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F—8 MEBEARNER - REHBARE SOMRREEER
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Bey R — R ol BERB NS 6.8 R EREA KT (Notional
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A REMAERRIGERE N URAKRERFLERA)  EAB 4
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EBRm A B @A USS250 ¥ v 0 Béra GaEA USH1,500 ¥ 1 -
ML BRBRTFERHNERY  BREFRERE R SABRLRTHRF
B EEMAREBREHEMBETED HIR - sbbEHNHBRELGRERIF
RAEHETHEGEREFARRFT 2T - Bt d ROMRRL
HEAZHaBERRBRERLERE > EmE “infilPBRE LS RBHF
A - MARKLTIGF - BLEEH Infill “BREFESFRREAORF
4 US$1,300 ¥ L REEMAKHLREBERBLA -



B -+ — $plaA

US$125,000,000

Cross Class xS X SR
CaMER/BR PR NER RER A RERESRHE
£~ R RFEBRE USST B /4K R AR 4%8% USS2 & .

US$25,000,000

A GEER AR K USH,300 § 74 - Bp@RHFRETELE
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HRAKEGUSSB0 TRhi - BAKBAEE | ko ZHERERADE
US$1,500 & & it TRUERRRLE E RN
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Z AR o
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BERL ) REEARIE RGBS BET -
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*EzZ MAEEELE;
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BBAS ERAARREMRECHERZE24BA%
HARANEBREE (WRABAR); @AME
RAEHBRAAMMES 12 A 31 A%

12



B

R BBIAAWEERSMBENMAIRERLEE
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) BT FHEdHE:
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3. LHEAZARIERAR

JEAT B 4248 & 7 XA 4% B 32 2 81 PR 4R A%
G2 BOAA BRI BIRTHEBAE
PP BB S BASIEA

1. S%ERMERPHRBL A CRENRFR
2 1.5%; jmk

2. BARAERP BREAA H 2 1RIR & X 7.5%3F
#7 & 95%

LEFH REBRRAORP BB ERKS
R RPIE L (HSHERBRE) ARE
M JEAR I Ea%i‘it TRBRBAATERE BRH
TR R

B BBINA R AL BHMLARAT LR
BT B R T BAR A 3]0 YR i DR AN E
8124 31 BALHLBERA -

YHEEAYE T LR EEMHMET FHEFLHFL
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ZEFHABL  RABERLEN 2010 £ 12
A3 B&FRGYH BEHFRBRAUTLHEZ
st

® RO IRCHAKRZFRA (BEFTE
&) fuv kR

® FAERBIELAXSE
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 RBBRBEFBLHEFLBRETRAES

#BoBRANEABREAHTEANDETRTEE
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R EZAEME / REARZIEERZERE

HERERIREARRZB FARRATRESRRIRE  AEAT
RETAARER  RHAVSCEERBRMFEEAZIRE » AF L L4
MEREFTZBH A RAZHELENZ IR ANELH
R R B RGN A BIRRRA Y Ml A — K6 BRI g
RE > FHRAEFRIEOBRRIEEH S R2 M AEZUABBKSHRIE
BEUGFRRXERZHNE > ORIAREERHLZIRE -

AN RREBFZEBRAREAEREL Lo TR R T AR
BREHORFABRERZY  SHARXEIRBIUALITABEIAREY
B MERBRRSYUETHEZEARSYE  MESAHARTRA B
R Bk fTHEBRERRSE? BARBRGIERE B4 ? BABRAE
SRABERZTHRREAGMAERARE ? LR L BUHREBEFAARL
BAEEMEEIEOHEESMA -

Rk A S AN LERMEEREAMMBERRE/BFRZIEERR
UEAMMOEITRESHERERY » AH BN AT R BRI
Szigitlg gaEs LS ZEE o

BATERMB B AR AREBEBRZEIERRE P AHRRZEE S KT
Ena—REYN (1) BB HRERA KRG ERZITE > Mol
AR REBFREREBERRIEAMBEMBREAZAT
Mo wHBRERER(2) SBRFERIITE » RHAB AR RRE
BIRMZ T4 HAEH SHRBRXIANE HEEABRZAMRBELE
BEFREMUMRE  wB K FwkFEX -
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R HEAHE
A%

R A LA R 0 3Bl 4 Ak ARFE 48 E (Financial Services Authority, FSA)##»
PR RRE AARIR LR AR TR N ER LS TURE et RESE
R PR FBRZRRBRALBRBRELDAUGRIEGEET XRIIA
tk o 19924 % 05 &) 3L B 44 1h & B 45— T 5 (Department of Trade and
Industry, DTI) A & % B 7 BRI X 3t R EBH T F3% > 4HEER
BRBREHEHREMH S REMR —AUMBGREENERR

