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Setting the Scene : KPI’s to monitor

Financial statements and risk appetite Profitability

statements of insurers make reference
to three ‘dimensions’ (or ‘vectors’), for
example:

Subject to an acceptable level of
risk of insolvency, we aim to
manage our business in a way
which maximises our profitability,
while still managing volatility of
results and return on capital

Make decisions with reference to three Volatility

key financial dimensions:
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Profitability
Volatility Capital
Capital

Reinsurance is a tool for managing profitability, volatility, capital and the financials
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Need for Reinsurance
Risk transfer, risk financing and knowledge
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Transfer of risk from an insurer to a reinsurer...insurance for an
insurer

Protects Balance sheet - provides contingent capital
Catastrophe protection
Provides large limit capacity

Stabilization of profitability

Helps enhance underwriting capability; develop new products

Reinsurance is like the shock absorbers on a car. It does not reduce the
losses but merely smoothens out the effecton the insurer
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Other Considerations

: Industry View

. ﬁPeer ccmpanson |
. ERetent|on N reIann to size of Insurer

= Limits settings
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§ Flnanclal View

» |mpact on prcjected solvency

= : Maximum retained Icss asa percentage of cap|tal = Retained prefts:

~ Rating Agency View

= - Minimum:credit rating constraint, if any

ﬁ Economic View

. Remsurance opt|m|zat|0n
o Frequency and Seventy nsks

. Catasirophe modelling
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As we all know !l

Type of

3l Reinsurance

Facultative

3 — Non- f S Non-
:Prnparhuna:I proportional P:rnpurtlnnaig proportional

| Automatic risk sharing arrangement between the insurer and the reinsurer. - |
Treaty : | Risk sharing pattern and other terms and conditions are defined-upfront. All the
; } | risks underwritten by the comipanycan be automatlcally cededi |n the treaty

' ' subjer:tto terms and condltlcns .

: : Unlike treaty rein*surance in r:'ase of facuitative reinsﬁrance evef'y riskfpolicf has
Facultative | to bereferredto the reinsurer. The facultatwe reinsureris freeto either acceptor
; ; refuse any risk offered

] 1- The insurer and reinsurer share the: premiums and- clalms in the ccntractually ----- -
Proportional deflned ratio. : : : :
Nuﬁ- Responds ifthe Ioss suffered by insurer exceedsthe deflnedthreshold called
Proportional | deductible, up to a contractually defined coverlimit. : : :
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Reinsurance: creative solutions
Limited by imaginationand bound by regulation

Dead cat bounce
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Key forms of Alternate Capital
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A reinsurance contract which is fully-collateralized by investors

Collateralized Re or third-party capital

High-yield debt instrument designed to raise money for
companies in the re/insurance industry in the event of a
(natural) catastrophe

Catastrophe
bonds

Industry Loss Re/lnsurance contract in which coverage is triggered when the
Warranty (ILW) losses experienced by an industry exceed a specific threshold.

Sidecars are SPVs sponsored by reinsurers, established to
Side Cars allow investors to take on the risk and benefit from return of
reinsurance business
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Insurance Linked Securities X
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Premium Capital
— PR
Sponsor / :
Insurer Special Investors
G U — e e -
Purpose >
RI Cover Vehicle Coupon
+
Collateral Principal
Trust
Investment Investment
return

Permitted

Investments
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Why do sponsors consider cat bonds?
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Concern about counterparty credit risk in case of a large event

Shortage/pricing of available traditional capacity
= e.g. companies with large reinsurance programs, peak perils

Diversifying sources of capacity
» Reducing dependency on one just one market

Structural features that the traditional markets have difficulty
providing in size at the right price
= Aggregate, second event, drop down, etc.

Multi-year pricing stability (3 — 5 year term is typical for cat bonds)
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ILS Capital Growth
Rapid reload and growth in spite of 2017 cat losses

Year-end non-life ILS capital outstanding ($bn)

100 - Non-life ILS capital stood at $88 billion at
year-end 2017
90 - $88 = A year-on-year increase of 17%
80 - ILS capital is running toward the longer
term opportunity to partner with
70 - re(insurers)
o B0 - Withstood substantial loss activity in H2
=
15 2017
2 50 = Reloads overcame any issue on trapped
£ capital
&
40 - = Loss creep will test Trust Agreement
language
30 -
$19 $24 Cat Bond issuance continues to grow
20 | $18 = $8B of new issuances through H1 2018
= Second highest ever including Scor
10 - bond covering EU and US wind
0 ' ' ' ' ' ' ' ' ! WTW ILS offering now fully embedded
2009 2010 2011 2012 2013 2014 2015 2016 2017 into Willis Re

www.actuariesindia.org



A

Cat bond: triggers and basis risk 25

Parametric
Index

Transparency for Investor

Basis Risk to Sponsor

Source: Swiss Re Capital Markets
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Catastrophe bond & ILS risk capital outstanding by trigger
type

