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Background

What are SFCRs and QRTs?

« LCP’s second annual review

« 100 constituents

* Review of public QRTs and SFCR narrative reporting
* How have things changed since last year?

* Looking ahead

Institute
and Faculty
of Actuaries

2?

26 October 2018 3




INSIGHT
CLARITY
ADVICE

What are SFCRs and QRTs?
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LCP

Constituents

Gross written premium by Sl LoB (non-life)
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LCP

Constituents

Technical provisions by Sll LoB (nhon-life)
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Constituents
Percentage of firms using SF/PIM/FIM

M Standard formula
M Partial internal model
B Full internal model
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Feedback from 2016 year end

More detail required on stress, scenario and sensitivity testing
More granular disclosures

Ensure greater compliance with regulations

Improvements in quality of QRTs needed

2017 year-end SFCRs should include comparative information
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Market progress

oo
+M

- Stress and sensitivity and TPs
uncertainty disclosures

* Non-compliance still an issue
around less “clear cut” requirements

* Drivers of movements in SCR
coverage

+ Availability of disclosures

+
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« Improvement in accuracy of QRTs and
quality of reporting

+ “Look and feel” slightly improved
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o LCP::
Key findings
» Capital strength
* Risk margin
* Investments

« Key risks faced by firms

+ Quality of reporting
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Capital strength

Eligible own funds ratio - top twenty
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Capital strength

Eligible own funds ratio - bottom twenty
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Capital strength

Eligible own funds ratio by line of business
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Capital strength

Bottom twenty - eligible own funds ratio after a loss equal to MCR*
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Capital strength

1 firm had insufficient
capital to cover their SCR
at the balance sheet date

* +

Average increase of 35%
for those firms that
experienced an increase in
their ratio

<

Iy
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53% of firms experienced
an increase in their
eligible own funds ratio
over the year with some
big swings

Average decrease of 30%
for those firms that
experienced a decrease in
their ratio
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LCP

Risk margin

Risk margin as a percentage of best estimate technical provisions

“%
o)

margin as % of
non-life net
technical
provisions

Aggregate risk
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B Gross
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Investments

Aggregated investment holdings

No material change in

iInvestment allocation
since the 2016 year end

Corporate bonds

Government bonds

Collective investment undertakings
Holdings and undertakings

Equities

Cash

Other bonds

Deposits other than cash equivalents
Property
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Investments

Range of asset allocations across insurers
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Capital is tiered based on loss
absorbency and permanency

Rules place certain restrictions

on eligible own funds to meet the
SCR:

Tier 1 funds should be
at least 50% of the SCR

Tier 3 funds should be
less than 15% of the SCR

26 October 2018
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Tier 3 = 15% SCR:

TRADEX  ffalityHealtls

INSURANCE SERVICES

Tier 2 & 3 = 50% SCR:
Bupa n
TOKI(KDII\II‘\SRINE RSA*
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| | LCP::
Key risks faced by insurers

Percentage of firms by largest risk area

2% 1%

Non-Life UW
Market
Health UW
Counterparty

Capital add-ons already set
Operational
Other
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Key risks faced by insurers

Undiversified risk as a proportion of diversified SCR

120%

100%

80%

60%

40%

Undiversified risk / SCR

20%

0%
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Key risks faced by insurers

5

: Onl Il ti
42% of firms have iy & smalt proportion

O :
339%0 see Brexit as of firms highlighted

a key risk. Up from
23% last year

listed cyber risk as a
key risk

IFRS17 and the “Trump’
effect as key risks

0
fmm w‘
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Quality of reporting
Look and feel
771%

Firms that produced

reports with at least
some formatting

M Plain
W Some formatting
B Full corporate branding
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| | LCP:
Quality of reporting

Length of each section

m25% -50% m50% - 75% eAverage 2016 eAverage 2017 iTotaI range
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Your Partner in Insurance

Ageas — Eligible own funds
ratio from 91% to 131%

Ogden discount rate
change

£50m share capital
Stop loss reinsurance
De-risked bonds

26 October 2018
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XL CATLIN

XL Insurance Company SE
— Eligible own funds ratio
from 126% to 133%

3 capital injections from
immediate parent company
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Financial Insurance
Company Ltd — Eligible own
funds ratio from 131% to
140%

£85m from parent
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Conclusions

* Insurers are generally sufficiently capitalised with greater buffers in place than last

year

«  Some firms saw large swings in capital cover over the year

«  Cyber and Brexit risks are key areas of focus for firms

* Improvements needed in:

disclosure of stress and sensitivity testing for key risks and uncertainty in
technical provisions

accuracy of QRTs
ensuring general compliance
availability of SFCRs and QRTs i &

s,

‘-\

m\*

Institute
and Faculty
of Actuaries

26 October 2018 27



+ INSIGHT
CLARITY
ADVICE

Next steps

«  We are performing benchmark analyses to support our work for clients
*  We have had a number of follow up meetings with insurers to:

— discuss key findings;

— see how they compare to other insurers; and

— suggest practical ways to improve their reporting for future year ends

A
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Sayeed Zaman
Senior Consultant

Cat Drummond
Partner

Questions

The views expressed in this presentation are those of invited contributors and not necessarily those of the IFOA. The IFOA do not endorse any of the views
stated, nor any claims or representations made in this presentation and accept no responsibility or liability to any person for loss or damage suffered as a
consequence of their placing reliance upon any view, claim or representation made in this presentation.

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice
of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any part of this presentation be
reproduced without the written permission of LCP.
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