( Financial Reporting Standard 5 FRS5) % — AFRAG 35/94 > 1% #FRAG
35/941998 412 A "4 A 3t B4R M 2 4 (Association of British Insurers)s
B2 R R st R 38 32 387 (Statement of Recommended Practice on

Accounting for Insurance Business, SORP) -

AT 2 ARG RIRE BRI IEE - 200267 A 3 B & kAR F5 44
BB A 73 4R ¥ — wm it (Consultation Paper 144, CP144) > 248 4%
5 A "W 18 A B T f2 2 378532 7 72" (A New Regulation Approach
to Insurance Firms' Use of Financial Engineering) » :Z A 3R 183 A 42 S R4&
b R RIRIARIR NG WK R AR FEEMBE T RIAZ B
EREAMPRBFEAENZIER » T ZBEBNOMBEFHELERA
SEPBATARRES Z I E 0 — A P]2005438  FSAF S R E R A IRRE
RAE2001 4 A4 PR AT Z A TN E » 72005510 4 #4758 T pt55
BB MRERE ) £ -

' UK FSA Consultation paper 144, 2002 “A New regulation approach to insurance firms’ use of financial
engineering”, p14
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A - MERE AR 5 R(FRSS)

H B e &8 F § € (Accounting Standards Board, ASB)#r 4% &4 it
BREBNEER RRLMB "X HEANERS (Reporting the
Substance of Transactions) - FRS5 & k{2l X BRI AL AL MBER L
PEREBRRXHZAANE BRBTHRHURE  FRRHIBHWA
RAEHBRXAT  LHEGHZTENELBLUMBGRETBUIRE B 7
DIMBREAERAERT BLETHER -

T4 FRSS &8 54T -

— -~ @REE
RH2ER  ORB-—RHERAZY URBABIHRE—REHR
HiES URRSCLES 2 HEEMFE - BERARTHRHTA
(HEpzammEry
(2)5hE 325t IRS
BBz P AT RIFUANLTRILBR I SR G
(A B AREMRITE
QE3 XD

—RERHZRE
AR R HZRARRRIEMBER AR IR - MRANAAE
6,40 8) 45 B ¥k R 483 #) 3% (future economic benefit)z # 4] & &
A BROAFOLABREENB AT AREFH LIRS
REs > BB A AGHRR > BFEHNEZE TR SBRANTAE
B -

2 Accounting Standard Board, April 1994, “Reporting the substance of transactions”
17



AMBAREBHEZRI wRIXHEHLEHENAHRFARK
N HEETAELBALHRY  RZ R HEABRENEADRE
B BT AEARRERY -

%~ Hie X it R ZEHR(SORP)

FERE NG HARR S RELS BANQEARE KA
WA R IPE A T AT E K2 9A &4 (Schedule SA) ¥ = A 4R e 2 3] S [H
B0 HEBAEBREER - SORP B A3 n"EE BB H 20
HRLE AT A RRL IR AL B2 MBERARE > £ 8
NERE T

1. R FRSSER BIRRIHZREHEBANERZZR2BIINEHF
BEREAARKRTF -

2. AIRBEHLBAEBERRABRSYE | BEZYOZRAREER
(long term business) &L & FE RN ~ A RR - RERMR - B4
B & R R BRE 42— K%K EKR(general business) a4t
R AAR R MR R - AR AT — BT

3. PIRARBIRANEFABRIEE L2 4 E T M (reasonably
possible) -

4. EFAREYGRBERT ARSI RRBEATRTHR > RR A0 —
BRKEASHS — AT (financing) » 3B 5 HIAMRKRT] 45 R
2 P T ey — H R T AR RBARR 0 B LARFRAN
M AT EATE AR BRI BRI AR A - WB SIERRA KR
FINEERAT -

3 Association British Insurers, December 2005, “Statement of Recommended practice on accounting
for insurance business”

18



5. AT 4 BERAABRPAIRBBRBRI T ERENE &
FABRERHRE PRBLERAABRBREZL > EREEAARE
PAERTREBIHXPERER -

B WA A — W EHE(CP 144)

MASHARE OO EANIRANANSERETER  UH
FSATTERBREBAMBIEIRZ B RS  c B RABZMBIER
BRBREL A TERABREREEMBRARMRERZ B Y REHFAHH
REEFFBTZEEPHHEH SLRPOLEBMA R ERBIMER
ML REUEEAE AR EBHE BB ERR - 154 A implicit
items)® & % % & # (contingent loans)® -

