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Ab initio - Latin for "from the beginning".  

Usually used in reference to contracts to 

indicate their existence or validity relates back 

to their creation.  Avoidance of a contract ab 

initio is the cancellation of an insurance or 

reinsurance contract from its beginning usually 

due to misrepresentation or non disclosure of 

material facts.  The result is that the insurer or 

reinsurer has no liability but must repay the 

premium to the insured or reinsured. 

Abandonment - Deliberate voluntary 

relinquishment of property or a right, normally 

because the expense involved in salvaging or 

recovering the property or right would be 

greater than its value once recovered or 

preserved. Also known as Constructive Total 

Loss.  

ACCC - The Australian Competition Consumer 

Commission promotes competition and fair 

trade in the market place to benefit consumers, 

business and the community. It also regulates 

national infrastructure services. Its primary 

responsibility is to ensure that individuals and 

businesses comply with the Commonwealth 

competition, fair trading and consumer 

protection laws. 

Accident - An event or happening which is 

unforeseen and unintended.  

Accommodation Business - Insurance risks 

which are accepted by an insurer, not 

necessarily because the underwriter believes 

that they are a good underwriting proposition, 

but more to assist or support a broker or client 

whose relationship or volume of business the 

insurer values.   

Accumulation - A concentration of risk where 

an insurer may find it has multiple risks of the 

same category or geographic location which 

substantially increases the overall exposure 

e.g. an exposure to losses by earthquake or 

cyclone in particular areas may require an 

insurer to establish its accumulation for 

reinsurance purposes.  

Acquisition Costs - The expenses incurred 

by an insurer or reinsurer which are directly 

related to acquiring insurance business 

(commissions paid to intermediaries, 

marketing costs etc).  

Act of God - An event or happening which is 

generally considered as being beyond human 

control (earthquake, lightning, flood, cyclone or 

other natural event).   It is a common 

misconception that insurance policies exclude 

acts of God. 

Actual Total Loss - A loss is generally defined 

as an actual total loss where the subject matter 

of the insurance is either totally destroyed or 

changed to be unable to be used effectively.   

The term derives from the Marine Insurance 

Act 1909. 

Actuary - A specialist in risk analysis, 

especially as it relates to insurance 

calculations such as premiums, reserves, 

dividends, and insurance and annuity rates. 

They usually work for insurance companies, 

particularly Life companies, to evaluate 

applications based on risk. 
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Ad valorem - Latin term meaning "in proportion to 

the value". The term is generally used in commerce 

in reference to certain duties, called ad valorem 

duties, which are levied at certain rates per cent on 

the value of the subject matter.   Insurance rates 

are said to be “ad valorem” when applied to the 

total value of the subject matter to be insured. 

Additional Cost of Working / Increased Cost of 

Working - The increased costs incurred after a 

property damage loss, to limit any reduction in 

turnover or revenue, and to maintain normal 

business operations. These expenses could include 

such items as hiring alternative premises, 

temporary staff, additional freight or storage etc. 

(most policies limit the amount they will pay for 

these costs to the amount that is being saved in the 

claim itself - i.e. you cannot spend more than a 

dollar to save a dollar).  Some buyers limit their 

business interruption coverage to increased costs 

only and covers are expressed accordingly. 

Additional Increased Cost of Working - The 

increased costs incurred after a property damage 

loss, beyond those payable under the standard 

cover for Increased Cost of Working (see above). 

These will generally include any reasonable costs 

irrespective of whether they limit any reduction in 

turnover or revenue. These additional increased 

costs are often expended to keep or regain market 

share and goodwill beyond the maintaining of 

normal business operations. 

Additional Perils - Additional insured risks which 

are normally added to a standard cover. Examples 

are perils such as storm, flood, impact damage etc 

which are added to the standard fire perils in a fire 

insurance policy.   In marine hull insurance, 

additional perils cover the contingencies of boiler 

explosion, breakage of the shaft, damage by 

defective parts and negligence of master or crew. 

Adjuster - A person or organisation appointed to 

investigate the circumstances of a claim under an 

insurance policy and to advise on the amount that is 

payable to the insured in order to settle that claim. 

This process is referred to as adjusting the loss.  

Loss adjusters are generally appointed by insurers. 

See also Assessor.   

Adjustment Premium - An additional or return 

premium that is payable in relation to a deposit 

premium depending on the performance of an 

insurance or reinsurance contract.  

Admitted Assets - Assets recognised and 

accepted by insurance regulators in determining the 

capital adequacy or solvency of insurers or 

reinsurers.  

Admitted Insurer - An insurer (or reinsurer) which 

is licensed or authorised to do business in a 

particular state or country. The insurer / reinsurer 

does not necessarily need to have a physical 

presence in that state or territory.  

Advance Profits Insurance - Business interruption 

coverage for a new premises or operation, based 

on the expected revenues and profit which will be 

generated at completion of the project.   Some 

policies are structured to cover interest and holding 

charges which may accrue in the event of delayed 

completion of a project following a loss by insured 

risks.  

Adverse Selection - The conscious and deliberate 

submission of risks or segments of business to an 

insurer or reinsurer, that are less attractive than 

those being retained by the insured. This might 

occur under a binding authority with an insurer or by 
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an insurer under a reinsurance arrangement with a 

reinsurer.  

Advice - In Australia's Financial Services 

compliance regime the concept of providing advice 

has been given strict definitions. The FSR 

legislation defines advice as a statement made 

which influences or is intended to influence a 

person to purchase a particular financial product or 

service.   

There are two forms of advice – personal advice 

which takes into account a clients needs and 

circumstances and general advice which is of a 

general nature and which does not take into 

account the personal needs and circumstances of 

the insured. 

Affreightment - The expression usually employed 

in shipping to describe the contract by which a 

vessel or the use of it is let out to hire. The person 

sending the goods agrees to pay a specified price 

called "freight", for the carriage of the goods or the 

use of the ship. The contract is expressed in a bill of 

lading.  

Age Excess – See Excess 

Agent – Someone who acts for another (the 

principal) usually for reward. An insurance agent is 

an intermediary who arranges insurance but legally 

acts in the interests of the insurer and not the 

insured.   An agent may act as a referrer of 

business to other intermediaries or insurance 

companies direct.  A broker is an agent (acting for 

its client principal). 

Agreed Value Policy - An insurance contract under 

which the insurer agrees to pay the insured a stated 

amount in the event of the total loss of the property 

insured without any adjustment for depreciation or 

appreciation.  Under motor vehicle policies the 

agreed value is based on fair value determined 

within a range of values in price guide handbooks 

(e.g. the “Red Book”) and should take into account 

use and condition. 

Aggregate Deductible - A deductible applying in 

some insurance contracts, in which all losses up to 

an agreed amount in any one period are self 

insured. The insurer pays claims once the 

aggregate amount has been exceeded.  

Aggregate Limit - A limit applying in some 

insurance contracts, in which all losses up to an 

agreed amount in any one period will be insured. 

Once the aggregate amount has been exceeded, 

there is no further insurance coverage.   

Typically, products liability and professional 

indemnity policies operate with an aggregate limit. 

All Risks Insurance – A property insurance which 

covers accidental loss or damage that is not 

specifically excluded. 

(A number of insurers advise against the use of the 

term "all risks" due to its potential ambiguity and 

prospect of TPA issues and we see few covers 

named as such in Australia.  The term “Special 

Risks” or similar is more common).  

Amount Subject - The maximum value of insured 

property which insurers believe could be destroyed 

by any insurable event no matter how catastrophic. 

Generally used in underwriting large risks in order 

to compute rates and to understand the need for 

capacity, as well as to appreciate all exposures. 

See Maximum Foreseeable Loss (MFL) and 

Probable Maximum Loss. (PML)  

Annuity - A contract sold by an insurance company 

designed to provide payments to the holder at 

specified intervals, usually after retirement. 
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APRA - Australian Prudential Regulation Authority.   

This is the prudential regulator of banks, insurance 

companies and superannuation funds, credit 

unions, building societies and friendly societies. 

Arson - The act of unlawfully setting fire to property.  

ASIC - Australian Securities and Investment 

Commission.  This is the regulator of financial 

services laws which have been established to 

protect consumers, investors and creditors. 

Assessor - An individual or firm who is appointed 

to determine liability or assess loss in the event of a 

claim.  An assessor may be appointed by an 

insured. See also Adjuster.   

Assigned Risk - A programme normally legislated 

by government, which is designed to provide an 

insurance market for risks that are considered 

undesirable or otherwise uninsurable. The 

legislation requires all insurers in that particular 

jurisdiction to participate in the Assigned Risk Plan, 

usually on a proportionate basis to the amount of 

conventional business they underwrite. (An 

example is the automobile insurance plans in the 

USA for drivers that cannot obtain it through 

conventional means - California Automobile 

Assigned Risk Plan and the Connecticut 

Automobile Insurance Assigned Risk Plan are two 

examples).  

Assured – Another name for an insured.  Contrary 

to popular belief it does not only relate to a policy 

holder under a life insurance policy.  The terms are 

interchangeable but modern usage sees insured 

preferred under general insurance policies or the 

modern plain English use of “you”. 

Attachment Point - The dollar value of an 

insured's self retained risk or level of loss at which 

point insurance will then apply.  

Attestation Clause - A clause in an insurance 

contract which confirm that the insurers have 

agreed to provide the coverage under certain 

conditions, evidenced by their signing or stamping 

of the document.  

Average –  

1) Also known as Co-insurance - a clause which 

allows an insurer to reduce the amount of an 

insurance claim, in proportion to the level of any 

under insurance.   

Average may be absolute (e.g. insuring a property 

for $50,000 when the actual values is $100,000 will 

result in all claims being paid in proportion – in this 

case 50%) or some tolerance may be allowed (e.g. 

80% average where a claim will be paid in the 

proportion that the sum insured bears to 80% of the 

actual value).  Most average clauses are not 

invoked for smaller losses and usually stipulate a 

level of claim (e.g. 5% of the sum insured) under 

which average will not apply. 

