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Sweden Re Life Insurance Conference 2012 


Stockholm, 5 October 2012 


Fredrik Sundberg 
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SCOR has achieved significant growth over the past few years… 
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SCOR Global Life is a leading global franchise, with strong organic growth 


and an excellent track record 
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SCOR’s achievements have been recognized by industry specialists and 


the rating agencies 
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SCOR Sweden Re Facts & Figures and Who is Who 2012 
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A new leadership for the 


Sweden Re Marketing Division 


Torbjörn Örnstig 


Head of Marketing 
Fredrik Elander 


Key Account Manager 
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SGL legal structure set up for immediate client proximity 
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Advantages of being a branch office 


Branchilization effects 


Reduced costs in intra-group transactions (No 


V.A.T.)  


More flexible and efficient Capital Management  


Same counterpart risk as Mother Company, 


same rating  


Avoid a lot of double work regarding future 


Solvency 2 implementation and Supervisory 


reports etc.  


Benefits for stakeholders 


Reduced operating expenses 


Enhanced global capital allocation and higher 


automatic capacity 


Higher counterpart security for our business 


partners 


More resources allocated to client services 


and business development and administration 
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Among a number of activities Sweden Re has just recently: 


Entered into a cooperation with NMG Consulting for 


long term Market Analysis and Client Surveys 


Launched a new version of PRIO, our web-based UW 


tool for Child Insurance 
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A new feature in PRIO; UW premature babies 
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We hope you will enjoy the day 


The Sweden Re Team 








Toil and trouble in deflating the 


debt bubble 
 


Denis Kessler  


CEO & Chairman - SCOR 







2 


SCOR, the 5th reinsurer in the world, is a fully operational Group optimally 


geared towards current & foreseeable economic and industry environments 


Zurich Paris 


Cologne 
London 


Singapore 


New York 


6 Hubs 


A leading global 
reinsurer 


€ 32 billion 
balance sheet 


Strong global franchise 


with approx.  4 000 


clients 


€ 4.6 billion  


Shareholders’ equity  


€ 530 million operating 
cashflow (as of 31/12/2011) 


A multi-cultural Group 


with 41 offices 


across 5 continents 


Financial strength ratings: 


 “A+” from S&P, stable outlook 


 “A1” from Moody’s, stable outlook 


 “A+” from Fitch, stable outlook 


 “A” from AM Best, stable outlook 


More than 22 500 
shareholders worldwide 


€ 3.3 billion  
2011 Life embedded value 


€ 9.4 billion expected growth 
written premiums in 2011 


SCOR: 


“Reinsurance 


Company of 


the Year“ 


Denis Kessler: 


“Industry 


personality of 


the Year“ 



http://portal/divisions/Corporate/communication/Lists/Group news/Old_DispForm.aspx?ID=280
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The Group has an extremely diversified activity between Life and Non-


Life, by geography and by lines of business 


European focus with global presence 


Gross Written Premiums 


in €m 


Short-tail emphasis 


3 261 3 659 3 982 


2009 2010 2011


50% 


25% 


25% 


Europe


Americas


Asia /Rest of the
World


52% 


14% 


23% 


11% Treaties


Business Solutions


Speciality Treaties


JV & Partnerships


P&C steady growth 


Geographically balanced book 


Life growing base with biometric focus 


Gross Written Premiums 


in €m 


Mortality-based portfolio 


47% 


38% 


15% 
Europe


Americas


Asia / Rest of the world


 2 732   3 003  


386 
32 


2009 2010 2011 Pro-forma


Annuities


Biometric-only


4 604 


3 035 3 118 


59% 
14% 


5% 


7% 
4% 


8% 3% Life


Financing


Critical illness


Disability


Long-Term Care


Health


Personal accident


54% 46% 


2011 P&C GWP 


2011 P&C GWP 


2011 Life GWP 


2011 Life GWP 


2011 GWP 
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Both SCOR Global Life and SCOR Global P&C hold top tier positions in 


most reinsurance markets 


N°5: Canada 


N°2: U.S. 


N°4: UK 


N°1: Sweden 


N°2: Northern Europe 


N°1: France 


N°1: Belgium 


N°3: Germany 


N°2: Italy 


N°3: Spain 


 top 3: Chile, Peru, Ecuador 


N°2: Africa 


N°2: North Africa 


top 3: Several Asian markets 


N°2: South Korea 


top 3: Middle East 


N°2: CIS 


N°4: Canada 


N°41): U.S. 


N°3: France 


N°5: Spain 


 N°5: Latin America and Caribbean 


N°3: Italy 


N°5: Germany 


N°2: Middle East 


N°2: India  


N°3: South Korea 


N°4: Japan 


N°5: Greater China 


N°4: Scandinavia 


SCOR Global P&C market position SCOR Global Life market position 


N°2: Maghreb 


N°5: Benelux 


N°41): Mexico 


Source: SCOR market study 


 


1) Rankings in the targeted regional carriers segment  
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Toil and trouble in deflating the debt bubble 


1 5 ways to deflate a bubble 


2 Companies in the face of deleveraging 
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Deleveraging remains largely ahead of us (1/2) 


Deleveraging has already begun in the United States, but not yet in the Eurozone 


Source: BCE, FED, flow of funds 
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Deleveraging remains largely ahead of us (2/2) 


Eurozone companies have more debt than US 


companies… 


Source: BCE, FED, flow of funds 
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…while US household debt is progressively 


converging on that of European households 


Source: BCE, FED, flow of funds 


USA 


Eurozone 


USA 


Eurozone 
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5 ways to deflate a bubble 