HHWAREEHBNSR B LT

1. MBI RIEZ A wEBRAKEHBTHRE » 4%
B A 5 B 2580 AR

2. MBI ITRLARARSE  FTHAIEMERENITRLERA R

PR B iAo fB 1A 2 fodl -

NEALBEAMARERFIEHLRAREIRSEZEE -

A REERBREHBERFLRAET -

MBREALBRIBE -

LBRABEZEERE -

& pe % 3% 42 2 (High level standards) » Fast 42 IPRU(INS) 4t #H4%

EREMFETROAMHTHER -

N o 0 b~ W

* &3z friendly societies & Lloyd's

SARMEMEAT  ERAAMBGELZERBEL T - ARG RLEHF B 2 $ 4 (economic
reserve) + 4% 4 2 4@ #) % R 45 Bp & 18 4% {4 - EC First Life Directive,6 & # 45 &3t Hi2 7185 » fLsr
ERA2ARU-THZBELRELEFAHEA KRS -

S GHALEAMEFMASH RO RBARGURBKIR -
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8. RHHUFHIERARMR  Gith FABSHARAY TEIRAR » AR
o4t HHE AR RFR B BHL

F—\ XEHE

LR HAUBXMIBRBRZER ERAXEHERETRE
M A B0 B B 312 €3 5 38 B (Statement of Statutory Accounting
Practices, SSAP)~ — & /32 4 3t & 312 # 8] (Generally Accepted Accounting
Practice, GAAP) » 4 & NAIC # 3 4M - PN ERMB AR EAFRRIM
0 X 2% % B4 SSAP No. 62-FASB 113 2 EITF 93-6 % a3 23k 47
HNASHHRREBRZMAE B H 2B IRHEZH g (National
Association of Insurance Commissions, NAIC) A & i f B BRI R 4K E
37 & (Life and Health Reinsurance Agreements Model Regulation) sz
SSAP No.61 % -

LEB BEAHREEARER AR REREA  HNBRR
Bz R L ERESFLBREHAMFRXMREAKREYS > ARRK
BIRBRZOES - REHRIRBERBRRARE > wRARERBREH T
B AR AL KB ERRRAR  LAGRRABBRL S EARERRZ
AR THMN  WwREEFOGAL  ARBRELLBERAAER > ARE
HREFRERRINK -

% -~ SSAP No.62

2 B/L R B 1 T I & 6 3 R 3T 245 £ F M (NAIC Accounting Practices
and Procedures Manual)¥ SSAP No. 62"8t & A% 5R"FF £ R W8 E AR
6,4 AR R e S R R MR 0 ATIE 9 BAR RIR 2 35 BRI AP IL B 00 B AR R
E HTHRRARIMABRRBHEER  AESFREARREEAFRIFX
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sk B WBRBRASTE AR > RbBEBRAE TR
ZHREWBRV A -

ERMERMRY T H SSAPNo. B2 & KB A BAEAMRAHE  LIH
'f%l‘fi}\ul'séﬁ%‘i?;"%#ﬁ %z 432 9 fe 14 (reasonably possible) » {2 g 788 % AL
BRHEHLBERXLEFERELHAL At AEH LB YT RARREMBEY
TR Ak R ATHBT o RiBf SSAPNo.62 fiF A F » AT A MA — 18
MEM TR THBAE & 2 E EZIEMR BB (more than remote)

A > SSAP No.61

S EARRLIE T & @3 RITNE % F M SSAP No. 61" %% ~ 4 A
e~ 1B E i fE g BRI (Life, Deposit-Type and Accident and Health
Reinsurance)®& K4 B B AR BE > ENARBEBHRRBRABARLS
VIR KM ELZ A AR -

- % -FASB 113

1092 £ 12 A £ B &3t # 8] % § € (Financial Accounting Standards
Board, FASB )i # FASB 1133 AR MR R B RBR LYz 3t R ER
B4 % 38 & 4 #)" (Accounting and Reporting for Reinsurance of
Short-Duration and Long-Duration Contracts) > £ & 8 ¢4 £ 3 & B %
HPRFHBRERBRBE  wRIBHFLBERSLBHRZ4M  RISR
BB —EBER AR R BEAHRUAEFRIME B RTBEANE -
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FASBI13 FRri T2 BRI Y » LBR AU THRHEFANEBRELIRT
LA

1. LIRS BAERIR AR » A7 3H BA R AR L35 A5 4% SLRF R R R
(both underwritiﬁg andtimerisk) ZA"BEE Y E SHELH > B
1% 25 7k B (the rule of thumb) | BF » — A5 A738 10% 14 L&y B2 48
BpeT iR A BA %

2. PR e aniR A (underwritingrisk) 20 B ol HBAELE > — A4 F
TRAPIARZZ O TRERZ SBATFHBRAAEHY — 5T 0k
AZ AR BALEE » BIRALEE 2B RAZBE -

