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Challenges to group efficiency

Group
solvency and
capital

Group
governance,
risk
management
and ORSA

Interface with
other

regulatory
regimes

Internal
systems and
processes
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Application of Solvency Il groups regime
(Article 213)

. Mixed activity group
Top Mixed Activity supervision (limited
Parent Company scope — to intra group
transactions)

Top Insurance Parent
Company

“ Worldwide supervision will apply

— basis depends on equivalence
EEA Top Intermediate assessment
Insurance ParentCo

Worldwide insurance
group supervision

EEA insurance group
Solvency Il applies to EEA supervision
groups/sub-groups irrespective

EEA Insurer / : .
of worldwide equivalence

Reinsurer

Adjusted solo

(EEA) Insurer / supervision

Reinsurer

N
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Impact of equivalence on group supervision

Equivalent group supervision Absence of equivalence
Article 261 Article 262

Top Insurance
Parent Company

orldwide calculation

Top Insurance
Parent Company

orldwide calculation
Solvency Il basis or

Intermediate
Insurance ParentCo

EEASII
calculation

Intermediate
Insurance ParentCo

EEASII
calculation

EEA Insurer /
Reinsurer

EEA Insurer /
Reinsurer
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Minimising regulatory burden: international
groups

Manage the size of the Solvency Il group

o
ne

. EEA insurer .
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Minimising regulatory burden : international
groups

Minimise dependency of EEA business on rest of group

Worldwide
group

High risk EEA sub

non EEA . group
Group transactions

Group risks

Minimising regulatory burden : international
groups

Engage with group supervisor on ‘other methods’
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Minimising regulatory burden : EEA groups

Pan EEA carrier + passporting Flatten group structure

5255
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Managing regulatory relationships

T 2>

%’g Company A Company B Company C Company D
ga Supervisor 1 Supervisor 2 Supervisor 3
o

Location
/ Nature of
holding
company

Largest Location
Balance of
Sheet insurer(s)

Determination of
group supervisor

Group
supervisor
\ /
'
College of Supervisors
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Managing regulatory relationships

Group
relationship
team and
stakeholders

Regulator buy-
in for group
supervision

Regulator

approach .
bp Relations

Proactive,
coordinated,

consistent
ommunication
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Clarity of

group
supervisor

Facilitate and
support
college
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Basic approach — centralised or decentralised

model

Centralised model Decentralised model

‘ nciliation i

Reco
Data hub  —— SIS [E1g%

Data hub

s SuUbsidiary

Policy and

framework Aggregation
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Understanding the role of the holding company

World Wide

Parent

Assimilation of
group policy
Reporting

EEA holding
company

Oversight
Cascading of
policy
Insurance Non insurance
subsidiaries subsidiaries

Reporting
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Board Members —
fitness and propriety

Oversight through
board committees
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Interaction of group and solo ORSA

Consistency of
approach in
managing Risk and
Capital needs

Consider material oup ORSA
~ risks from non- A A Subsidiary systems
insurance and non- AN AN that deliver
EEA operations A% appropriate Data and
R A
JAVAN

Group ORSA needs a separate process to focus on group risks and capital, but will need
to reflect and leverage solo ORSA processes
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Group solvency challenges

Non EEA
Groups

Understand basis Treatment of Non
for worldwide group EEA Insurers
supervision (equivalence)

sis of calculation + internal model “Use Test” requirements

Eligibility of group capital
Availability and quality of data (worldwide)
Managing the impact on overseas insurers and non-insurance entities

Link to existing consolidation systems
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Group solvency calculation

Default method Supervisory discretion

Standard
Formula

Accounting group SCR Deduction

Combination
and

Aggregation

consolidation
basis Approved
internal
model SCR

of methods

Solvency Il
basis

Insurance holding
company

Net economic
value + Sl stress

Insurance sect Other financial Non-financial J

CRD basis
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Can capital be used more efficiently?

Parent company

Basic Own AOF 10 An'filla:jry 20(\)/vn
unds
Funds 120 e

BOF 100
SCR 100 SCR 100
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SCR 100
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Many systems affected — these relate solely to
reporting

Group supervision approach

IT systems

Reporting Consolidation
templates basis

Board Regulator and Analyst

reporting public reporting briefings

Regulator Structure and

strategy \ / Operating model
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Can these systems meet the group disclosure
timetable?
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|

Note: (a) This covers local GAAP used for local filings where different to IFRS

Solvency |

Combined solo/group filing means solo timeline applies
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Existing challenges in the current regime

Insurance industry has always struggled to articulate the value in its
business

» Complexity of accounting
* Industry specific jargon

- Different accounting basis to show different qualities — profitability, growth, financial
strength

* Lack of consistency between companies
» Variety of risk disclosures

¢ Non-GAAP measures

Resulting in

*  Suppressed share prices

» Higher cost of capital

Is Solvency Il the solution or does it add to the tangle?
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Currently more questions than answers

In theory, Solvency Il should provide clarity

* Improved comparability of insurers

« Economic balance sheet a better reflection of appraisal value?
* Increased transparency of risk appetite and management
+ Standardised capital requirements

But at the moment there is investor uncertainty

* Implementation timeline

* Final requirements

+ Transitional arrangements

* Internal models

» Lack of understanding of business impact

* Increased volatility in returns?
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Different conclusions may still be drawn from

the same information ...

“A stress test of Europe's
biggest insurance companies
finds them to be "robust”
despite exposure to Greek
debt”

Source: BBC News 4 July 2011

“Concerns have grown about
the financial strength of
European insurers as
analysts and others look more
closely at the results.”
Source: FT 5 July 2011

“Stress-tests prompt Italian
and Spanish insurer
downgrades.”

Source: Actuary 14 December 2011
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... and own assessments may still be performed

Deutsche Bank (4 July 2011): European Insurers Stress test conclusions

Figure 3: European Insurers — Estimated SCR position under Adverse scenario

Euro bn
Capital requirement, MCR (Reported by EIOPA) 152
Estimated Capital requirement, SCR assuming MCR = 34% SCR 447
Available capital, MCR basis (Reported by EIOPA) 577
Available capital, SCR basis (Estimated) 604
Surplus capital 157
Cost of ‘Adverse Scenario’ -150
Surplus post-adverse scenario 7
Source: Deutsche Bank estimates, EIOPA
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So what might analysts be interested in?

Amongst others ...

Return on
Capital

Diversification
benefit

Capital
management
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Solvency cover

Risk appetite

Capital
requirements

Asset/liability
management

Groups supervision impacts are
transformational for groups

Quality and
location of Cost base
resources

Parent/
subsidiary
structures

Location of
Head Office

Global and
regional
Target Operating
Models
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Distribution
model

Critical
business

. Growth
ImpaCtS strategy

Decision

making —

External quality and
relationships process
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Thank you

Presentation by Nathan Patten
KPMG LLP (UK)
nathan.patten@kpmg.co.uk
www.kpmg.co.uk
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