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PMA Risk Financing Products 

Risk finance alternatives can offset and even lower insurance costs. PMA has a proven track record of solving risk management challenges with the following risk financing products.
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	PRODUCT
	ADVANTAGES
	CONSIDERATIONS

	Fixed Cost Plans
Premiums are set at a specific dollar amount during the policy period and pay plans are determined based upon mutual needs. The insured transfers risk to the insurer who pays all the claims.
	· Insurer services

· Predetermined premium financing and budgeting

· Ease of administration
· Premium is tax deductible


	· Low or no cash flow

· Inability to receive return   premiums for favorable loss experience

· Adjustable premium on auditable exposures

· High net cost at expected losses

· Client pays a considerable premium for 100% risk transfer



	Incurred Loss Retro
The ultimate cost of insurance is determined by the actual incurred loss experience for a specific policy year. The indicated retrospective premium is adjusted annually until all claims are paid and closed. The ultimate cost can be limited on a specific and maximum basis.
	· Insurer services

· Stop loss can be provided

· Favorable loss experience reduces ultimate net cost

· Premium is tax deductible

· Cash flow potential
· Reduced expenses

· High reward for strong risk management practices and results

· Stabilizes long-term costs

· Flexibility in design


	· Low or no cash flow if billed at standard premium
· Challenging to budget

· Final cost not known for several years

· Adjustment process…utilize incurred vs paid losses
· Cost can be higher than standard premium in adverse years

 

	Large Deductible Program
Program functions similarly as a paid loss retro. The ultimate cost of insurance is the sum of the company expense (deductible premium), paid losses and loss adjustment expense. Typically, the estimated loss reimbursements are secured by a letter of credit equal to total expected losses; however, other methods of collateral are also available (cash, trust, combination). 
	· Insurer services

· Favorable loss experience reduces ultimate net cost
· Cash flow advantages greatly improved

· Reduced expenses
· Reduced premium taxes

· Cost based on paid losses

· Stop loss provided

· Remain in standard market (no self-insurance bonding and state requirements)

· Stabilizes long-term costs

· Flexible design


	· Challenging to budget

· Final cost not known for several years

· Loss fund may be required

· Collateral options include 
· Letters of Credit or cash 

· Cost of collateral

· Cost can be higher than standard premium in adverse years

 

	Prefunded Deductible Program
Program functions similarly as a traditional large deductible. The key difference is the method of collateralization. The insured is required to remit cash in the amount of the estimated loss reimbursements. This fund is used to secure the estimated liabilities and acts as a "working trust" to cover monthly reimbursements. The amount held is evaluated annually and adjusted according to predetermined development factors at the time of quoting. 
	· Insurer services

· Favorable loss experience reduces ultimate net cost

· Easier to administer than a Large Deductible Program

· Upfront discount of expenses to lower net cost

· Cost based on paid losses

· Stop loss provided

· Remain in standard market

· Stabilizes Long-term cost

· Flexible design


	· Challenging to budget 
· Final cost not known for several years
· Reduced cash flow benefits

· Estimated losses prepaid

· Cost can be higher than standard premium in adverse years




Product Structures
Guaranteed Cost

Standard Premium 


Less Schedule Credit (if any)


Less Premium Discount


GC Premium

(installments paid over the policy period)

Incurred Loss Retro

Adjusts annually

Standard Premium


Less Schedule Credit (if any)


Less Premium Deferral (if any)


Billed Premium
(installments paid over the policy period)

Retro Formula applied at each adjustment 

[Basic Premium + (Incurred Loss x LCF)] x Tax Multiplier = Retro Premium

Large Deductible
Adjusts monthly
Deductible Premium 
(installments paid over the policy period)


Paid Losses x LCF
(Deducted from Escrow account)


Net Cost


Collateral

(LOC or Cash)


Escrow

(Cash to pay losses)

Pre-Fund Deductible
 
Adjusts annually
Deductible Premium
(installment paid over the policy period)


Paid Losses
            (Deducted from Cash Fund)


Claims Handling Fee

Net Cost

Cash Fund
(installments paid over policy period, LDF is applied via annual adjustment)


DRAFT





DRAFT








DISCLAIMER: This worksheet and the information set forth herein have been prepared by and is the property of PMA for illustrative purposes only. You should not share, distribute, copy, republish, or reproduce any portion of this worksheet without prior express written consent from PMA.