2) In marine insurance the term average may also 

refer to one of two types of loss, general average 

and particular average. 

Bailees’ Liability Coverage - Insurance covering 

damage caused by a bailee or his agent or 

employee to goods left in its care. A bailee’s legal 

responsibility is to exercise care appropriate to the 

circumstances of the bailment.  

Bankers Blanket Bond - A form of insurance 

designed to protect financial institutions against loss 

from dishonest acts of employees, theft both on the 

premises and in transit, forgery and counterfeiting, 

misplacement and a number of other perils 

particular to the finance sector.   Policies may 

include electronic crime and professional indemnity 

risks. 



GLOSSARY OF INSURANCE TERMS 

 

www.carternewell.com - 5 - © Carter Newell 2017 

Basic Premium - The initial premium paid at the 

beginning of an adjustable insurance contract. 

Normally at the end of the policy period and/or 

agreed subsequent periods, the basic premium is 

adjusted retrospectively based on agreed factors 

such as claims experience, underwriting values etc.   

Some insurance arrangements may have 

adjustment factors throughout the insurance year 

(monthly or quarterly). 

Basis Point - 0.01 percent of the yield of a 

mortgage, bond or other financial note. The 

smallest measure used.  

Betterment - A term used to describe an 

advantage that an insured receives under an 

insurance policy where the property being 

reinstated after a claim is left in a better or more 

valuable position than it was prior to the claim. 

Depending upon the policy conditions, the insurer 

may reduce the amount paid under the policy, or 

seek a contribution towards the cost of the 

reinstatement.  

Bid Bond - A bond intended to guarantee that the 

bidder on a construction, supply or service contract 

will enter into the contract if successful in their bid. 

Should the bidder fail to enter the contract, the 

underwriter or guarantor of the bond (known as the 

surety) may be called upon to pay the difference 

between the amount of the principal's bid and the 

bid of the next lowest qualified bidder up to the 

value of the surety.  

Bill of Lading - A document issued by a carrier as 

receipt for goods being transported, which outlines 

the carrier's liability, limitations and exemptions in 

respect of the handling or carriage of the goods.  

Binding Authority or Binder - A contractual 

agreement between an insurer and an intermediary 

(often know as a coverholder) under which the 

intermediary is authorised to enter into contracts of 

insurance for the account of the insurer concerned, 

subject to specified terms and conditions.  

A number of insurers may agree to participate in the 

same binding authority on a percentage basis so 

that each takes a proportion of the premiums and 

pays the same proportion of the claims arising 

under the agreement.  

The intermediary (even if the intermediary is a 

broker) is acting on behalf of the insurer(s) and not 

the insured.  

Blanket Coverage - Insurance which covers more 

than one item of insured property or other interest 

without apportioning a specific sum insured against 

each insured item. A blanket policy is usually 

subject to a maximum limit in respect of any one 

loss and may contain certain restrictions absent in 

"specific" or "itemised" policies, such as the use of 

a coinsurance clause or the restriction of cover for 

certain risks such as flood.  

Bond - Insurance bonds are normally three-party 

contracts in which one party (the surety) agrees to 

guarantee the act, performance, or behaviour of a 

second party to a third party. 

Bordereau - A detailed summary of premium, 

underwriting and/or loss information on risks 

insured under an agreement such as a binding 

authority with the insurer or reinsurer.   Usually 

submitted at regular intervals e.g. monthly (in 

arrears). 

Box – At Lloyd’s each syndicate has a box in the 

underwriting room from which business may be 

transacted with Lloyd’s brokers. Each box 

comprises a couple of opposite facing benches and 

desks at which the underwriters employed by the 
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managing agent of the syndicate sit opposite 

visiting Lloyd’s brokers. Most boxes have computer 

terminals as well as access to other information 

technology. 

Broadform - A type of liability policy that provides 

extended coverage for the traditional bodily injury 

and property damage components. A broadform 

liability policy often extends the coverage definitions 

to include such events as mental anguish, false 

arrest, malicious prosecution, libel, slander, 

defamation, wrongful entry or eviction etc. Also 

loosely used to describe any insurance contact 

which has broader cover that typically available 

covers. 

Broker - An insurance broker arranges insurance 

on behalf of a person or business with a range of 

insurers. The broker is independent of the insurers 

and legally is seen to act on behalf of the insured 

not the insurer.  

In certain circumstances, a broker may act as an 

agent of an insurer (e.g. under a binder) but is 

required to disclose the arrangement. 

Brokers receive commissions from insurers or may 

work for agreed fees or a combination of both. 

At Lloyd’s business is transacted by accredited 

Lloyd’s brokers. 

Brokerage –  

1) An amount (usually expressed as a percentage) 

that is paid to a broker or agent, by an insurer or 

reinsurer,as part of their acquisitions costs in 

underwriting insurance business. The percentage 

varies widely depending on coverage, the insurer, 

and the work undertaken by the broker. Also known 

as commission.  

2) Sometimes the term brokerage may be used to 

refer to the business of a broker. 

Bumbershoot - An English word for "umbrella" 

used in a context to indicate a broad marine 

umbrella liability insurance policy providing 

coverage for marine risks. Can include protection 

and indemnity, general average, collision, sue and 

labour as well as general liability exposures.  

Burning Cost - A term used to express the pure 

cost of losses and/or the ratio of losses within a 

specific period against premiums paid in the same 

period.   Some policies are negotiated on a “burning 

cost” calculated premium e.g. Premium = Claims -x- 

100/70.  The margin thus established will cover the 

insurer’s expenses and profit.  Such arrangements 

usually have maximum and minimum premium 

levels. 

Burning Layer - The first layer of coverage in 

property or casualty insurance which will 

experience the primary losses.  

Business – An insured’s business is often defined 

in policies and may become the trigger for claims 

(e.g. under a general liability policy the insured is 

covered for occurrences which happen “in 

connection with the business”).  Care is needed to 

ensure that the business is adequately described.   

Business activities may be excluded under some 

policies (e.g. home policies).  Car policies often limit 

business use if the policy is otherwise purchased 

for social and domestic use. 

Buy Back – In the context of general insurance this 

refers to the purchase of cover in respect of an 

otherwise excluded peril by means of the payment 

of an additional premium. 
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Capacity - The amount of capital available from an 

insurance company or the market for underwriting 

insurance.  

Captive Insurer - A company owned and 

established primarily for an organisation to insure 

its own losses, and transfer catastrophe risks to 

reinsurers.  

Cancellation Clause - A clause in an insurance 

contract which permits an insurer and/or an insured 

to cancel the contract before it is due to expire. The 

clause may provide for a return of premium in 

respect the unused portion of the policy.  The 

cancellation of most insurance policies in Australia 

is governed by the Insurance Contracts Act. 

Carrier (of risk) – Usually an insurer or reinsurer. 

Case Management - A system of coordinating 

medical services to treat a patient, improve care, 

and reduce cost.  A case manager coordinates the 

delivery of medical service and health for patients.  

Cash Call - A demand for additional funds to meet 

underwriting liabilities.  At Lloyd’s a call is made by 

a managing agent on the members of its managed 

syndicate. Subject to the satisfaction of certain 

procedural requirements a member that receives a 

cash call is obliged to meet it insofar as his 

underwriting liability is not limited and he has the 

funds to do so.   

Under certain pooled insurance arrangements cash 

calls may be featured.  Marine liability Protection & 

Indemnity Clubs operate on calls if claims look as if 

they will exceed members’ contributions (these calls 

may or may not be realised as cash calls depending 

on how liabilities develop). 

Casualty – Refers to a loss, particularly the loss of 

a ship. 

Casualty business – Another term for liability 

business (particularly in USA). 

Catastrophe - A sudden violent and widespread 

disaster that impacts on many organisations and/or 

results in substantial loss.  

Catastrophe Bonds - Risk-based securities that 

pay above market interest rates to investors who 

provide insurance companies with a form of 

reinsurance to pay losses from a catastrophic 

event. They allow insurance risk to be sold to 

institutional investors in the form of bonds.  

Catastrophe Reinsurance - A form of non 

proportional reinsurance where the reinsurer 

indemnifies the insurer for the amount of 

accumulated losses which exceed a specified 

retention. These accumulated losses usually are 

resulting from a catastrophic event or series of 

events.  

Cede - To transfer to a reinsurer all or part of the 

insurance or reinsurance written by a ceding, or 

primary, insurer.  

Cedant - A ceding insurer or reinsurer which 

transfers risk exposure under a reinsurance 

contract.  

Certificate of Insurance - Confirmation of 

coverage provided by the insurer or broker 

evidencing currency of the policy, and outlining the 

principal provisions of the insurance policy.   Often 

requested by a financial institution to evidence 

currency of coverage (and also known a “certificate 

of currency”).  A certificate may not bestow rights to 

parties other than the insured. 

Certain certificates are required to be issued as a 

matter of law (e.g. CTP insurance). 
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Certificate of Rating or No Claim Bonus - A 

certificate that acts as proof that a person has 

earned an insurance rating or no claim bonus 

entitlement. 

Cession - The component of insurance which is 

passed to a reinsurer by a primary insurer who has 

insured the original risks. A cession may be the 

entire amount or a portion of single risks, a 

specifically defined group of policies, or classes of 

business, as outlined in the reinsurance contract.  

Civil Liability - Many professional indemnity 

policies provide indemnity for a negligent breach of 

the professional duty of the insured. It is often 

possible to negotiate broader coverage which is 

referred to as civil liability coverage.  

Claims Made - A policy which only pays claims 

which are notified to the insurer during a specified 

period.  Most professional liability policies are 

arranged on a claims made basis – the policy only 

responds to claims first made against an insured 

during the policy period irrespective of when the act 

of negligence was actually committed. Once the 

period of insurance has expired, no claims can be 

made on insurers unless they were notified of the 

circumstances at some time during the currency of 

the policy.   An extended reporting period may be 

purchased under some policies. 

US general or public liability policies usually operate 

on a claims made basis.  