Surges in central government public debts and their historical 


resolution 
 Debt/GDP ratios have been 


historically reduced by: 


 


 Strong and rapid 
economic growth 


 


 Austerity measures 


 


 Default and/or 
restructuring of public 
debt 
 


 Financial repression 


 
 Inflation 


 


 


 In most cases, those debt 
reduction solutions take many 
years 


 


1 


2 


3 


4 


5 


WWI and depression 


debts (advanced 


economies: 


default, restructuring and 


conversions, a few 


hyperinflations) 


WWII debts  


(Axis countries: default and 


financial 


depression/inflation Allies: 


financial 


depression/inflation) 


1980s debt crisis  


(emerging markets: 


default, restructuring, 


financial 


repression/inflation and 


several hyperinflations) 


Second Great 


Contraction  


(advanced 


economies) 


Great depression 


debts (emerging 


markets-default) 


Advanced 


economies 


Emerging markets 


Source: “The Liquidation of Government Debt”, Reinhart and Sbrancia (NBER Working paper 16893, 2011) 
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5 ways to deflate a bubble 
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 The debt cannot be absorbed by growth alone…. 


The growth rates required to absorb the debt seem out of reach for many countries 


-7.6% 
-5.2% 


0.6% 
2.5% 2.9% 3.7% 


5.6% 6.7% 6.9% 7.5% 


10.7% 


15.2% 


21.7% 


47.4% 


Note: the chart illustrate the sequential nominal growth above trend growth required to achieve 60% debt to GDP under the assumption of constant financing costs and a linear close 


of the primary balance over 10 years 


 


Source: HSBC 


Required GDP growth rates above trend growth to reduce debt ratios to 60% over 10 years 


1 
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The leading indicators point downwards for the vast majority of countries 


 The main leading indicators are turning downwards across the globe, suggesting a structural slowdown with a 


possible double dip in the Eurozone: 


 in Europe, the Eurozone’s debt and banking crisis is generating stagnation or recession 


 in the US, the rebound has lost momentum 


 in the BRIC countries, the Euro crisis and the slowdown in the US will have a significant impact, probably leading to 


a return to growth rates in force before the pre-crisis boom 


Source: OCDE 
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      …especially since there are increasing indicators of a double dip 1 
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 The US economy is struggling to recover 


128 000


130 000


132 000


134 000


136 000


138 000


140 000


Jan-07 Jul-07 Jan-08 Jul-08 Jan-09 Jul-09 Jan-10 Jul-10 Jan-11 Jul-11 Jan-12 Jul-12


5M  


Non-agricultural jobs in the US 


In the US, employment remains a long way from its pre-crisis level 


 Job creation is a traditional barometer of the economic situation in the US 


 Since the beginning of 2010, employment has been picking up very slowly: 130,000 jobs created per month on 


average 


 The behaviour of the US employment market has more in common with a slow structural reconstruction than a 


standard economic recovery 


Source: Thomson Reuters 


1 


In thousands 
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 Meanwhile, the Eurozone is in recession 


Employment is showing no signs of recovery in the 


Eurozone… 
… and growth is having a relapse 


Source: BEA, Eurostat: comptes nationaux Source: BEA, Eurostat: comptes nationaux 


 GDP and employment in the Eurozone are far from catching up with their pre-crisis levels and are heading 


towards a new decline: this is the double dip. 


 Employment evolution in the Eurozone is paradoxical: although job cuts were three times lower than in the US at the 


beginning of the crisis, US employment is now doing relatively better. This bears witness to the Eurozone’s 


inability to create jobs. 
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 A new global regime of slow motion growth has settled in 


 The progress of global trade has stabilised at a weak pace 


 A new global growth regime is in place, which also impacts emerging countries 


 During stagnation or recession periods, globalization turns the “international multiplier” - which 


positively leverages growth between the economies - into an “international divider”, which 


negatively affects all the interconnected economies at the same time 
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The progress of global trade has slowed down… 


Source: Thomson Reuters 


…just like the growth of emerging countries 


Source: Thomson Reuters 
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 The absorption of debt by growth is all the more illusory given that the 


process of debt clearing is recessionary 1/2: the investment channel 
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Private investment remains far from its pre-crisis level  General aversion to risk and 


expectations at half mast are 


causing a slowdown in 


investment 


 


 In the Eurozone, there have been 


5 consecutive quarters of 


reductions in private 


investment 


 


 


 Consequences: 


 In the short term, a 


recessionary impact 


 In the long term, a decrease 


in potential growth 


Source: BEA, Eurostat: comptes nationaux 


Investment intentions are misguided, including in the US 
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Source: Empire State Manufacturing Survey, capital expenditure next 6 months  


Private investment (Q3 2007 = base 100, vol.) 
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 The absorption of debt by growth is all the more illusory given that the 


process of debt clearing is recessionary 2/2: the budgetary channel 


In the US, the “fiscal cliff” threatens growth from 2013 onwards  The support measures for the US 


economy adopted in 2010 and 2011 


will end in 2012 


 


 If an agreement to extend this 


exceptional budgetary effort is not 


reached by the end of 2012, the US 


economy will have to absorb a 


negative shock equivalent to 5% of 


GDP, simultaneously linked to an 


increase in contributions and a fall in 


public spending: this is the “fiscal 


cliff”  


Source: BEA, Eurostat: comptes nationaux 
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 The « fiscal cliff » 1 
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 The absorption of debt requires budgetary discipline, but austerity is 


creating fatigue in both camps of the Eurozone 


Unemployment is rising fast in Spain and in Greece 


Main austerity plans in the Eurozone 


 


