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Glossary of Insurance Terms

Accident Year

Also -Year of occurrence. Loss payments and reserves on losses are allocated to
the year in which the loss has occurred (accident year). The development of loss
payments and Loss Reserves for losses which have occurred in a given accident
year are monitored in time intervals (e.g. monthly, quarterly, yearly) by development
year statistics until all losses are finally settled. The losses allocated to a given
accident year are measured against the earned premium income of the same annual
period. Statistics on an accident year basis allow the development of losses to be
monitored and are therefore particularly important for underwriting decisions.

Actuary
A mathematician who uses statistical analysis to help compute insurance risks from

historical loss and other data to rates charged.

Admitted Company
An insurance company authorized and licensed to do business in a given state.

Aggregate Limit

The maximum limit of coverage available under a liability policy during a specified
period of time regardless of the number of separate accident that may occur or the
number of claims that may be made.

Application
A written statement by a prospective insured that provides information about the

applicant to be used in determining insurability and pricing.

Bind, bind coverage

An insurance agent or broker is usually authorized by the insurance company to bind
coverage, stating that certain specified coverage is in force with a specific insurance
a company as of a particular date and time (or immediately)

Binder

A written or oral contract issued temporarily to place insurance in force when it is not
possible to issue a new policy or endorse the existing policy immediately. A binder
is subject to the premium and all the terms of the policy to be issued.



Broker

A marketing specialist who represents buyers of property and liability insurance and
who deals with either agents or companies in arranging for the coverage required by
the customer.

Brokerage Business
Business offered to an insurer by a broker. This is sometimes called excess or

surplus business.

Calendar Year
All loss payments paid during one year and all movements in reserves (new

reserves, increases and decreases) which take place during the same year are
allocated to the calendar year irrespective of the year in which the losses have
occurred, i.e. loss payment and reserves under one calendar year can relate to
losses which have occurred in different accident years. Losses thus allocated to a
given calendar year are measured against the earned premium income of the dame
annual period. Statistics on a calendar year basis are suitable only for financial
considerations but, as to genuine assessment of treaty results, even for short-tail
business, they can be highly misleading.

Cancellation
Either or both of the parties to a (re-insurance) contract put actively an end to it, prior

to the ending of the contract period.

Catastrophe
An event which loss is of extraordinary magnitude, such as a hurricane or tornado.

Certificate of Insurance
Written form that verifies a policy has been written. Provides a summary of the

coverage provided under the policy.

Claim
In common parlance, any demand for compensation. What constitutes a claim that
must be reported to an insurance company varies but always defined in the policy.

Claims Made Policy
A liability insurance policy under which a written claim is made during the policy

period or any extended reporting period.

Claims-made insurance policy

An insurance policy that provides coverage for claims arising from incidents that both
occur and are reported to the insurance company while the policy is in force. A
claims-made policy is in force from the starting date of the initial policy period (the
retroactive date) and continues in force from that date through each subsequent
renewal. When a claim-made policy is terminated, future claims arising from




incidents that occurred during the policy period are not covered. However, the
policyholder normally has the right to purchase an extended reporting endorsement
aka tail. See tail this section.

Classes of Business
The general classification of business as utilized in the insurance industry, e.g., Fire,

Allied Limes and Homeowners.

Commercial Carriers
For profit insurance companies, also known as traditional or traditional-line insurers.

Commercial carriers are regulated by state laws and must qualify financially to do
business in a state.

Commercial General Liability (CGL) Coverage

General liability coverage which may be written as a monoline policy or part of a
commercial package. “CGL" now means “commercial” general liability forms which
have replaced the earlier “comprehensive” general liability forms. The latest forms
include all sublines, provide very broad coverage, and two variations are available:

“Occurring” or “Claims Made” coverage.

Commercial Lines
Insurance for businesses, professionals, and commercial establishments.

Coinsurance Condition
Condition the requires and insured to pay part of a loss if the coverage provided
under the policy limits is less than a specified percentage of the value of the property

at the time of the loss.

Date of incident
The date on which an alleged incident of malpractice occurred

Date of reporting
The date on which an incident is reported to an insurance company.

Declaration
A component of an insurance policy, also known as a “face sheet or dec page.” The

declaration, usually the first page of the policy, personalizes the policy by specifying
certain information.

Deductible
A dollar amount the insured must pay on each loss to which the deductible applies.

The insurance company pays the remainder of each covered loss, up to the policy
limits.

