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ARTICLE 1- SCOPE OF THE AGREEMENT

This Agreement shall cover all insurances, including supplementary benefits,
accepted by the company in accordance with the plans and in the geographical ar-
eas set forth in the annexes to this Agreement.

ARTICLE 2 - POLICY CONDITIONS, RATES

The current general and special policy conditions and premium schedules of
the company applying to the business covered by this Agreement shall form an in-
tegral part of this Agreement. Significant additions or alterations to any of these
conditions or schedules shall be reported to the Reinsurer without delay.

ARTICLE 3 - RETENTION

The type and amount of the Company’s retention on any life are set forth in
the annexes to this Agreement. The Company may be subject to three months no-
tice to the Reinsurer, alter its retention in respect of future new business at the end
of any calendar year.

ARTICLE 4 - REINSURER’S SHARE

The Company agrees to cede to the Reinsurer such shares of all insurance cov-
ered by this Agreement as are set forth in the annexes to this Agreement. The
amount to be reinsured in each case shall be the difference between the retention
and the total death benefits insured at the commencement of the policy, or the
commuted value of such death benefits if these are not payable immediately upon
the death of the insured. In case of additional benefits, the amount to be reinsured
shall be the difference between the total additional benefit insured and the reten-
tion of the Company for such additional benefits.

ARTICLE 5 - REINSURER’S LIMIT

The Reinsurer agrees to accept automatically all reinsurance up to the limits
shown in the annexes to this Agreement. Any amounts exceeding the limits of au-
tomatic cover shall be offered to the Reinsurer for facultative acceptance. If any
such amounts are declined by the Reinsurer, the Company shall be free to reinsure
these elsewhere or to retain them for its own account. Once accepted by the Rein-
surer hereunder, facultative business shall be subject to the terms and conditions
of this Agreement. In the case of all facultative and substandard risks submitted to
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the Reinsurer, the Company shall, before issuing the policy, provide the Reinsurer
with the complete insurance papers. In certain circumstances, the Reinsurer may
request additional information.

ARTICLE 6 - REINSURANCE PREMIUMS

The Company shall pay to the Reinsurer the premiums as the following man-

ner.

Group Policies: Original average premium depending on the enclosed Rein-

surance Premium Schedule.

Individual Policies: According to each insured age depending on the en-

closed Reinsurance Premium Schedule.

Original policy premium. The reinsurance premium shall be credited in ad-
vance to the current account of the Reinsurer, for the whole policy year consider-

ing the premium instalments.
ARTICLE 7 - REINSURANCE COMMISSION

The Reinsurer shall be debited by the commissions set forth in the annexes to

this Agreement.
ARTICLE 8 - PROFIT COMMISSION

The Reinsurer current account shall be debited by the amount of its share of

the profit commission set forth in the annexes to this Agreement;
ARTICLE 9 - CLAIMS

The current account of the Reinsurer shall be debited in advance By its share
of any benefits payable in accordance with the conditions of the policy. The Rein-
surer shall be debited also with the share of its extraordinary expenses which may
arise in connection with the handling of individual claims (court or arbitration
court costs, special investigations), but shall not be charged for other emoluments
of employees of the Company or for any other internal loss adjustment or travel-

ling expenses, including the Company’s administrative costs.
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ARTICLE 10 - ACCOUNTS

The Company shall submit accounts to the Reinsurer in the manner described
and in the time limit allowed in the annexes to this Agreement. The accounts shall
be rendered in the original currency.

ARTICLE 11- REINSURER’S LIABILITY

The Reinsurer’s liability during the period of this Agreement shall commence
and terminate simultaneously with the Liability of the Company. In case of the
facultative acceptance, however, it shall not commence until the Reinsurer has no-
tified the Company of its acceptance of the risk but shall then take effect retroac-
tively as from the commencement of the Company’s liability. Errors and inadver-
tent omissions shall not prejudice the rights or obligations of either party under
this Agreement but shall be rectified as soon as possible.