 Although many countries in the 


Eurozone have taken strong 


austerity measures, with 


unemployment on the rise, 


austerity fatigue and social 


unrest will slow down spending 


cuts among southern European 


countries 


 


 At the same time, bail-out 


fatigue is developing in the core 


Euro area (e.g. Germany, Finland) 


 


 Risk pooling within the 


Eurozone is becoming the new 


debate, facing strong supporters 


on one side and increased 


resistance on the other side 


Source: Bloomberg 
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Country Italy Portugal Spain Greece 


Public 


Spending 


 Significant 


reduction of 


employees in 


administration 


(10%) and 


health budget 


 Reduction of social 


benefits (minimum 


salary -20%) and 


end of 13th and 


14th month for civil 


servants and 


pensioners 


 Public spending 


cut (about EUR 


65bn by 2015) 


 Significant cuts for 


civil servant wages 


 Small military 


budget cut  


Labor market 


& Pension 


reforms 


 Extension of 


retirement age 


and tighter 


conditions of 


calculation 


 Retirement age in 


the public sector 


extended to 65 with 


a working period of 


40 years 


 Pension reform 


with increase in 


retirement age 


(from 65 to 67) 


 Cost of labour to be 


lowered by 15% by 


2015 


Taxes 


 Increase in 


taxes (property, 


capital) 


 2 pts increase in 


VAT up to 23% 


 VAT and income 


tax increase 


 Hiring of controllers 


to increase tax 


collection 


 Anti-corruption plan 


Unemployment rate as a percentage of the labor force 
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 Austerity fatigue 2 
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 The markets believe there is a strong probability that the Eurozone will 


be reconfigured 


Concern remains high 


Source: Intrade prediction markets 


Probability that at least one country will leave the Eurozone (according to a cross section of market operators)  
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Source: Factset 


  The market is currently betting more on a Eurozone concentrated 


around core countries rather than on a full break-up 


 On a short-term basis, given the massive 


intervention of the ECB and market 


expectations about the future of the Euro: 


 interest rates have already massively 


increased in peripheral countries 


 interest rates are at a record low level in 


core countries 


 


 German, and sometimes French, short-term 


nominal interest rates are negative due to: 


 extremely low policy rates by the ECB 


 very low risk premium required by 


investors compared to GIIPS countries 


 massive flight-to-quality from bank 


deposits to short-dated govies issued by 


core countries 


 potential break-up of the eurozone 


and currency devaluation risk 


 


 the fact that French short-term interest 


rates are very low, not to say negative 


from time to time, shows that the market 


is currently betting on France being 


part of the core countries 


10-year government rates remain high in peripheral countries 
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The gap between lenders and borrowers is widening 


Source: Institute of Empirical Economic Research - Universität Osnabrück 
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In % 10-year government rates 
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     Financial repression is a cheap way for Governments to delay 


unpopular measures and to fund excessive debt 


Traditional definition of financial 


repression… 


… has been “revamped” through modern tools / 


instruments 


 Very low cost of government borrowing (negative nominal rates) 


 


 Basle III and Solvency II regulations allowing for the particularly 


favourable handling of public debts  


 


 Central Banks buying public debts 


 


 ESM/FESM buying public debts 


 


 Credit crunch to the private sector freeing up funds to be lent to 


governments by banks 


 


 Tax-exempt savings products when proceeds reinvested in public 


projects or public debt 


 


 Transaction taxes on all financial securities except public debt 


 


Explicit or implicit caps or 


ceilings on interest rates 


(e.g. regulation Q in the US) 


Creation and maintenance of a 


captive domestic audience 


(e.g. exchange controls) 


Direct ownership of financial 


institutions 


 Financial repression is any of the 


measures that governments employ to 


channel funds to themselves 


Differentiated taxation 


on savings 
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 The lax monetary policy of the central banks is the main instrument of 


the current financial repression 


Real short-term interest rates reach even lower levels than in the 2000s  


4 


Sources : Thomson Reuters, national statistics, SCOR 


Policy interest rates in real terms (%, CPI deflated) 
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 In order to lower the level of interest rates and the cost of State borrowing, 


the central banks have taken unprecedented and unconventional measures 


 Since 2008, the FED, the BoE and the ECB have launched successive rounds of quantitative 


easing. 


 


 In particular, after resisting for some time, the ECB has launched into fully-fledged quantitative 


easing since the end of 2011 via three-year operations at a 1% interest rate (the so-called Long-


Term Refinancing Operations): 


 € 489 billion in December 2011 


 € 530 billion by the end of February 2012 


 


 The FED and the ECB have just announced new, unconventional methods in September 2012: 


 ECB: unlimited sovereign bond purchase programme (“Outright Monetary 


Transactions”) 


 FED: QE 3 (open-ended purchases of $40 billion of mortgage-backed securities a month) 
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 These unconventional measures are directly linked to the desire to 


improve the situation of countries in debt 


 QE in the US, in the UK and in the Eurozone eases the financing of public deficits. 


 In the Eurozone, 3-year LTROs lead to carry trade, all the more so since Basel 3 encourages banks to 


buy sovereign bonds instead of financing businesses and households: banks borrow from the central bank 


at 1% and lend to governments at higher rates. 


 The ECB’s announcement of its OMT programme on 6 September, which was partially anticipated by the 


markets, has had a significant impact on interest rates for the debts of countries in difficulty. 