Claims Triangulation - A table which charts the 

movement of total incurred losses from the original 

policy period, over several subsequent periods. It is 

used to analyse the development pattern of losses 

over time and project the accuracy of early loss 

estimates and/or the likely total paid incurred, 

based on any movement in value of the original 

estimates.  

Clash Cover - A form of non proportional 

reinsurance covering an insurer’s exposure to a 

larger single loss than intended in the same loss 

occurrence. A clash cover provides payment when 

the unusual circumstances occur where two or 

more policies experience the same occurrence of 

loss and the total amount of the payment of losses 

for the multiple policies exceeds the clash cover 

retention amount. Sometimes referred to as 

Unknown Accumulation Cover or Contingency 

Cover.  

Closing - A document prepared by a broker to 

confirm to an insurer the details of an insurance 

placement.  It is often used as a request to issue a 

final policy document. 

Co-insurance –  

1) A provision in an insurance policy allowing 

insurers to reduce the amount of any claim in 

proportion to an amount by which the insured has 

under insured (also known as the average 

provision). 

Coinsurance may be absolute (e.g. insuring a 

property for $50,000 when the actual values is 

$100,000 will result in all claims being paid in 

proportion – in this case 50%) or some tolerance 

may be accepted (e.g. 80% co-insurance where a 

claim will be paid in the proportion that the sum 

insured bears to 80% of the actual value).  Most 

coinsurance clauses are not invoked for smaller 

losses and usually stipulate a level (e.g. 5% of the 

sum insured) under which co-insurance will not 

apply. 
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2) It may also refer to where the insured acts as its 

own insurer for a specified proportion of the sum 

insured. 

3) A process by which a number of insurers agree 

to participate in an insurance risk (as “co-insurers”) 

for an agreed percentage each.  

Collection or Set - A group of items of sufficiently 

common type, appearance or nature that they 

reasonably belong together and that is devalued if 

one or more of the group is lost or damaged. 

Combined Ratio - A performance measurement for 

insurers which compares the sum of claims, 

commissions and expenses against the premiums 

written.  

Combined Single Limit – In general or public 

liability policies, an aggregate limit of liability 

coverage for bodily injury and property damage 

arising out of one accident or occurrence.  

Commercial General Liability (CGL) - Common 

name for a combined broadform public and 

products liability insurance policy.  

Commission – See Brokerage.  

Common Law - The law that has evolved over time 

as a result of previous court decisions (precedents), 

rather than by specific legislation (statute) 

introduced.  The term is used in workers 

compensation policies to designate the cover for 

claims which fall outside the statutory no fault 

schemes. 

Commutation - Normally used to refer to the 

cancellation or dissolution of an insurance or 

reinsurance contract, in which there are profits or 

losses which are agreed and paid in complete 

discharge of all future obligations.  

Completed Operations Liability - This arises out 

of faulty or defective work that was performed under 

a project which has subsequently been handed 

over to the principal.  

Compulsory Insurance - Insurance coverage 

which an insured is compelled to arrange under 

legislation. E.g. workers compensation or 

automobile bodily injury insurance in some 

jurisdictions.  Compulsory insurance is often a 

condition of membership of associations and 

professional bodies. 

Condition - A section of an insurance policy which 

stipulates certain undertakings, usually by the 

insured, for the policy to respond properly. These 

are usually related to the manner in which the 

insured must conduct themselves, particularly 

regarding the notification and handling of claims. An 

insurer may be able to refuse indemnity under the 

policy if a condition has not been complied with - a 

condition precedent to liability (in Australia this 

would be subject to the provisions of the Insurance 

Contracts Act). 

Conflagration - A very intense and uncontrolled 

fire extending to many properties, or over a large 

area.  

Consequential Loss - A loss which is in addition to 

and in consequence of a claim under a policy.  

Often an economic loss such as revenue or profits.  

Consideration - A principal under English law, that 

for a contract to be valid, each party must provide 

something of value "in consideration" of the 

contractual agreement. In an insurance contract, 

the consideration provided by the insured is the 

premium, and the consideration made by the 

insurer is the promise to pay should a loss, accident 
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or injury occur (usually of a magnitude many times 

more than the consideration paid by the insured).  

Constructive Total Loss - An insurance claim 

which is settled for a full amount, on the basis that 

the cost to repair or recover the damaged property 

would exceed the indemnity replacement cost or 

market value of the item. Also known as 

Abandonment.  

Contingent Liability - A liability which arises 

independently from an insured as a result of 

negligence on the part of another person or 

organisation, but for which the insured may be held 

responsible. An example of contingent liability is 

that of a principal contractor which may incur 

liability as a result of actions undertaken by 

subcontractors. 

Continuous Cover Clause - Under this clause, the 

insurer agrees that if you provide notice of a claim 

that should or could have been notified under a 

previous policy period then the insurer will accept 

notification of the claim, provided that the same 

insurer has been covering you on a continuous 

basis since the date when the notification should 

have been made.  

Contract Works Insurance – Also know as 

construction insurance.  May apply to additions and 

extensions to existing property or may be arranged 

for new projects.  Policies may be project specific or 

annual applying to all projects commenced.  

Policies typically insure the materials and works 

including works in progress and legal liability.   

See also PCIP. 

Contractual Liability - Legal liability or 

responsibilities of another party that are assumed 

under a verbal or written contract.   Typically, 

liability policies in Australia exclude liability which is 

assumed solely under contract unless the terms are 

agreed to by the insurer.  

Contribution –  

1) An insurer’s "contribution" is its share of an 

insured loss 

2) The "contribution clause" in an insurance policy 

generally states that where one or more insurers 

are covering the same loss, they will share the loss 

or liability on a proportionate basis. Under 

Australia's Insurance Contracts Act the insured can 

elect one insurer to be responsible to pay all of the 

loss leaving the insurer to then seek contribution 

from the other insurers(s).  

Controlled Master Programme - A group of linked 

policies arranged to provide regional or global 

coverage for companies which have insurable risks 

in multiple territories (generally for property or 

liability insurance). Usually there is a master policy 

which is issued in the country in which the insured 

has its headquarters domiciled, and then a subset 

of local policies where required for practical or 

legislative reasons.  

Coverholder – An intermediary (broker or agent) 

with authority to accept risks on behalf of an 

insurer.  A coverholder will operate under an 

agreement often known as a binding authority or 

binder. 

Crime Insurance –Policies which typically insure 

against theft of property or money and may include 

acts of fraud by employees.   

See Fidelity Guarantee.  

Cross Liabilities or Cross Liability Clause - A 

clause in liability contracts which obligates the 

insurer to treat each insured under a combined 

policy as if they were a separate insured entity.  As 
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a consequence it allows cover for one insured 

which may be sued by another insured.  A typical 

requirement of construction contract insurance 

provisions. 

Cut Through Clause - A clause in a reinsurance 

contract which clarifies that, should the primary 

insurer becomes insolvent, the reinsurer is still 

liable for its stated share of the loss and that 

payment will be made directly to the insured, not to 

the insolvent insurer. Generally used when the 

financial security or rating of an insurer does not 

meet an insured's minimum financial standards.  

Often seen in fronting arrangements. 

Decennial Liability Insurance - A form of 

completed operations insurance which provides 

coverage to the owner of a construction project for 

repair or replacement costs in the event of a 

complete or partial collapse and often for defects 

generally (it is issued for ten years).  Common in 

Europe and, notably, in France where the insurance 

is very much a part of the building contractual 

environment and regulation. 

Deductible – The amount that is deducted from 

claims.  The practical effect is the same as an 

excess; the insured must bear a proportion of the 

relevant loss.  If that loss is less than the amount of 

the deductible then the insured must bear all of the 

loss (unless there is insurance in place to cover the 

deductible). 

On higher level insurance care must be exercised in 

realising the potential different application of a 

“deductible” and “excess”.  For example in a cover 

of $10M with a deductible of $1M the resultant 

indemnity in the event of a loss greater than $10M 

loss will be $9M (i.e. $10M limit of cover less the 

amount of the deductible of $1M).  The same cover 

expressed as $10M with an excess of $1M means 

that losses will be paid up to $10M over and above 

the excess of $1M (a recovery of $1M more if the 

loss exceeds $10M). 

See also Excess. 

Demurrage - A charge required as compensation 

for the delay of a ship, transport vehicle or other 

cargo beyond its scheduled time of departure.  

Deposit Premium - An initial amount of premium 

charged under an adjustable contract, which is 

ultimately recalculated based on agreed factors - 

often to a set minimum and maximum amount.  

Depreciation - The decrease in the value of an 

item due to age, use or wear and tear. Such 

devaluation is not covered under a contract of 

indemnity. However an insurer may agree to 

provide cover on “a new for old” basis which 

represents a modification of the principle of 

indemnity and avoids the need to determine rates 

and amounts of deprecation when settling claims.     

Difference in Conditions (DIC) - Insurance which 

is arranged to provide supplementary coverage 

beyond that which is insured by a nominated 

original or primary policy.   

Dilapidation Report - A report used by 

construction insurers (and regulatory authorities) to 

verify the condition of buildings adjacent to a 

construction site prior to the commencement of 

construction. Enables more efficient adjusting of 

any loss without dispute over pre-existing damage.  

Direct Business – Insurance placed with an 

insurer direct and not through an intermediary. 

Disclaimer - A verbal or written statement intended 

to draw attention to and avoid responsibility for the 

negative consequences of an action or the supply 

of goods or services.  
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Discovery Period - A period of time, after 

expiration or cancellation of an insurance contract, 

during which an insured can discover and report a 

recoverable loss. Generally found in policies 

providing fraud and dishonesty (fidelity) coverage.  

Drop Down Coverage - A method of structuring an 

insurance or reinsurance placement so that in the 

event of a loss (or series of losses) which exhausts 

the limit in a nominated lower (or primary) layer 

policy, the unexhausted limit of the highest upper 

layer will "drop down" to respond to subsequent 

loss(es) during the same policy period, as a 

replacement for the lower layer. Common in 

umbrella liability and a variety of reinsurance 

contracts.  

