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Abstract

Reinsurance is vital for the insurance industry.

In practice, there are established the two main forms of reinsurance contracts. These are
Facultative and Obligatory contracts. In case of the Facultative reinsurance, individual
reinsurance contracts are concluded in order to reinsure individual risks, while the Obligatory
reinsurance provides reinsurance of all the policies incorporated in the individual insurance
portfolio within one contract. One of the types of the Facultative reinsurance is Fronting

contract.

One of the most important components of the reinsurance contract is the Loss Indemnity Basis.

The three approaches are mainly used:

e Risk Attaching Basis;
e Loss Occurrence Basis;

e (laims-made Basis.
There are the two main types of reinsurance — Proportional and Non-proportional.

In the case of Proportional reinsurance, the risk is distributed based on the Sum Insured / Limit
of Liability, while in the case of the disproportional reinsurance, the leading role is assigned to

the amount of loss.
The main subtypes of the proportional reinsurance are:

e Quota Share Reinsurance;

e Surplus.
The main subtypes of the Non-proportional reinsurance are:
0 Excess of Loss, which, in turn, includes several subtypes;

0 Working Excess of Loss;



0 Catastrophe Excess of Loss;
0 Aggregate Excess of Loss;
e Stop Loss.

There are distinctive features among the named subtypes, however, the main distinguishing
feature is that in the Proportional reinsurance the size of risk is determining and in the Non-

proportional one — theamount of loss.

This paper considers the property insurance portfolio of one of the insurance companies and

four different options of obligatory reinsurance of this portfolio.

Reasoning will reveal that the optimal choice for the portfolio under review is reinsurance with
the Surplus and Catastrophe Excess of Loss. However, this conclusion may not be valid for other

portfolios.

The aim of the paper is not to select the universal form of reinsurance which would be optimal
for all the types of insurance portfolios, but to promote the factors that affect the choice of one

type of reinsurance out of different types of reinsurance.

Key Words: reinsurance, obligatory, facultative, exscess of loss.



