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\\\““- WIIIIS Re MANAGING EXTREMES
CAS ANTITRUST NOTICE . N

—

e 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.

e 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.

* |t 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.




Wl I I I S Re MANAGING EXTREMES

Why structured reinsurance?

What makes it "structured"?
Some things to consider

Examples
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Capital Alternatives

Equity Debt
Common Preferred Subordinated Mezzanine Senior Debt Trade
Stock Stock Debt Debt Financing

Management has a spectrum of alternatives to
choose from when capitalizing an enterprise

Not just form, but term, conditions, etc.

For insurance companies, reinsurance is often viewed
as a capital substitute.
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Reinsurance Alternatives

Quota Share Surplus Aggregate Catastrophe Per Per Risk
Share Occurrence

Same choice applies to reinsurance, but closest
capital analogy is not with respect to form.

Funding alternatives differ by degree of participation
in the risk of the entity

Structured reinsurance adds this dimension
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Reinsurance Alternatives R

/\ Per Risk

Per Occurrence

Catastrophe

Aggregate

I

LPT or ADC
ASL

Surplus Share

Quota Share
Traditional Structured

|




Reinsurance Alternatives

Earnings
Volatility

Efficiency

Rationale /
Client

= Introduce AAD SN e
= Multi-line top-layers aggrt:gates, e
(short-tail or long- gven ccl)vers
Possible tail) ATy
Solutions = Multi-line bundlers Potocons

= Double trigger (u/w)
based solutions

= Overall aggregate
covers

or aggregates
= Top and Drops, Top
and Gaps
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Capital
management

Multi-year Nat Cat
top-layer or QS
Multi-year structured
Qs

Loss portfolio
transfers / ADCs
Combination of QS
and Cat Aggregates

= Client specific

demand driven
solutions
LPT/ADC/QS
package

= Combination ILW

and Cat Aggregate
ILS-Reinsurance
Combo

CARe Seminar 2014, New York 8



Bridging expectations

N\
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ROL

40%
35%
30%
25%
20%
13%
10%

9%

0%

Indicated ROL

m Margin = Profit Commission

20%

30%

20%

Cedent's Expectation

Market Expectation

Structured
Compromise




Only tool available
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|

— Per Risk
Per Occurrence
—
A —— Catastrophe
S —— Aggregate f“a——~\
\
- 'ILPT or ADC "
\
— \*~ ASL ,‘I
Surplus Share Y
Quota Share

Traditional

Structured
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Structured Reinsurance Refresher

CARe Seminar 2014, New York
Seth Ruff, Head of Structured Reinsurance, US Broker Market

SWISS RE

150
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What makes it "structured"?

* A discussion of the general characteristics of these transactions
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"Structured Re" is NOT a Product
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Custom Solutions
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$1,113.4M

Cat Programs Then and Now

$913.4M

Single Shot Multi-Year
100% of $156M xs $75M

$721.4M 8.5% ROL

$692.5M

$757.4M LAYER 3: 68% of $100M xs $75M

TICL LAYER $740.0M AN
90% of $176.5M xs $516M

$516.0M

FHCF

90% of

SL | $536M xs $204M

FHCF LAYER ROL: 24.211% 7.81% ROL
90% of

$375M xs $141M

$204.0M

LAYER 3
$141.0M 68% of $100M xs $75M; 11.5% ROL é%{,,&f
LAYER 2 $175.0M o xs
100% of $150M xs $75M $75M

42% of 18.5% ROL
$100M xs $75M

19% ROL

LAYER 1A LAYER 1B —
50% of $53M xs 50% of $53M xs Layer 1: 0% of $80 x= $25M
$22M (Prepaid) $22M (Multi YR)

| U/L Layer: 60% of $15M xs $10M
33.25% ROL
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Spectrum of Cost/Risk Combinations

Upside Potential

Traditional vs. Structured /
20

—_
N
o

~

|

(40) -

Gain or Loss (ROL)
=
o

Downside Risk —

(80) 1

(100)

Probability
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Seeking efficiencies by blending risks
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Typical Features

Avoid dollar trading

Cede the most volatile results e

R A X >
B

Considers broader result / less "basis risk"
Reduce cost vs silo purchases

A

@

More Features:
Funds withheld
Contingent term / Cancel-Rewrite
Contingent premium

Blend indemnity cover with index
Blend prospective with retroactive

Per year or across the term
Don't buy more than you need

Bridge differences in expectations
Reduce cost in clean years
Pre-funding and post-funding

Lock in coverage
Protect M-Y tail outcomes
Find efficiencies with agg limits

17
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Structured

XOL
Coverage
Aggregate
Deductible

7

~

Expected Loss Unexpected Frequency

Structured covers can be designed to address spikes in frequency and avoid
dollar trading of expected losses. To do this an annual aggregate deductible is
selected at a level of loss in the layer that the Company is comfortable retaining.
Losses within this deductible are retained and losses above are ceded.
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Some things to consider

* Assessing the soundness of the structure
* Risk Transfer — refresher
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Assessing the soundness of the structure

What is driving the purchase?
Have we considered all stakeholders?
Why this alternative?