Duty of Disclosure - An individual or business 

applying for insurance has an obligation to disclose 

to the insurer, every matter which would affect the 

insurer’s decision on whether or not to accept the 

risk and what premium to charge. If relevant 

matters are not disclosed, the insurer is given 

certain rights to decline or reduce a claim or cancel 

a policy. 

Under the (Australian) Insurance Contracts Act the 

test is modified for policies governed by that Act 

and is a subjective test – every matter that the 

insured knows (or a reasonable person in the 

circumstances could be expected to know) to be a 

matter relevant to the decision of the insurer 

whether to accept the risk and, if so, on what terms 

falls under the duty of disclosure.  

Under other policies, for example those governed 

by the Marine Insurance Act, the test is objective - 

every circumstance is material which would 

influence the judgment of a prudent insurer in fixing 

the premium, or determining whether he will take 

the risk   

Earned Premium - The portion of premium which 

applies to the period of time under the insurance 

contract which has already expired.  

Endorsement - A clause added to an insurers 

policy wording which changes the coverage 

provided, and is considered to form part of the 

insurance contract.  Can be issued with the original 

contract or added a later date by mutual consent 

(e.g. to add or delete items insured).  

Employers’ Liability Insurance - Insurance 

against the common law liability of an employer for 

injuries sustained by employees as distinct from 

liability imposed by a specific statutory workers 

compensation law which is often on a no fault basis.  

Environmental Impairment Insurance - A 

specialised insurance policy providing coverage for 

liability and/or clean up costs associated with 

gradual pollution and contamination of the 

environment.  

Excess –  

1) The amount that is deducted from claims.  The 

practical effect is the same as a deductible; the 

insured must bear a proportion of the relevant loss.  

If that loss is less than the amount of the excess 

then the insured must bear all of the loss (unless 

there is insurance in place to cover the excess). 

On higher level insurance care must be exercised in 

realising the potential different application of a 

“deductible” and “excess”.  For example in a cover 

of $10M with a deductible of $1M the resultant 

indemnity in the event of a loss greater than $10M 

loss will be $9M (i.e. $10M limit of cover less the 

amount of the deductible of $1M).  The same cover 

expressed as $10M with an excess of $1M means 

that losses will be paid up to $10M over and above 
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the excess of $1M (a recovery of $1M more if the 

loss exceeds $10M). 

See also Deductible. 

2) Under motor insurance policies there are often 

additional excesses applicable.  Typically young or 

inexperienced drivers have additional excesses 

imposed (“Age or Inexperienced Drivers Excess”).  

The affect of these excesses is usually cumulative 

i.e. the excesses are added to any basic policy 

excesses. 

3) Conversely, property policies usually stipulate 

that in cases where more than one excess could 

apply to a loss then the highest single excess will 

be used.  For example different excesses may 

apply to categories of property such as stock and 

money.  In the event of theft of both items the 

highest applicable excess is applied. 

4) Under liability placements the excesses are often 

expressed as being “costs inclusive” or “costs 

exclusive”.    

Excess of Loss Coverage - Insurance or 

reinsurance which only applies to that part of a loss 

or series of losses which exceeds a predetermined 

amount – often know as ”retention".  The retention 

may be insured (under a primary policy) or 

reinsured for example $5M in excess of a (primary) 

$5M giving a cover of $10M in all. 

Complex placements often have various layers of 

excess cover and such arrangements are not 

confined to liability policies. 

Exclusion - A clause in the policy which describes 

events or circumstances for which the policy will not 

provide cover (i.e. cover is excluded).  Exclusions 

are generally negotiable. 

Exemplary Damages - Also referred to as punitive 

damages – typically liability policies in Australia 

exclude punitive or exemplary damages. 

Ex Gratia Payment - A payment which is made by 

an insurer even though the insurer is not technically 

liable under the terms of the insurance policy. Often 

considered for economic reasons, for example to 

avoid legal expenses in contesting a claim or as a 

gesture of goodwill due to the impact the refusal to 

pay the claim may have on a broader relationship. 

Ex gratia payments for goodwill are less frequent in 

today's competitive insurance environment.  

Expense Ratio - The percentage of premium used 

to pay all the costs of acquiring, writing and 

servicing insurance and reinsurance.  

Extended Reporting Period - An additional period of 

time provided after the expiry of a claim made 

policy, during which valid claims will continue to be 

accepted by insurers. It may be possible for an 

insured to extend this period on payment of an 

additional premium.  

Facultative Reinsurance - A reinsurance risk that 

is placed by means of separately negotiated 

contract as opposed to one that is ceded under a 

reinsurance treaty.  The reinsurer has the option to 

accept or reject any risk presented to it by the 

insurer seeking reinsurance. 

Facultative/Obligatory Treaty - A reinsurance 

contract which allows the insurer to predetermine 

which risks of a given type are to be ceded to the 

reinsurer. The reinsurer is obliged to accept all the 

cessions made by the insurer provided they fall 

within the scope of the agreement (treaty). 

Fidelity Guarantee - A type of insurance policy 

which provides coverage for the theft or 

misappropriation of money or property by an 
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employee - can also be referred to as crime, fraud 

or dishonesty insurance. 

Fiduciary Liability - The legal responsibility of an 

entity to safeguard assets and manage investments 

held in trust in the best interest of the beneficiaries. 

Fiduciary liability insurance covers breaches of 

fiduciary duty such as misstatements or misleading 

statements, errors and omissions.  

Financial Services Guide (FSG) – A prescribed 

document under (Australian) Corporations Act 

required to be issued to Retail Clients by 

organisations which are licensed to “deal” in 

insurance products. 

The FSG is designed to assist an intending insured 

whether to use the services of the licensee.  It 

includes details required to be disclosed by law.  It 

should explain the services offered by the 

organisation and general information regarding 

remuneration e.g. commissions  

Although FSGs are only required for retail clients, 

they are an effective and constructive method of 

providing the statutory notices and other information 

that licensees and brokers need to give clients.  For 

this reason many brokers use them for other 

(wholesale) clients as well. 

First Loss - A form of insurance or reinsurance 

(non proportional) where the insurer or reinsurer 

indemnifies a primary layer of insurance or a 

component of the risk.  Typically, burglary covers 

are arranged on a first loss basis rather than being 

insured for the total values of property at risk.   An 

insured may arrange additional layer(s) or excess 

coverage.  

First Party Coverage - Cover provided under a 

policy for the insured's own property or person e.g. 

own clean up costs in environmental insurance or 

the cost of own injuries in no fault motor insurance.  

In some cases where an insured may be 

responsible for other person’s property cover may 

be arranged on a “first party basis” under property 

insurance rather than relying on liability cover and 

the need to establish responsibility for loss (a 

common arrangement for motor repairers, laundries 

etc). 

Following Underwriter - An underwriter of a 

syndicate or an insurance company that agrees to 

accept a proportion of a given risk on terms set by 

another underwriter called the leading underwriter.   

Force Majeure - A French term meaning "greater 

force". Force majeure clauses excuse a party from 

liability if some event beyond the control of that 

party prevents it from performing its obligations 

under the contract. Typically, force majeure clauses 

cover natural and unexpected events ("acts of god", 

war etc.) that result in the failure of one party to 

perform their obligations to another contracting 

party. Force majeure clauses are usually intended 

to excuse a party only if the failure to perform could 

not be avoided by the exercise of due care by that 

party.  

Floater - A policy that covers multiple construction 

projects or items of equipment at all times, subject 

to declarations and premium adjustments made at 

specified periods.  

Flood - A specific definition provided in a property 

insurance contract to clarify the difference between 

storm related losses and those where a normally 

dry area of land is inundated following the escape 

of water, which is usually confined within a natural 

boundary or man made structure (e.g. river, lake, 

canal or dam).   Definitions vary. 

Franchise –  
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1) A form of Excess.   An insured is responsible for 

losses up to an agreed amount.  When losses 

exceed this amount any valid claim is then paid in 

full. 

2) If a franchise is expressed as applying to any 

one loss then the insured will pay for the amount of 

loss up to the franchise – if the loss exceeds the 

franchise the loss is payable by the insurer in full. 

3) In relation to Lloyd’s - the Lloyd’s brand, 

worldwide trading licences, financial strength rating, 

mutual security and other support services that 

enable members to underwrite insurance and 

reinsurance at Lloyd’s on a global basis.  

Fronting - A process by which one insurer acts as 

the official "front" insurer by issuing a policy, but 

then passes all or portions of the risk to another 

insurer or reinsurer in exchange for a commission. 

Often the fronting insurer is licensed to do business 

in a country where the risk is located, but the 

ultimate insurer or reinsurer is not. This scenario 

also arises where an organisation uses a captive to 

retain substantial portions of risk but needs to 

issues local policies for each of it operations.  

FSRA – (Australian) Financial Services Reform Act.  

The provisions of this Act are now incorporated in 

the Corporations Act. 

General Advice Warning – Under the (Australian) 

Corporations Act if general advice is given to a 

Retail Client, a general advice warning must be 

given at the same time as and in the same manner 

as the advice provided. The general advice warning 

must include the following: 

• The advice was prepared and provided 

without taking into account the client’s 

objectives, financial situation or needs; 

• Because of that, before acting on the 

advice, the client should consider its 

appropriateness (having regard to their 

objectives, needs and financial situation); 

and 

• If the advice related to the acquisition of an 

insurance policy that the client should 

obtain a Product Disclosure Statement 

(PDS) relating to the policy before deciding 

whether to acquire it. 

It is not necessary to use the exact wording used in 

the Corporations Act when giving the general 

advice warning, so long as the warning covers 

these three points 

General Average - A loss that arises from the 

reasonable sacrifice at a time of peril of any part of 

a ship or its cargo for the purpose of preserving the 

ship and the remainder of its cargo together with 

any expenditure made for the same purpose. 

An example of a general average loss would 

include jettisoning cargo to keep a ship afloat and 

an example of general average expenditure would 

include towing a stricken vessel into port.  

