


EXAM 6C SPRING 2018 SAMPLE ANSWERS AND EXAMINER’S REPORT 

QUESTION 16 

TOTAL POINT VALUE: 3  LEARNING OBJECTIVE(S): C1 

SAMPLE ANSWERS 

Part a: 1 point  

 Risk Transfer Principle #1: There are several approaches that can be used to assess the 
existence of risk transfer. 

 Risk Transfer Principle #2: Professional judgment will be required when assessing the 
existence of risk transfer.  

 Risk Transfer Principle #3: The entire agreement consisting of the reinsurance contract 
and all written and verbal agreements and correspondence must be considered in 
assessing the existence of risk transfer. 

 Risk Transfer Principle #4: The existence of risk transfer must be assessed at inception of 
the contract and every time a change to the contract that significantly alters the expected 
future cash flows of that contract is made. 
  

Part b: 1.25 points 

Before the treaty 
- Gross Written to surplus ratio = 1500/654 = 229% 
- Gross Loss reserve to surplus ratio = 850/654 = 130% 

 
After the treaty 

- Net Written Premium = 1500 x 0.5 = 750 
- Net Loss Reserve = 850 x 0.5 = 425 

 
- Net Written to surplus ratio = 750/495 = 152% 
- Net Loss Reserve to surplus ratio = 425/495 = 86% 

 
Decrease in the net leverage ratio highlight the impact of the ceded reinsurance therefore 
providing surplus relief. 
 

Part c: 0.75 point 

Candidates received credit for listing 3 of the following responses: 

 Increase large line capacity 

 Provide catastrophe protection 

 Stabilize loss experience 

 Facilitate withdrawal from market segment 

 Provide underwriting guidance 
 

EXAMINER’S REPORT 

Candidates were expected to demonstrate an understanding of reinsurance accounting including 
risk transfer on the financial statements.   
 
 
 
 



EXAM 6C SPRING 2018 SAMPLE ANSWERS AND EXAMINER’S REPORT 

Part a  

Candidates were expected to identify all four principles of risk transfer.   
 
Common errors included: 

 Responses that were incomplete.  For example, stating “consider whole contract” for 
principle 3 was not considered complete since risk transfer must be assessed on the 
entire contract including all written and verbal communication. 

 Not providing the key principles of risk transfer and instead listing other characteristics or 
facts about reinsurance risk transfer.   
 

Part b 

Candidates were expected to calculate gross and net or ceded and net leverage ratios (and their 
component parts) before and after the implementation of the quota share treaty. 
 
A common error included: 

 Providing qualitative solutions without support from the included scenario, or suggesting 
that no surplus relief was provided.  For example, stating that because the surplus 
decreased from 654 to 495 there was no surplus relief.   
 

Part c 

Candidates were expected to list three additional functions of reinsurance.   
 
Common errors included providing less than three functions. 

 

 

 

  


