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Reserve Management Run-Off
Product vs. Motivation

Motivation

ADC

LPT

Transfer

Solvency Capital Release
- Standard Formula
- Internal Model

Protection from Adverse Development

Reduction of Admin Costs

Internal claims handling
Finality
- commercial
- legal

Execution
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Reserve Management Run Off
Granularity of solutions and effects on company
Approaches
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Retrospective solutions part of the toolkit
Shifting capital usage through retro transaction
Legacy Business (Reserves)

Future Business (Premiums)

Solvency Capital
‘Trapped’ Capital

Working Capital

Retrospective
Transaction

Dividend

LV= Annual Report 2015
“During the year we have maintained a strong focus on ensuring we are ready to comply with
Solvency II requirements from 1 January 2016 and the potential impact this will have on our capital
position. A significant capital management action taken was the general insurance business
entering into a loss portfolio transfer agreement at the end of the year which reduced our
capital requirements.”
GUY CARPENTER

10 June 2016
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Retrospective Reinsurance Transactions 2015/16
Guy Carpenter European Theatre Non-life
Transaction:
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Motivation:
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LoB:
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LoB:
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Motivation:
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ADC
Whole Account
SII ratio
improvement

LPT
EL
release capital

Ptf. transfer
Aviation
release capital

LPT
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improvement

Ptf. transfer
US Asbestosis
red. admin.
complexity
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LPT & QS
Whole Account
SII ratio
improvement

LPT & QS
MTPL
reserve risk
reduction

Transaction:
LoB:
Motivation:

Transaction:
LoB:

LPT
MTPL

Motivation:

SII capital
relief

Transaction:
LoB:
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LPT & ADC
MTPL
Solvency ratio
improvement

LPT & ADC
MTPL
Solvency ratio
improvement

5 LPT transactions in rest of
EMEA

…but there isn’t any market consistent terminology
Examples of 50% LPT

‘When I use a word,’ Humpty Dumpty said in rather a scornful tone, ‘it means just what
I choose it to mean — neither more nor less.’
‘The question is,’ said Alice, ‘whether you can make words mean so many different
things.’

Booked Reserves

GUY CARPENTER

Reinsurer’s Share

10 June 2016

Potential Deterioration
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Different structures should be reflected under SF differently...
Impact on TPs
Best estimate decomposition
Scenarios worse than best estimate

Scenarios better than best estimate

50% “pure LPT”

GUY CARPENTER

50% “LPT incl. ADC”

10 June 2016

50% “pure ADC”
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So how do you tell if a retrospective solution makes sense?

Time
horizon

Flexibility

Cost of
capital
Loss
absorbancy

GUY CARPENTER

Publicity

10 June 2016
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Common issues in assessing cost of capital
1. look at full range of outcomes

Scenario

Reinsurer result

Cost of capital

Good experience

6%

11% pa

Plan

5%

9% pa

-2%

-5% pa

3%

5% pa

Bad experience
Average
GUY CARPENTER

June 10, 2016
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Common issues in assessing cost of capital
2. Quantify diversification and leverage

130% target
solvency

Own
Funds

SCR

An SCR reduction of 1 GBP is
equivalent to a raise of 1.30 GBP
in Own Funds.
GUY CARPENTER

Diversification can reduce
effectiveness of reinsurance in
managing SCR
10
2016
10 June
June 2016
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Common issues in assessing cost of capital
250.0
200.0
150.0

3. Remember risk margin

100.0
50.0
0.0
2016

2017
SCR Benefit

2018

2019

2020

2021

Risk Margin Relief

4. Look at lifetime value

GUY CARPENTER

10 June 2016
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Important Disclosure
Guy Carpenter & Company, LLC provides this report for general information only. The information and data contained herein is based on sources we believe
reliable, but we do not guarantee its accuracy, and it should be understood to be general insurance/reinsurance information only. Guy Carpenter & Company, LLC
makes no representations or warranties, express or implied. The information is not intended to be taken as advice with respect to any individual situation and cannot
be relied upon as such. Please consult your insurance/reinsurance advisors with respect to individual coverage issues.
Readers are cautioned not to place undue reliance on any calculation or forward-looking statements. Guy Carpenter & Company, LLC undertakes no obligation
to update or revise publicly any data, or current or forward-looking statements, whether as a result of new information, research, future events or otherwise. The rating
agencies referenced herein reserve the right to modify company ratings at any time.

Statements concerning tax, accounting or legal matters should be understood to be general observations based solely on our experience as reinsurance brokers and
risk consultants and may not be relied upon as tax, accounting, regulatory or legal advice, which we are not authorized to provide. All such matters should be
reviewed with your own qualified advisors in these areas.
This document or any portion of the information it contains may not be copied or reproduced in any form without the permission of Guy Carpenter & Company,
LLC, except that clients of Guy Carpenter & Company, LLC need not obtain such permission when using this report for their internal purposes.
The trademarks and service marks contained herein are the property of their respective owners.
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