An average adjuster calculates the value of each 

saved interest to each interested party which is then 

obliged to contribute towards the general average 

loss or expenditure proportionately. Subject to the 

terms of the policy, insurance will generally only 

apply if the general average loss is incurred to 

avoid or in connection with the avoidance of an 

insured peril. 

General Insurance Code of Practice - The 

General Insurance Code of Practice is a 

commitment by the general insurance industry to 

aim for the best standards of service possible, and 

to promote better relations between customers and 



GLOSSARY OF INSURANCE TERMS 

 

www.carternewell.com - 16 - © Carter Newell 2017 

insurers. The Code describes standards in the 

areas of employee training, plain language policy 

documentation, claims handling and dispute 

resolution. It was introduced in 1995 with the 

backing of consumer groups, the federal 

government, insurers and the Insurance Council of 

Australia.  

Gross Claims - Claims before the deduction of 

reinsurance recoveries.  When expressed in 

relation to an insured will relate to claims before the 

deduction of any excesses. 

Gross Line - The amount of risk that an insurer or 

reinsurer is carrying before taking account of any 

applicable reinsurance that reduces that risk. 

Gross Loss - The amount of insurers’ loss 

irrespective of any reinsurance recoveries due.  

Gross Premium - The total of an insurer’s net 

premium plus operating expenses, commissions 

and other expenses. Expressed another way, the 

total amount of premium before any deduction of 

brokerage or other commission.  Gross premiums 

exclude any applicable taxes such as GST and 

Stamp Duty.  

Hard Market - The stage in an underwriting cycle 

where capacity is scarce, insurers are able to 

charge higher premiums and limit the cover 

provided, leaving insureds with limited alternatives 

to arranging insurance. See also Soft Market.  

Hazardous Pursuits - Certain sports and activities 

are termed hazardous pursuits and are excluded 

from travel insurances although it may be possible 

to have them included on payment of an additional 

premium. 

Hold Harmless - A clause contained in a contract 

under which one party agrees to release another 

party from legal liability in all or in part.  

Implied Condition - A condition not contained 

within a policy, but which a court would determine is 

implied to have been part of normal contract 

negotiations (e.g. the Duty of Utmost Good Faith).  

Inception - Commencement or beginning (e.g. of 

cover). The Inception date is the date on which an 

insurance or reinsurance contract comes into force. 

Increase in Cost of Working – See Additional 

Cost of Working.  

Incurred But Not Reported (IBNR) - An allowance 

or factor made for claims which are predicted to 

have occurred, but have not yet been reported.  

Incurred Losses - The total amount of losses that 

have occurred during a specific period of time, 

irrespective of whether they have been completely 

assessed or paid at the time (ultimate Incurred 

Losses include IBNR amounts, whilst reported 

Incurred Losses do not.)  

Incurred Loss Ratio - Incurred losses expressed 

as a percentage of earned premium.  

Indemnity -  

1) The principle according to which a person who 

has suffered a loss is restored (so far as possible) 

to the same financial position that he was in 

immediately prior to the loss, subject in the case of 

insurance to any contractual limitation as to the 

amount payable (the loss may be greater than the 

policy limit). The application of this principle is 

called indemnification. 

Most contracts of insurance are contracts of 

indemnity. Life insurances and personal accident 

insurances are not contracts of indemnity as the 

payments due under those contracts for loss of life 

or bodily injury are not based on the principle of 

indemnity.  
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2) The cover (“indemnity”) afforded under a policy. 

Indication - A non-binding statement by an 

underwriter of the likely level of premium that he 

would charge to underwrite a risk, subject to the 

provision of additional information. Compare 

quotation. 

Insolvency Clause - A provision in a reinsurance 

contract which stipulates that irrespective of the fact 

that an insurer may have become insolvent and/or 

ceased paying losses to its claimants, that the 

reinsurer must continue to make payments to the 

reinsured or to its receiver as if the insolvency had 

not occurred (similar to the Cut Through Clause 

which provides for payments directly to the original 

insured).  

Insurable Interest – The interest in the subject 

matter of an insurance contract, which can be 

proven to be pecuniary.  

If an insured wishes to enforce a contract of 

insurance then the insured must  have an insurable 

interest in the subject matter of the insurance, 

which is to say that the insured stands to benefit 

from its preservation and will suffer from its loss.  

Generally, in non-marine insurances, the insured 

must have insurable interest when the policy is 

taken out and also at the date of loss giving rise to 

a claim under the policy. In life insurance the 

insured must have insurable interest when the 

policy is taken out and in marine insurance the 

insured must generally have insurable interest at 

the date of loss giving rise to a claim under the 

policy.  

Insurance - A contract under which an insurer 

agrees to indemnify an insured under certain 

circumstances, after being paid a premium to do so.  

There must be uncertainty as to whether the 

relevant event(s) may happen at all or if they will 

occur (e.g. death) as to their timing. 

Insurance Ombudsman Service - Any 

policyholder who is dissatisfied with the outcome of 

his or her dealings with an insurer can contact the 

Insurance Ombudsman Service.  

See General Insurance Code of Practice. 

Insured - The individual or organisation which is 

the beneficiary of the indemnity provided by an 

insurer under the insurance contract.  

Where there is one insured this person may also be 

referred to as the policyholder.  In plain English 

policies the insured may be referred to simply as 

“You”.  

Insurer - The organisation which agrees to provide 

indemnity under an insurance contract.  Sometimes 

termed an “underwriter” (particularly at Lloyd’s).  

Also known as a “carrier” (of risk). 

Insured Peril - A harmful event which is covered 

under a contract of insurance. Also known as an 

Insured Event.   

Inward Reinsurance - Reinsurance that is 

assumed by an insurer as distinct from outward 

reinsurance it cedes. 

ISR - An industrial special risks insurance policy 

typically covering property and consequential loss 

(business interruption).   

Intermediary - A person or organisation that 

arranges insurance on behalf of an insured. The 

intermediary can be either an agent or broker.  

Jurisdiction Clause - A clause in a contract of 

insurance which defines the laws under which any 

dispute under the policy will be resolved.  
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Key person insurance - A policy that protects a 

firm from loss caused by the death or disability of a 

“key person” within the company.  Can be arranged 

as life (risk) insurance or personal accident 

insurance. 

Knock for Knock Agreement - An arrangement 

between motor insurers designed to eliminate 

inefficiency and "dollar swapping" in claims. Each 

insurer agrees not to pursue recovery of claim costs 

against other insurers which are signatories of the 

Knock for Knock agreement.   Largely discontinued 

in Australia. 

Lapse - The termination or discontinuance of any 

insurance policy, generally through non- payment of 

premium or absence of instructions to renew.  

Lapsed Policy - A contract of insurance which has 

been allowed to expire.  

Layer of Insurance - Where a significant amount of 

insurance cover is required, it may be necessary to 

arrange insurance with more than one insurer. The 

first insurer provides a "primary layer" of coverage. 

The next insurer's policy is an "excess layer". This 

policy only provides indemnity in the event that a 

loss exceeds a specific amount (the level of cover 

provided under the primary layer).  

Lead Insurer / Lead Underwriter - The Lead 

insurer concept arises where a risk is shared by a 

number of insurance companies, usually on a 

proportionate basis. Generally (but not always) the 

lead insurer accepts the largest percentage of the 

risk and sets the premium and terms of coverage by 

which the remaining insurers will follow.  The Lead 

insurer may have authority to bind claim 

settlements on all co-insurers but this is rare.  

Placements may have joint leading insurers. 

Liability Insurance - An insurance which covers 

the insured against third party claims or, in the case 

of employer’s liability insurance ,claims by 

employees, subject to specified terms and 

conditions. 

Life Assured - The person whose life is insured 

under a life insurance. 

Life Insurance (also known as Life Assurance) - 

A policy that pays a specified sum to beneficiaries 

upon the death of the life assured, or upon the 

assured surviving a given number of years, 

depending on the terms of the policy.  Life 

insurance policies may be for fixed or indefinite 

term. See term life as regards fixed term policies. 

Limit of Indemnity - Another term for policy limit. It 

refers to the maximum amount payable under a 

policy, either overall or with reference to a particular 

section of a policy.  It may refer to a limit in all 

during any one period of insurance.  

Liquidated Damages - An amount of damages, set 

forth in a contract, to be paid by a party breaching 

the contract. These are normally in the form of a 

predetermined estimate of actual damages caused 

from a breach.  

Line –  

1) The amount of business that an insurer or 

reinsurer accepts on either a class of risk, or single 

account (i.e. their proportion of the risk).  

2) A class of insurance such as property, liability, 

marine etc may also be referred to as a "line of 

business".  

Line Slip - An agreement between a group of two 

or more insurers and a Lloyd’s broker according to 

which each member of the group agrees to accept 

a proportion of all risks of a specified type that are 
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underwritten by one or more designated members 

of the group which act as leading underwriters. 

Normally business may only be produced to the line 

slip by the Lloyd’s broker which placed it.  

Lloyd’s - Depending on the context this term may 

refer to - 

(a) the society of individual and corporate 

underwriting members that insure and reinsure risks 

as members of one or more syndicates.  Lloyd’s is 

not an insurance company; 

(b) the underwriting room in the Lloyd’s Building in 

which managing agents underwrite insurance and 

reinsurance on behalf of their syndicate members. 

In this sense Lloyd’s should be understood as a 

market place;  

(c) the Corporation of Lloyd’s which regulates and 

provides support services to the Lloyd’s market.  

Lloyd's broker - A firm that is permitted by the 

Council (of Lloyd’s) to broke insurance business at 

Lloyd's, which is to say to place insurance and 

reinsurance risks with and on behalf of syndicates 

by transacting business directly with the syndicates’ 

managing agents.  

It is not uncommon for Lloyd’s brokers to act as 

agents for non-Lloyd’s brokers in relation to placing 

cover for individual risks.    

Lloyd’s underwriters - This term may variously 

refer to -  

(a)  the professional underwriters who are 

employed by managing agents to underwrite 

insurance and reinsurance business on behalf of 

the members of the syndicates that those agents 

manage; 

(b) the members of one or more syndicates that 

underwrite a particular policy;  

(b) all members (of the Society) collectively.    

