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The traditional life insurance model could be 

crushed by the weight of change 

Interest rate 

risk/guarantees 
Erosion of tax 

advantages 

Economic 

downturn 
Solvency II 

Savings business less attractive 

Annuities more difficult to provide 

Increased focus on regulation of distribution 

High capital requirements 
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Interest rate 

risk/guarantees 
Economic Downturn 

Economic, political and regulatory forces 
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How do life insurers respond to 

these challenges? 

02 April 2015 
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The insurance industry is acting to the new challenges in 

various ways 

Implementing economic capital 

frameworks 

• Implementation of economic based steering processes, i.e. risk based 

capital steering, such as Economic Value Management, SII internal 

model, SII Standard Formula 

• Measure economic value creation that guides business decisions in a risk 

based context 

Corporate restructuring 

Enhanced capital fungibility 

• ERM framework for disciplined risk taking and integrated risk and capital  

management 
Integrated risk and capital 

management 

• Deploy capital to businesses with the most economic value potential 

• Strengthen flexibility to capitalise on emerging opportunities 

• Partial recognition of own funds from subsidiaries in Group. Own funds will 

increase focus of companies on capital optimisation to increase fungibility 
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New product development 
• Develop less capital intensive products 

• Adjust existing savings products and annuity products 

• Move into risk protection products 
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Market value 

of assets to cover 

liabilities and equity 

 

Economic balance sheet  
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risk 

margin¹ 

¹ for non-hedgeable risks 

Solvency Capital 

Requirement (SCR) 

including MCR = Required 

capital 

Own funds =  

available capital  

Excess Capital 

Equity and 

retained earnings 

Hybrid capital 

 

solvency ratio  =    
required capital 

available capital 

Steering of the solvency ratio: 

• Increase the available capital 

• Reduce the required capital 

this value will be impacted by Matching Premium and 

Counter-cyclical Premium 

Implementing economic 

capital frameworks 

The Solvency II economic balance sheet  
Building blocks and impact of Long Term Guarantees 
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Life business 

Legal entity 1 Legal entity 2 

Parent company 

Solvency capital requirements (SCR) 

Excess capital 

Legal entity 3 Legal entity 5 

Legal entity 4 

• Level of capital adequacy comfort level? Is excess capital fungible and can be transferred from one jurisdiction to another without any 

hurdles? 

• Does the national or group supervisor restrict the capital transfer to or from the subs? 

• How much capital can be transferred from one jurisdiction to another in case one legal entity has a stressed capital position (e.g. due to 

economic crisis)? 

• Legal hurdles to the free flow of capital between legal entities imposes an opportunity cost to the parent company that can be reduced e.g. by 

alternative reinsurance solutions 

 

 

Enhanced capital 

fungibility 
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Increased focus on enhancing capital fungibility 

between subsidiaries and parent  
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• Shift towards capital light savings products 

– Traditional unit-linked, term assurance 

– Unit-linked with "light" guarantees (e.g. GMDB, premium guarantee) 

– Life policies with yearly adjustable interest rate guarantee and premium guarantee 

– Term annuities 

• Move towards risk products 

– Mortality 

– Disability 

– Long-term care 

– Private health covers without aging reserves 

• But more innovation in terms of distribution channels and products will be needed to 

remain competitive … 

 

Shift towards capital light and risk products 

New product 

development 
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How reinsurance can help in 

adjusting to the new environment? 

02 April 2015 
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• Proportional Reinsurance 

– Quota Share: same percentage of all policies written is ceded to reinsurer (e.g. 90% of underwriting results ceded) 

– Surplus: insurer only retains face amount up to retention limit of each policy and cedes the risk above this limit to 

reinsurer 

• Non Proportional Reinsurance 

– Excess of Loss:  Claims on a per-policy exceeding a retention limit or claims triggered by a pre-determined event 

(e.g. pandemic event) 

– Stop-loss: Reinsurer covers aggregate claim amount on portfolio of policies exceeding a threshold 

• Non Traditional Solutions 

– Insurance Swaps: Cedant pays fixed leg (expected payments) and reinsurer pays floating leg (actual payments).  

