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Antitrust Notice

The Casualty Actuarial Society is committed to adhering strictly to the letter
and spirit of the antitrust laws. Seminars conducted under the auspices of
the CAS are designed solely to provide a forum for the expression of various
points of view on topics described in the programs or agendas for such
meetings.

Under no circumstances shall CAS seminars be used as a means for competing
companies or firms to reach any understanding — expressed or implied — that
restricts competition or in any way impairs the ability of members to exercise
independent business judgment regarding matters affecting competition.

It is the responsibility of all seminar participants to be aware of antitrust
regulations, to prevent any written or verbal discussions that appear to
violate these laws, and to adhere in every respect to the CAS antitrust
compliance policy.




Session Overview

Run-Off Basics

e Size of Runoff e Recent History of e Pricing the Deal
Market Buyers e Understanding

e Trends & Outlook e Structures & Types Operational

e Transaction Motives of Liabilities Being Challenges

e Benefits Gained Sold/Acquired e Monitoring the

e Recent Headlines Runoff Reserves



Run-off Basics




Market Size - Global Non-Life Run-Off Reserves
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Market Size — Non-Life Run-Off Liabilities
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M&A Trends for P&C

Transactions represent US and Bermuda companies making acquisitions on a global basis

Average Deal Value (SM)
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https://www2.deloitte.com/us/en/pages/financial-services/articles/insurance-m-and-a-outlook.html

Transaction Outlook

“Strong momentum in run-off sector continues”- PWC

June 20, 2022 By Reinsurance News

“total estimated value of executed deals during Q1 2022
exceeded that of the same period in 2021 (S4.2bn vs
S3.3bn)...Most of the action was driven by North America”

“Strong momentum in run-off sector continues”- PWC - AIRROC Update



https://www.airrocupdate.org/strong-momentum-in-run-off-sector-continues-pwc

Transaction Motives

Minimize
expenses

Dispose of

Manage non-core
claims business
volatility
Reasons for
Restructuring
Survey respondents
pinpoint the primary
motives for entering
into transactions.
Early
finality

Release
capital

Source: PwC Global Insurance Run-off Survey 2019




If portfolio contains unique
risks (asbestos, pollution,
black lung) and/or seller is a

Transaction corporate entity:

Motives e Positive PR and ESG Boost

Expanded e Full Finality — Eliminate Future
Downside Risk

e Create Value and Free Up Resources

e Clean up Financials and Balance
Sheet @
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Types of Firms and Strategies
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Large Insurance Conglomerate —

Who Buys Berkshire
Run-Off?

Types of Legacy Insurer — Insurance
Firms company structured and built to
Present in acquire run-off insurance

Market Non-Insurer — Private equity or
Today Investment Bank supported capital
to find portfolios to acquire




Examples of Firms Present in Market Today




Transaction Structures

Adverse
Development
Cover (ADC)

* A form of
stop-loss

e Cede the risk
of reserve
inadequacy

Attachment
varies —
reserve
estimate is
critical

Loss Porfolio
Transfer (LPT)

* Similar to
ADC, and
usually
purchased
with one

Cede the risk
of timing and
investment
return

Commutation

* Reinsurance
transaction

Eliminates
obligations
of prior
arrangement
for a new
“price”

Novation

Legal
transfer of
reinsurance
obligations
to a third
party

Similar to
commuting

Legal Entity

Sale

Disposal of
all or part
of the
share
capital of
an entity
containing
liabilities

Common
with
corporate
runoff

Reinsurance to

Close

Specific to
Lloyd’s

Transfer
liabilities
that attach
to one
syndicate
in return
fora
premium

Insurance
Business

Transfer (IBT)

Legal
transfer of
insurance
policies
from one
insurer to
another via
court or
regulator

Oklahoma
process




Exposures Being Sold/Acquired

Workers” Compensation, Commercial Auto and Liability (Professional, Construction, etc.)

Asbestos, Pollution, etc. from 1986 and prior General Liability policies

Includes sexual misconduct, chemical exposure and other latent claims

Other Emerging risks

e Silica/Talc/Glyphosate

e PFAS — forever chemicals

e Opioids and other big pharma products
e Federal Black Lung




September 28, 2021 — Insurance Journal.
“Religious Partners Fear Boy Scouts’
Bankruptcy Plan Leaves Them Unprotected”

November 16, 2021 — Insurance Journal. “Will
Recent Forever Chemicals, PFAS, Lead to Never-Ending

Headlines Lawsuits”

February 25, 2022 — Manufacturer Johnson &

Johnson and the “big three” distributors

finalized a $26 Billion Opioid settlement
agreement




Recent Public Deals

@ Swiss Re
Swiss Re acquires Champlain Re in legacy deal CRANE

18th February 2022 - Author: Katie Baker

2022 - Crane (large corporate
asbestos liability) acquired by
Spruce Lake Liability

ENSTAR Management

Enstar Announces $3.12 Billion LPT Transaction with Aspen

January 10, 2022 16:30 ET | Source: Enstar Group Limited

ENS7AR

Enstar Announces LPT Transaction With Argo




Role of the Actuary




Role of the Pricing the Deal

Actuary Understanding Operational
Challenges and Opportunities

Monitoring Results




Role of the Actuary — Pricing the Deal

Runoff specialists have differing views as to what makes a book of

business attractive, but a few underlying principals apply:

Line of business and expertise of seller

Structure of the potential deal

Underlying data —is it detailed, accurate and clean for analysis?