 


 


 


 


 


 


 


 


 


 


 


 


 


 


  


 


    Sources: BCE, Thomson Reuters 
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OMT programme 


4 


10-year government rates 
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     Inflation is currently repressed due to the contraction of economies, but 


should emerge in the medium or long term 


Unconventional monetary policies should lead to inflation in the medium or long term 


Source: Thomson Reuters, national statistics, SCOR 


5 


0


50


100


150


200


250


300


350


400


600


1100


1600


2100


2600


3100


3600


J
u
l-
0


7


O
c
t-


0
7


J
a
n
-0


8


A
p
r-


0
8


J
u
l-
0


8


O
c
t-


0
8


J
a
n
-0


9


A
p
r-


0
9


J
u
l-
0


9


O
c
t-


0
9


J
a
n
-1


0


A
p
r-


1
0


J
u
l-
1


0


O
c
t-


1
0


J
a
n
-1


1


A
p
r-


1
1


J
u
l-
1


1


O
c
t-


1
1


J
a
n
-1


2


A
p
r-


1
2


FED BCE BOE


ECB in € billions 


BOE in £ billions FED in $ billions  


Central Banks balance sheets 


 


 Persistently negative real interest rates  


and the unprecedented swelling of 


central bank balance sheets provide 


the ideal climate for a sudden surge 


in inflation 


 In an economy where inflation 


surprises are possible, the agents that 


will fare best in the long term are those 


that remain vigilant in the face of 


inflation risk and take the 


appropriate measures to deal with 


such risk (short asset duration, high 


proportion of cash, etc) 
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 Timing 


 short term? 


 medium term? 


 long term? 


 


 Pattern 


 shock? 


 very gradual? 


 


 Shape of the yield curve 


 bear steepening? 


 bear flattening? 


 


 Size 


 100bps ? 


 200/300bps ? 


 above 300bps? 


 


 


 When inflation is on the rise again, interest rates are very likely to 


increase too – the question is “when” and “how” 


Big uncertainties 4 potential interest rate scenarios 


Scenario Timing Potential triggering events Potential impact on interest rates 


Bond crash 
Short term 


Medium term 


 Eurozone breakup? 


 Mitt Romney elected and replacement of 


Ben Bernanke by a very orthodox profile? 


 Attack on Iran? 


 Shock of at least 300bps on long-term 


yields 


Bear 


steepening 
Medium term 


 Calm down of the Euro crisis thanks to 


more fiscal integration and federalism 


 Recovery of the US real estate market 


and US unemployment receding 


 Central Banks “behind the curve” to 


ensure the sustainability of GDP growth, 


keeping short part of the curves at low 


levels 


 Gradual increase of long-term yields 


towards the 4.5% - 5.0% area 


 Yield curves very steep with short/medium 


rates reacting less 


Bear 


flattening 
Long term 


 Sharp increase in inflation created by 


Central Banks’ accommodative stance 


 Central Banks reacting quickly as soon as 


inflation targets exceeded, coming back to 


more orthodoxy and very hawkish policies 


 Short-medium term part of the yield curves 


to react very sharply in the 5% area as 


soon as Central Banks sharply increase 


rates 


 Long part of the curves to react less in the 


6% area 


 


Deflation Long term 


 Euro crisis to be solved only in the very 


long run 


 Very low GDP growth in the US and in the 


rest of the world (including BRIC) 


 Continued lax monetary policies by 


Central Banks 


 Era of strong and lasting financial 


repression 


 Administered yield curves by Central 


Banks 


 Yields maintained at very low levels over 


many years 
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 SCOR’s prudent AM strategy maximizes potential upsides when 


interest rates rise 


Bond crash Bear steepening 


Deflation Bear flattening 


0%


2%


4%


6%


0 5 10 15 20


Maturity 


Actual rates Hypothetical rates


 Shock of at least 300bps on long-term yields 


 Gradual increase of long-term yields towards the 4.5% - 5.0% area 


 Yield curves very steep with short/medium rates reacting  less 
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4%


6%


0 5 10 15 20


Maturity 


Actual rates Hypothetical rates


 Short-medium term part of the yield curves to react very sharply in 


the 5% area as soon as Central Banks sharply increase rates 


 Long part of the curves to react less in the 6% area 


 Administered yield curves by Central Banks 


 Yields maintained at very low levels over many years 
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Maturity 
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Actual rates Hypothetical rates
1) 


1) 1) 


1) 


1) Based on German bonds as of 17/09/2012 
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 The world has entered a long-lasting crisis and deleveraging era, probably leading to: 


 very limited GDP growth in mature economies and a return to lower growth levels in force before the pre-crisis boom in 


emerging countries 


 high volatility of financial markets, with unexpected shocks 


 an increase in interest rates 


 depressed financial asset prices 


 


 Whatever the scenario, the deleveraging process will last a long time 


Short/medium-term probability of success of 


deleveraging solutions 


Previous deleveraging cycles were longer and bigger than 


initially expected 


1 


2 


3 


5 


4 


Rapid and strong 


economic growth 


Austerity measures 


Default and/or 


restructuring of 


public debt 


Inflation 


Financial repression 


Extremely 


low, if nil 


Uneven, but 


weakening 


Increasing 


Increasing 


in the long 


term 


Increasing 


Source: Morgan Stanley 
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Month following peak 


Japan (Peak = 1992) 


Europe (Peak = Q4 08) 


US (Peak = Q4 07) 


Europe forecast 


CE5 (Peak = Oct 08) 


UK (Peak = Q4 08) 


Asia ex-Japan (Peak = 


1997) 


5 


5 ways to deflate a bubble | Companies in the face of deleveraging 







30 


 Global deleveraging: a delicate operation 5 
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Toil and trouble in deflating the debt bubble 