"~ ARTICLE 12 - ARBITRATION

Disputes arising out of this Agreement or concerning its validity shall be sub-
mitted to the decision of a court of arbitration, consisting of two members, each
shall be chosen by one party. In the event of unagreement within four weeks, two
arbitrators shall choose another arbitrator. The arbitrators shall reach their deci-
sion of majority in accordance with the usages and customs of reinsurance prac-
tice and shall be relieved of all legal formalites. They shall reach their decision
within four months of the appointment.

ARTICLE 13 - COMMENCEMENT AND TERMINATION OF THE
AGREEMENT

This agreement shall take effect on the date and at the time set forth in the an-
nexes and shall be concluded for an indefinite period. Either party shall be free to
terminate this agreement in respect of new reinsurances by giving at least three
months notice, such notice to expire on date indicated in the annexes to this
Agreement. Notice of termination shall be given in writing (by registered letter,
telex, telefax or telegram) and addressed to the head office of the other party or to
any other address which has been supplied for this purpose.

XYZ LIFE INSURANCE CO. ABC REINSURANCE CO.

MADE IN DUPLICATE,
AGREED TO SIGN AND EXCHANGED BY THE PARTIES SIGNED IN is
TANBUL, THIS 25th DAY OF DECEMBER 1992
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LIFE SURPLUS TREATY SLIP
REASSURED: XYZ Life Insurance Company
PERIOD: In force as of 1.1.1992, renew automatically on the
anniversary date unless cancelled by either party,
subject to 3 month notice from anniversary date.
TYPE: Surplus on sum at risk basis.
BUSINESS COVERED: Life business and/or riders per person exceeding
Xyz retention.
TERRITORIAL LIMIT: Worldwide. All business underwritten in Turkey
and Turkish Republic of Northern Cyprus.
MAXRETENTION: Life (Death) TL 30.000.000.-
Accidental Death TL 30.000.000.-
Disability TL 30.000.000.-
CAPACITY: 40 lines at most TL 1.200.000.000.-
REINSURANCE PREMIUM:  As Enclosed.
COMMISSION: Life (Death)  45% of 1 st year premium
15% of 2 nd year premium
. 10% of 3 rd year premium
Accident 30% of each year premium
ACCOUNTING: Annually Balances to be settled half yearly by the
debtor party.
WORDING: & As existing.
PREMIUM RESERVE: 35% of net premiums
INTEREST ON PREMIUM
RESERVE : 7% NET
PROFIT COMMISSION: 40% CREDIT - DEBIT
C.0.C 0.3%
CASH LOSE: TL 25.000.000.-
REINSURER SHARE : 100%
TREATYE.PIL : TL 1.000.000.000,-
XYZ LIFE INSURANCE CO. ABC REINSURANCE CO.
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1.3.4.2.3. Non-proportional Life Reassurance, its Implementation,
Advantages and Disadvantages

Since the proportional application is out of subject, no obligatory cessions and
no shares had been stated in non-proportional life of premiums also. There is no
proportional cessions can be called as Price is determined and paid in advance by
the insurance company. Hence reinsurer pays for the amount exceeding priority
(retention) of the company up to a certain amount.

1.3.4.2.3.1. Excess of Loss (XL) Treaty, Its Implementation, Advantages and
Disadvantages

Excess of Loss (XL) treaties are quite different than the other classical
reinsurance treaties since there is no proportional cessions of risk premiums and
sums insured. Two types of XL treaties are in implementation as working excess
of loss (WXL) per risk basis and catastrophic excess of loss (CXL) per event basis.
In life reassurance, excess of loss treaties are used for catastrophic cases. In the
same event more than 2 persons die with a total fixed amount, reinsurer pays for
the exceeding part of the total fixed amount (priority) up to the second priority.
Ceding company pays in advance a premium calculated by the reinsurer at the
beginning of the contract.

In this method, not like in the other methods where the other methods always
include all policies etc., treaty works for overall loss regarding the branch but not
regarding the insured.

1.3.4.2.3.2. Stop Loss (SL) Treatiy, Its Implementation, Advantages and
Disadvantages

Like excess of loss method, this method is also quite different than the other
methods. There is a fixed premium shall be paid in advance by the insurance
company. Reassurance company will reimburse the loss of excess of
predetermined percentage of the loss/premium ratio up to a certain ratio. This is
the most expensive method of reinsurance which is implemented for the branches
whose expected claims are high.

