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Moderator R. Allan Ireland: I think that we had better get started. We are running a little bit late already. Fellow members, 
welcome guests, good morning. This is session number 31, Current Trends in Group Reinsurance. This morning’s session is 
built around a survey of direct group writers concerning their reinsurance programs. This survey has also been run in the past, 
the last one being done in 1995 so I guess that it is not too soon to do another survey. Previously, the results were presented and 
discussed in a workshop format or in the new lingo, a discussion group; however, with the amount of change, which has taken 
place in our industry in the last several years, we felt that a panel presentation would be more effective at this time. 

The survey was originally the brainchild of Pierre Saddick, who is here with us today. We have added some additional survey 
questions, but the survey remains quite similar to his original design. Pierre has also helped us by giving material assistance 
to the panel in the presentation for this session and, on behalf of the three of us – Hélène will be on the phone when her time 
comes – I would like to acknowledge our debt to Pierre. Merci beaucoup, Pierre. Tu es formidable.

…(applause)… 

Moderator Ireland: I mentioned the substantial changes that have occurred in our industry. Many acquisitions have taken 
place or are underway. The number of insurers, especially the larger ones, has declined substantially and this is reflected actu-
ally in the number of responses that we have received. A substantial majority of the life and health business in Canada is now 
conducted by newly reconstituted stock companies, accountable to shareholders. A good standing with the rating agencies is 
very important these days so, all in all, there is no doubt that insurers have ample reason to re-examine and rethink their risk 
management programs, especially their reinsurance programs. 

So have reinsurance programs among group reinsurers changed all that much? And, if so, how? Well, we are about to find out. 
First off will be Cathy Shum-Adams. Cathy is Assistant Vice-President at Optimum Reinsurance. As part of the marketing team 
at Optimum Re, Cathy is responsible for the day-to-day service issues for both group and individual operations in Ontario and 
Western Canada. 

Before joining Optimum Re, Cathy has worked with various insurance companies, with experience in group and corporate op-
erations. In one of these positions, she was responsible for managing the group actuarial and the group underwriting areas, and 
was involved in monitoring the profitability for the group operations. Cathy is a Fellow of the Canadian Institute of Actuaries 
and is currently an executive member of the Pacific Rim Actuaries Club in Toronto.

So, Cathy, it is my pleasure to turn the podium over to you. 

Speaker Catherine T. Shum-Adams: Thank you, Allan. 
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It is my pleasure today to present to you the 2003 CIA group reinsurance survey. As Allan pointed out earlier, the last one was 
conducted 1995. A total of nineteen companies participated in this year’s survey. I would like, at this point, to thank the par-
ticipants for their time and contribution to make this happen. Looking at the list and comparing it to the last one, which was 
conducted in 1995, there were thirty-eight companies, as opposed to nineteen now. Just comparing the list between the two 
surveys, I found that thirteen companies had disappeared from the list.

Now, the ranges here are fairly broad, in terms of the size of companies, and there are three different bands here. You see, in 
the middle band, that it is fairly broad from 75 to 499 million, but this is necessary in order to achieve an even distribution of 
companies in each band. The 1995 survey had four bands and, as I said before, a total of thirty-eight companies. In our survey, 
when we initially put the bands together, when we did it in four bands, similar or consistent with the 1995 survey, there were 
only three companies in each of the two middle bands. So, due to confidentiality reasons, especially for the calculation of the 
median, we decided to move to three bands.

Now, in each of the slides to come, please note that companies that have not answered are excluded from the analysis. Also, 
because of the different banding, it is very difficult to compare the results to the 1995 survey results directly so only a compari-
son on the total will be presented here.

This is a market synopsis, just to get at it in terms of the nineteen participants and market share that we captured. In terms of 
gross premium, we have roughly captured more than half of the market, about 60% or so. In terms of reinsurance ceded, it is 
actually quite good; it is almost three quarters at 74% so we have quite a share of the market here represented. The numbers 
came from OSFI and, as you know, they do not include provincial companies. 

So the first question on the survey was: Does your company have an automatic treaty with respect to the different lines of 
business that are listed here, in terms of group life, AD&D, LTD and group health? As you can see, most of the numbers are at 
100% and, in general, reinsurance has gone up in our line of business, except for AD&D, which remains relatively stable, with 
the exception of a few companies. 

The second question has to do with the automatic binding limit. Now, as you will see, the results vary quite a bit. Initially, we 
were expecting to see the larger the surplus side of the company, the higher the automatic binding would be, but that is not 
necessarily the case. Now, we suspect that there was some confusion with this particular question. The auto binding, in our 
mind, when the panellists here got together and constructed the question, we thought that it would mean the insurer’s portion 
plus the reinsurer’s portion, but I think that some may have answered it for the insurer’s portion only.

So my caution here is in interpreting the results because I think that the participants might have misinterpreted the question 
when they answered it. Now, I have made some adjustments in the analysis for the more obvious answer, such as: If in the an-
swer the auto binding was at 4.85 million and the retention was at 150,000, it seems to make sense to me that the auto binding 
should be at 5 million and not 4.85, and I made that adjustment here when I presented the numbers. There is one company 
that has an auto-binding limit that varies according to the average size of the group, which seems to make sense, but there are 
two companies that specify that their binding limit is based on their non-evidence maxda (ph) NEM, plus a set amount. 

This year’s survey is trying to get a claims-approval limit. Looking at the results, again, I think that it is pretty obvious that some 
participants misinterpreted the question. It could be interpreted in one of two ways. It could be the approval limit from the first 
dollar or the approval limit over and above the company’s retention. In looking at it, I think that some companies might have 
interpreted it that it as the approval limit over and above the company’s retention.

