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LEARNING OUTCOME 3
Understand reinsurance 

within the insurance 
market
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 QUESTIONS

LM2 LEARNING OUTCOME 3

THE 
REINSURANCE 

WORDING 

WHY FIRMS SELL 
REINSURANCE 

WHY INSURERS 
BUY 

REINSURANCE 
✓ Accessing business not otherwise available

✓ Becoming involved in a class of business on a trial basis

✓ Pure business preference 

✓ Full follow clause

✓ Claims co-operation clause

✓ Claims control clause 

✓ Transfer of risk

✓ Peace of mind

✓ Balancing out peaks and troughs

✓ Releasing capacity

REINSURANCE 
PROGRAMME 

CONSTRUCTION 

✓ Proportional contracts/Non-proportional

✓ XL protection 

✓ XL protection for whole account 

✓ XL catastrophe protection

FACULTATIVE REINSURANCE FACULTATIVE OBLIGATORY REINSURANCE TREATY REINSURANCE                

PROPORTIONAL REINSURANCE                NON - PROPORTIONAL REINSURANCE                

QUOTA SHARE SURPLUS LINES EXCESS OF LOSS STOP LOSS
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