1 5 ways to deflate a bubble 


2 Companies in the face of deleveraging 
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Bank financing is drying up 


 


 


 


 


 


 


 


 


 


 


Bank credit is on the decrease in the Eurozone… 
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… and remains relatively un-dynamic in the USA  
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 The deleveraging period is marked by the 


difficulty of accessing credit for companies 


(rationed by quantity rather than price) 


 


 This rationing of credit is further reinforced by 


Basel 3 


 


 We are tipping towards an economy of 


preliminary savings 


 


 


 Consequences: 


 A fall in investment 


 Sectors with an inverse capital cycle are 


at an advantage 
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Rather than lending, banks, like other economic agents, prefer to 


accumulate cash 
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Economic agents prefer to hold on to cash rather than reinvest it 


Source: FED, flow of funds 


Source: FED, flow of funds 


Bank sight deposits and reserves (USA) 


Cash retention rate as a percentage of the assets of all economic agents (USA) 


In US$ billion 
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Bank financing is drying up just as European companies are about to face 


a wall of debts 


41 46 


91 102 


136 


248 


665 


Italy Spain UK France Germany Others Total


European companies will have to refinance a large amount of debt in 


2013-2014 
 The insufficient development of 


capital markets and the socio-


fiscal pressure weighing on the 


margins of European 


companies have pushed the 


latter into massive debt 


 


 Companies will have to 


refinance very high amounts 


of debt in 2013 and 2014 


Source: Moody’s 25 July 2012, « High refinancing Risks and Needs in 2013-16 »  


2013 – 2014: refinancing needs of “investment grade” non-financial 


companies in the Europe/Africa/Middle-East region 


In US$ billion 
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The impact on European companies is even greater because they are 


particularly dependent on bank financing 
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The proportion of equities in the liabilities of European companies is 


lower than in the US 
 


 


 


 


 


 


 


 


 


 


 


 


The proportion of bonds in the debts of European companies is lower 


than in the US 
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Equities and other title deeds in the liabilities of non-financial companies 


Source: OCDE, Financial National Accounts 


 Non-financial companies in the 


Eurozone finance themselves more 


through debt than in the US 


 


 This debt is very largely bank-


based, as demonstrated by the very 


low proportion of bonds in the overall 


debts of non-financial companies 


 


 


Source: OCDE, Financial National Accounts 
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Companies that gambled on leveraging are now being penalised 
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Debts/Total Assets (%) 


The share performance of CAC 40 companies since 2011 is 


negatively correlated to their debt level 


 Since the beginning of 2011, a new 


phenomenon has appeared that is unique 


to the deleveraging era:  


 Valuation loss is proportionate 


to the debt/asset ratio (measured 


at the end of 2008) amongst CAC 


40 companies 


 Thus, for each extra point of debt, 


an average of 0.34 share points 


are lost by the company 


 Companies with strict covenants will 


suffer particularly badly. Cash flow 


management will become a key issue 


 


 Goodwill also risks being crushed 


 


 Consequently: payment incidents and 


company defaults are already 


beginning to rise, particularly for 


companies of a certain size.  


 


 This is a vicious circle: 25% of company 


bankruptcies are due to payment defaults 


by business partners. 


Source: annual reports of CAC 40 companies 
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Capital equity is struggling to take over from bank financing 
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IPOs remain un-dynamic 


 The Eurozone economy is even more affected because it is a debt economy rather than a capital equity economy. Since 2008, 


the amount of IPOs has been divided by 3 in Europe. 


 Since the crisis, there has been a very significant fall in the amounts invested by venture capitalists in Europe in the preliminary 


development phases of companies. Investors are wary of the riskiest investments, but these are essential for future growth 


 In France, the absence of pension funds and the announced heavier taxation of capital will make this problem particularly acute 


Source: European Venture Capital Association, Yearbook 2012 


Amounts invested in venture capital in the EU 


Venture capital is falling in the European Union 


Source: Ernst and Young, Global IPO trends 2012 
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So, should we all go for Prozac? 
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Fortunately, the situation is brighter in Sweden…  


The recovery is much stronger than in the Eurozone 


The Swedish economy was hit hard by the global financial crisis, but has since made a rapid and 


strong recovery. Sweden has actually managed to create jobs since the crisis period: employment is 


higher now than it was in 2007. 


The Swedish deleveraging experience of the 1990s (which had two phases: several years of private-


sector debt reduction and recession, followed by a longer period of economic expansion and public-


sector deleveraging) serves as a lesson for today’s policymakers worldwide. 


Source: Thomson Reuters 


Employment is on the rise 


Source: Eurostat, National Accounts 
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… although vigilance is still needed with regard to household and 


corporate debt 
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Public debt is under control in Sweden… 


Source: Eurostat 


… but the total debt is similar to that of the Eurozone… 


Source: Eurostat 


… due to increasing household debt… 


Source: Eurostat 


…. and consistently high corporate debt 


Source: Eurostat 
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In this context, SCOR continues to anticipate potential risks ahead in 


order to immunize itself from macroeconomic turmoil 


SCOR anticipates the risks of: 


Reduced access to 


credit 


 Leverage ratio at 21.1% following the issuance of the CHF 315 million on 10/09/2012 


 Active management of refinancing agenda: no reimbursement of principal due before 2016 


 Optimization of LOC needs following ex-TaRe acquisition 


 Considering making corporate loans to take advantage of the situation 


Reduced access to 


capital markets 


 Optimal management of capital through diversification 


 Optimal capital allocation to minimize capital needs (short vs. long tail, etc.) 