– Insurance Linked Securities (ILS): SPV* issues a bond with risk tied to an insurance event (i.e. mortality risk).  If 

event is triggered, investors would loose portion of their principal and insurer receives a loss payment from SPV.  

– Financial Reinsurance: Reinsurance with additional financial motivation beyond risk transfer such as improving 

statutory capital, liquidity or accounting P/L. Provides acceleration of future statutory margins at inception (VIF 

monetization). 

 

 

Reinsurance Solutions 

9 * SPV stands for Special Purpose Vehicle 
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Market Default Life Health Non-Life Intangible BSCR

Where reinsurance can help? – Solvency II example 
Mitigate market and life risk 

QS incl. assets* 

VIF monetisation 

ModCo 

Portfolio transfer 

QS* 

QS* incl. assets 

Surplus 

Stop Loss 

Longevity swap 

Pandemic stop loss 

ILS peak risks 

Portfolio transfer 

*  QS stands for quota share 

 

European average 

Source: EIOPA Report on QIS 5 for Solvency II (2011) 

10 



02/04/2015 

6 

Colour palette for PowerPoint presentations 

Dark blue 

R17  G52  B88 

Gold 

R217  G171  B22 

Mid blue 

R64  G150  B184 

Secondary colour palette 

Primary colour palette 

Light grey 

R220  G221  B217 

Pea green 

R121  G163  B42 

Forest green 

R0 G132  B82 

Bottle green 

R17  G179  B162 

Cyan 

R0  G156  B200 

Light blue 

R124  G179  B225 

Violet 

R128  G118  B207 

Purple 

R143  G70  B147 

Fuscia 

R233  G69  B140 

Red 

R200  G30  B69 

Orange 

R238  G116  29 

Dark grey 

R63  G69  B72 

11% 

100% 

36% 

6% 

49% 

23% 

0% 
11% 

36% 

0%

20%

40%

60%

80%

100%

120%

140%

160%

Mortality Longevity Disability Lapse Expenses Revision Catastrophe Diversification Net Life
underwriting

risk

Where reinsurance can help – Solvency II example 
Mitigate life underwriting risk 

Longevity swap 

Portfolio transfer 

QS*  

QS* incl. assets 

Surplus 

Pandemic stop loss 

ILS peak risks 

QS* 

QS* incl. assets 

Surplus 

Stop loss 

QS*  

QS* incl. assets 

Surplus 

Stop loss 

QS* 

QS* incl. assets 

Portfolio transfer 

*  QS stands for quota share European average 

Source: EIOPA Report on QIS 5 for Solvency II (2011) 
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Best Estimate 

Liabilities 

Risk Margin 

Market value  of 

assets 

Economic balance sheet 

SCR 

Free Surplus 

Where reinsurance can help? – Solvency II example 
Economic balance sheet perspective 

• VIF Monetisation 

(outside CB's) 

• Portfolio transfer 

• LPT / ADC 

• Quota Share 

• QS with Assets 

• Surplus 

• Stop Loss 

• ILS 

• Longevity Swap 

• LPT / ADC 

• CAT XL 

• Portfolio transfer 

• All of the below 

• VIF monetisation 

(outside CB's) 
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Impact on SCR 

0 1 2 3 4 5 
… Years after inception 

S
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R
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e
d
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 *

* 

- LifeCAT     
- Lifemortality  
- Lifedisability    

Default risk 

At inception and thereafter 

Positive impact Negative impact 

Assets*  

Best estimate 
liabilities 

Balance Sheet 

Risk Margin 

SCR  

Free assets  

own 

funds +/- 

No impact 
SCR before R/I 

** Changes to diversification can improve or reduce the impact of the QS on the SCR depending upon business mix. 

* It is assumed that there is a negative reinsurance asset and a reinsurance margin. However,  in case of an adverse scenario, the actual technical margin 
turns negative. Then Own Funds increase with a QS (earnings protection) and therefore there will be a positive reinsurance asset.  