1.3.4.3. Life Reassurance Accounting

Life reassurance accounting is an operation carried on by the reassurance or
the accounting department of the company. Some documentation have to be
constructed in order the accounts. These are as follows:
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(i) Reassurance Borderaux: We can divide into 4 types of borderaux of the
reassurance transactions as

A- Borderaux consist of policy number, name, age, date of issue, premium,
instalment type, coverages

B- Borderaux consist of policy number, coverages, retention and cession on
coverages

C- Borderaux consist of policy number, age, premium, instalment type, ceded
premium

D- Borderaux consist of policy number, claims, retained claims, ceded claims

(i1) Reinsurer account kept by the ceding company which including profit
commission calculations and amounts of any transaction held.

(iii) Relation of income statement with the reinsurance premium is very
important regarding the cession of the amounts of premium which differs from
each other where the first type is over cession of annual premium, the second is
over accumulated accrued premium which is the right application.
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CHAPTER II
IiEINSURANCE OF RIDERS.C;)F THE LIFE INSURANCES
2.1, RIbERS OF LIFE INSURANCE

There are many benefits used as rider to the life insurance. We can gather
them into three main groups. These are personal accident, disability and dread
disease insurance groups. Since we are mostly interested in implementation in
Turkey, it has to be stated here that, one of the above mentioned groups, called as
disability groups include disabilities arising from accident and/or illness where
‘the disability arising from accident is considered in personal accident branch and
disability by illness is not included in any branch and therefore, this, disability
group is not usual in Turkey.

2.1.1. Personal Accident (P.A.) Insurance

Personal Accident Insurances insure persons against death, permanent
disability, daily cash benefit for the days in those the insured cannot work, and
treatment expenses caused by an accident.

2.1.2. Personal Accident Insurance in Turkey

In Turkey like in the other countries, an accident cannot cause a death and
disability at the same time. If the insured had received the coverage for the
permanent disability, and dies because of the same accident in the year as from
the date of accident, insurance company compensates the beneficiaries by an
amount to be obtained after the deduction of disability benefit from death benefit.
But daily cash benefit and treatment expenses are not deducted from death benefit
or disability benefit.

2.1.2.1. Benefit of Death Caused by Accident

Coverage of insurance is compensated to the beneficiaries stated in the policy
if the insured dies immediately or in a year as from the date of an accident.

2.1.2.2. Benefit of Permanent Disability Caused by Accident

Under this benefit the insured is compensated with the disability coverage
stated in the policy if the insured becomes permanently disabled immediately or
in two years as from the date of an accident. Date of compensation is after the
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medical treatment and diagnosis of the permanent disability where the percentage
are stated below:

1- Indemnities for total and partial disability are determined and adjusted as
per the following schedule:

Full loss of both eyes 100%
Full loss of both arms and both hands 100%
Full loss of both legs or both feet _ 100%
Full loss of one arm or one hand together with one leg or one foot 100%
Complete paralysis 100%
Incurable mental disease preventing work or employment 100%
Right Left
Full loss of the arm or the hand 60% 50%
Full loss of shoulder mobility 25% 20%
Full loss of elbow mobility 20% 15%
Full loss of wrist mobility 20% 15%
Full loss of the thumb and the index finger 30% 25%
Full loss of three fingers including thumb and index finger 30% 25%
Full loss of the thumb and one finger other than the index finger 25% 20%
Full loss of the index finger and one finger other than the thumb 20% 15%
Full loss of the thumb only 20% 15%
Full loss of the index finger only 15% 10%
Full loss of the middle, ring or little finger | 10% 8%
Full loss of ring finger and little finger 15% 12%
Full loss of one leg or one foot 50%
Amputation of one foot with all toes 30%
Loss of lower jaw 30%
Full loss of one eye or loss of half the vision capacity of both eyes 25%

Full deafness of both ears 40%
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Full deafness of one ear 10%
Mishealing of a broken leg or foot 25%
Mishealing of a broken knee-cap 20%
Loss of mobility in hip or knee 20%
Shortening of a leg by 5 cm or more 15%
Full loss of one big toe 10%

For the purpose of this schedule, (full loss) of an organ or part of an organ
means that the organ or part thereof absolutely and definitely does not function
and is therefore considered non-existent.