 Guaranteed ability to restore capital in case of extreme Nat Cats: contingent capital 


 Societas Europaea and branch network leading to high capital and cash fungibility across the Group 


Liquidity tensions 
 Large amount of cash and rollover strategy 


 Credit facilities available 


 Strong operating cashflow generation 


Exchange rate 


fluctuations 


 Strict currency matching policy 


 Group-wide balance between currencies (39% USD, 28% EUR, 10% GBP, 23% others) 1) 


 Swap of CHF perpetual debt  


Regulatory  


evolutions 
 On track to Solvency 2 compliance 


 Cutting-edge internal model already submitted to regulators 


Eurozone breakup 


 No exposure to the sovereign debt of peripheral countries 


 Favourable asymmetry between assets and liabilities: assets and capital in strong 


countries/currencies 


 Indirect effects difficult to assess, but not sizeable 


 H1’12, 74% of total SCOR GWP is non-Euro denominated  


1) Reserves split Q1 2012: 25% USD, 49% EUR, 11% GBP, 15% others  
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Perceptions of Russia 


The perception of Russia is often wrong:  


«If you do business in Russia, you will lose all your money 


because your Russian business partner will steal it from you. And 


you will die because the Russian mafia will murder you in your 


hotel bedroom when you visit Moscow» 


This is 98% rubbish and nonsense 


 


 The truth is: 


Russia is one of the few growth markets left in Europe 


Russia is a big, good, normal, difficult, emerging market, which 


has great potential 


If a company has a global strategy, it needs Russia. If a company 


has a European strategy it needs Russia even more 
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However there are some risks and problems… 


 The economy and RBL are sensitive to the oil price 


 State participation plays significant role and sometimes 


leads to unfair competition 


 Corruption, bribery and malpractice exist a lot but little 


worse than China or India  


 Political risk exists but it is often overestimated by investors 


 Russian insurance market suffer from problems arising from 


its immaturity: legal constraints, high expenses, financial 


illiteracy of population etc. 
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Russian Insurance Market has Significant Growth Potential 
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 Russian insurance market has high potential 


(insurance penetration is 6 times lower than the 


average in Europe, per capita premium is 19 times 


lower than in Western Europe) 


 Despite severe hit of the financial crisis in 2008-2009 


Russian insurance market has been posting stable 


growth since 2010 


European Markets in 2011 GPW per capita, EUR 


Conclusions Nominal Market USD Growth Rate 


CAGR Russia = 4.4%*  


CAGR Western Europe = -0.8%  


Source: Swiss Re, Allianz’ own calculations. GPW of Russia excluding OMI 


* CAGR calculated for the period 2007-2011. The significant decline in 2008-2009 mainly caused by FX rate change followed oil prices drop  
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Life and Non-life insurance markets 


 In Russia both Life and Non-Life insurance 


markets have been growing for the past few 


years 


 Non-life insurance is still dominating and total 


95% of the market 


 However life insurance is the most rapidly 


growing segment (+51% in 2011) and already 


makes significant contribution to the market 


growth 


 The main growth driver in Life insurance 


segment is bancassurance development 


 The main distribution channels on Russian 


insurance market are agents, intermediaries and 


bancassurance. The share of direct channel is 


still not significant 


GPW, EUR Bn Conclusions 


Market structure by LoBs GPW, 2011 
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Russian Health system. State and Private Healthcare 


Partnership of state and commercial insurance systems can improve quality of  


services and widen health care coverage  


S
o


u
rc


e
 o


f 


fi
n
a


n
c
in


g
  


Obligatory Medical Insurance (OMI) Voluntary Medical insurance (VMI) 


Insurance for working force is 


financed by employers (business 


entities) via state OMI-fund; for 


unemployed – by the state  


Policy is bought from insurance 


company or received as a part of 


corporate compensation package 


Treatment is available all over the 


country in any state clinic  


 


The list of private clinics providing 


treatment under the contract is 


determined by insurance company 


 


Fixed number of medical services 


with no special or highly expensive 


treatment 


Services of higher quality with more 


options on the part of diagnostics, the 


list of services is determined by the 
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Health insurance market 


Obligatory medical insurance market, EUR Bn 


Voluntary medical insurance GPW, EUR Bn 


+23% 


+15% 
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2010 


12.1 
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corporate 


retail 


 Corporate VMI accounts for the majority of VMI 


segment volumes – almost 88% of GPW is 


collected under contracts with commercial clients 


 VMI market has undergone post-crisis recovery 


and is now growing due to inflation of medical 


services 


 Major problem of the Russian state health care 


system is lack of medical infrastructure and high-


qualified personnel 


 Allianz is deeply involved in both state and private 


healthcare systems: in 2011 Allianz was the 2nd in 


OMI segment and also took the 2nd place in VMI  


Conclusions 
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Russian pension system 


Obligatory pension  State PAYG* pension 


 


  


 


 


Voluntary pension 


*- PAYG – Pay As You Go; ** PFR – Pension Fund of Russia 


 Is formed by means of the state 


budget and insurance premiums in 


PFR* 


 Is paid by the state and does not 


depend on a citizen’s income 


 Was RUR 9,000 per month in 2011 


 Is annually indexed with inflation 


Co-financing («1 000 х 1 000») 


 Employee’s voluntary payments are co-


financed by the State 


Is formed by means of 


voluntary payments of the 


employer in NPF 


Savings are stimulated by tax 


reliefs 


The pension reform allows people to affect two of the three pillars of the future 


pension and promotes voluntary savings 


Obligatory pension insurance (OPI) 


Provided by  6% of the payroll (within the 


framework of Social Tax paid by 


Employer) 


Can be transferred from PFR** to NPF 


Elements of corporate pension plan 


1st pillar 2nd pillar 3rd pillar  


Pension  
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Life insurance, pension and asset management markets 


 Financial markets are growing rapidly reflecting post-


crisis recovery  of economy, wealth accumulation  and 


strengthening of local currency 


  Life insurance in which risk part is still dominating 


enjoyed growth  in both segments: risk and annuity. 