Now, let me talk a little bit about the specifics behind the numbers that are presented on the slide. For LTD and the surplus-A, 
most of the companies have no limits. They end as zero for claims approval. We think that the reason is because they interpreted 
the questions to mean that this is the amount over and above the retention. So the companies in surplus-A, their retention level 
is a lot higher so it may make sense that they have no claims approval over and above the retention limit and that is why the 
ends are zero.
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For a group life in surplus-C, one company had an unusually high-limit, that is in excess of 2 million. That skewed the results 
and I am not sure if there is an error or, again, the company may be answering it, based on first dollars and the other company is 
not. For AD&D, again, there is one company with an unusually high limit that is in excess of a million; that might have skewed 
the results. Now, I note that that one company has a claims-approval limit that varies according to the group of an average size, 
which makes sense. If they are all buying limit for this company, it is on the same basis.

Again, this is a new slide. We wanted to find out whether carriers are reinsured with registered reinsurers, and the answer is 
100% yes. The second part of the question has to do with affiliation with the reinsurer, i.e. is there a parent company that is 
involved, the parent company reinsuring a subsidiary? For that, only one company responded with a yes answer in the group, 
out-of-country line of business. 

Now, we are here looking at the reinsurance coverage, excess versus quota share versus something else. On this particular slide, 
there is some group life. On the top is group with retention accounting; and on the bottom, it is group with refund accounting. 
We wanted to look at it. There are differences between the two. For group life, the majority is non-excess, for groups without 
refund accounting. For surplus-A and B, it is predominantly excess, which is what you would expect. It is almost a 50/50 split, 
I guess, for the ones with refund accounting, between the excess and the quota share. So there is a difference between with and 
without refund accounting. Some companies have both excess and quota share, and that is the reason why some of the members 
do not add up. For instance the B one, without refund accounting, it says: Number of respondents – six; and quota share – one; 
excess of amount – six. And when you ask them across, six plus one is seven; the number of respondents is six, and the reason 
is that one respondent had both quota share and excess. 

Now, when I look at AD&D, as expected, the majority is on excess, with the exception of a couple of companies, which I find 
interesting. This is either excess or quota share and there is no combination of excess and quota share for AD&D.

On LTD, it is a different story. Now, again, a note for this slide is that the number of respondents do not add up, and that is, 
again, because a lot of the carriers are on both excess and quota share.

For companies in surplus-A, they are on excess, which can be reasonably expected, based on their surplus size. For surplus-C 
– these are the small companies – the majority are on excess and quota share for both without refund accounting and strictly 
quota share for groups with refund accounting. So, again, there is a difference there between the two.

On group, out-of-country health, there are three companies that are on both excess and quota-share arrangements. Again, all 
companies in the surplus-A are on excess. There are a couple of companies in B – that is on a combo arrangement and even two 
companies in the C categories reported that they have an aggregate stop-loss arrangement.

Now, we are going to look at the retention level for each line of business and, again, with or without refund accounting. This 
one is on group life. For surplus-C, under “median”, I believe that your handout says “12K”; is that correct? It should be “72”; 
it was a typo, sorry. The results here, looking at the retention for group life, are fairly consistent for both categories. With the 
exception of surplus-C, the retention is less for refund accounting groups. I am not sure why. One company combines both the 
group life and AD&D for retention purposes. 

For retention on AD&D, again, there are some corrections to the slides. On the B group, with refund accounting, for surplus-
A, the median should be 800, but this has not even been corrected on this one either. It should be 375, sorry, I think that it is 
800 on yours and it should be 375, for both the median and the average. Then, for surplus-C, I believe that your handouts are, 
right now, reading “57K” and it should be “48K”, for both median and average. Now, for AD&D, the retention seems to be the 
same, lower for groups without refund accounting. There is not much difference on that one. 

Looking at LTD now on retention, again, there are some mistakes here on this particular slide. For group without refund account-
ing for surplus-A, minimum, I believe that you have “1K”, when it should be “10K”. Again, for group with refund accounting, 
in surplus-A, it should be a “10K”. So, on retention for LTD, the retention is actually quite different for surplus-A and B, as you 
can see, and for groups with refund accounting, it is lower for surplus-A, but it is higher fro surplus-B, and I am not really sure 
why the results are like that.
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This is for out-of-country health on the retention. For surplus-A, the companies there, they are consistent at 250,000 and they 
are similar. As you can see, the retention within the two categories were both good, except for surplus-C, where the maximum 
and the average are lower for groups with refund accounting.

The next question pertains to profit sharing. We asked the question: Do your automatic treaties include a profit-sharing ex-
perience refund formula? I know that there are a lot of numbers here, but someone needs to summarize it for you. The lower 
the surplus size, it seems that the higher the percentage of the companies that have profit sharing. In general, there are more 
companies now that have profit sharing than in 1995. For out of country, only one country in surplus-C reported that they have 
a profit-sharing formula for both groups with refund accounting and without. All of the other companies reported that they 
have no refund accounting. My observation is that they have no profit sharing for AD&D and LTD for companies in surplus-A. 
Now, in speculation, it is because of the higher retention and, hence, less credibility in the experience and, therefore, maybe 
there is no profit sharing there. But, however, there is the company in surplus-A that reports that there is profit sharing that is 
applicable for LTD and for groups with refund accounting.

The next one is just depicting it graphically in terms of the profit sharing and, as you can see, it has gone up for all lines of 
business. There is no profit sharing, and it is more prevalent today. Now, this slide is for groups without refund accounting. The 
next one is for a group with refund accounting; again, with the exception of AD&D, it has gone everywhere else. 

This is a new slide and a new question. We wanted to ask: For companies that have profit sharing, what are the levels of risk 
charges that are applicable? For group life, the risk charges start evenly across all three bands. The bands are zero to 4.9; 5 to 
9.9; and greater than are equal to the 10%. For AD&D, as you see, it is predominantly in the 5 to 9.9 band, which is in the 
middle band, and there is no company reported that they have a risk charge that is greater than 10%. As you can see for LTD, 
it is all over the place. A couple of things to note, though, for the results on this slide is that one company reported that they 
have a sliding scale, which makes sense, and one company reported that they have a pooling charge for the group life, which 
is combined with LTD so it is a dollar amount, as opposed to a percentage charge.

Yes.