Case reserving adequacy/philosophy changes over time

Variability in future outcomes (“risk margin”)

Reasonable internal rate of return (“discounting”)




Actuarial / Operational Challenges and
Opportunities

Data and systems integration

Data cleansing

Operational strategy and integration

Claims Approaches

Staffing

Reinsurance

Reserving / Philosophies

More-effective management of
legacy books creates the potential
for considerable efficiency gains.

o




Role of the Actuary — Managing Runoff Reserves

Examples of functions critical to the successful management of runoff liabilities:

Data / IT — technical excellence

Claims expertise — specialized skill set required to manage legacy WC, Asbestos and GL claims (among
others)

Ability to track results

Insurance coverage implications




nsurance Coverage Implications

The situation gets more complex given the age of relevant policies. Often, grainy photocopies of
decades-old documents are all that remain. These complications produce considerable legal expense.

[ !

ccofn REINSURANCE SPREADER .. o I

{ \
Cre ]-w:'-.nn-pc..m v B T lo:---um:-- ; L EASR
34 I C = i =4 ol f

A - o L'.u-._ T oA o 713) ] CASUALTY SURPLUS TREATY

Ed 5 - - Foasanc riom, ’ . 22y if

V==& [ ¢ anoue hai= © Date: A ¥ Branch: f:( .:E :,
TR - T ] e sbomanct The o DPERNT) TG ST IM-c - T .G 161236
1§27 o -l-k% ) w E 00

- D moomscwnnr |1 g TOR T TRANSTON & ol oot 1 7 43 )4 & Name
P 4 [ B s . Ead =+

- W ADCTIORA. LAt N . .
?;“ﬂ.::_ E:;""W“ Dwmmm?’ﬂﬂ 3"-’-:-1: C marapumams Location Gross Sales/Receipts /7, /&d o0

o o8 Tom e 9 T . -
T N T L e o S 10w L o s E‘/ ::: :::umu 0 o Cms ) .
P |:-u o e Operations/Products (describe edequately) 7yl Dorardfarlo s Aoz tace s aly
T S Ty . e g 2
CESSION DATA i_" s— PRl Tdary ¥ ALEE 2] 7
¥ LT, T § 203 OrT y
amses metay [- el ir ) / L4 L, VL S0, QL0 ’&E‘.E%
G T DG TALAT A PR
T To oL
E & SR TREATY . P
e vor o3 e ] P, Suad (1 el I [ E 'L‘-‘ e | —
W 29,4 Fleet Breakdown: 3/ PP, Lt, Med 2 Huyrx {-»_., Buses

Catastrophe Exposures: ,:‘q;/ L y\/.f e erar, Fens Hd u;f/‘ — 79"4-‘/»’/-?{

¢ ¢ sm casuaury FIRST SURPLUS |95 186 600Es 17 [ 51 7, 0O, o] 29,600

PRIMARY AND UNDERLYING EXCESS INSURANCE:

Pr— [ —[— _l_ Company Coverage Limits Preniue (show Credits)
S - dits it Fys, 700
T R A I
Nea 11 73,025
CERT WO R COVER mOTE N0 ‘
pr %] V4 p7,000 <
ENTAY INSTRUCTIONS—E & SR—CASUALTY 888 Couu - r).{ AC T
ancts enguriars
s T coans MaeCd TGS [ETTCT ] DEE g T f
o wan Ca oo = . as .o
[ oren—senemas vasary W dse 4 I 48, 283
e ; =W
- . [ TR 3 2 et O / //
29 vig= 54 o aTmET 828 o0 T
] aTaERs Coast | @ Rated b
— :ﬁm-—c* prie ‘*"Jﬂm /A E&5R POLICY @ POLICY PERIOD
o .
0 I F - ] - 77, Coverage Lisits Gross rresive
S [E— sow | ww bracaa mbeidio WAS 40 . :
] e . ote A 2o 100
£u o s b E /29 oo
gi| = = orran A
£ p— e o won ey
| o s O O 8.
HEH TEE o) oo ) -
E:: ] /‘m%’gﬁ" bo,cco | 14, oo Rurnc::-mi.x.e—siuns é_ 2ot ol pe /f S s, L 5{/,:|
B ea man O wen A t it A A / / - ,/ ;
3 | A mmooucTE ek B Zr L Yass e / ;/,,/- //f
388 R :
szg - prpr— pe— einsurance: First knock (if spplicable): Quota-Share:
Sz= T | ias Tom o s O GosooR (T Gen Limit ESSH T
& = N reaty
TFLY e el - T — —
::;1 L [Pt Premivm N Casualty Surplus
aa e W] RS, COMPY HATIEN (T BT . ) Other
oy 5 3 4 "“-“'r?;", 5 9 .lo1230 Authorized Signature:

o.op\' &IQ !’-\M(‘J-‘




Insurance Allocation: A Difficult Task

Insurance coverage detail can get incredibly complex with multiple parties, missing documentation,
insolvent insurers, disputed coverages, and other complications. Insurers’ exposure often arises via
small portions in various layers of loss across dozens of different accounts.