Life Risk Quota Share 
Capital implications under Solvency II 
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• Mortality and/or Disability risk is an important risk driver in the overall life 

underwriting risk 

• Prospective and Retrospective Quota Shares (attaching on the claims reserves) 

possible 

• Clients with a large disability inforce portfolio 

 

 

 

 

Life Risk Quota Share 
For which insurers is this an effective solution? 
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 Contract boundaries can increase the best estimate liabilities as less future cash flows (negative best estimate 

liabilities or VIF) 

 This situation results in a lower level of own funds than would have been the case if all future positive cash 

flows could have been recognised within the contract boundaries on an economic basis. 

 By entering into a reinsurance contract, upfront cash can be provided to the insurer, that is collateralised by 

the VIF outside the contract boundaries. 

 This solution generates both capital for the insurer and improves its liquidity and capital fungibility as 

well as provides VIF protection in a potential cat event. 

Example (e.g. based upon an unit-linked portfolio): 

 

0

20

40

60

80

100

120

1 2 3 4 5 6 7 8 9 10
year 

Contract boundary applied according to current Solvency II guidance 

expected margins of 

VIF inside the contract 

boundary 

expected margins of 

VIF outside of the 

contract boundary 

VIF Monetisation (contract boundaries apply) 
Capital implications under Solvency II 
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Assets 

Best estimate 
liabilities (BEL) 

Balance Sheet 

Own Funds*  

Cash  

Risk Margin 

At inception and thereafter 

Assets 

Best estimate 
liabilities (BEL) 

Balance Sheet 

Own Funds  

Risk Margin 

Before VIF monetisation 

Positive impact Negative impact 
No impact 

Negative BEL 
(inadmissible) 

0 1 2 3 4 5 … 

Years after inception 

S
C

R
 R

e
d
u
c
ti
o
n
 

Limited change in 
underwriting risk** 

No default risk  
since received the cash 

Impact on SCR 

* Current  guidance is still unclear as to whether a contingent liability would be required for this solution.  

** Small impact on SCR and risk margin. 

VIF Monetisation (contract boundaries apply) 
Capital implications under Solvency II 
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• Substantial volumes of margins which are outside contract boundaries, e.g. 

– yearly renewable term 

– group life 

– unit-linked business 

• Client is looking to optimise capital adequacy 

• Client is looking to build up a capital buffer in order to protect capital against 

increased volatility of reserves and solvency ratio 

 

 

 

 

VIF Monetisation outside contract boundaries 
For which insuers is this an effective solution? 

17 

Non Traditional Solutions  

02 April 2015 
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Contingent Reinsurance 

Slide 19 

Risk Covers   First Event 

Trigger 
 

Optional to Exercise at 

Trigger 

• A Contingent Reinsurance cover can provide adequate capital relief upon the occurrence of remote solvency 

events 

– provides insurer with the availability to draw a reinsurance cover contingent upon suffering a trigger event 

on its solvency ratio 

– insurer would have the option to choose among other reinsurance covers to bring back its solvency ratio to 

adequate level 

 

 

 

 

Optional to Exercise at 

Trigger 
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Dual Insurance Swaps 

Slide 20 

• Swapping one risk for another to achieve a more balance portfolio and diversification benefits (e.g. mortality 

trend risk for longevity trend)  

– Both legs of the swap could be based on same index or different representative portfolios 

– No initial cash transfer, premiums on both legs are equal 

• Implementation Issues 

– Agreement on best estimates 

– Basis of measurement 

– Regulatory minimal relief under SII 

 

 

 

 

 

 

Insurer 1 Insurer 2 

Mortality 

Trend 1 

Longevity 

Trend 1 
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Legal Notice 

Slide 22 

©2014 Swiss Re. All rights reserved. You are not permitted to create any modifications  

or derivative works of this presentation or to use it for commercial or other public purposes  

without the prior written permission of Swiss Re. 