Long Tail Business - Description for types of 

insurance which have an extended period between 

when the premium is agreed and paid, and the final 

amount of incurred losses are known. Examples of 

long tail business are liability policies, medical 

malpractice, auto liability etc.  Opposite Short Tail 

Business.  

Loss - This term generally refers to some injury, 

harm, damage or financial detriment that a person 

sustains. Losses may be insured or uninsured. 

Whether a loss is covered by a policy depends on 

the terms of that document and local law.  

Loss Event - The event which causes a loss, for 

example a fire or hurricane.  

Loss Adjuster - See Adjuster and Assessor.  

Loss Adjustment Expenses - Additional costs 

expended to negotiate and settle insurance claims 

including legal fees, loss adjuster costs, experts etc.  

Loss Control - Actions taken by an organisation to 

reduce or mitigate the potential for future losses. 

Loss Development - The measurement of 

changes in the amount of estimated loss reserves 

based on a policy or accident year. Calculated on 

the difference between paid losses and estimated 

outstanding losses at the beginning of the period, 

and those at the end of the designated period. May 

also include IBNR factors.  

Loss Ratio - A measurement for calculating 

profitability, by dividing the amount of claims into 

the amount of premiums. Depending upon what the 

loss ratio measurement will be used for, losses may 

be either total incurred losses or only paid amounts, 

and premiums measured could be total premium 

paid, or only earned premium.  
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Managing Agent – In the context of Lloyd’s, a 

company that is permitted by Lloyd’s to manage the 

underwriting of a syndicate.  

Material Fact - A matter or fact that is known by the 

insured, and should be advised to the insurer to 

enable it to decide whether to accept an insurance 

risk and /or an appropriate premium to charge.  

See Duty of Disclosure. 

Maximum Foreseeable Loss (MFL) - One of the 

terms used in property insurance to describe an 

estimation of the worst possible loss that is 

expected to occur from a single event, considering 

any unusual or worst case scenarios including the 

inoperability of protective controls.  

Care needs to be taken when interpreting any 

assessment report as the terms for the same 

meaning can vary greatly between insurers and in 

different countries. Other terminology that can be 

used to describe this estimation include Possible 

Maximum Loss (PML), Maximum Possible Loss 

(MPL), Maximum Probable Loss (MPL), Probable 

Maximum Loss (PML) and MAS (Maximum Amount 

Subject). Estimated Maximum Loss (EML) usually 

adapts the estimation on the basis that minor 

protective controls do not work, but major controls 

operate effectively.  

Misrepresentation - If an insured does not comply 

with its duty of disclosure and does not disclose all 

material facts, then the insurer is given certain 

rights to deny claims or cancel the policy.   

See Duty of Disclosure. 

Moral Hazard - Those personal characteristics of a 

prospective insured or its employees or associates 

that may increase the probability or size of an 

insurance loss.  

Mutual Insurer - An insurance company whose 

policyholders are the owners of the organisation.  

Named Perils - Specific events which are insured 

under a policy.  

Net Line - The actual amount of insurance that an 

insurance company is accepting on an individual 

risk or portfolio of risks, after deducting reinsurance 

from the amount which is shown as insured on a 

"gross basis". Also referred to as the net loss 

retention.  

Net Claims – gross claims less reinsurance 

recoveries.  May also signify an insured’s claims 

less excesses or deductibles. 

Net Written Premium or Net Premium - The amount 

of written premium less deduction for commissions 

and reinsurance.  

Non Admitted Insurer - An insurer who is not 

licensed or authorised to carry out insurance in a 

particular country, state or jurisdiction.  

Non Proportional Reinsurance - Generic 

description for those reinsurance contracts where 

the reinsurer agrees to provide cover based on 

premiums and claims which are not proportionate to 

those of the original risks taken on by the insurer. 

The contracts may be arranged as treaty 

reinsurance or on a facultative basis. 

Excess of loss reinsurance is an example of non-

proportional reinsurance 

Normal Loss Expectancy (NLE) - This is an 

estimate of loss similar to Maximum Foreseeable 

Loss (MFL) or Probable Maximum Possible Loss 

(MPL) which is based on a single risk and single 

event, and assumes that all available means of 

protection, both site based and public, operate as 

intended.  
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Occurrence - Many general and products liability 

wordings are arranged on what is known as an 

"occurrence wording". This means that the policy 

responds to circumstances or an event which occur 

during the period of insurance, irrespective of when 

a claim or an action is brought against the insured.   

An “occurrence” is often defined in policies and can 

include exposure to essentially the same conditions 

over a period of time. 

Open Market Business - Insurance business that 

may be offered to and placed with any managing 

agent that is willing to underwrite it on behalf of its 

managed syndicate. It excludes business that is 

underwritten pursuant to a binding authority.  Used 

to describe the business placed at Lloyd’s. 

Open Policy - A term used for a contract of 

insurance where coverage is provided based on pre 

agreed terms and conditions but the actual sums 

insured and premiums are calculated on a 

progressive basis as each individual risk is 

disclosed.  Commonly used in marine cargo 

insurance for specifically nominated shipments and 

in construction insurance for particular projects. 

Operating Ratio - A performance measurement for 

insurers which shows the sum of expenses and 

losses expressed as a percentage of premium.  

Operative Clause - Also referred to as the 

"insuring clause" in a contract of insurance, it sets 

out the coverage provided.  

Original Gross Premium - The total amount of 

premium paid before deduction of commissions, 

taxes and other expenses.  

Outwards Reinsurance - The reinsurance of an 

insurance company as distinct from inwards 

reinsurance to that company. 

Overall Premium Limit (or overall premium 

income limit) – In the context of Lloyd’s, this refers 

to the limit of the amount of insurance/reinsurance 

business that a member can underwrite in a given 

year of account, expressed in pounds sterling. It is 

the aggregate of the member’s allocated capacity 

on each syndicate in which he participates.  You will 

see reports each (calendar) year of the syndicate 

allocated capacity. 

Over Line - An expression for the amount of 

insurance provided which exceeds an insurers 

stated capacity or "line".  

Overriding Commission / Overrider –  

1) A fee or percentage of premium which is paid by 

an insurer to an agent or broker, based on premium 

volume generated.  

2) A commission that is paid by a reinsurer to the 

ceding insurer to cover the latter’s overheads in 

administering the reinsurance. 

Paid Losses - The amount of incurred losses which 

have actually been paid by the insurer.  

Particular Average – In marine insurance, a partial 

loss of a ship or cargo which is caused by an 

insured peril and which is not a general average 

loss. The term partial loss may be used instead.  

Payout Pattern - A measurement or estimation of 

the timing of payments for losses under an 

individual policy of insurance or portfolio of risks. 

Usually used in log tail insurance such as third party 

liability to allow for investment income on premiums 

and loss reserves to be assessed.  

PCIP – Principal Controlled Insurance Programme.  

An arrangement by a principal to provide contract 

works and other insurance for a project.  Such 
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arrangements generally extend to include the 

interests of contractors and subcontractors. 

Peril - A harmful event which may be covered 

under a contract of insurance or reinsurance as an 

insured peril or excluded from it.   

Personal Accident Insurance - A type of 

insurance which provides for the payment of 

specified sums in the event that the insured suffers 

some bodily injury as a result of an accident.  Can 

be extended to include illness (but death benefits 

are limited to death by accident). 

Personal Advice - A term used in the (Australia) 

Corporations Act to define a statement which 

influences or is intended to influence a (defined) 

“Retail Client” to purchase a particular finance 

service or product (insurance), having considered 

the client’s specific individual circumstances.   

See also General Advice Warning. 

Personal Lines - A segment of insurance business 

(also known as domestic business) focused on 

individuals' requirements such as home and 

contents, private motor vehicle etc.  This term is 

used in contrast to commercial lines insurance. 

Policy Holder - The person who is insured under a 

contract of insurance. 

Policy Schedule - The schedule issued at 

inception of the policy setting out the information 

regarding who / what is covered, the period of 

insurance, the level of cover etc. This attaches to 

and forms part of the insurance contract.   It may be 

reissued at each renewal. 

Pool - A collection of insurers who agree to 

collaborate under a specific entity to jointly insure 

risks, whereby premiums, losses and expenses are 

shared in accordance with their respective 

participation. Common for higher hazard risks such 

as nuclear, aviation etc. AAMI commenced its 

existence as a pool arrangement. 

Premium - The amount paid for a policy of 

insurance. The premium is the consideration under 

the contractual agreement.  

Primary Insurance –  

1) Insurance that must indemnify the insured before 

any other cover that the insured may have in place 

responds i.e. through excess layers 

2) The first layer of coverage in a multiple layer 

placement.  

Probable Maximum Loss (PML) - This is an 

estimate of loss similar to Maximum Foreseeable 

Loss (MFL) or Maximum Possible Loss (MPL), but it 

assumes that the protective controls will operate as 

intended.  May also be referred to as Normal Loss 

Expectancy (NLE).  

Product Disclosure Statement (PDS) - A 

prescribed document required to be issued under 

the (Australian) Corporations Act to Retail Clients to 

assist in the intending buyer’s evaluation of the offer 

to insure.  

A Product Disclosure Statement sets out the 

essential features of an insurance policy as well as 

other information about the policy. PDSs are 

required to be prepared by the product issuer, i.e. 

the insurer, or by a person authorised by the 

product issuer to prepare the PDS on the product 

issuer’s behalf. 

Most insurers issue the PDS with a policy document 

although the PDS may be issued separately.  

Profit Commission - A commission payable 

according to a pre-determined formula as an 
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incentive and reward for profitable underwriting. 

The following are examples of profit commission: 

(a) the commission paid to a coverholder by a 

managing agent for underwriting a profitable 

account under a binder;   

(b) the commission paid by a reinsurer to an insurer 

in respect of a profitable reinsurance treaty. 