Even if disabilities not listed in the above schedule are less important, their
importance is established in comparison with the percentages given hereinabove
without consideration of the extent they affect the craft or occupation of the In-
sured.

The loss of an organ or part of it which already could not be used before an ac-
cident shall not be indemnified.

The total of indemnities payable for various infirmities arising from accidents
occurring during the term of the insurance may not exceed the insured amount. If
an indemnity lower than 50 % is paid, the coverage for disablement continues
excluding the organ loss in the accident, provided that the insurance premium is
thereafter paid. For accidents which require 50 % or more indemnity, the full or
partial disability coverage becomes void.

2.1.2.3 . Daily Cash Benefit

The insured is compensated with the amount stated in the policy when
 he/she becomes unable to work. If he/she becomes able to work partly, daily cash
benefit is reduced by 50%.

2.1.2.4. Treatment Expenses Benefit

The insured is reimbursed by the amount of medical expenses including
doctor examination, drugs, radiography, hospital room and board and related
expenses arising from an accident, through one year as from the date of the
accident.
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2.1.3. Dread Disease Insurance

Dread diseases are the sicknesses cause a person to loose the life hope, are
impossible to cure and reducing the physical capacity of the person. First in 1983
in South Africa this insurance appeared and became popular in many countries.

2.1.4. Dread Disease Insurance in Turkey

There are 2 or 3 forms of the benefit:

1) Depending on death capital

2) Independently (like in personal accident branch)
3) (1) and (2) together.

The first implementation requires that, before death of the person if a dread
disease appears, a portion of the death benefit is deducted and paid. The second
implementation is directly for the disease probability.

It has to be taken into consideration to keep the amount of coverage of dread
disease benefit less than death benefit because of proportional payment
possibility.

- This policy provides with the capital when a dread disease appears and
support the survival of the person. Treatment expenses can be reimbursed by this
coverage. If the death seems to be possible in the near future for the insured, by
the coverage, person can spend his (her) own life in a good manner.

Since the premium of this insurance is excluded from the tax payment, it is
profitable.

2.1.4.1. Cancer

All ailments of a cancerous nature, with the exception of “in situ” cancers or
basal cell cancers, or tumours arising from an acquired immune deficiency
syndrome (A.ILD.S.), may be considered as part of this category and eligible for
the guarantee.

2.1.4.2. Myocardial Infarction

Our definition relies on the three elements which follow:
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1) Preceding characteristic precordial pain,
2) Specific infarction-type electrocardiographic anomalies,
3) Elevated transaminases
2.1.4.3. Stroke

It can be considered as cerebro - vascular accident and the following would be
covered by the guarantee: cerebral infarction, cerebral haemorrhage, cerebral
embolism giving rise to symptoms of more than 24 hours in duration and
resulting in permanent neurological damage.

2.1.4.4. Ischaemic Cardiopathy Treated Surgically

The guarantee would cover by-pass surgery to one or several coronary
arteries for the relief of blockage or narrowing of such arteries. Non-surgical
techniques such as transluminal angioplasty or removal of obstruction by laser
would not be covered.

2.1.4.5. Kidney Failure

It is regarded as terminal Renal Insufficiency all forms of terminal renal
insufficiency, arising from whatever cause and giving rise to peritoneal dialysis,
haemodialysis, or leading to a kidney transplant, would fall within the scope of
the guarantee.

2.1.4.6. Chronic Invalidity of Neurological Origin

The following conditions would be covered by the guarantee: completely
disabling forms of multiple (disseminated) sclerosis and Parkinson’s disease,
long-term paralytic conditions (paraplegia, hemiplegia, tetraplegia); the diagnosis
must be made and expressed without equivocation by a hospital neurologist, and
the incapacitating nature the illness defined by its effect on the motor ability of the
invalid in daily life and activities.