Again, this is a new question. It has to do with the maximum level of CFR for different lines of business. As you will see, for 
group life and LTD, the majority is on “greater than”, which equals to 50%… sorry, the bands are: The CFRs should be from 
zero to 24.9; 25 to 49.9; and greater than equals to 50%. So, for group life, LTD, the majority is greater than, which equals to 
50. For AD&D, you see that that is equally split between the three bands, in terms of the size of the CFRs. For LTD, the CFR 
level starts at 25. There is no company that reported that they have a CFR level that is less than 25 so it starts at 25. For the 
majority of those holding a CFR it is greater than or equal to 50%. For two companies, in the results, they specified dollar value 
so we cannot really include that in the format now, in this survey. For group life, for two companies, which I found interesting, 
they specified a maximum of a dollar value or up to 100% of the premium. That is a maximum CFR.

In the next question, again, is a new one, we wanted to look at the refundable profits. Now, when we reconstructed this ques-
tion, we were expecting to see that the answer would centre around 50%, right, because that is a true profit sharing between a 
carrier and their reinsurer, but, as you can see, this is not the case here so I am glad that we asked the question. For group life, 
I guess that half of the companies are at 50%, a company that is less than or greater than. For AD&D, there are no companies 
at 50%. They are all at greater than 50. For LTD, there are four out of nine companies reported at 50%. One company reported 
that they actually have a sliding scale of refundable profit, presumably relating to the size of the CFRs that they have set up.

We asked the question now: Does the company have any other types of reinsurance treaties that we have not listed here? We 
actually got six companies that answered yes. They do have other reinsurance for other coverages: Two for critical illness, one 
for the RDN, one for catastrophic claims, one for supplemental health, one for medical catastrophe and, even on WI, there was 
one company that responded that they have reinsurance on their short-term disability, and one company also on dental. There 
are also companies that responded that they have excess coverage, meaning that they have multiple-benefit coverage across one 
or more lines of business and catastrophe for death or disability from one accident.
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The next series of questions pertain to catastrophe coverage, the CAT coverage. The first one has to do with deductibles. I know 
that I am putting up a lot of numbers here. A lot of companies have catastrophe coverage that spans over multi-lines within 
the group line of business, which makes sense. The combination is usually group life with AD&D or, in some cases, it is group 
life, AD&D and also with LTD. One company reported that the CAT covers both the individual and group so it is more on a 
total company basis; again, it makes sense. For group life the deductible is anywhere from 1 to 19.9 million, depending on the 
surplus size, but it seems to centre on the two middle bands there. One company in surplus-A, as you see, on the slide, had an 
extremely high deductible that is in excess of 20 million for group life and AD&D combined. For out of country, usually the 
deductible is much lower and everybody is reporting that they have a deductible that is less than a million dollars. 

Now, interestingly enough, as I said before, some companies have included their LTD in their catastrophe coverage. The panel 
is not quite sure how this works. We think that, in order to determine deductibles, the reserves must be used in order to de-
termine deductibles.

Still in CAT, we want to look at the coverage, which is the maximum amount, the maximum coverage. Generally speaking, the 
higher the surplus size of the company, the higher the coverage. So group life is all over the place, but, in general, again, it is 
the higher the surplus, the higher the coverage. So for out of country, the majority has coverage that was less than 25 million. 
One company said that they had coverage for both group life and AD&D, but they did not specify an amount so we could not 
include it in the survey.

The next question has to do with warranties, which is the number of lines. That is the trigger point for the catastrophe treaty. 
As shown in this slide, the minimum number of lines start at two and, for companies in surplus-A, they all have warranties at 
four plus lines. For life and AD&D, I think that the warranty is usually around three to four lines and, for out of country, the 
majority is at three lines.

This is a new question pertaining to CAT. It is on reinstatement. Just looking at the results, the majority of the companies have 
one reinstatement now, versus before 9/11, I think that, for most of the companies, reinstatement was unlimited. 

I am going to turn now and look at some exclusions in the CAT treaty. We cited two: The terrorism exclusion and the NCBR, 
which is the nuclear, chemical, biological and radioactive. As you can see, in terrorism, the result is split on group life: Seven 
answered yes and seven answered no. In general, there are a lot of no answers for the terrorism. We think that it is because this 
coverage can be bought right now in the market. It is anywhere from 25 to 50% more, but you can certainly buy it to exclude 
it from your catastrophe treaty; however, for the NCBR, most of the companies have in their treaty. It is surprising to see that 
there is one company that responded with a no answer because, as far as we know, in the insurance market, the capacity is not 
willing to budge on this particular terrorism. So perhaps that company may not have gone through a renewal. That is what, we 
thought, may be the case. 

Just a general question on information required after 9/11 and, as you can see, more than half of the carriers thought that a lot 
more information was required so, in general, more information is required. 

We wanted to see the top reasons for carriers to purchase reinsurance and we have a whole slew of reasons that were listed. Out 
of those, the top three reasons were: Smooth fluctuation of results; safeguard the profit centres, profitability, the internal return; 
or obtain the reinsurers’ expertise in product and all product development support. Now, actually reasons one and two are tied 
for the first place. They are so close in the numbers that they should be tied. There are two parts to this particular question. I 
asked the carriers to indicate the reasons now and the reasons, three years ago. For both parts of the question, now and three 
years ago, both answered actually the same answers that came back: one , two and three listed here, and both one and two are 
tied. 

This is a new question that we listed in the survey this year and it is to indicate the importance of the different factors in selecting 
reinsurance partners. So these are the different ones that we have listed for them, for the question in terms of price, financial 
strains, and so on and so forth. I just want to give you a minute to read through and then I would like the audience to guess 
what were the top three reasons that were picked for this particular question.
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…(Reading document)… 

Speaker Shum-Adams: What do you think the first factor would be the most important factor? Anyone? 

Unidentified Speaker-M: ...(off mike...inaudible)... 

...(laughter)... 

Speaker Shum-Adams: Oh, shucks! You get to see it. That is why we did not want to give out the handouts that I had. 