Deposit (or Provisional) Premium
The premium paid at the inception of a contract which provides for future premium




adjustments. It is bases on an estimate of what the final premium will be.

Directors’ and Officers’ Liability Insurance
The protection of corporate directors and officers from liability arising out of errors in
judgment, duty breachments, and any wrongful acts related to their organizations.

Employers’ Liability Insurance

Provides coverage against one’s employers common law liability for bodily injury to
employees occurring within the scope of their employment when that liability is not
covered by workers compensation.

Endorsement
An addition to an insurance policy that changes the original policy provisions in some

manner; also called a rider, policy change or amendment.

Errors and Omissions Insurance
A liability insurance policy that provides protection against loss incurred by a client
because of some negligent act, error, oversight, or omission by the insured.

Excess Insurance

(1) Covers losses above a certain amount, with losses below that amount usually
covered by a regular policy. (2) Insurance to cover an unusual or one-time risk, for
which coverage is unavailable in the normal market.

Exclusions
The component of an insurance policy that sets forth the circumstances under which

the policy will not respond.

Experience rating
The practice of basing insurance premiums on past loss history of a given applicant.
Common occurrence in large accounts with $100,000 premium or more.

General Liability Insurance

Coverage that pertains, for the most part, to claims arising out of the insured’s
liability for injuries or damage caused by ownership of property, manufacturing
operations, contracting operations, sale or distribution of products, and the operation
of machinery, as well as professional services.

Gross Net

Earned Premium Income. The usual rating base for non-proportional treaty
reinsurance. It represents the reinsured total earned premiums for the classes of
business covered net, meaning after cancellation, refunds, and premiums paid for
any reinsurance which insures to the benefit of non-proportional treaty reinsurance,
but gross, meaning the original premium charged by the reinsured to his insured.



Guaranty fund

Established by law in every state, these funds are typically maintained by a state’s
commissioner of insurance to protect policyholders in the event that an insurer
becomes insolvent or otherwise unable to meet its financial obligations. The funds
are usually financed by assessments against all admitted property and casualty
insurers regulated by a state.

Incident
An event or happening that causes unanticipated harm to a patient.

Incurred But Not Reported (IBNR)
The liability for future payments on losses that have already occurred, but have not

yet been reported, either to the reinsured or to the reinsurer. Under some
reinsurance contracts, this definition may be extended to include expected future
development of claims already reported.

Insurance
A contractual relationship when one party (an insurance company or underwriter), in

consideration of a fixed sum
(a premium), agree to pay on behalf another (an insured, or policyholder) for covered

losses, up to the limits
purchased, caused by the designated contingencies listed in the policy.

Insurance company
A company, also known as an insurer, a carrier, or a provider, that is licensed by the

state to sell some or all types of insurance.

Insured
The party or parties covered by an insurance policy. Also called a policyholder.

Insurer
The party to an insurance arrangement who undertakes to indemnify for losses,

provide pecuniary benefits, or render services. Itis desirable to use the word
“insurer” in preference to “carrier” or “company” since it is a functional word
applicable without ambiguity to all types of individuals or organizations performing
the insurance function. The word insurer is generally used in statutory law.

Joint Underwriting Association (JUA)

A government-administrated risk-pooling arrangement established by law in a
number of states to provide professional liability insurance to healthcare providers. A
JUA is structured to be financed by assessments against its participants, but typically
also has the authority to assess property and casualty insurers licensed to do
business in the state in the event of a deficit.

Limits, Limits of Insurance, Limits of liability
The maximum amount an insurer will pay out under the terms of a policy.




Professional liability policies typically specify both a per-occurrence limit and an
aggregate limit for all claims incurred during the term of a contract,
e.g., $1 million (per occurrence)/$3 million (aggregate).

Long Tail Business
Classes of business where claims take a long time to be notified or to be settles.

In general any class of business which produces a “run- off" of 10 years and more is
“long- tail”

Loss Adjustment Expenses

The expenses associated with handling claims against a play of insurance. They are
normally broken down into two categories — Allocated and Unallocated. Allocated
loss Adjustment Expenses are often (depending upon the specific reinsurance
contract) considered part of the loss to the reinsured and may be recovered as part
of the reinsurance payments from the reinsurer: By contrast, Unallocated Loss
Adjustment Expenses are considered part of the reinsured cost of doing business
and are therefore not recoverable from reinsurers.

Loss Reserves
An amount set aside to provide for outstanding claims, both reported and

unreported.