 The major driver of life insurance market is 


bancassurance 


 Non-state pension funds show impressive growth 


because the market is at the beginning stage of 


development 


Life insurance, EUR Mio NPF* pension savings, EUR Bn 


Conclusions Assets under management, EUR Bn 
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Allianz in Russia 


Allianz committed to Russia since 1990 providing solutions in 


general and life insurance, pension and asset management 


Operates in Russia since 1990 


Insurance premium EUR 700 Mio 


EUR 649 Mio assets under management  


One of the market leaders in Health ins 


More than 16,000 employees and agents 


92 branches in all regions of Russia 


Non-life 


insurance  
Health insurance  


Life insurance  


Pension 


Asset 


management 



http://www.rosno-ms.ru/

http://www.allianzrosnolife.ru/

http://images.yandex.ru/yandsearch?text=my clinic allianz&img_url=krasotki.info/uploads/lifting/klinika-alyans-fransez.-lazernyj-lifting..jpg&pos=0&rpt=simage
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Conclusions 


1. Russian market is an attractive growing market which has a significant 


potential, despite the strange perceptions of it 


2. However it has some problems and risks like high dependency on oil price, 


sometimes unequal competition, corruption and bureaucracy 


3. Non-life insurance is still dominating and total 95% of the market, however 


life insurance is the most rapidly growing segment 


4. Russian health system which is represented by the two levels (OMI and 


VMI) forms a good base for public / private financed healthcare 


5. The pension system is also developing. Very hot topic in the administration 


this very day. 
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Typical Insurance Annuity Portfolio Solutions 


Swap  


(index or bespoke; natural expiry or limited duration; proportional or non-proportional) 


 


 


 


  


  


 


 


Portfolio Sale/Buy-in 


 


Insurer Reinsurer 


Regular Claims (Actual 


annuities) 


Regular Premiums 


(Expected annuities + 


margin) 


Insurer Reinsurer 


Regular Claims (Actual 


annuities) 


Single Premium 


paid on day 1 


Only longevity 


risk 


transferred 


Longevity and 


asset risk 


transferred 


Portfolio Sale: removes all risk including operational risk from insurer 


 


Buy-in: reinsurance treaty is essentially an insurance asset bought by insurer, insurer retains 


operational and counterparty credit risk. Insurer retains obligation to pay annuitants 
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Typical DB Pension Scheme Solutions 


Swap  


(index or bespoke; natural expiry or limited duration) 


 


 


 


  


  


 


 


Buyout/Buy-in 


 


Pension 


Scheme 


(Re)insurer 


Regular Claims (Actual 


annuities) 


Regular Premiums 


(Expected annuities + 


margin) 


Pension 


Scheme 


(Re)insurer 


Regular Claims (Actual 


annuities) 


Single Premium 


paid on day 1 


Only longevity 


risk 


transferred 


Longevity and 


asset risk 


transferred 


Buyout: removes all risk including operational risk from scheme and individual pensioner has 


contract with insurer 


 


Buy-in: insurance asset bought by scheme, scheme retains operational and counterparty credit 


risk. Scheme retains obligation to pay pensioners 
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Individual Annuity Market 


Source: ABI, TowersWatson 


Insured annuity sales (£bn) 
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Pension Scheme Primary Market: Buyout, Buy-in and Swap Volumes 
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Pension Scheme Longevity Swap Deals to Date 


Source: Aon Hewitt 
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Main Contributory Factors 


 


 Low state provision leading to large private 
sector exposure to longevity 


 


 Robert Maxwell pension scandal in early 90s 
led to significant enhancement of pension 
scheme regulation 


 


 Higher than anticipated mortality 
improvements in UK has highlighted longevity 
risk 


 


 Majority of DB pension or DC/personal 
pension fund assets must be taken as annuity 


 


 Transaction momentum 
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Demand from DB Pension Schemes 


 


 UK defined benefit pension assets over £1,000bn; liabilities closer to £1,500bn 


 So far less than 5% of longevity risk passed to insurance/capital markets 


 


 More than 70% closed to new members and increasingly closing to future accrual too 


 Closure can increase funding cost 


 


 Recognition of deficit/surplus in accounts causing undesirable balance sheet and income statement 
volatility 


 Investment returns lower than expected in last 10+ years so many schemes have deficits 


 


 Increased scrutiny of pension liabilities by analysts, rating agencies, lenders and shareholders 


 Potential stumbling block for M&A transactions (e.g. BA/Iberia) 


 


 Strengthened funding assumptions have made transactions appear more affordable for schemes 


 Schemes expected to use assumptions appropriate to their membership profile; assumptions 
not prescribed by the Pensions Regulator 


 Peer pressure with respect to improvement assumptions 


 


 Increasing awareness by sponsors and trustees of longevity risk  


 Previous focus was on inflation and interest rate risks 


 Lower interest rate environment heightened relative cost of longevity 


 Many larger schemes already hedge asset risk, longevity risk is remaining unhedged risk 
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Demand from Insurer Annuity Portfolios 


 In excess of £600bn assets covering employer sponsored DC and personal pensions 


 £140bn backing post retirement insurance annuity reserves 


 