The information and opinions contained in the presentation are provided as at the date of  

the presentation and are subject to change without notice. Although the information used  

was taken from reliable sources, Swiss Re does not accept any responsibility for the accuracy  

or comprehensiveness of the details given. All liability for the accuracy and completeness  

thereof or for any damage or loss resulting from the use of the information contained in this  

presentation is expressly excluded. Under no circumstances shall Swiss Re or its Group  

companies be liable for any financial or consequential loss relating to this presentation. 
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Important Notice 

Slide 23 

This information is issued by Swiss Re Capital Markets Limited ("SRCML"). SRCML (FCA Register Number 187863) of 30 St Mary Axe, London, EC3A 8EP, a company 

authorised and regulated in the conduct of its investment business in the UK by the Financial Conduct Authority (“FCA”) and entered in the FCA’s register. The FCA's 

website http://www.fca.org.uk/ contains a wide range of information of specific relevance to UK clients and provides access to the FCA register. This information is not 

intended, or available to retail clients within the meaning of the FCA. Persons dealing with SRCML outside the UK are not covered by all the rules and regulations made for 

the protection of investors in the UK, and may not have the right to claim through the UK's Financial Services Compensation Scheme. This information is only intended for 

Qualified Institutional Buyers. Persons who receive this communication who are not Qualified Institutional Buyers should not reply or act upon its contents. More generally 

you are reminded that this material has been delivered to you on the basis that you are a person into whose possession this material may be lawfully delivered in 

accordance with the laws of the jurisdiction in which you are located or other applicable jurisdictions and you may not, nor are you authorised to, deliver this material to any 

other person. The information is confidential and proprietary to us and is solely for your use. By receipt of this information, you acknowledge and agree that the information 

contained herein may not be reproduced or circulated without our written permission and may not be distributed in any jurisdiction where such distribution is restricted by 

law or regulation. SRCML is providing these materials solely for the purpose of providing information that may be useful in analyzing the markets and products discussed 

herein; however, the information should not be construed as legal, tax or investment advice nor interpreted as recommending any investment in any particular product, 

instrument or security and should not be relied on as the sole source of information upon which to base an investment decision. Neither SRCML nor any of its affiliates can 

accept responsibility for the tax treatment of any investment product, whether or not the investment is purchased by a trust or company administered by SRCML or an 

affiliate. SRCML assumes that, before making a commitment to invest, the investor (and where applicable) its beneficial owners have taken whatever tax, legal or other 

advice the investors/beneficial owners consider necessary and have arranged to account for any tax lawfully due on the income or gains arising from any investment 

product provided by SRCML. No representation is given to any investor regarding the legality of an investment. Unless otherwise agreed in writing, SRCML is not acting as 

your financial adviser or fiduciary. The information contained in these materials was obtained from sources believed to be reliable and any discussions reflect the views and 

judgment (including illustrations, estimates, opinions, forecasts and projections), of the party or parties that prepared it as of the date hereof, and is subject to change. No 

representation is made as to the accuracy or completeness of such information or that all assumptions relating to them have been considered or stated or that such 

projections or returns will be realised. The returns or performance results may be lower than estimated herein. This material might have been sent to you in an electronic 

form. You are reminded that documents transmitted via this medium may be altered or changed during the process of electronic transmission and consequently SRCML 

does not accept any liability or responsibility whatsoever in respect of any difference between this material distributed to you in electronic format and the hard copy 

versions available to you on request. Any opinions expressed in this material are subject to change without notice and SRCML is not under any obligation to update or 

keep current the information contained herein. You hereby unconditionally agree that SRCML is not responsible to you for any of the information or content herein and that 

any use you make of this information is totally your own responsibility and at your own risk. Any decisions you make to invest in the securities or other instruments 

discussed in these materials will be based solely on your own evaluation of your financial circumstances, investment objectives, risk tolerance, liquidity needs and any 

other factors that you deem relevant.  