3 BRAHAMBRITHAERKRGH  LAFARLBRZSETRML
(reasonably possible) » 75 Bp F 4% ke AR % BAR48 k2 & B IERCR
A i#(is not remote) o £ # A7 38 b4 B3 2 (significant)do 477 374 B & th 4%
SR B) $1 FAR > 5) B3R 408 & 2 1 14 (present value of cash
flows)

4. R BASH L REHIRBRRG > A A BSEREAR AR
AR KB £GETREAT  RREE  AERRESHFH
K3 0 &l A 422 &3t (Deposit Accounting)

£ ~ EITF 93-6

1993 £ 3 A £ A g3 # A £ 8 €44 EITF 93-6(Emerging Issues Task
Force Consensus 93-6)" % #1118 /) & £ ¥ 4 = €3 & 32" (Accounting for
Multiple-year Retrospectively Rated Contracts by Ceding and Assuming
Enterprise) * £ B Y £330 E % 5 ZM A4 E ¥ B4%&(funded property
catastrophe reinsurance)z &k R % 4+ £ 5 A & 1 - EITF 93-6 £ £ E H1%
NEHNEFIEHBAABLZ RIS RU AR ENSFHEY
ZHR  HERAEBHRRE SR XF RGN WELHERRI AT
& o
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15 ~NAIC AZ R BEARBREAHOEERE

ASERBERRBREZOBBRT  HRKRS % R(Risk Transfer
Regulation)+ f£ 1992 £4437#4 > — AR AEA - 2B S MAREERWYH
WEBRASNEAMB BRI EE RUEMERRRETERD RiEE
#Ae 2R (reserve credit) B F8HK - ZNEH L RILETF 6) F) 87 B IE
HABAHRLAENRAEY  GAUARREZHORTABRERRNLH
(significant risk transfer) &= - B > HE ER TRIEZBFREAHEL
FBRERKRBE MBS EEMFREEMBFREAY  BRIFREHLSZIR
,ﬁ_ o

PHERATAANER - HERAMEER 2R ARANABEAERR
(Assumption Reinsurance) ~ — s #1575 1% 4 4 L & 3 4o stop loss R E %
Bz SRTEIRAAKBERDNEAMBHRTHRAGZES
ENAT HEERBB B FIE - WM E SecdA (6) THET LL4E
FEVERBa 5 BRI

BA4H TR R, HLBBRBRTERAMRZ AN R E 11 B4
#o o RBH BAIRFNUSREALSBARAREWER

1. $ABBRALHZBEEMERRIATFAZFEERARAT L EHRE
RUREUNBRBROEL AR - BRIERRRGOEREEMGL ST
AmAGERE  RER HAHEA -

2. BRAFSRASETE4BELROEMBUIRAZERRIETE BED
FARGEDNBRERB TR -

3. MMRAFEHABRASAZREL BRIESRDEEHRBRBESY
PoLBAEBAZ AREE K -

L RN NRAHEREAL  EEREAHE XM ABRER

5. BRANZARRRELBARBIERZAAREAMN -
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6. AABERRBY  ENRTAHBERRS B HET:

(@)% &% (morbidity )
(b)st= % (mortality )

(c)##h % (lapse)

(d)& & (credit quality )
(e) B & (reinvestment)

(f) /L E T A3 (disintermediation)

R+=— BBREBRRSHER

(v

CBEEH) X

rEEY)

* AR A

(a)

(b)

(c)

(d)

(e)

(f)

ERBR-JERAE /R AL

ER-EAR/ R AL

Bp 4 -4

L i e

FlEM F 4

REHEEY

5o

BmasER

Bab B gR

B o IR

M m &R

1§ 45t T MR

HEREAL SR

FERHELUL SR

BHHFEEER

BEHEEESE
Bl EMEHREm-EETAN

XX X X X |[X [ X |[X |[X [X | XX X |[ X {(Xjis|X

el ol X x |x [x [« ]x %

S RN N N N N N N N RN N P O NI I N DS AN AN

SN DN RN IR IEN PR CN B3 IR RN IEN RN RN IR N IR AN P

SN IR NI RN N I NI P G B N D O N I N e N N N S S N R

SN RN N N N D S 0 £ 3 N N SN RN I N I N DS B B
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AASB X £ A BT :

(Q)RFERMES —MRARES LI BB ESR -

L) EERE - BB ARBRZBEEANZT - IRBABRHRT F ik
1% B M TE 3 AR IR 3 R 3R 3N o _

CAERERAANIBEREAXEARY - HAAERIER > BI7
X BB FIRRARRA RA -

(d)IRFR BRI R 5 2 TR IEH UL B 235 AM(gross basis) F 14
FEANDK

(e) A% B M 2k 51 1R B8 3 s TR AR B (A £ FA(present value )32 5] » o &
MR USE N XA REEEANTARAT -