2.1.4.7. Organ Transplant

This benefit is concentrated on main organ graft and defined as receipt by
transplant of one of the following organs: heart, heart/lungs, liver, pancreas,
kidney, bone marrow.
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2.1.4.8 Blindness

The loss of ability to see through both eyes is covered under the policy bay the
coverage amount.

2.2. REINSURANCE OF RIDERS OF THE LIFE INSURANCE

By the reason of marketing of riders with life benefits, they are stated in the
same policy. Hence the reinsurance of those riders is covered under the treaty
which is acted for life branch.

2.2.1. Reinsurance of Personal Accident (P.A) Insurance

Personal Accident insurance benefits are like the life benefits especially when
we consider the death benefit arising from an accident. Regarding permanent
disability, daily cash and medical treatment expenses benefits are more likely to
the health insurance benefits. But those are cannot be separated from the personal
accident sub-branch and since the personal accident sub-branch is reinsured
under the life reassurance treaty, they are also included in this treaty. Therefore
reinsurance transactions are held like in life reassurance.

2.2.1.1. The Need of Personal Accident Reinsurance and its
Functions

The need of personal accident insurance is very important if we think of the
workers in a factory, passengers in a bus etc. This need is provided and satisfied
by the insurance company where this insurance company has to be covered also
by the way of reinsurance.

When we take into consideration this branch, it seems to be obvious the
occurrence of catastrophic risks since accidents effect usually more than one
person at the same time. And such catastrophic cases cause insurance company to
loose a big part of its fund because of compensation for such catastrophic events.
If such events are not covered with a reinsurance treaty insurance company goes
into bakruptcy probably. Hence the need of reinsurance seems to be very
important.

2.2.1.2. Personal Accident Reinsurance Monopoly in Turkey

Since the personal accident benefits are reinsured under the life reassurance
treaty, this sub-branch is not subject to reinsurance monopoly. But this seems to be
a conflict in the monopoly implementation and should be discussed by the
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authorities as soon as possible. Until the year 1991, the personal accident benefits
are subject to monopoly cession as 30% where the reinsurance commission was
30% regarding those benefits separately.

By the end of the year 1991, the new monopoly program is determined as
below:

1) For the period between 1.1.1992-31.12.1994, 25% of the insured amount
exceeding the retention of the company shall be ceded to the monopoly.

2) For the period between 1.1.1995-31.12.1997, 20% of the insured amount
exceeding the retention of the company shall be ceded to the monopoly.

3) For the period between 1.1.1998-31.12.2001, 15% of the insured amount
exceeding the retention of the company shall be ceded to the monopoly. For this
reinsurance cession, reinsurance commission is determined as %35.

Besides, all business after retained and ceded to the monopoly, shall be ceded
to Pool 17 by 15% between 1.1.1992 - 31.12.1992 and by 20% between 1.1.1998 -
31.12.2001. '

2.2.1.3. Personal Accident Reinsurance Techniques

As mentioned in the above section “1.3.4.2. Methods of Life Reassurance” and
since personal accident sub-branch is reinsured under life reassurance treaty, the
most commonly used reinsurance method is Surplus method

2.2.2. Reinsurance of Dread Disease Insurance

The benefits as specified in this branch feature similarity with the benefits of
life insurance. They are reinsured under the life treaty if they are riders to the life
benefits hence the surplus treaty is applicable. But the quota-share treaty is used
for this branch if the benefits are independent of life benefits.

2.2.2.1. The Need of Dread Disease Reinsurance and its Functions

Reinsurance of this branch provides the insurance company to enter new
markets and increase the volume of this business and also of life business.
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2.2.2.2. Dread Disease Reinsurance Techniques

There are many dread disease benefits like in health business with big amount
of coverages not like in health business. So that the needed reinsurance technique
seems to be quota-share technique for this branch separately. However, we are
concentrating on these insurances as the riders of life benefit and therefore they
are covered under life surplus treaty.
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CHAPTER III
HEALTH REINSURANCE
3.1. HEALTH INSURANCE

Health insurances reimburse person at any place in the world, when an illness
or accident cause medical expenses. Group health insurance support workers
physilogically since it provides with the health plans covering all problems about
health.

It is the most demanded insurance branch among the personal insurances.
Hence it is one of the most risky branches for the insurance company considering
this high need.