Structural
Integrity

Alignment of Interest /
Robustness of Structure

Are the incentives correct in all possible scenarios?
Do we suffer and celebrate together?
Have we tested robustness of model/assumptions?

@ Swiss Re

Any regulatory, accounting, or tax issues?
Does buyer need surplus relief or surplus?

Is regulator/auditor aware?
Pass the WSJ test?

CARe Seminar 2014, New York
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Risk transfer testing

suu/n T 1 1 1 1] 50“A1 50% T T T T T T T i T T T T T T i T T T T T T T T
40% 50% 955% [60% 65% [70% 75% 80% 85% 90% 95%
o 4% o ? o
[ ¢ 30% oz -450%
S 30% S S
° S s
S S~ 9509
o 20% o 10% g “950%
© © ©
@ @ 0% T @
» 10% 7] °
s S oSl 55% 60% 65% T0% 75% 80% 85% 90% 95% §'145°"/°
S 0% T = =
° 50% 55% 60% 65% 70% 75% 80% 85% 90% 95% ° 20% © 1950%
5 -10% = ®
© O .1209 [1]
3 | S 0% | o |
-20% -40% =2450%
Probability Probability Probability

Highly Structured High Frequency/Low Low Frequency/High

Passes 10/10 — 10%  Severity Severity

Loss at 90t Fails10/10 — Loss at Fails10/10 — No loss
percentile 90t percentile less at 90" percentile
than 10%

All three would pass ERD
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Traditional ||||5 RE  wasonsexmenes

Quota Shares

Traditional quota share contracts
put the reinsurer in an equal
relationship with the cedant

— Flat ceding commission

— Reinsurer shares in the
results with the cedent

Traditional quota shares represent
an economic partnership between
the cedant and reinsurer and may
require significant due diligence
depending on the nature of the
business reinsured and the
amount of risk assumed

Increasing Loss Ratio
IIIllllllllllllllIIIIIIIIIII>

Retained Portion
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Surplus Relief l||IS Re TR

Quota Shares

What if you're just seeking surplus
relief rather than an economic
partner?

Surplus Relief Quota Shares are
designed to:

Loss Ratio Cap

— Provide the required surplus
relief to the cedant

— Allow the cedant to share in
the profit of the ceded
business if results are
favorable

Increasing Loss Ratio
Retained Portion

lIlIlIIIIIIIIIIIIIIIIIIIIIII>

Ceded Portion

""" Margin (Decreasing) | . |
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Surplus Relief l||IS Re TR

Quota Shares

Common features of Surplus
Relief Quota Shares include:

— Loss Ratio and Occurrence
Caps

Loss Ratio Cap

— Sliding Scale Ceding
Commissions

— Profit Commissions

The sliding scale ceding
commission feature provides the
reinsurer with a fixed “margin”
over a range of outcomes

Retained Portion

Increasing Loss Ratio
lIlIIIIIIIIIIIIIIIIIIIIIIIII>

Ceded Portion

Margin (Decreasing)

The provisional cede is set at the
expected loss ratio and varies
based on actual results

- —— S —— — — — —
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xample —

< Willis Re | uuascrrses
Sliding Scale —_— S

20, Reinsurer Net Result
10%

5%
0%
50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100% 105% 110% 115% 120%

(5%)

(10%)

Profit/(Loss)

The sliding scale ceding commission
locks in the reinsurer’s 7% margin from
loss ratio results of 60% to 70%.

(25%)

Loss Ratio
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Example — |I||5 RE | wescncssenss

Minimum Cede

Reinsurer Net Result

10%
7%-0%
5%
0%
50% 55% 60% ©65% 70% 75% 80% 85% 90% 95% 100% 105% 110% 115% 120%
& (5%)
2
2
© (10%)
o
O " .
(15%) As the loss ratio increases above
o 70%, where the minimum cede is hit,
(20%) the reinsurer’s margin decreases,
hitting 0% at a 77% loss ratio.
(25%)

Loss Ratio
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xample —

Reinsurer Losses

l I I I S Re MANAGING EXTREMES

Reinsurer Net Result
10% A loss ratio above 77% will result in a loss
to the reinsurer.
5%
0%
50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100% 105% 110% 115% 120%
& (5%)
=
& Loss
° (10%)
o
(15%)
(20%)
0,
(25%) Loss Ratio

28
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Comparison to
Traditional

l I I I S Re MANAGING EXTREMES

/m Reinsurer Net Result

Lower cost under favorable results...