% -~ AASB 1033

AASB 1033 g4#% 1 B-x 31,88 #1148 % (Presentation and Disclosure of
Financial Instruments) & & 8 %5, 4 2247 & P 8 & RO A 15 H SLAR 4 2 BA 7%
TH AP EapERARENAEMERELT

()R 22 A P ARAR B AR IR AR 6L 28 ¢ ~ JRm ~ KRS~ B4R -~ B4R
PEPEHHELE  SHARE *’J’ﬁ”%’z"ﬂ@:ﬁ&ﬁa‘%‘ﬂfﬁéﬁf?@ 1)
ho B AR 8 RABRIRATES B L BARR AR ER T L
(quaranteed investment contracts) » 8]} A At R IR -

(D) A G RIBERRBEBR A REL L) AR FIBMB T By
BANBEXIHHETNEARER  HpREE s AR Har
ARBETEARE - Bt 2ALEHEUT ER
"o AERRAGH BRI  OERFIHIFEAEA A
R EANMMEEANE  AHEPLARRLAEXLBA W
fa] e
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FeIsE  MhskHE

# Aok £ 72 B B F(Monetary Authority of Singapore, MAS)# 72 &
MAodk B B RRR TG R BB - ARSCABRBRETHZHER 258
B MAS # 1999 # 8 A 18 B 47 “MAS316 Bt 5% A% K it & £ 2" (Notice on
Financial Reinsurance)#1“MAS208 81 7% B 1% f it & £ 2" (Notice on
Financial Reinsurance) » A3 EREMGEREER NN K FRBRRE
BARER » Bl o & KA 8) L AR ERFARRBRZEMEHEB TN
MAS316 2 MAS208 i # 2004 4 8 B & Bl453T -

1998 + MAS316 M FEAR ML - T ARMER LT S AL AR EE
T 753 B AR o MR BARIR S A R R S B S R 18 B —
H o RESRNGNZAREEAAL KA T ERYE - MBRARAZH
R REREZ BN ERERELASOMBRE  AREEHRELEAR
B B B AR,

% ~ MAS 316

AZUBAHUSASHRER T EHRENEHGRAL T :

1 ARGERIZRBAS] ~ BARR2E ~ BB R 8 ST 3T
HARBRELS BAR - BERLE - AR EBRANLARBESF KB
—FEFEMM BT EHB BT RETTAENEE

2.RBARBHZER  BRREHEGTIREL  BPAMEBERR
24 (a) BRRABBEETRIRA  RERBRAY WwHBRBRA
2% REREFRLE FHAL . (D)EFTRET - RBRABERT R
R RSEE > RERY A -

S HRETE X HHF:EE RESHFHMBOEN  BEMBBRE
Z A B4 o
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A BATIEATH BARRA R QALATEARREERS - BRA
NEEFGR BRI AR M BRI ZBELAREBRREE
R ARZERBRLEEFERF > RF LGN EFE
AWM EFEERY FERE -

5. HE XA (a) KEMBARZE D 5 (D) SHH LT F ik
FREREZHAMIM (C)BERFHUNARHEEGELZBLEYE
(d) Az a3t RE ; (e) §3 R EHFHE - BARKARS
EEMMEREGRNAZ -

6. ¢RI FLMEARBESHAFTREBRREZLY » RIEHEK 1
WX 2 AN EHYEMEARRAMELEZ FREMERT
HE - RZ 0 BEROBFRABRBEIEMEE  FTHAAASARIY
SBIATE R AR - MBS BB RIEABRK 2

[ EikF S
(@) o 2 3

IR E ST()CH EMERL P L EARAT B2 2ELEZ
B EHRNEEN > URBRBESEALETEEH LR
e X1 PHERA > AMNBRROELAZFIRETE LA
B FARRACIRIR o |
(b) - A2 E)

RBARSE 3T(1)(CE E M BRE b o 8 WA 5 A 5) FAHAHE AR
RYELEZFRELFENLIA - AEGMS  RRBBALHLTHER
EEBAZIRME - A1 PR AHAKBREZAEEZFR
£ AR B RBAHE -

B RUBARLSAURTHELARBURHARZRT ABMLEH » ZRR
RBEBHHELY > RIUATHEABEYRRE—AHZ
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(a) £ 4 & AR

(b) 5% 5 £ A&

(c) X ERM

(d) 88 % Bz

(e) & A £ RK%
0. BRI AR A5 AN R T k14

(@) B ARBERA2HELHERAZFHAAEAFSETRM
(b) BBMRRAFELBRZHEABLAFSET M

i ~ MAS 208

AZLARAHSAHERE  EE2HAENEHGHAL T :