Coverage Chart
(1955 1985: Per Occurrence Limits)
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Insurance Allocation Simplified — All Sums

All Sums Allocation Example 2,500,000
Total Claims $3,000,000
Total Limits $6,000,000

Tower LimitsTower Costs 2,000,000

Tower 1 $500,000 S
Tower 2 $1,000,000 S
Tower 3 $1,000,000 S
Tower 4 $1,500,000 $1,000,000
Tower 5 $2,000,000 $2,000,000

1,500,000

All Sums Allocation is the simplest 1,000,000
allocation type to conceptualize and
calculate.

500,000
The insured targets specific year(s) of
coverage and damages “spike” up
through tower(s).

Tower 1 Tower 2 Tower 3 Tower 4 Tower 5




Insurance Allocation Simplified — Pro Rata

Pro-Rata Allocation Example 2,500,000
Total Claims $3,000,000
Total Limits $6,000,000
Years Damages/ Tower 2,000,000
Year Damages
Tower 1 1 S3M/5=  S$600,000
Tower 2 1 S3M/5= $600,000 -
Tower 3 1 S3M/5= $600,000 o
Tower 4 1 S3M/5=  $600,000
Tower 5 1 S3M/5=  $600,000

1,000,000
Pro Rata Allocation is where the allocation is based on

damages divided by years of coverage and then
allocated up through each tower.

500,000
Allocating can be fairly simple. Only need to know
damages, trigger period, and the policy
limits/attachments. The entire coverage chart is not 0
needed.

Tower 1 Tower 2 Tower 3 Tower 4 Tower 5




Insurance Allocation Simplified — Bathtub

Horizontal Allocation Example

2,500,000
Total Claims $3,000,000
Total Limits $6,000,000
Primary Lims  Ex < S500K Addl| Tower Total 2,000,000

Tower

Tower 1 $100,000 S$400,000 S $500,000

Tower 2 $100,000 $400,000 $125,000 $625,000

Tower 3 $200,000 $300,000 $125,000 $625,000 1,500,000
Tower 4 $200,000 $300,000 $125,000 $625,000

Tower 5 $300,000 $200,000 $125,000 $625,000

Horizontal allocation is over the entire trigger

Period.

Typically, primary limits are exhausted before
umbrella/excess limits are impacted. Damages are
allocated up through the coverage in a straight
horizontal line.

Like filling a bathtub

1,000,000

500,000

Tower 1

Tower 2

Tower 3

Tower 4

Tower 5




Insurance Allocation Simplified —Carter-
Wallace

Carter-Wallace Allocation Example 2,500,000
Total Claims $3,000,000
Total Limits $6,000,000

Tower Lims/  Tower 2,000,000

Total Lims C-W Share Tower Damages
Tower 1 S500K/S6M  8.33% $250,000
Tower 2 S1M/S6M 16.67% $500,000
Tower 3 S1IM/S6M 16.67% $500,000 1,500,000
Tower 4 $1.5M/S6M  25.00% $750,000
Tower 5 S2M/S6M 33.33%  $1,000,000

Carter-Wallace Allocation distributes damages 1,000,000
based on proportion of total limits in each tower.

Carter-Wallace share of damages are then
allocated vertically up through each tower.

500,000

Tower 1 Tower 2 Tower 3 Tower 4 Tower 5




Allocation of Loss to Policy: Without

45,000,000

After deriving ultimate claims, loss must be allocated to policy.
Different allocation methods can produce dramatically

. . . . . . . 30,000,000
different indications per policy. The appropriate allocation
. . . . 25,000,000
method is a matter of legal interpretation and detailed
. . . . . 20,000,000
scrutiny of policy language. Need to interact with claims to
15,000,000
understand which law applies.
10,000,000
5,000,000
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Allocation of Loss to Policy: With
Insolvencies

50,000,000

Insolvencies complicate the allocation. Losses are allocated to  swom
policies in the same manner as before, however, coverage .
holes appear where losses are allocated to insolvent insurers. ...
Coverage gaps can be spread to remaining solvent insurers or
back to the defendant to retain without coverage.

30,000,000

25,000,000

Additionally, currently insolvent insurers may have partially oo
paid loss before insolvency. The examples shown here a0
allocate currently paid loss to all insurers, but future unpaid oo
loss to solvent insurers only. sanoin
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® Questions?

Travis Grulkowski, FCAS, MAAA
Milliman, Inc.

travis.grulkowski@milliman.com

Rita Zona, ACAS, MAAA
Enstar

rita.zona@enstargroup.com
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