3.2. HEALTH INSURANCE IN TURKEY

5 or 6 yers ago, health insurance implementation is started by the companies
in Turkey but its improvement was observed 3 years ago. In 1990, it is declared
by the legal authorities the necessity of establishment of this branch where all
benefits included in this insurance was stated as riders in the life policy. By the
end of 1990 almost all companies in the market settled their health insurance
branch as a seperate branch. Since this branch is among the non-life branches, it
was suject to free tariff system also where the free tariff implementation started by
the 1th of May 1990.

The maximum commission for the agency net work was determined as 20% of
the market premium. But the loss/premium ratio of this branch seemed to be
high, companies decided on 10%-15% commission.

Because of the lack of statistical data regarding all subjects in Turkey, this
subject was also unknown and the premium of this branch could be calculated
using the frequency data of the Social Security System in Turkey.

Insurer ; in the event of occurance of any illness and/or injury, will pay for the
health expenses of insured in accordance with the following benefits;

3.2.1. Doctor Examination Benefit

All expenses related to the medical diagnosis or treatments rendered to the
insured person will be paid in relation with the limits for coverages and
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deductibles and with annual sublimits stated in the policy on the condition that
the examination by the physician will be rendered to the insured at the hospital
and/or licensed clinics and / or legally licenced doctor's office.Insurer has the right
to appoint,in the specific areas, the physician rendering medical diagnostic
procedures and/or treatments to the insured. In an emergency case the insured
can apply to another doctor who is not appointed by insurer.In this case the
compensation will be paid after processing and approval by the doctor and/or
doctors of insurer. Examinations and treatments of dentists,psychiatrists and for
maternity care are excluded from the doctor examination benefits.

3.2.2. Prescribed Drugs Benefit

This benefit shall be appropriate after the approval of the precriptions,
receipts and coupons of the drugs and medicines, by the doctor and/or doctors of
insurer. Some insurers may request that prescribed drugs benefit has to be applied

3.2.3. Laboratory, X-Ray Services and Prostheses Benefit

This benefit will be reimbursed up to the limits and by deductibles stated in
the policy referring to the prescription by a physician for diagnostic procedures
and after the approval of receipt. Dental prostheses are excluded. Expenses of all
prostheses ( other than dental prostheses ) shall be paid up to the limits and by the
deductibles stated in the policy. This benefit also may be requested that has to be
given together with the doctor examination benefit.

3.2.4. Hospital Room and Board Services

The room, board and nursing expenses for each complete day spent in the
hospital by the insured person, when registered as inpatient, will be paid by
insurer up to the limits stated in the policy.

It is available to add accompaniment benefit to this benefit with the related
premium.

3.2.5. Hospital Treatment Expenses Benefit
If required by the health institution where the insured registered as inpatient;

All necessary services and equipments including blood and blood plasm;
Oxygen, anesthesia expenses; Plaster, court plaster, bandage, dressing e.t.c.
expenses; Prescribed drugs by the physician in the hospital; ECG, laboratory and
X-Ray services;



26

3.2.6. Surgery and Anesthesia Expenses Benefit

Expenses of surgery and anesthesia will be paid up to the limits stated in the
policy when medically required.

3.2.7. Maternity Care Benefit

Expenses related to normal and premature deliveries and abortion are paid up
to the limits stated in the policy.It will apply only to pregnancies whose actual
date of birth is at least 15-21 months later than the date of enrollment of the
insured person.

3.2.8. Dental Expenses Benefit

Expenses of all dental treatments, rendered to the insured person by legally
licensed dentist at his/her office,at the hospital or at any legally licensed health
institution, are paid up to the limits stated in policy.

3.2.9. Emergency Medical Transportation Benefit

All medical transportations to the nearest hospital will be reimbursed after the
approval,of the conditions and receipts related to this transportation, by the
doctor/doctors of insurer, up to the limits stated in the policy.

3.3. HEALTH REINSURANCE, ITS HISTORY AND DEVELOPMENT

In 1960s health insurance was started to be known and became familiar to the
people.

Considering the benefits of this branch, it is too detailed and administrative
expenses are high, in addition expected loss is also high and hence it seems to be
risky for the insurer and reinsurer mutually.