1. RELEJIZAARDE - BAERAE) - LB 8] ST AT
MEBEBIRRYSE B HIEHAE - RRMARLSLBUBEF
RE—FZEEBRMEBHF TR > FHUEAEFAXRREITTAEN

¥EH - :
2. MBEBREHYZERK BT ERATIHSE
(a) % +4

(D) a3k » RARF EFAMOEZMAEH > HRANGETEL
ZREBR -RRE -HLKE -

C) BRI EREOIZRRMGIXT WS

d) 48 € 2 5] 89 B AF I 38 AR

e) B BF AR B RS AR I B

3 HEEEH RGP FHESE REFAHMEOHER  BAEMBARAZ

F) B34 -

4, BATIETA T BARRET 0 RS LATEBRBEE RS » BRRD
SEFTERELIT 0 A MBBRRZBELBRBEBRBRETIER
%o HBERERBRLONBRELBERS  RFELAeL3EFE A
EFHME LA R A -

(
(
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5 @ AE I FARERRBUEHFTRAABRRREYS  XHTEHAT
REBZDNMEFARX 12 6#ITAKR R » 87
ABERBRBMESE > M E O HSND ) RBEIATE R
BEAMNR S SECBABE R AR 2H8EK6-

6. FidgFEHEMRE

(@) £ 2 &)
¥R 1 PHERA HBEAZRN EH CHEBABRELH
BERWP PZ M HRE ) HEFRRIBWHE AR -
e~ BBk PBREE -

(b) 5 A2 8]
BX 1 FREBPFBAFZOENZLHE HEREABRAZEIT AR
O35 BIRmMEE - B - GRIRPFREE C BUBRE S E8RRP
Z JE L AT AR o

7. MBARZOLRAABRERARES MRS LBRFIAELKX2

6 g AR AR A LA E T HIFE :

(a) M B BARR 2 HZ R A%

(b) st RIBE A B EHUREEHIT

(C) &3t AR B LB 2FRA-

(d) eAE K 1 &AL

8. MHARRYHEAEBERRSE  BAITBRERSHBERLT FIRMH

(Q)BRBRABBRRAHBLHEEZBRZIEHRLAF SET M

(D)R BARZ AP F LR A2 HE BASE TN
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¥E3E BA$E

1998 £ B AHMBERMAERXGEAMB BRI  AFEREH
FEBUMGRRRAEL IR - MAFHERRES - BRARBEH
HhTERANEHEBRAMZAHSS ) T MAERLITEB "M
BRBRRXG AATASRYEEL ST UEMHFAE - PHERARE
ZNE) o TR RRZHRBER T ABRBS LS L LT ELNHRE
NE o A A BN EMBRR  BEFMNAAXRBELTE =T
R AMERERTFUFRRZIAZLT -

1. T/ HBEBRE BIERRBRARITZARREY  BRFHRELHZ
EIFAR T BB A > BIRRAUBRRRZ YRR TR E AR
FEEIMEEMEFAIMA -~ ELHAARERBRA -

2. ATt B 4 SRR AT
(a)7E¢ % 4 7t £ 48 % 48 B AR
Y2 LEMEE LB M AR
(C)A% Bl 2 F A £43 35 48 M Bk SR 46 4 $7 45 2548 B BUIR
(B E REEmetaMAR

3 R RARRTBENAOW B A RBRBMARRFAREZFRMAE - B8
WEOEBEERA AL LA - RE4LEE - SAXERALHETFS
R mAETR CRBLTAERARTE - RARE - BEEFALE
R MERELY > MARANKERFAMEAN -

4 1R FRE RN FRBEGE BERAITREBRAIAMEZORE
ZER RRASREBARTRELAGFRSMME -
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S, MIEAARZAERHLT -
(a) £ B 4% X F 4R R
1535 SRS BARTR A 8] BRI R B2 B 0 RS B BRI R LR
B EMAAALE T ZRRRFBMAERHEL FIFaFRENER
EEHLBREIRAETE -

(b} E 3 B4Rk X B4R &

HIS B BAAR A S WEMRRRZAHZRAR > &5 B BRI ALR

M EHATARZI T RFHMEEREEL ENERZFEEHLBMA

EFRHE EHSTFRQNBEREEEEH L AT ETUETEEHR

BZRAVE -

6. MHBIRZ RIERA

KB ERERDNMEFUH BB LAEEAT LR

(@QRXHMEE: BHPRE  HEBAX B8 - HUIHBERT S
MRNRBRREZOHORREBITEBENR A -

(D)FRAZE NS ERE R BN E R T RB NS RS F
IR BAF 4 AT A% AA-, Aa3 U EZ R E o

(C) AR BARE AT ILIE » BARM A 8) f s LA F KR BRI 2 8] P
Iz BHAAe

(AR FEE M BRZAHEROEMELE » FTHEAG E £ DI &
TR 8 PR -

()R AREMBMBERBRE > MBEBARR DS RFA @SR
R4y o

N RERMBEBLLHEMABZHET » HEBEREZHRE A6
KBIEBGMIF L RABRBRBRRAZKE -

(@ F2NABFRB AN ZEH EOREBZMA BT —REE -
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—