...(laughter)... 

Speaker Shum-Adams: It is price, financial reasons and relationship. Or did that surprise you? Is that what you were expect-
ing? 

Moderator Ireland: Proof positive that our actuaries know how to read, Cathy. 

...(laughter)... 

Speaker Shum-Adams: As you can see, again, there are two parts to this question: Reasons for selecting now and three years 
ago. We wanted to see if that has changed, based on the results that we have received. It seems to indicate that, no, and price is 
the most important reason. I am actually surprised to see that relationship is the third. I thought that it would not even make 
it on the top three. So I guess that my job is safeguarded, being in marketing, for the time being anyway. 

This is a new question. We want to look at the reinsurance cycle to see if carriers have any formal process, in terms of going out 
to request the proposal, in terms of RFP. As you can see from the results, the majority stated that there is no formal process. It 
seems to me that, for companies in surplus-A, I guess, in the larger companies, you know, there is one answer that says: Yes, 
we have a formal process. For those that have a formal process, I guess that there are a couple of companies that answered that 
they do, the RFP was done about a year ago. 

For those that answered, with no formal procedures, for request for proposal, we wanted to know how long ago had it been 
since somebody went out for an RFP, and as you can see, the results are all over the place, but the majority had the last RFP 
done less than five years ago. But, as you can see, there are some that have not gone out for a request for proposal to test the 
market more than ten years ago. So that is quite a long time. That does not mean that they did not review their reinsurance 
needs during this time or maybe they did and they just decided not to go out to the market.

Mr. Pierre Saddik: ...(off mike...inaudible)...

Speaker Shum-Adams: It is possible, and then they did not go out to a market for a full-blown proposal and inviting different 
carriers.

Moderator Ireland: Cathy, for the recorder, do you want to repeat what Gil said?

Speaker Shum-Adams: Oh, we need to record it? 

Moderator Ireland: Well, we are recording the session.

Speaker Shum-Adams: Oh, okay. 

Moderator Ireland: Maybe you could just repeat Pierre’s observation, if you could. 

Speaker Shum-Adams: I guess that Pierre was saying before that some of the carriers might have revisited their reinsurance 
programs, but that it was something that would strike, not internally, but with one carrier, instead of going out to the market 
for a full-blown proposal.
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Does your group life or LTD treaty allow you to hold the (inaudible)? I have reserved the DLR or on a fund withheld on a modi-
fied, coinsurance basis. For that particular question, I know that I am putting a lot of numbers in front of you so the conclusion 
is that the response has gone up in both of the questions to do with the DLR and the second question has to do with whether 
your insurance treaty provides for the reinsurers’ share of the rehab expenses so, for both of the questions, the responses have 
gone up, as compared to the 1995 survey.

We want to rate the performance level of the reinsurance industry in meeting the carriers’ needs relative to three years ago. Fifty 
is a big line so the 50% means that we did not improve. We are about the same as before. Anything that is higher than a 50, 
which means an improvement, so looking at this, it seems that we are now better as reinsurers. We are better now in claims, 
product expertise, quote turnaround, and for fact, admin. We are slightly better on medical underwriting and plan design. We 
are about the same on underwriting for non-standard cases. Exactly the same where nothing has changed, in terms of treaty 
production, but we are worse, in terms of flexibility. We do not seem to be as flexible as we once used to be. 

The last question of the survey has to do with asking the carriers if they wished to list it in a survey whether there are any 
reinsurance product services that they would like to see made available to them, to the companies and here are some of the 
responses: More education and feedback about industry issues and trends; more creative approaches to reducing volatility for 
the LTD line, and I think that a few carriers are looking for that. Because we listed price to be one of the most important factors 
in selecting a reinsurer, better rates, justification for the rates. As we can see also, we are not as flexible as we used to be, based 
on the results, so a comment was made about increased flexibility, especially in special cases. Perhaps faster turnaround time 
on quotes and a solution to raise the benefits issue between single treaty renewal dates and various group renewal dates. That 
has to do with admin.

That brings me to the end of my presentation. Thank you for your time and attention.

Unidentified Speaker-M: ...(off mike...inaudible)... 

Speaker Shum-Adams: Yes, I can do that. 

Unidentified Speaker-M: I am asking a question for the record. In the risk charge that you had for reinsurance, you also meas-
ured CFR. Did you ask the question or do you know how it varies by the amount that the CFR is full?

Speaker Shum-Adams: Yes, I think that Hélène has a slide actually pertaining to that.

 

Moderator Ireland: Thanks very much, Cathy. I have managed to preserve a little bit of Hélène by making her a sign over there. 
Hélène, are you with us.

Speaker Hélène Pouliot: Yes, I am with you.

Moderator Ireland: Okay, great! I am just going to introduce you. Our second panellist, Hélène Pouliot will certainly be joining 
us in her non-corporal persona. Unfortunately, some critical work back at the office in Ontario has prevented her from being 
with us in person; however, our ever-resourceful secretariat has organized an audio hook-up so that Hélène can at least join us 
by phone. 

Hélène joined the Financial Services Unit of Tillinghast – Towers Perrin in the Toronto office in 1998. She has over fifteen years 
of experience in the life insurance industry. She specializes in capital and risk management, reinsurance, pricing, mergers and 
acquisitions, value-added performance and corporate restructuring. She is a member of the Tillinghast risk management practice. 
Prior to joining the firm, she worked for a major reinsurance company, where she was responsible for the development and 
promotion of specialized services in the areas of financial reinsurance, capital and ratings management, taxation, investments and 
market research. Prior to that, her experience covered a wide range of responsibilities, including individual life and disability, 
product design and pricing, group life and health pricing and underwriting, and the development of post-retirement benefits, 
critical illness and long-term-care products. 
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As you can see, she comes to her task well qualified. Hélène is a Fellow of the Canadian Institute of Actuaries and a Fellow of 
the Society of Actuaries. Today, Hélène’s role is to reflect on the results of the survey, which Cathy has just presented, and to 
comment generally on trends that she observes taking place in the reinsurance of the group lines.