In the first three years in Turkey, reinsurance of this business couldn't be done
and by the offer of life benefits with this benefit, insurance companies persuaded
reinsurers and by the end of 1990 this branch started to be reinsured under
Quota-Share treaties.

3.3.1. The Need of Health Reinsurance and its Functions

Since the loss/premium ratio is high in the health branch, insurance
companies are trying to be risk averse and limiting the volume of this business.
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By the support of reinsurance, insurance companies feel free and less strain while
they are marketing this business.

3.3.2. Health Reinsurance Monopoly in Turkey

Health Insurance was settled as a seperate branch by the end of 1990 and
hence it is subject to reinsurance monopoly like the other non-life branches.

First implementation of monopoly for this branch was as 30% cession out of
the amount exceeding company's retention and 30% reinsurance comission out of
this cession.

But by the decree dated 15.9.1991 of Ministry, during the period betweem
1.1.1992-31.12.1994 cession to monopoly is determined as 25%, between
1.1.1995-31.12.1997 isas 20% and between 1.1.1998-31.12.2001 as 15% where the
reinsurance comission is stated as 30% for all periods. |

In addition, there is second obligatory cession as the business exceeding
retention and the monopoly cession, by 15% between 1.1.1992 - 31.12.1997 and by
20% between 1.1.1998 - 31.12.2001.

3.3.3. Technical Side of Health Reinsurance

First of all, the retention for the health branch is commonly determined as a
percentage in order to make cessions out of each benefit possible. Therefore it will
be easy to observe "the following the fortune" term considering those sharing
ways.

Methods of health reinsurance like in the other branches depend on the
nature of this branch. Hence some methods seem to be inapplicable while others
are commonly applied.

3.3.3.1. Facultative Health Reinsurance

Insurance companies are interested in reducing the loss more than
profitability since the expected claims is high in this branch. Health reinsurance
treaties are constructed with the annual aggregate limit for the claims of the |
insured during the policy year. This limit restricts the treaty and the possibility of
expenses exceeding this limit is not low, for the exceeding part insurance
company uses facultative health reinsurance.
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This facultative health reinsurance is usually parallel to the main health treaty
and the other terms and conditions are like on the facultative life reassurance.

3.3.3.2. Proportional Health Reinsurance

The need of proportional reinsurance for health insurance benefits is very
high and quota share method is mostly used comparing to the supply method.

3.3.3.2.1. Health Quota Share Treaty

Since the retention is determined as a percentage regarding these treaties,
insurance company is able to cede each of the benefits in the frame of the amount
stated in the policy for those benefits, by the way of quota share method.

It is easy to share benefits with percentages, it will be beneficial here to give an
example for the quota-share treaty slip where the wording of all proportional
treaties are like each other but the technical rate which is called as slip differs from
each other.

It will be beneficial to give an example of a QS treaty slip.

HEALTH QUOTA-SHARE TREATY

SLIP
TYPE : Quota-share
SUBJECT: Individual and Group Health Insurances
PERIOD: 01.01. 1992-01.01.1993 provided that a notice of
termination is given 3 months prior to the expiry
date of the treaty.

SCOPE: Turkey and Turkish Republic of Northern Cyprus
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TERRITORIAL LIMIT: Worldwide
REINSURANCE PREMIUM:  Original premium
RETENTION: 20%

REINSURER’S SHARE: 25% of 80% Monopoly
55% of 80% ABC Reinsurance Company
12.5% of 80% DEF Reinsurance Company
7.5% of 80% HIJ Reinsurance Company

COMMISSION: 30%
PROFIT COMMISSION: 25%
C.O0.C 0.3%

The market realities existing in Turkey are reflected in the above mentioned
amounts and terms.

3.3.3.2.2. Health Surplus Treaty

At least 6-7 benefits are included in health insurance branch and those benefits
differ from each other regarding their coverage amounts arising from the nature
of them.

In life branch, and also in riders to life benefits, coverage amounts are usually
consistent, almost are equal. Therefore fixed retention can be applied for all of
them easily.