30%

20%
10%
0
2 0%
é 50%  55% 60% ©65% 70% 75% 80% % 90% 95% 100% 105% 110% 115% 120%
S (10%)
e 7% (23%)
(20%)
0, . . .
(30%) but less downside protection if
(40%) results are unfavorable
Loss Ratio
(o)
Surplus Relief QS —Traditional QS with 20% Cede (40 /0)
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Effect on l|||s RE | wuuenesomenes

Net Combined Ratio

Gross vs. Net Results

150.00%
When the Loss Ratio Cap is hit the
140.00% . .
excess losses retained increase the
130.00% net combined ratio above gross
% 120.00% Gross 140%
= . Gross 70%
8 100.00% Net 62.33%
S 90.00% When results are favorable the

profit recaptured on the ceded
business reduces the net

80.00%

70.00% . .
combined ratio below gross
60.00%
50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100% 105% 110% 115% 120%
Loss Ratio
Net of a 25% QS — Gross assuming 20% Expense Ratio
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Top 'n Drop

Strategic positioning of an efficient property catastrophe purchase

Top Layer

2" eyent cover

Retention Retention

1st Occurrence 2" Qccurrence

@ Swiss Re CARe Seminar 2014, New York



Multi Year Cat Cover: Low Layer '
More efficient purchase over multiple years

~m Multi Year Lower Cat
.u e - - -

Can F friict Fa o
A : €U

- anad

In clean three yes

scenario cost muc

cheaper than

= purchasing La
1 stand alone

: B e €ach yeal

Al

Retention

Year 1

@ Swiss Re

New Layer 1 New Layer 1 New Layer 1

Year 2

Year 3
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Multi Year Cat Cover: Low Layer 2
More efficient purchase over multiple years

Cat XL — Layer 4 Cat XL — Layer 4 Cat XL - Layer 4

Cat XL — Layer 3 Cat XL — Layer 3 Cat XL — Layer 3

Cat XL — Layer 2

Shared 4t Limit

Cat XL — Layer 2 Cat XL — Layer 2

Retention Retention Retention

Year 1 Year 2 Year 3

@ Swiss Re CARe Seminar 2014, New York
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An Aggregate Stop Loss (ASL) is a
prospective reinsurance structure
that can:

Limit — Protect against surplus loss
— Reduce earnings volatility

Retention — Manage retentions
above Plan ASLs attach and provide coverage
-—-— - based on the cedant’s overall net

Retention to loss ratio

Plan All other reinsurance programs; per
risk coverage, excess of loss
coverage, etc., inure to the benefit of
the ASL

34
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ASLs can cover single or multiple
lines

Single-line covers (e.g., WC only)
________ are best at addressing specific
concerns and are the easiest to
execute

™
0 Multi-line or “Whole Account” ASLs
a are better at addressing general
concerns (e.g., earnings volatility,
el surplus loss) and offer several
advantages
v — If the covered lines are non- or only
weakly correlated the diversification
Single-line ASL attaching Whole Account ASL benefit can reduce the cost of
based on LOB net loss attaching based on coverage
ratio Company net loss ratio

— Allows sharing of coverage
between lines so less limit is
required

35



ASL parameters

l I I I S Re MANAGING EXTREMES

180%

170% -

160% -

150% -

140% -

130% -

120% -

110% -

ASL Coverage

Attaches at the 90t percentile and
provides coverage through the 96™.
112.5% LR
92.5% LR ‘
50%I - ‘55I%I o ‘B(Il%l o ‘65|%. o ‘76%I o ‘75'%' o ‘BCI)%I o ‘85‘%' o ‘BC‘I%I o ‘95‘:%I o

Retained mCeded Excess
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First Layer Frequency Cover:
Manage sideways exposure to frequency losses

Layer 2

ikl

T

®
=
@)
s

loss severity

il

MERIE

I

4
<
=

<
<

Retention

individual large claims (single year)

B
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First Layer Frequency Cover:
Manage sideways exposure to frequency losses

i
. s
e with

!

il

i

8 |13

111118

loss severity

.
=)
p=

Retention

g1

individual large claims (single year)
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Retroactive covers .

Carried
M
W

Carried

T
2
=
=
©
O

AY -6
& Prior

>
=
a
>
=<
A
%
&
>
=
N
>
=<

AY 0 AY +1 AY +2

/ \ J
Y Y

LPT Cover

Prospective Reinsurance
Program

Loss Portfolio Transfers (“LPTs”) and Adverse Development Covers

(“ADCs”) are retroactive reinsurance covers —they provide protection
against losses that have already occurred

Used by companies exiting a line of business or geographic region to

provide a degree of closure and assurance to stakeholders regarding future
results
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Retroactive covers .

An LPT acts like a
Quota Share with
respect to prior AY

reserves
An ADC acts like an
Aggregate Stop Loss .__ ——

with respect to prior
AY reserves Carried

Reserves

Limit

Carried
eserves

Retained Portion
Ceded Portion
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Questions’
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