Proportional Reinsurance - Generic description 

for those reinsurance contracts where the reinsurer 

shares in the liability, premium and losses of an 

insurer on a proportional basis.  Also known as pro 

rata reinsurance. The contracts may be arranged as 

Treaty Reinsurance or on a Facultative basis. The 

two principal types of proportional reinsurance are 

Quota Share and Surplus. 

Proposal Form - This is the document which is 

completed by the insured, providing the relevant 

information to apply to the insurer for insurance.  It 

is usually a standard form of the insurer although 

brokers may use their own forms for certain types of 

insurance. 

Protection & Indemnity – Marine liability cover 

associated with the insurance of vessels.  Many 

vessel owners insure exposures by entry into 

mutual associations (termed Protection & Indemnity 

Clubs or P & I Clubs).  A feature of P & I clubs is 

the offer of unlimited protection (except for pollution 

risks).  See Cash Call. 

Proximate Cause - An insurer will only be liable to 

pay a claim under an insurance contract if the loss 

that gives rise to the claim was proximately caused 

by an insured peril. This means that the loss must 

be directly attributed to an insured peril without any 

break in the chain of causation.  

Punitive Damages - Also referred to as exemplary 

damages – typically liability policies in Australia 

exclude punitive or exemplary damages. 

Pure Loss Cost - A measurement of losses 

incurred against earned premiums, expressed as a 

percentage. Also known as the burning cost.  

Quota Share Reinsurance - A form of proportional 

reinsurance where the reinsurer assumes an 

agreed percentage of the insurer’s risks and shares 

all liability, premiums and claims on this basis. This 

can be on an individual risk or across an entire 

portfolio of business with only risks which exceed 

an upper limit or risk type classification excluded 

from the arrangement.  

Quotation - A statement of the premium that an 

underwriter requires to underwrite an insurance or 

reinsurance risk based on the information supplied 

by the person seeking cover, either directly or via 

their broker. A quotation may be conditional, e.g. it 

may be subject to the provision of further 

information, or not.  

If a quotation is accepted before it is withdrawn, 

then subject to the satisfaction of any conditions 

that may attach to the quotation, an 

insurance/reinsurance contract will be made. 

Compare indication.  

Rate - The pricing factor upon which a premium is 

based.  The rate mnay be expressed as a 

percentage of the sum insured or limit of indemnity.  

It may be based on a cost per unit (e.g. motor fleet).  

Rate on Line - A measurement of the amount of 

premium divided by the limit or amount of 

indemnity. Used to compare and assess the 

adequacy of premiums charged.  

Recovery - An amount received which reduces the 

payment made by an insurer in settlement of a loss. 
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It can include salvage of damaged property, 

recovery through subrogation against third parties 

and recovery of amounts payable under 

reinsurance contracts.  

Reinstatement of Cover - The restoration of cover 

following its exhaustion as a result of a loss by 

payment of an additional (reinstatement) premium. 

Many insurances provide for one or more automatic 

reinstatement of covers. 

Reinsurance - A contract under which a reinsurer 

agrees to pay specified types and amounts of 

underwriting loss incurred by an insurer or another 

reinsurer in return for a premium. Reinsurance 

serves to 'lay-off' risk. 

Reinsurance may be proportional or non-

proportional and may take the form of a cover in 

respect of an individual risk exposure or offer 

(Facultative) or cover in respect or cover in respect 

of multiple risk exposures for an agreed part of 

each risk (Treaty).  

Reinsurer - An underwriter of reinsurance.   

Renewal - Most policies are arranged for a fixed 

period, normally 12 months. The insurer may offer 

to "renew" the insurance policy for a further period, 

subject to a new premium and/or other policy 

conditions.   Under the Insurance Contracts Act 

there are obligations placed upon insurers to advise 

of renewals and within time limits. 

Replacement - Where an insurer agrees to replace 

irreparably damaged or stolen goods with goods of 

a similar type and quality instead of paying a cash 

sum to the insured.  It is a modification of the 

principle of indemnity providing cover on a “new for 

old” basis.  Under most general business policies 

insurers retain the right to replace rather than cash 

settle. 

Replacement Extra Costs - Also know as “Extra 

Cost of Reinstatement”.  A feature of property 

policies providing for the extra costs incurred by an 

insured to comply with council or other regulation in 

the course of repairing or reinstating damage.  An 

example may include the costs to install additional 

fire protection.  

Reserve - The amount predicted and/or set aside 

by insurers to pay outstanding claim commitments 

under insurance policies issued by them. Also know 

as Loss Reserve.  

Retail Client - A specific definition under 

(Australian) Corporations Act where the client is an 

individual, or the product sold is for use in a small 

business.  The defined products are:  

• A motor vehicle insurance policy;  

• Home building or contents policy;  

• Consumer credit insurance;  

• Sickness and accident or travel insurance.  

Retention - The amount of risk which an 

organisation holds to its own account (self insures) 

under an insurance contract - also referred to as 

self-insured retention. Under a reinsurance contract 

it is the amount which the insurer accepts for itself 

before passing on the residual risk to the reinsurer.  

An insured or ceding insurer may be able to insure 

its retention with another insurer/reinsurer.  

Retroactive Date - The indemnity provided under 

professional indemnity policies may include 

retroactive cover for activities undertaken before the 

policy was taken out. This will rarely be unlimited, 

and will be subject to a specific date, known as the 

retroactive date. Retroactive cover will exclude 

circumstances that are known prior to inception of 

the policy.   Other types of policy which may include 
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retroactive cover are directors and officers’ liability, 

medical malpractice, trustees liability etc. 

Retrocedant - The term used for a reinsurer who 

accepts a risk from an insurer(s) then in turn 

reinsures some of that risk to another reinsurer (a 

retrocessionnaire).  

Retrocessionnaire - The term used for a reinsurer 

who accepts risks (retrocessions) from another 

reinsurer - the “reinsurer's reinsurer”.  

Retrocession - The process by which a reinsurer 

obtains reinsurance from another company, either 

on a per risk basis or across an entire portfolio of 

business.  

Retrospective Rating - A formula for determining a 

premium under an insurance contract on the basis 

of future loss experience. The contract is usually 

arranged with a deposit premium, which is then 

adjusted at the end of the policy period (and/or at 

multiple points after that) based on agreed rating 

factors. There are often stipulated minimum and/or 

maximum premiums under the rating formula.   See 

burning cost. 

Risk - This term may variously refer to - 

(a) the possibility of some event occurring which 

causes injury or loss;    

(b) the subject-matter of an insurance or 

reinsurance contract; 

(c) an insured peril. 

Run-off –  

1)  Once a claims made policy expires the insurer is 

not liable to provide indemnity for circumstances 

that have not been advised to them before expiry. A 

retiring partner, or business which has been sold, 

will need to ensure that cover is kept in force for a 

reasonable period of time to cover the "run-off" of 

potential incidents which have happened but are yet 

to be reported as claims.  

2)  Insurers and reinsurers also have "run off' 

exposure where they cease underwriting certain 

types of risk but claims that occurred during the 

periods of insurance continue to be notified in 

subsequent years.  

Salvage - This may refer to – 

(a) property that is rescued from danger on land or 

at sea; 

(b) an award that is paid to someone for voluntarily 

rescuing property at sea from a marine peril; 

(c) property recovered from an insured by the 

insurer after a settlement is made under a policy.  

Self Insured Retention - The amount of risk which 

an organisation assumes responsibility to self-

insure.  

Short Tail Business - Insurance where claims are 

usually made during the term of the policy or shortly 

after the policy has expired. Property insurance is 

an example of short tail business. The opposite of 

short tail business is Long Tail business. 

Sidecar - A special purpose investment vehicle 

which allows third party investors to provide 

additional funds to an existing insurer or reinsurer 

outside its existing shareholder’s capital. These 

funds are generally used to generate extra 

underwriting capacity for property catastrophe 

reinsurance and other short term business.   There 

are specific rules governing sidecar syndicates at 

Lloyd’s 

Signed Line - The percentage shown on a placing 

slip for insurance or reinsurance which indicates the 

final agreed proportion for each insurer / reinsurer.  
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Signing Down - A term used to explain the process 

where the original line indicated by an insurer / 

reinsurer for a placement is reduced so that each 

participants "signed line" adds up to 100%.  

Slip - A document used to summarise the terms 

and conditions under which a contract of insurance 

or reinsurance has been entered into.  Also know 

as a quotation slip, placing slip or signing slip 

depending on the stage of the placing process.  

Soft Market - The stage in an underwriting cycle 

where capacity is plentiful, insurers compete 

aggressively and continue to lower premiums and 

broaden the cover provided, leaving insureds with 

many alternatives to arranging insurance.  

See also Hard Market.  

Spread Loss Reinsurance - A form of non 

proportional reinsurance usually written on a stop 

loss or excess of loss basis, where the reinsurance 

premium is retrospectively adjustable based whole 

or in part on the loss experience during the 

nominated period.  

Statement of Advice (SOA) – A prescribed 

document under the (Australian) Corporations Act 

required to be issued to Retail Clients by a licensee.  

The overall purpose of a Statement of Advice is to: 

• Clearly and unambiguously set out the 

advice provided to the client; and 

• Set out in easy-to-understand language the 

reasoning which led to the advice, including 

the elements listed below. 

The SOA must include: 

• A summary of the client’s relevant personal 

circumstances as ascertained after making 

the required inquiries; 

• A generic description of the classes of 

insurance and the insurance policies 

considered and investigated; 

• A concise statement of the reasons why the 

advice was considered appropriate, 

including the advantages and 

disadvantages if the advice is acted on. 

If no personal advice is given a General Advice 

Warning is given explaining that the advice is of a 

general nature and has not considered the specific 

personal circumstances of the insured.   

Whilst the Corporations Act stipulates that a SOA is 

not required for certain retail products including 

home and motor insurance there remain obligations 

to disclose remuneration and associations. 

Stop Loss Reinsurance - A form of non 

proportional reinsurance where the reinsurer 

indemnifies the insurer for the total amount of 

losses for stipulated classes of business which 

exceed a pre-agreed retention amount in any one 

period.  Also known as aggregate excess of loss 

reinsurance.  