BXNR EZRBEEMY / REBREFFLERBZLR

- B ERAT R IR

EARRA R RS mE X RS

EHREMETRAAVE RTHREREE RERL LA&"’F%:EJ\'EE'
HELRRIL EBERNBZECTEERAER LT dowEds
P51 R IR A5 B H A A ¥ A BRARARRTISRMNAOERT
€ PR LRI IR BF & A F &Rk ob > By B RS F KA AN
HEMRBHERE] URBFF EAMCHTR  BLFROFERARLEY
*éﬁ%‘? C G AR EARBEEM - MHERT  -BEFHESK B
ERBPRFRAMGEET - BERABTLEEE% - HBEHE

KB PHEERGHARE

HEMROHGEREY EEREHEREZFHEENERERNHAS
P ERBEA—FBATERFD RN EH QBN Y E:BE »
—F & EBRAEA# T R (risk-based capital) A& HT 0 UA
15 A #7401 3518 83 B (market transparency) X #3842 #F F » F15 56
71 % %) (solvency-oriented) sy IR E R B BB F o

LABRREURFZELLCESHBRHENR EEBRMHEN KBRS
ZREREBBTE L2 FETEIZRENGHRERE BEBNEE
FEASREEARNTE-LA T KF L8 2002 £¢570 B %(The
Sarbanes-Oxley Act » SOA) » AZ & ¥ LA itk & BB R
BRR DR EMHREGHEAINE  REUEMHBRESBFE -
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= GRREFHUBEAILE R

B RERRHARE T AR BT ERT RN 8 LBAABR
BEREGT - REARE RBAERT AP RB|BLTOME B
RAFBRMFEEE > ABIMRGRTER BLEEHERT » RR
NEALARFEMUBTARRRTERN UAREEE LS ZRATS
FERABET 35 R0 a8 M SR AMRHERRTFERE Y ARG H
Hre@ R E R BN TR -

v~ BiEE AR

FEHOBRREAR wEHAREFE S TE RRARYE B EX
fE it e B AL Bk T 3 R B 45038 o ~ FR G HAERSIK A0 BB A R
Bt B % B 4% A B 4= (strict liability) 2 sk R R & % Bk 3% %1%
AR EERRERFRE SRS TH A LPT & ADC s’
K@ aNTEBARERTEN 85 - RELBROKREESE
o @ RFAH & (finite products ) JE5] @b —&2 2 o

2~ RARRENERARS

ZHERFEGEBNE—SHAG  EAREHFELNEEFHHEK
HoMERARAFAESLLNER  BdoRBRA 8 A GUIEAK
e ENAAERALEARLGREARNAMBILE SR KETR > AT
FASFMBRAFRERRAOVE  ELBRBEARETHAH Y
RAFFE X XA A T @E (financing) » F Bdu K48 F ZA%4R A
B - 548 F E 845 B A4 LR A R TR (uninsurable) & B 75 =T &
AA Y ) do B sk FAERR 548 54 (stop loss covers ) @35 5 4% 2 3]

THRBAY  ARAGIETHRARRBREZEARAESFA P 100> RESS £ 2 H > MMEAR
mEFEFRTC
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ZLERBRNFFAR  EEZBUSRKRAERTIFEART T AELRSI
R2A e

A fE | REASRBRAREE EAHRAE

HERR AR AR RN BEEMMAAMESRERSF (1) HABR
BRAARFTABEARRBRBHE (2) RHRFHABEEIREANEK (3)
BMBERTAL AR (4) RERABRRERBRIHEIMTHR  2£E
BATAENOFBEERGEGEL - - DAL EZARA T MR AERZRH
AFORAEDE > wEEBRSE - REFAE - REAL -XHHFF
MARTAREH XN CERBAREERS

— R

EWMHBLBFAYRARRRANES KRG » FRIIHBRRE
HREH R B BATHE  HANERBEARSTRYOBREEY T
LA BEHIRE - A #8415 & (treaty cancellation provisions) ~ w7 #3452
8 RV EESRE RERYBREMWERITHE LY ESE
Plio B BWMBIHHE - RFFHEAREY  EERBELEARPTDSTH
BREZAHYZHBERAE it HERBRZHZBERRBE 74
BBETEAERERROEREEREE  ERA BB LARKARF
M Ak A AR ARG B E R -