Now, as you have already determined, we do not have a handout for Hélène’s presentation right now, but we will make arrange-
ments for it to be put on the CIA website. So, with that, Hélène, I will turn it over to you and I will work the slides for you.

Speaker Pouliot: Thank you, Allan. I am very sorry not to be able to see all of you today. Unfortunately, as Allan explained, 
other commitments are keeping me in Toronto today, a sunny Toronto for a change. I wish to thank Allan for assuming the role 
of slide master for me. I hope that it goes well. Due to the circumstances, I will speak in English only, but I still wish to say: 
Bonjour to everybody who are French in the room.

So, as Allan explained, I was asked to participate in the survey results, but also to comment on the results. I will try to make 
my comments brief. I am on slide two here, and I have organized my comments inside different categories. First of all, we will 
talk about the objectives, what companies are trying to achieve in reinsuring the type of coverage that they seek, the type of 
agreements that they have put into place, how they select their reinsurance partners, and I will expand a little bit more on the 
issue of CAT coverage.

Moving on to the slide on objectives, as Cathy mentioned a few minutes ago, the main objectives for reinsurance are smoothing 
of results and better possibilities. This really has not changed since 1995. I would say that this is not a surprise at all. A return 
and consistency of return are certainly key elements in growing value of an organization and it makes perfect sense to put that 
as the main objective for reinsurance. Second to that was product expertise. Now, this, I would say, is more surprising because 
there have not been a lot of new products in the group line. Perhaps some critical illness products, perhaps a little bit of long-
term care, but certainly not a tremendous amount of new products, so it is surprising to see that as sort of number two as the 
objective. Finally, capital relief and tax fell way below, and capital relief could be understandable because there has not been as 
much of a need for capital relief in the last few years and I think that the tax was below because it had not really been explored 
by many carriers. Missing from this list is pure risk management, which is not there. I would think that, in a number of cases, 
that would be the main reason for reinsurance.

Now, moving on to slide four to say: Well, as an industry, how did we do with our reinsurance programs? We achieved the 
main objectives that we were looking to achieve. This chart comes from data that I got from the OSFI website and it shows the 
historical, incurred claim ratio for the group carriers, between 1998 and 2002. So you can see that, in 1998, we were looking at 
around 88% as an incurred claim ratio. That went up quite drastically to a 97% peak in 2000 and then down to 84% in 2002. So, 
if you ask: Have we achieved a result of smoothing results? I would say that, as an industry, I do not think that we have and, in 
terms of profitability, although 2002 had pretty good results, I would say that overall we have not achieved better profitability.

Slide number five talks a little bit about coverage and, as Cathy mentioned, there has been a general increase in reinsurance 
coverage since 1995. This comes particularly from the larger companies that perhaps did not reinsure or had very high access 
before and have now lowered their retention. The chart here shows percentage of premiums ceded between 1998 and 2002 so 
it shows that, in 1998, 17% of the premiums were ceded, where in 2002, that percentage is 24%. Now, most of the life and LTD 
coverage is reinsured. Of course, we have to keep in mind that our survey respondents were, first of all interested in reinsur-
ance so it was normal to see that most of the companies, responding to the survey, had some reinsurance in place. We were, in 
fact, told by some companies that they did not want to participate because they did not have any reinsurance in place for their 
group line of business so that was sort of to be expected. 

So life and LTD coverage for reinsurance is very common, which is to be expected, and is more prominent than AD&D and 
out-of-country coverage. I would say that out of country perhaps needs to be reassessed. It can provide low incident, but high 
severity risk, which could definitely influence results and, if companies are looking to have smooth results and consistent results 
over time, this lack of reinsurance in out of country could be a problem. Now, of the companies that responded to the survey, 
they tended to be the larger companies that did not have coverage for AD&D and out of country.
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Moving on to slide six, how should a company determine what their retention level should be? The survey participants show 
that the higher the surplus of the company, the higher the retention. Now, this is only one factor that could determine retention 
level. There are many other factors, such as: Is the company looking for capital relief? That would certainly determine a differ-
ent level of retention. Is the reinsurance seen as a risk-management tool or is it more to increase profitability or smooth results? 
Or is it simply to increase the competitiveness of the pricing? Or is it to get to a certain higher level of product knowledge in 
certain areas? Our survey participants indicated that, for the life coverage, most of it was done on an excess basis, while the LTD 
coverage was more on a combination of quota share and excess coverage.

Moving on to slide seven, this shows an example of how a company may want to think about how to set their retention level. I 
call this a reinsurance continuum because it shows that the companies’ needs change over time and that the retention level should 
be adjusted over time. In this example, we have three factors that we are looking at: The capital available, product knowledge 
and the size of the portfolio to be used as a measure of volatility, if you want, and as the needs, on the left-hand side, if you want, 
that would be where the needs are the greatest. Then quota share arrangements would provide more assistance in that regard. 
As we move towards the right of the chart, and as the needs are not as great, then you move gradually from the quota share to 
perhaps a mix of a quota share and an excess arrangement to a pure excess and then, ultimately, suddenly, it is available in the 
market, so an aggregate stop/loss would be sufficient.

Now, on slide number eight, talking a little bit about the reinsurance agreements and the comments that we have seen as a result 
of the survey, here I am going to focus more on the profit-sharing types of agreements. First of all, as Cathy mentioned, profit 
sharing is more prevalent now than it was in 1995 and that is because there is simply more reinsurance done now. Back then, 
a lot of companies had reduced their retention, therefore, more profits have been ceded to reinsurers so it would make sense 
that there would be more profit-sharing arrangements. Now, in terms of the maximum CFR, as you saw, there was quite a wide 
range of maximum CFR and all but one company had a maximum CFR of 25% and over, and even 63% of the respondents said 
that their maximum CFR was over 25%. That seems to be a bit of a surprise to me. Certainly, the larger the maximum CFR, that 
would mean the less volatility for the reinsurers. 