/ Parametric

K’f( Modelled loss triggers

Unknown
Multiple triggers \
P —

Mortality Index Medical benefit ratio

/ Industry loss index

Indemnity
Source: www.Artemis.bm Deal Directory
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Live cats
Short duration covers for active events

0° W 0° W
1 1

A

X

Institute of Actuaries of India

Hurricane Sandy through the
Ocean Prediction Center's
Area of Responsibility
—— OPC High Seas Area (Metarea IV)
+ OPC Offshore Zones
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Thank you !!!
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Willis Re Disclaimers

This analy sis has been prepared by Willis Limited and/or Willis Re Inc. and/or the “Willis Towers Watson” entity with whom you are dealing (“Willis Towers Watson” is defined as Willis
Limited, Willis Re Inc., and each of their respectiv e parent companies, sister companies, subsidiaries, affiliates, Willis Towers Watson PLC, and all member companies thereof) on condition
that it shall be treated as strictly confidential and shall not be communicated in whole, in part, or in summary to any third party without written consent from Willis Towers Watson.

Willis Towers Watson has relied upon data from public and/or other sources when preparing this analy sis. No attempt has been made to v erify independently the accuracy of this data.
Willis Towers Watson does not represent or otherwise guarantee the accuracy or completeness of such data nor assume responsibility for the result of any error or omission in the data or
other materials gathered from any source in the preparation of this analy sis. Willis Towers Watson shall hav e no liability in connection with any results, including, without limitation, those
arising from based upon or in connection with errors, omissions, inaccuracies, or inadequacies associated with the data or arising from, based upon or in connection with any methodologies
used or applied by Willis Towers Watson in producing this analy sis or any results contained herein. Willis Towers Watson expressly disclaims any and all liability arising from, based upon
or in connection with this analy sis. Willis Towers Watson assumes no duty in contract, tort or otherwise to any party arising from, based upon or in connection with this analy sis, and no
party should expect Willis Towers Watson to owe it any such duty .

There are many uncertainties inherent in this analy sis including, but not limited to, issues such as limitations in the av ailable data, reliance on client data and outside data sources, the
underlying volatility of loss and other random processes, uncertainties that characterize the application of professional judgment in estimates and assumptions, etc. Ultimate losses,
liabilities and claims depend upon future contingent ev ents, including but not limited to unanticipated changes in inflation, laws, and regulations. As a result of these uncertainties, the actual
outcomes could v ary significantly from Willis Towers Watson’s estimates in either direction. Willis Towers Watson makes no representation about and does not guarantee the outcome,
results, success, or profitability of any insurance or reinsurance program or venture, whether or not the analy ses or conclusions contained herein apply to such program or venture.

Willis Towers Watson does not recommend making decisions based solely on the information contained in this analy sis. Rather, this analy sis should be viewed as a supplement to other
information, including specific business practice, claims experience, and financial situation. Independent prof essional advisors should be consulted with respect to the issues and
conclusions presented herein and their possible application. Willis Towers Watson makes no representation or warranty as to the accuracy or completeness of this document and its
contents.

This analy sis is not intended to be a complete actuarial communication, and as such is not intended to be relied upon. A com plete communication can be provided upon request. Willis
Towers Watson actuaries are av ailable to answer questions about this analy sis.

Willis Towers Watson does not provide legal, accounting, or tax advice. This analy sis does not constitute, is not intended to provide, and should not be construed as such advice. Qualified
advisers should be consulted in these areas.

Willis Towers Watson makes no representation, does not guarantee and assumes no liability for the accuracy or completeness of , or any results obtained by application of, this analy sis and
conclusions provided herein.

Where data is supplied by way of CD or other electronic format, Willis Towers Watson accepts no liability for any loss or damage caused to the Recipient directly or indirectly through use of
any such CD or other electronic format, even where caused by negligence. Without limitation, Willis Towers Watson shall not be liable for: loss or corruption of data, damage to any
computer or communications sy stem, indirect or consequential losses. The Recipient should take proper precautions to prevent loss or damage — including the use of a virus checker.

This limitation of liability does not apply to losses or damage caused by death, personal injury, dishonesty or any other liability which cannot be excluded by law.

This analy sis is not intended to be a complete Financial Analy sis communication. A complete communication can be provided upon request. Willis Towers Watson analy sts are av ailable to
answer questions about this analy sis.

Willis Towers Watson does not guarantee any specific financial result or outcome, lev el of profitability, valuation, or rating agency outcome with respect to A.M. Best or any other agency .
Willis Towers Watson specifically disclaims any and all liability for any and all damages of any amount or any ty pe, including without limitation, lost profits, unrealized profits, compensatory
damages based on any legal theory, punitive, multiple or statutory damages or fines of any ty pe, based upon, arising from, in connection with or in any manner related to the services
provided hereunder.

Acceptance of this document shall be deemed agreement to the above.
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