Malpractice
Failure to provide professional services with the skill usually exhibited by responsible

and careful members of the profession, resulting in injury, loss, or damage to the
party contracting those services. Though accountants, lawyers, and other
professionals can be charged with malpractice, the term is most commonly
associated with medical professionals (e.g., doctors, nurses, hospital technicians.)
Most medical malpractice suits are for negligence on the part of medical
professionals in providing expected level of care. In recent decades, partially as a
consequence of medical costs, there has been a considerable expansion of medical
malpractice suits. This has led to vastly higher rates for malpractice insurance, and,
some observers contend, a “defensive” approach to medicine in which medical
personnel are unwilling to order any potentially risky procedures, and protect
themselves against subsequent legal action through excessive patient testing.

Minimum Premium
The smallest amount of premium for which an insurer will issue coverage under a

given policy.

Mutual insurance company
A company organized as “cooperative” activity by a group of persons, whereby all
participants share the losses and profits of the business. A mutual company has no

formal stockholders or capital stock.




Negligence
In law, the breach of an obligation to act with care, or the failure to act as a

reasonable and prudent person would do under similar circumstances. The
obligation to act with care may arise out of a contract, as in the duty of a common
carrier to exercise a high degree of care in preserving from injury goods or persons
being transported. In all noncontractual situations the standard applied to determine
the existence of negligence is the presumptive behavior of the “reasonable, prudent
person.” Injury that results despite such a reasonable degree of care or from
circumstances beyond human control (see, e.g., act of God) is not compensable. It is
usually the function of the jury to determine whether the act in question was
negligent and the obligation of the plaintiff to demonstrate the negligence of the
defendant by a preponderance of the evidence.

Net Loss
The amount of loss sustained by a reinsured after deducting all recoveries, salvage,

and reinsurance.

Net Retention
The amount of liability which the reinsured/reinsurer retains for its own account

after co-insurance, pro-rata or facultative reinsurance.

Occurrence Coverage
A liability insurance policy that covers claims arising out of occurrences that take

place during the policy period.

Occurrence policy

A type of professional liability insurance policy in which the policyholder is covered
for any incident that occurs during the term of the policy, regardless of when a claim
arising from the incident is made. Occurrence policies have been largely supplanted
by claims-made policies in the medical professional liability insurance market since

1976.

Patient Compensation Fund

A fund established by law in a few states that pays benefits to patients injured in the
course of medical treatment. Benefits may be awarded on either a fault or no fault
basis, depending on the state. The fund’s benefits may either supplement the
payment made by a defendant in a medical malpractice claim or be the primary
compensation, again depending on the state.

Per Risk Reinsurance
A form of excess of loss reinsurance where the reinsured’s retention and

amount of reinsurance apply per risk rather than on a per accident, event or
aggregate basis.

Policy
The contractual agreement between an insurance company and its insured. The



policy sets forth the rights and obligations of both parties to the agreement.

Pool

Pooling is a risk spreading device. A pool is a joint underwriting operation of
reinsurance and/or insurance in which the participants assume predetermined and
fixed particular types of risks with premiums, losses and expenses shared in agreed
ratios. A pool may be formed to share in a specialty insurance line that requires
special expertise or to address market catastrophe exposure.

Premium

The amount of money an insured pays for an insurance policy. Rates are
calculated by the insurance company’s underwriters to bring in enough money to
establish reserves for future losses; pay current losses; cover the company’s
operating expenses, including the cost of defending claims; and, if the company is
organized as a profit making business, generate a profit.

Premium Reserves
The reinsurer agrees to deposit the unearned premium with the cedant (therefore

better: unearned premium reserve). It is reserved by the cedant for future liabilities
(i.e. for the unexpired part of each cession) and is gradually released each quarter
after is has been earned. As a consequence only in reinsurance contract on written
premium basis, a premium reserve is a normal requirement. Where the contract is
on an earned premium basis a premium reserve is not used.

Prior acts
Incidents that may have occurred, but have not yet been filed as claims, before the

on set of the company-insured relationship. Companies typically require a new
insured to purchase supplemental coverage (either tail or prior acts coverage) to
protect against claims arising from prior acts.

Prior-acts coverage

A supplement to a claims-made insurance policy that may be purchased from a new
carrier when a physician changes carriers and had claims-made coverage with a
previous carrier. A prior-acts policy, also known as nose coverage, covers incidents
that occurred before the beginning of the new insurance relationship but for which no
claim has yet been made. Prior-acts coverage is an alternative to an extended
reporting endorsement, also known as tail coverage, which is purchased from the
original carrier when a change is made.