Subrogation - When an insurer has provided 

indemnity under the policy the insurer is entitled to 

assume the rights of the insured to pursue recovery 

against a responsible negligent third party.   

Subrogation clauses in policies facilitate the 

insurer’s process of subrogation before a loss is 

paid. (the Insurance Contracts Act legislation 

imposes some limits on the insurers’ rights of 

subrogation).  

Subrogation is a feature of the principle of 

indemnity and therefore only applies to contracts of 

indemnity so that it does not apply to life assurance 

or personal accident policies. 
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Sum Insured - The maximum amount that an 

insurer will pay under a contract of insurance. The 

expression is usually used in the context of property 

and life insurance where (subject to the premium 

cost) the insured determines the amount of cover to 

be purchased. 

Sunset Clause - A provision in an insurance 

contract limiting the indemnity available to losses 

which occur or are reported within a specified 

period of time during and/or after expiration of the 

contract.  

Surplus - The amount by which an insurers assets 

exceed their liabilities. Some measurements 

exclude certain categories of assets in the 

calculation.  

Surplus Lines - Primarily used in the USA to 

describe risks for which there is no standard 

insurance market available and are therefore 

written by non-admitted insurance companies.  

Surplus Reinsurance - A form of proportional 

reinsurance where the amount of risk ceded to the 

reinsurer is based on a formula which takes into 

account:  

• The size and/or classification of each 

overall risk;  

• An initial amount that the insurer retains of 

each risk - the insurers retention (amounts 

below this are retained 100% by the 

insurer);  

• The amount that the reinsurer will accept 

above the retention.  

Surety / Surety Bond - An agreement under which 

an insurance company or financier commits to 

compensate a third party in the event that a 

nominated party to a contract fails to perform their 

responsibilities. A surety is often used in lieu of a 

cash bond or letters of credit.  

Surrender - The termination of a life insurance 

policy while the life assured is still alive in return for 

a cash sum. 

Syndicate - Most notably used at Lloyd's but 

describes the formal association of individuals or 

organisations which pool capital and resources to 

underwrite insurance risks.  

The constitution of a syndicate may vary from year 

either in terms of the number of its members or the 

levels of their respective participation in it.  

Syndicate Number - The unique identifying 

number has been assigned to a syndicate by the 

Council of Lloyd’s.  A syndicate pseudonym is a 

series of letters used to identify a syndicate which 

together with its number are contained in the 

underwriting stamp of the syndicate.  

Tail - An estimation of losses that are yet to be 

reported under an insurance contract.  

See Long Tail business.  

Term – The period of time for which a policy is 

issued. 

Term Life Insurance - A life insurance policy that 

pays the sum insured only if the life assured dies 

within the period of the policy which is for a fixed 

period. 

Third Party Property Damage – In the context of 

(Australian) motor vehicle policies provides 

specified cover in respect of damage a vehicle 

causes to another’s property including vehicles. 

Time Element Coverage - US market terminology 

referring to coverage which is provided for the loss 

of use of property rather than the actual loss of or 
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damage to the property itself.  Business 

interruption, additional expenditure, loss of rentals 

etc are all examples of time element coverage.  

Total Cost of Risk - A measurement of an 

organisation’s complete costs beyond just the 

premiums paid to insurers. Calculation methods 

vary, but generally include insurance premiums, 

service provider fees, cost of losses which are self 

insured or below policy deductibles, cost of loss 

prevention and reduction measures, administrative 

cost of operating the insurance and risk 

management program, plus any other 

consequential costs.  

Total Loss - Where the subject matter of an 

insurance is lost, destroyed or damaged beyond 

repair.   

Treaty Reinsurance - An arrangement between a 

reinsurer and an insurer under which the reinsurer 

agrees to provide coverage on all risks that fall 

within the terms of the terms of treaty.  

TPA –  

1) Trade Practices Act 1984 (Australia) 

2) Third Party Administrator – An organisation 

authorised by an insurer or Lloyd’s syndicate to 

administer claims and often for business written 

through coverholders under a binding authority or 

binder. 

Triangulation – See Claims Triangulation. 

Umbrella Liability - An insurance policy which 

provides coverage in excess of various primary 

liability policies as well as supplementary difference 

in conditions coverage where the primary policy is 

not as broad.  

Unearned Premium - The portion of premium that 

an insurer had collected but has yet to earn, 

because the policy still has time until it expires.  

Under Insurance - Where the sum insured does 

not represent the true value of the property insured. 

See average for an explanation of the 

consequences of under insurance.  

Underwriter –  

1) The individual employed by the insurer to assess 

or "underwrite" the risks of insurance to be covered 

under the policy. The term dates back to the origins 

of Lloyd's of London, where investors or merchants 

agreeing to accept part of an insurance risk would 

write their names underneath the original investor 

who had set the terms of the contract.   We still use 

phrases such as underwritten at Lloyd’s, insured by 

certain underwriters at Lloyd’s etc  

2) In insurance jargon it is also commonly used to 

indicate an insurance company.  

Utmost Good Faith (Uberrimae Fides) - Contracts 

of insurance and reinsurance are contracts of 

utmost good faith. In the event that either party fails 

to observe utmost good faith towards the other in 

regard to the negotiation of cover then the other 

party may avoid the contract. The duty of utmost 

good faith requires each party to inform the other all 

material facts during the negotiation of the 

placement, renewal or alteration of cover.   An 

insured has a separate duty of good faith when 

making a claim under an insurance policy.   

The Insurance Contracts Act makes specific 

reference to Utmost Good Faith for insurers and 

insured. 

Ultimate Net Loss - The total amount which will be 

paid for a fully developed loss. The measurement 
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may include self insured retentions, paid losses 

outstanding losses and IBNR.  

Unauthorised Foreign Insurer - An insurer that is 

not authorised under the Insurance Act 1973 to 

conduct business in Australia.  The government 

seems to have adopted the term DOFI - Direct 

Offshore Foreign Insurer to refer to such insurers. 

It was compulsory under the previous Insurance 

(Agents and Brokers) Act for insurance brokers to 

obtain a formal prescribed acknowledgment from a 

client whose cover(s) had been placed with a DOFI.  

This requirement has not been carried forward into 

the Corporations Act 2004. Nevertheless many 

brokers still adopt the practice of advising clients in 

a form similar to that contained in previous 

legislation. 

Void Policy - A contract which has no legal effect 

and is therefore unenforceable in a court of law. For   

example, an insurance contract where the 

policyholder does not have an insurable interest. 

Voidable Contract - A contract which may be 

voided at the option of either party. For example, an 

insurer may avoid a policy from inception for the 

misrepresentation or non-disclosure of material 

facts during the negotiation of the placement, 

renewal or alteration of cover. A insurer may also 

avoid a policy from the date of the presentation of a 

fraudulent claim. 

Waiting Period - A nominated period of time 

(usually a certain number of hours, days or weeks) 

which must pass after an insured event before an 

insurer is required to provide indemnity (also 

referred to as a time excess).  

Waiver of Subrogation - Generally an agreement 

by an insurer not to pursue its right of subrogation 

under a policy. This would usually be agreed to 

because the insured had entered into a specific 

contract under which they were required to modify 

or waive their rights to pursue a third party thereby 

limiting any potential for the insurer to actually 

subrogate those rights.  Without an insurer’s 

consent an insured’s right to recovery under a 

policy may be prejudiced. 

Warranty - A specific policy term which obliges the 

insured to undertake an act (or refrain from 

undertaking the act) in order for indemnity to apply 

(the Insurance Contracts Act limits the manner in 

which an insurer can rely upon a warranty to deny 

liability or reduce indemnity for a claim).  

Wear and Tear - The amount deducted from a 

claims payment in recognition of the depreciation of 

the property insured through usage of it over time. 

Where cover is provided on a “new for old basis” 

i.e. where the insurer agrees to replace an old item 

with a similar new one, no such deduction is made.  

Workers Compensation - Generally used to label 

the various State and Commonwealth schemes for 

compensating workers for injury (on a no fault 

basis).  In most States or Territories access to 

Common Law is controlled and limited.   

See also Employers’ Liability Insurance.  

Worker to Worker Liability - A liability exposure 

arising primarily on construction sites where a 

contractor’s employee sues the principal or other 

contractors.  It is often avenue which gives a 

plaintiff access to Common Law which would 

otherwise be limited or unavailable under direct 

workers compensation claims against the plaintiff’s 

employer. 

Working Layer - That layer of insurance in which it 

is generally accepted that there will be a frequency 

of losses.  
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Written Premium - The total amount of premium 

charged by an insurer during a particular period. 

Differs from Earned Premium because it is not 

allocated proportionately over the policy's duration.  

Xchanging - An outsource provider of policy, 

premium and claims processing services to the 

Lloyd’s market and others. These services are 

delivered via its operating subsidiaries, Ins-Sure 

Services and Xchanging claims services.  

Year of Account – Used essentially in connection 

with Lloyd’s business. The year in which an 

insurance or reinsurance contract that is 

underwritten by a syndicate is allocated for 

accounting purposes and into which all premiums 

and claims arising in respect of that contract are 

payable.  Insurance or reinsurance contracts are 

generally allocated to years of account according to 

the calendar year of their inception date so that a 

contract that commences in 2005 will normally be 

allocated to the 2005 year of account.  

Historically syndicates have operated a three year 

accounting system which means that each calendar 

is normally left open for two further years before a 

profit or loss is determined.  A year of account is 

normally closed by reinsurance to close at the end 

of 36 months. Compare open year of account and 

run-off account. 

You and Your - You and your in your policy means 

the person(s) whose name(s) are set out on your 

Certificate of Insurance and everyone else who is 

covered under your policy.   
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The material contained in this publication is in the nature of general comment only, and neither purports nor is intended, to 
be advice on any particular matter.  No reader should act on the basis of any matter contained in this publication without 
considering and, if necessary, taking appropriate professional advice upon his or her own particular circumstances.  