 Rapid growth due to closure of DB schemes and demographic changes 


 


 UK market accounts for an estimated 40% of total global annuity market 


 


 Insurers have exposure limits so are looking to reinsurance and capital markets 


 


 For some smaller insurers, the long tail of annuity business can dominate them in a few 


years 


 


 Solvency 2 stress for longevity focussing further attention 
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Insurance and Capital Markets Supply 


 Increasing number of providers, but have finite capacity 


 


 Banks retain little risk, need reinsurers or capital market investors 


 


 Large transactions need more than one counterparty 


 


 Over medium to long term demand > supply 


 


 However, pension schemes will only transact at right price 


 


 Currently, sufficient competition creating healthy market and encouraging 


transactions 
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Longevity Swap 


Rolls Royce – Transaction Structure 


Reinsurers 


SPV 


Transformers 


 Bespoke longevity swap in derivative form between Rolls Royce Pension Fund and 


Deutsche Bank covering a defined block of 37,000 pensioners and dependants; 


exchanging actual against expected payments 


 Cover based on actual survivorship of defined block of lives with no reference to an 


external index; Rolls Royce not exposed to basis risk 


 Deutsche Bank distribute risk to reinsurers via transformers (converts derivative form to 


insurance, allowing onward reinsurance). Longevity risk transferred along chain is 


virtually identical 


 Bi-lateral collateral arrangements in place between each set of counterparties to 


mitigate counterparty default risk 


 


Longevity Swaps Longevity Reinsurance 
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Longevity Deal – Project Milestones Overview 


Product 
Solution 


• Risk Analysis 


• Market Analysis 


• Decision Making Framework 


• Risk Analysis 


• Market Analysis 


• Decision Making Framework 


Quote 
Process 


• Data and RFQ Preparation 


• Reinsurer Pricing 


• Indicative Term Sheet 


• Data and RFQ Preparation 


• Reinsurer Pricing 


• Indicative Term Sheet 


Execution 


• Reinsurer Selection 


• Due Diligence 


• Internal sign-off 


• Treaty Documentation 


• Reinsurer Selection 


• Due Diligence 


• Internal sign-off 


• Treaty Documentation 


On-going 


• Administration 


• Reinsurance Relationship 


• Administration 


• Reinsurance Relationship 
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Product Solution 


 Risk Analysis 


 Quantify best estimate liability and risk capital 


 Risk core or ancillary to business; well managed and understood? 


 


 Market Analysis 


 Which available market product solutions best fit need? 


 Understand market expectations of terms and conditions (i.e. term sheet) 


 Indicative pricing from a friendly reinsurer! 


 


 Decision Making Framework 


 Clear objectives and relative priority (e.g. economic capital reduction, statutory 


capital reduction, exposure management, reduce P&L volatility) 


 Maximum price to achieve objectives; is it consistent with indicative pricing? 


 Internal stakeholders and sign off process; consider setting up deal working group 
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Quote Process 


 Data & RFP Preparation 


 Resource adequately to present good quality data 


 Show evidence of product solution work done and detail decision making framework 


 Demonstrate key stakeholders are on board 


 Realistic timetable for quote and implementation and ensure well project managed  


 


 Reinsurer Pricing Process 


 Credible, clean mortality experience data = reduced uncertainty in assumption setting   
=> best price 


 Price provided as fixed schedule of premiums guaranteed for contract term 


 


 Indicative Term Sheet 


 Starting point for further discussion but.. 


 …best price expects cedant to retain data and operational risk; mechanisms in treaty to 
achieve this 


 Existence checking process 


 Collateral and termination provisions – degree of complexity depends on needs of parties 


 Flexibility may have price implications 
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Execution 


 Reinsurer Selection 


 Cedant shortlist reinsurers for 2nd round 


 Discuss and agree key commercial components of term sheet 


 Final selection based on pre-agreed objectives and metrics  


 


 Due Diligence 


 Completeness and accuracy of quotation data 


 Administration processes  


 Mixture of off-site and on-site 


 


 Internal sign-off 


 Ensure sufficient time given for stakeholders to review recommendation 


 


 Treaty Documentation 


 Treaty must be signed before going on risk 


 Essentially, documenting term sheet in full form 


 If collateral involved, good idea to employ external legal advisors 


 Expect this to take several months  
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On-going 


 Administration 


 Technically simpler than term assurance as just inforce running off with deaths   


 Data provision and existence checking obligations for cedant in treaty 


 Cedant should invest time in ensuring obligations can be met 


 Remedies for cedant not meeting obligations 


 Reinsurer audit rights 


 


 Reinsurance Relationship 


 30+ year contract 


 Good relationship as important as for a new business treaty 


 SCOR prefer to only use strict treaty wording as a last resort to resolve issues 
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Key factors for successful completion 


 Comprehensive pre-market approach 


preparation 


 Risk and Market Analysis including 


market pricing expectation 


 Agreed internal decision making 


framework 


 Buy-in from key stakeholders 


 Clean data 


 


 Strong project management 


 Realistic but not protracted timetable 


 Manage scope of external advisors 


 Manage internal sign-off process 


 


 Focus on key risk transfer objectives 
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Questions or Comments? 








 


 


 
Frisk nok….. 


( Healthy enough ) 


 


 


 


 
Jørgen Skavlan 2009 
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 420.000 


Godt sosialt nettverk     


 380.000 
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Norwegians Europes most naive population….. 
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WHO 
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Health is a state of complete 


physical, mental and social 


 well-being and not merely the 


absence of disease or infirmity. 
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Thank you for your 


attention and  


 


get well soon ! 





