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Strategy and large boulders
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Why we are all a little like Indiana Jones

Quality of
own funds

Product
Strategy

Reinsurance
Strategy
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Managing capital in a Solvency Il world

Market
New risk consistent
based valuation
Solvency Il - SCR /
new solvency » W
regime New
capital
eligibility
rules

$

Challenges and
opportunities for insurers
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Why we may all be like Jerry Maguire

Solvency | Solvency I
Solvency Cover 200% Solvency Cover 229%
Excess capital €100m Excess capital €225m
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Dividend considerations

_

Medium term capital plan

ORSA

Liquidity and volatility may be

bigger constraints under Solvency Il
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Drivers of improved Solvency Il position?

Solvency | S Il
lliquid /
volatile
“VIF” Asset
May be more
volatile than
Solvency |
Solvency Cover 200% Solvency Cover 229%
Excess capital €100m Excess capital €225m
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Relnsurance
VIF monetisation

VIF asset is implicit
in realistic liabilities

Own Funds
SCR
Market
value of _
assets
Best

Estimate

liability

Before monetisation

(o N VIF asset d D
Cash asset artiall Volatility of Own Funds
liquidity hp e Y. reduced due to
improves € tge hV|a ‘VIF hedging’ effect
uota-share
SRS N VRN . Y
® 1l o
__________________ VIF proceeds Reduced
Own Funds SCR due to
SCR risk transfer
Market _Re:ins
value of ey Reduced risk
assets .
o margin due
Estimate to risk
liability transfer

After monetisation

No brainer? Increased liquidity and reduced volatility.

Reduced profitability? Additional risks?

* Strictly speaking, the reinsurance liability would be reflected as a negative reinsurance asset

8

. ] ]
Milliman



Investment Strategy

Solvency | prescriptive rules

%TR %TR
Individual Aggregate

Prudent Person Principle...

Government Bonos 100% 100%
Listed shzres / Bonds ) 55%
Unliste? shares / Bonds 1% 2.5%
Unit 7 usts 59% 10% (What would your Mammy do?)
UCIKTs 10% 20%
Cashy. deposits 20% 150%
Land / Pioperty 5% 25%
Computersiardware 5% 5%
Gold 0% 0%
Works of Art 0% 0%

Bordeaux en primeur 0% 0% SCR should reflect any mismatch
Al linked liabiliti ith linked N .
Close'\r/:*?etttcnh“iqnggogf llliwabeifiti?sjijglﬁZtmte? CISrreecnca;SctlLsration. Term Of I|ab|||t|es Changes
(Best Estimate, Lapses...)

Likely to require change to
investment strategy, plus challenge
In transitional period.
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Investment strategy flexibility - example
Unit Linked Matching

1.
2.
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Shareholder is invested in units

Choice of underlying assets therefore ovin Funds
delegated to policyholder

SCR

Risk Margin

Unit Linked

. Assets chosen typically have the highest Assets

volatility, highest SCR shocks, and hence
highest capital costs.
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Reinsurance
Optimising traditional reinsurance strategy

Theoretical optimisation: Surplus
. Own Funds 'f\
1. Maximise balance sheet value CVRIERE Solvency Capital |
. Capital) Requirement
2. Minimise SCR v

3. Subject to constraints of risk Risk Margin I

o Market Value
tolerance, local restrictions, of Assets

increased counterparty risk etc.

Best Estimate

> Technical
S Provisions
Liability

(net of
reinsurance)*

Scenario testing a range of carefully chosen reinsurance structures
can identify opportunities for capital optimisation.

* Strictly speaking, this would be reflected as a reinsurance asset
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Strategic implications of Solvency I

Final thoughts

Capital resource
e & constraints

e e

Insurers need a consistent and systematic approach for the }

identification, evaluation and prioritisation of opportunities
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Plug for two papers
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