But when we consider the health branch; doctor examination, drugs,
diagnosis, laboratory benefits which are stated in the policy with small amounts
because of their nature where the surgery, maternity and the like are stated with
big amounts. Then it is obvious the difficulty to determine a joint retention for
those benefits and hence the retention appears to be determined by a percentage
in other words retention calculation under surplus method will cause the increase
of administrative costs. So the implementation of surplus method in health
reinsurance is very rare.



30
3.3.3.3. Non-proportional Health Reinsurance

- This method is very important and supporting the company exposed to high
claims regarding unpredictable health health benefit expenses. Non-proportional
reinsurances are covering excess part of the accumulated claims. Health
insurances are available for high medical expenses accumulation in other words
convenient for existence of an excess of predetermined and expected claims
amount. Therefore non-proportional method are the most important reinsurance
technique for protection of the health branch.

3.3.3.3.1. Excess of Loss (XL) Treaty

Annual aggregate limit for the medical expenses of a person is usually stated
in the reinsurance treaty and the amount exceeding this limit has to be reinsured
too. This need can be satisfied by the excess of loss method.

Considering the uncertainty of total expenses of health benefits and inflation
in the medical tools motivate company to act an excess of loss treaty. But such
reasons cause the price of this treaty to be expensive. So that companies prefer to
settle an annual aggregate limit in the policy of the insured.

3.3.3.3.2. Stop Loss (SL) Treaty

When settled as a separate branch it seemed to be unknown business
regarding the lack of statistical data of health insurance which causes the price of
this treaty to be high. Hence quota-share treaties are preferred to be used in this
business. |

3.3.3.4. Health Reinsurance Accounting

Health reinsurance accounting can be said as same as life reassurance
accounting mentioned in Chapter 1. Here the main difference arises from the
bordoreaux where those bordoreaux are prepared regarding each health
insurance transaction of person in other words carried forward based on insured
persons.
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CONCLUSION

!

Life nsurance, personal accident, dread disease and health insurance provide
us with the basic need of our daily life. This basic need is to keep the life standart
at the same lavel. A trustable policy guarantees the life style of the person. In
Turkey; life, personal accident and health insurances are very well-known where
the dread disease insurance and its meaning isn't understood and unfamiliar to
the market. This is one of the most important insurance of persons and had been
settled as a private branch in abroad. Therefore it has to be settled as private
branch in Turkey also.

A trustable policy can be explained as the policy which creates no doubt about
compensation of coverages. This guarantee is supported, almost completely, by
the reinsurance business. Insurance companies can easily pay indemnities since
the share those indemnities by reinsurers. When we observe the life insurance
statistics between the years 1982-1991, especially in the years 1989,90,91, the share
of life insurance premium in the market premium production has increased
rapidly. Herce this rapid development indicates that the life reinsurance need is
also increasing rapidly.

Using the appropriate techniques in life reinsurane, insurance companies can
expand their technical profit margin. Regarding life reinsurance, we can observe
some incomplete and false implementations which is caused by the instalment
accrual basis accounting of life insurance. Like non-life reinsurance, companies
cede the annual risk premium of life reinsurance where the life insurance
premium is followed in accumulated instalment accrual basis. So that in the
technical profit/loss account, the difference between annual reinsurance premium
and accrued instalment premium creates a loss hence a decrease in technical profit
therefore causes loss of tax payment. Terms and conditions have to be consistent
in all statements with each other.

Regarding the principals of insurance where it is said that no gain can be on
purpose, nevertheles, reinsurance of health insurance indirectly providing this.
Since this branch is not profitable, it is not preferred to market in a large volume.
By the way of reinsurance, company easily shares its high frequent claims and
does not avoid to enter new markets where new life clients can be gained.
Therefore profitable shares in the market can be held by the help of health
insurance supply.
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In Turkey, insufficient statistics of social security is used in calculation of
health insurance premiums based on frequency but not on annual total indemnity.
So it is unpredictable to know the loss at the end of the policy year which causes
the decline of reinsurers in reinsuring of this business. Companies have to keep
and construct their health insurance datas in frequency basis and also in
indemnity basis. Therefore it will be easy and supportive to be reinsured in this
subject.



