identifying the rule and commenting on whether the treaty qualifies as reinsurance 
without providing calculation support.   
 

 

  