Now, moving on from the CFR to the risk charge, and that was the question, I think, earlier, the relationship between the two, 
you would think that, if the reinsurer has less volatility in the results or less potential volatility, in many cases, life and LTD 
results will be combined to fund the CFR. Normally, you would think that the risk charge should be lower as the CFR…

…(no overlap between sides 1 and 2)… 

…it showed that the risk charge generally tended to increase with the maximum level of CFR, and this is definitely counter-
intuitive.

Then, moving on to the proportion of the profits that are shared, as Cathy indicated, a true partnership, normally, you might 
expect to have sort of a 50/50 share of the profits; 40% of the companies showed that there a larger percentage of the profits 
was refundable to the ceding company. Now, this is good news for the ceding company, I suppose, and perhaps this also reflects 
the fact that the maximum CFRs are so high that, once you have reached that limit, then you would want to share more of the 
profit with the ceding company. The CFR obviously is used by the reinsurers, as I said earlier, to reduce volatility, but it is also 
used against their capital requirement.

Finally, on the issue of funds withheld or modified coinsurance, less than one-third of the companies used this, although I 
think that Cathy said that more companies are using it more than before. This would indicate to me that, the companies have 
concluded that the reinsurers have better returns on the reserve amounts than they could seek so, therefore, they think that it 
is more economical to leave the reserves with the reinsurers.

Moving on to slide nine, talking a little bit about the selection of the reinsurer and what the criteria are, and we saw that to 
meet it, the main criteria, in the selection of the reinsurers, were pricing, which is not a surprise, I think, it is always important, 
especially keeping in mind the objectives that we have with the reinsurance, being maximum profitability. Financial strength 
is also an important factor and the fact that most companies use registered companies, and I think that simply it is due to our 
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capital requirements, which make if very difficult to structure reinsurance agreements with non-registered companies and hav-
ing those arrangements just as efficient, as with registered carriers. 

Perhaps a little surprising is that flexibility and the ability to meet needs were not as important as the above criteria. I would 
think that these factors should be very important. As the companies’ needs are changing over time, it would be important to 
have a reinsurer that has a flexible approach and wants to change the agreement without having to go to market every time that 
you want to make some changes. So I would think that this is very key element in choosing a reinsurer. Services also were not 
considered as important as pricing or financial strength. Now, you could interpret this in different way, but, certainly, if services 
are not as important, I would suggest that there are companies that may want to review the services that they obtain from their 
reinsurance partners and see if some of these services are not used and not important, if it is possible to sort of carve them out 
of the arrangement.

The next slide continues on the topic of selection of the reinsurers. Now, as Cathy said, very few companies have a formal process 
to review their reinsurance arrangements and there we think that definitely a reinsurance review process should be formalized, 
just reviewed on a regular basis. It is very important, as a good, risk-management practice, just a good business practice. Nowa-
days, the needs are changing on a rapid basis, companies’ circumstances change over time and I would think that it would be 
very important for carriers to review where they are at in their reinsurance agreements. It does not necessarily mean that they 
would go to market every time that they review the program, but it would just, I would think, encourage just an open dialogue 
with their current reinsurer if they feel that the current arrangement does not meet their needs anymore. 

The last section of my presentation is going to be on the CAT coverage, and here, Allan asked me to summarize the situation 
with a CAT cover, sort of on a pre-9/11 basis, compared to today. First, starting on 9/11, with the pre-9/11 market, I called it 
a shaky foundation, mostly because of the pricing basis pre-9/11. The pricing was generally felt to be irrational. There was no 
significant incidence rates available and the paybacks for the rate were one in 250 years generally. There were several players, 
MGUs, we had some professional reinsurers, a number of retrocessionaires playing in this market, as well as some pools, for 
example, the SPRA pool. The capacity was tremendous back then. We could get to a billion per occurrence capacity if we looked 
on a worldwide basis. Some reinsurers were willing to offer up to 100 million per occurrence on their own or with reliance on 
the retrocessionaires. 

In terms of the terms and conditions of the contracts, it was fairly common to see high limits and low retention; for example, a 
100 million capacity in excess of one million, reinstatements were free or, very often, unlimited. There were very few exclusions. 
War was excluded in the US and Canada. There were some exclusions for military personnel or pro-sport teams, but, generally, 
very few exclusions. Terrorism was just covered implicitly. The experience was generally good. There were very infrequent oc-
currences of losses, a few aircraft crashes, but, generally, a very good experience.

Now, the situation changed dramatically with the 9/11 collapse. The pricing, which was probably irrational before, was, all of 
a sudden, fully exposed and the reaction from the carriers was to increase the rates dramatically. Now, we saw a realignment of 
one in ten years. What happened to the players is that a lot of the MGUs disappeared. They just lost their paper; they lost their 
retro support. Professional reinsurers, generally, pulled back and reduced their capacity; the same thing with the retrocession-
aires, and the SPRA did not really make significant changes in the response to the new environment. So, generally, the capacity 
greatly diminished and, except for a few opportunistic property CAT reinsurers that entered the market, it was generally more 
difficult to, obtain the coverage that we had prior to 9/11. The capacity reduced to 200 to 250 million, generally.