Professional Liability Insurance
Claims regarding your company’s failure to provide an adequate level of professional

service are handled by errors and omissions (E&O) Insurance.

Pro-Rata Reinsurance
A generic term describing all forms of reinsurance in which the reinsurer shares a

proportional part of the original losses and premiums of the reinsured. Includes




Surplus, Quota Share and all other sharing forms of reinsurance in which the
reinsurer participates pro rata in all losses and premiums. Also known as
Participating Reinsurance and Proportional Reinsurance.

Quota Share
The basic form of pro-rata reinsurance whereby the reinsurer accepts a stated

percentage of each and every risk within a defined category of business. The
participation in each risk is fixed and certain.

Reinstatement
When the reinsurance limit (amount of cover) provided under and excess of loss

contract is reduced by the payment of loss, the reinsurance cover is automatically
reinstated to the level existing prior to the occurrence of that loss. Sometimes a
reinstatement is subject to the payment of a specified reinstatement premium. The
number of reinstatements (unlimited or specific number) to be allowed is usually
negotiated when the contract is placed (automatic reinstatements). The annual
amount available for reinstatements under a treaty is limited by the maximum
Aggregate Amount. Reinstatements are normally subject to additional premium
charged at a percentage of the treaty premium.

Reinsurance
The acceptance by one or more insurers, called reinsurers, of a portion of the risk

underwritten by another insurer who has contracted for the entire coverage.

Reservation of rights
An insurance term that refers to the situation arising when there is a question as to

whether an incident is covered. Typically, an insurer is obligated to defend a claim
during the time the coverage issue between insurer and policyholder is being

resolved.

Reserve

Money set aside and invested by an insurance company to pay estimated future
losses. A company's claim department typically specifies a reserve amount for every
claim filed, which may be modified as the claim proceeds in the courts.

Risk-Purchasing Group (RPG)

A group of similarly situated persons or entities that are permitted under federal law
to organize across state lines to buy insurance. The carrier that sells insurance to the
group must be licensed in at least one state but need not be licensed in every state

where a member of the group resides.

Risk-Retention Group (RRG)
A group of similarly situated persons or entities that are permitted under federal law

to organize across state lines for the purpose of pooling their liability risk and self
insuring. If the group is licensed in one state, it is permitted to solicit and self
insurance nationwide without fulfilling each state’s licensure requirements.




Self-Insurance Retention (SIR)
That portion of a risk or potential loss assumed by an insured. It may be in the form

of a deductible, self-insurance, or no insurance.

Short-Tail Business
A term which describes insurance business where it is known that claims will

generally be notified and settled quickly. Sometimes used for business which
produces a run-off for no more than three years.

Surplus Treaty

One of the oldest forms of treaty reinsurance and still very common in property
reinsurance. The reinsurer shares the risk with the reinsurerd on a pro rata basis.
The proportion of the risk retained by the cedant is defined as a percentage of their
maximum retention to the sum insured of the risk. The maximum cession to the
surplus treaty is usually expressed as a certain number of lines. To provide
automatic capacity for risks with higher sums insured which exceed the capacity
provided by a first surplus treaty there may be a second, third etc. surplus treaty.

Tail coverage
A supplement to a claims-made policy that provides for any incident that occurred

while the claims-made insurance was in effect but had not been brought as a claim
by the time the insurer-policyholder relationship terminated. Tail coverage, also
known as an extended reporting endorsement, is generally necessary whenever an
insured covered by a claims-made policy changes carriers, retires, becomes
disabled, or dies.

Treaty Reinsurance

A standing agreement between reinsured and reinsurer(s) for the cession or
assumption of certain risks as defined in the contract. Treaty reinsurance may be
divided into two broad classifications: (1) the participating type which provides for
sharing of risks between the cedant and the reinsurer (Pro Rata Reinsurance) and
(2) the excess of loss type which provides for indemnity by the reinsurer only for loss
which exceeds some specified predetermined amount (Non-Proportional

Reinsurance)

Umbrella Insurance
Insurers losses in excess of amounts covered by other liability insurance policies;
also protects the insured in many situations not covered by the usual liability policies.

Unallocated Loss Adjustment Expenses
Claim expenses incurred by the reinsured that cannot be specifically allocated to a

particular claim. For example, internally employed claims adjusters or the
company’s own lawyers.







