


30) Sample Answer 
Answer 1 
A) Contract 1: no, there is not timing risk.  There must be both underwriting and timing risk. 
Contract 2: yes, the risk transfer is substantially all; this is an exception. 
B) Contract 1:  modify it to eliminate the repayment date.  Losses will be paid 30 days after 
primary insurer pays out the losses. 

 
Answer 2 
A) Contract 1: would not because it does not include timing risk (all losses would be paid on 
12/31/13). 
Contract2: would because substantially all of the insurance risk is being ceded to the 
reinsurer. 
B) Contract 1 could be modified so that all losses are reimbursed to the ceding company 
within 30 days of when they are paid by the insured. 
 
 

Examiner’s Report 

Common Part A mistakes: 
 

1. Stating that Contract 1 would qualify for reinsurance accounting under the substantially all 
exception.  This is not correct, as the company writes homeowners policies that cover more than 
just earthquake losses.  To qualify for the substantially all exception the reinsurer would need to 
be in the position of the insurer. 
 

2. Stating that Contract 2 would not qualify for reinsurance accounting as there is no insurance risk 
to the insurer.  This is not correct, the question of insurance risk applies to the reinsurer not the 
ceding company.  In addition, this contract does qualify under the substantially all exception. 

 
Common Part B mistakes: 
 
Changing Contract 1 to pay losses incurred in 2013 without addressing the payment date.  
 

  