On slide fourteen, we continue on to the situation of the post-9/11. The terms and conditions, with the lower capacity, there 
were low limits and much higher retention, and we saw commonly – and this is sort of throughout North America – 50 million 
capacity, excess of 50 million, which was quite different from what we had before. Now, the survey showed, particularly for life, 
that 60% of the companies had excess of one to two million now, compared to what they had before, so it was a tremendous 
change from before. Reinstatements are now limited to one fully paid reinstatement. Terrorism, as we saw in the results of the 
survey, is much more limited and, generally, with exclusions for NCBR, and, obviously, the loss experience was tremendous. It 
is estimated that the result of the 9/11, the loss was around 40 billion US and, although most of this was carried by the P&C in-
dustry, there was still a tremendous loss. The Canadian companies had lost around 230 million as a result of this single event. 
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On slide fifteen, we talk a little bit about what the response was from the various insurers to this new reality with the CAT cover. 
Generally, most insurers started to gather more information on their concentration risk, looking at where the groups were and, 
if they had, they were not now sharing major groups with a number of employees residing in one building, especially in large, 
populated areas, to try to get a handle on what their exposure was, and sometimes refusing to quote or not renewing on groups 
that had major concentration. Of course, with lower capacity, that meant that all insurers are now retaining more risk, higher 
retentions, a generally increase from ten to fifty times what it was before; a higher life warranty, an increase of five times on 
the warranty; and on the NCBR, as I said, this is now a new reality that there are exclusions. Now, insurers are exposed to this 
because, in most contracts with their policyholders, this is not excluded. Finally, with all of these changes, obviously, insurers 
are looking for alternative solutions. It may not be a good, long-term solution just to retain more of this risk. 

So, in slide sixteen, I will outline a few alternative solutions that are being looked at. First, in the area of financial reinsurance, 
a smoothing cover is very popular, very much in demand right now, because, obviously, if you have more of a higher retention, 
there is a possibility of higher volatility so any arrangement that will reduce your volatility would be welcome. Securitization 
is also looked at, although not all that successfully. Aggregate, stop-loss coverage also welcome, but not readily available. Some 
carriers are looking at an accidental death carve-out, which means that they are simply reducing their retention on AD&D. 
Instead of including AD&D in part of their CAT coverage, they are just reducing their retention in their regular AD&D cover-
age in order to carve it out from the CAT coverage. Generally, pooling of risk is sought. There has been talk about having an 
industry pool and I think that, if it could be put into place, there would be quite a bit of interest for such an arrangement. No 
catastrophe protection is an alternative, but this is not necessarily an alternative. 

Other considerations that carriers are looking for are government backstops. As you probably all know, there are some arrange-
ments, such as government backstops. In other countries – in Spain, for example… and in the UK, there has been a pool set 
up since 1993 and, more recently, in November 2002, the US now has, what they call, a federal reinsurance program for P&C 
losses, and this is a limited situation. This is supposed to cover losses between now and the end of 2005, but this is sort of a 
backstop program for the moment. We do not have such a backstop here in Canada, but it is a potential solution. Finally, another 
solution to simply to provide excess of loss and lowering retention, generally, is also being considered. 

So, in closing, on slide seventeen, the situation with the CAT coverage is that the rates for the traditional CAT coverage will prob-
ably remain high, perhaps not as high as they are currently. We expect that they may turn to one in twenty years as a payback, as 
sort of a stable, long-term outlook. Insurers will continue to retain more risk than before so that the deductibles should remain 
high, with the NCBR exposure. There should be progress in gathering and maintaining exposure data in order to be able to get 
a better handle on what the real exposure is. Finally, some insurers are looking at even pursuing further modelling of this kind 
of risk, again, to be able to quantify this type of risk a little better.

So this closes my comments so I will turn it back to Allan. Thank you.

Moderator Ireland: Thanks very much, Hélène. You gave a very insightful review of the reinsurance issues, which is very much 
in line with what we have come to expect when you take the podium. Thanks again for interrupting your day. I know that you 
are extremely busy at the moment and, even though we did not have the pleasure of your company in person, I am certainly 
grateful that we at least had your voice here with us today. 

I also thank the Institute and Alex up there for making my life stress-free and ensuring that everything worked as it should. So 
thank you, Alex. 

 Now, in the time that we have left, I would like to give you an opportunity to ask questions. We have about seventeen or eighteen 
minutes left before lunch. I think that our two panellists have given us a lot to chew on so I would like to open it up to hear 
from you, in terms of your comments and your questions. I would remind you that it is a recorded session so, when you come 
forward with your question, do just like what Pierre is doing, go to the microphone and introduce yourself. 

Mr. Pierre-Yves Julien: From Atlantic Blue Cross Care. I guess, Hélène, I cannot miss any of the sessions that you could not 
attend.
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There are two observations that I would like to make. One is that there was a question mark as being a session related to prof 
(sic) knowledge, asking why people would be concerned about prof knowledge in the group business. I think that it fails to 
acknowledge the fact that, even with existing product, insurers have more and more trouble with them. I will use a simple exam-
ple, LTD coverage is a good one, where, right now, we have more and more soft claims, we have trouble with access to coverage, 
we have trouble dealing with employers, supervisors of employees who are on LTD, and when you turn to the reinsurers, they 
do not have much more to add than the services that they had before. So maybe when you look at prof knowledge, you should 
look into the existing product and ask yourself the question: Are the needs of the insurers changing? Maybe that is where the 
desire for more prof knowledge for the reinsurer might be coming from. So that is my first observation.

The second one is that I was a bit puzzled when we seem to be focussing a lot – and not that that is wrong in itself – on the 
relationship between the CFR and the risk premium. That is an obvious relationship. I mean, if you have more CFR, then the 
risk premium should be less. But I think that was not discussed – and I think that it is very relevant – is the fact that, when a 
reinsurer is sitting on 50% premium CFR, the capital requirement of the reinsurer is very little, almost nothing. So you get to a 
point where you do not get any more capital provided by the reinsurer, you are providing your own capital, and then you are 
sharing the profit 50/50. So I find that not only is the risk premium relevant in looking at the CFR level, but also what is the 
remaining capital requirement for the reinsurer, in terms of capital relief for the company? As a result of that, maybe a suggestion 
for the future that would be of use is trying to find out from the company what is the existing size of their CFR because you do 
not care if your CFR can go to 50% if it is only running at 3% or 4% all the time. But, if you do have 50% of the premium CFR, 
you start to look at your insurer in a different way. So, out of the survey, it was difficult to see what was the size of the CFR and 
how this plays into the whole dynamic of the relationship between the reinsurer, both from a risk premium and from a capital 
requirement for the reinsurer. So, for what it is worth!

Moderator Ireland: Thank you very much, Pierre. We have a number of reinsurers in the room. I wonder if anybody would 
like to comment briefly on the challenge that Pierre has laid down about the dynamics of profit-sharing arrangements in rein-
surance treaties.

Speaker Pouliot: Allan, if I could say a few words here. Pierre, thanks for your comments. You are absolutely right, in terms of 
the relationship of CFR and the risk charge. I think that we have to keep in mind that the risk charge is there, I think, for two 
main reasons. One is to cover simply the risk that the reinsurer is taking so there is a real risk premium, and it is also usually 
there to cover the reinsurers’ cost of capital. Now, as you pointed out, the higher the CFR, the higher the funding of the CFR, 
then the lower the cost of capital should be, therefore, this should have an impact on the risk premium per se, but there will 
always be sort of a risk charge, and true risk charges should be part of this number.

Moderator Ireland: Thank you, Hélène. Would anybody else like to comment on this particular issue? In that case, I invite any 
other questions. We have deliberately tried to pick a one-and-a-half-hour slot for our session so that we would allow you some 
time to comment. Would anybody else like to step up to the plate, at this point? Okay.

One thing that I would like to throw out is, as you can imagine, this has been a fair amount of work for Cathy to put together, 
to compile the results and to interpret the results. So I guess that I would just like to ask you for some assessment of whether 
you thought that this kind of a survey is helpful to you. Is it worthwhile? Should we continue to do it? I do not know if anybody 
would like to comment directly on it or I could just take a straw poll. Can I just get some indication from you by a show of 
hands? How many people do find this type of survey information somewhat helpful? Okay. Well, that is good to know. Maybe 
we should let a little less time go by than eight years before we do the next one.

Speaker Shum-Adams: I certainly received a few comments that, when they opened up the Word document – because the survey 
was prepared in a Word document – there were a couple of companies that looked at it briefly – I believe that the questions 
were like two or three pages – and they go: Well, way too many questions, way too many words, no time. I just want to get 
your comments on that. Is that the right length? Were there too many questions? A lot of them, I think, are fairly easy, in terms 
of checking off boxes, right, and not a lot of words were required in answering them so…
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Moderator Ireland: Certainly, when I filled out the questionnaire for my own company and, even though the number of pages 
and the number of words was long, I found that it was fairly quick to actually fill out. Is that a fair assessment? I see that Wayne 
is nodding his head. Dave, did you find it particularly onerous to complete? Okay.

Are there any other issues that, you felt, we should have queried in the survey that, in fact, we did not ask about? Can anybody 
think of anything? Okay.

I guess that, as a person on the Program Committee, I am intrigued by this whole idea of the dynamics of reinsurance pricing 
and how profit-sharing arrangements work in the reinsurance context. Maybe we need some follow-up sessions. Firstly, that 
is not going to happen at this meeting, but, before I turn it over, if you think that you would like to see more sessions dealing 
with group reinsurance or, indeed, reinsurance generally, please send me an e-mail at my yearbook address and I will ensure 
that it goes forward to the Program Committee for considerations for Orlando or, indeed, a future meeting. 

Mr. Peros Urji(ph): Thank you, Allan. National Life. 

Cathy, you have to be congratulated on the job that you have done. The Word document was fine. The number of questions 
was not difficult. If you do not get this detailed level of questioning, then you do not get the answers that you are looking for. 
It is very simple. The results then do not mean much. You do not even fill in for an hour and a half or twenty minutes, for that 
matter. 

There is one thing that I would like to add for future surveys, whenever you have them, is what do the reinsurers want from 
the insurers, the ceding companies? I think that that is what we are missing here.

Moderator Ireland: Yes.

Mr. Urji: It would be good to hear what their side of the story is. You know, insurers are always wanting the best terms and 
rates, and so on, but there is a limit to what they can receive back from the reinsurers. We would like to hear that. We would 
like to hear what your difficulties are, whether you have tremendous capacity or limited capacity, whether they are retrocessions, 
and so on, terms. After all, you are in business and there is only so much that people in business can do to accommodate their 
customers. Just as we have the same limitations with our group clients, I am sure that you have certain limitations as well. Until 
we do know about them, we will not be able to arrive at a mutually convenient compromise. Thank you. 

Moderator Ireland: Thank you, Peros. Another challenge issued down for the reinsurers. Any of the reinsurers among you, would 
you like to briefly respond to Peros as to what are the constraints that you are operating under or what are the challenges? Or 
is that a topic for a future session? Okay. Yes, I guess that it is a little challenging to put you on the spot like that. 

Another question occurred to me as Peros was speaking. Maybe, someday, we should hear from the reinsurers as to what is the 
ideal client. What do you look for in a ceding company when you are deciding because, after all, it is a two-way street? We want 
to seek out reinsurers, but also reinsurers want to seek out companies and partnerships to form. So what is your picture of an 
ideal client? Does anyone want to speak to that? Okay.

...(laughter)... 

Moderator Ireland: All right. Of course, one of the issues, that both Cathy and Hélène commented on, was the fact that, appar-
ently, direct writers are fairly informal about the process of reviewing reinsurance treaties and the frequency with which they 
do that, and so on. I see that we have at least one representative of a regulator in the room. I just wondered if that is a surprise 
to the regulator or are they content with the way that insurance companies are managing their reinsurance programs. Do they 
feel that the ceding companies are dealing with that in an effective way? It is not that long ago that OSFI put in place the sound 
business and financial practices, the requirement…

...(laughter)... 
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Moderator Ireland: Sorry, Peros. 

Well, are we running out of steam here? Are you ready for lunch? Well, that one got an enthusiastic response. 

...(laughter)... 

Moderator Ireland: Anyway, we are almost out of time, in any case, so I would like to bring this session to a close and, on behalf 
of all of us, I would like to say a very big thank you to both of our panellists for the time and effort that they have put into this. 
I also do thank those of you who commented as well as all of you for taking an interest in this session and being with us here 
today. So, with that, I say: Let us go and eat.

...(applause)...