P38 o B S R A5 80 3 R REAE A BE BRI A TR 5L SR B B 6048 A A5 4R
Bl S5 RK o AR RR A BRBRAMALS BIAARBERER
HT AR BE AL E ) BAR TN BRI RS AR ALH W RRR
g 4e - ARUE BAREEASALNEXIFHELN  BHLEA
RAERERARBZ RIS -
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LEHRERAERAREROZER L BRBBHERERBRSHE
FAZARREZOFHABERIRTREY - Ko BIRBRRARERTS
FREENRRBE  BRZAALEEELT LT A ReiTH M - 2R B AT
BRYESHEERSGRRAT L BEH5RRRAE —B+2 T A28 F 5T
MRERAMBEY  AIRFSEARNHEARAENDANBEE T RITR
fx$5 3 eyt R 0 4o £ B A Mk B % 4 (The Casualty Actuarial Society, CAS)
HE RGP FIRR RO BB R0 ER LA L CASHAE410-10
FERERE-ERMAGEAR MRBKARGEL FH A EEAEIE XA
& o 78 7 B 1% A5 48 (expected reinsurer deficit, ERD)® » i% i ERD 2 13 8f 8]
RARRZAOFTASRAOARSAERT S A REH -

=~ iR

AEFan-Fi(true and fain & & BRI H LB BALBRERESY
EHREAREZBY AL WRBFRREYHATHRAEALE RS
PP ARABMRREZY  BTRASFEMRREFEESGD  UREES R
BANHEER R BB EARABRRRY  BRAERLEHFT K
AR ERARBRBA B TRARBRZLERONELZTHR
Mefssd » B EBEZESTABRARS R I > CIEBRBE e
B2 -HNEE > AMATHELSENBRERRSY -

Rt t » g EMFERREBFERLZHBABLAHBRRRE YT
SRABELBBREE  BUBRREZAONEB SRR EH S T B4R
AR EA BB EAREB SR EHEL S R N EHLERE
ETELAEME > BoRRBEERRE > /R —EERRIHITAER
GHFRRABERIAREMARE A EHAE Y &

® Casualty Actuarial Society, August 1, 20085, Risk Transfer Testing of Reinsurance Contracts: Analysis and
Recommendations
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1. RIRBAZASBRER HH0FHEERENE BB HH B
e RARREYOBRMBAEBMREREY L5 BUABSRBR TN
BT RREHL -

2. BRBAZASARBRRT HAARGEE  EARBRELH T RABK
Y XRHBUMBHRAER FERFRAMOTEERE -

A BRRE BT TRUBEREZYAEEE > Bt £EEL
HHEREAEERERNEF > FHURREFELR —ABRLRR S
Bk AR B BbR 0 @B ORI ASP A — ARG ARNR AR B AR
TRE REPELERME REA REFAAGEE - AL 8K
FEESFERAZARRRXGHTEIANST  BRRSEAMHE XREHR
PRER o AR E -

= MBEREBE

EEMHBATRAEAREEBFRIGHATENS  ZREBRLER
HEREEEREHMBERET > PNUFRE T LARABRRILH X480
B - 2AENEETFRE 22 dNEH LBRBRR H ARBEEER
AEZXGEH IR AFIGBRREN AXBBEARGARE2ARH
EFALEIFHFRERMGOYE  BohBHRRIHZHoRAR LH
IBE - ERE B L MBI AR AT 28 - ik IAIS (International Association
of Insurance Supervisors &% C1Z#E 5 ! BB S/FRENASET A
FBBRRMAREERESE  QERBEBARI S PENTAAZAE
MEE o

REMH SRR E IR ATRERLSE  ORBEBRHHERREHR
Rz ERRR  AAL RTARBRSH AT RE FBTEHENS &
AAE B EZRHABREBE AN LEEYE » ot B 2005 F 12 A ¥4
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BBEFR ERAARREENERZRMAMBRAG » LEBEUD
RIREBRBR S PraMaER

5 EZBEFAITEEREAARZ LR

o LAl SEBEEMBHNREZMBERRIEESFX > 224
AP ~HIARE;UBRREBEER RPERARA BIRBREEME
BERT » AREBRBRESEEHRAE WA RAFRREH LS
AAERMEEANEAN B BEMRARFAR - 28 5—HI AR
R RIREB/RR - HERBRREHER » 30T EILEH R 40
FAMREBRBRZER EENERREEXHEERALTHAMES P
$REEBARG RS TER - RBRRRE > BRI RER RN
il - BARELGM

® Freshfields Bruckhaus Deringer, November 2005, The Regulatory Implications of finite reinsurance
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TAEE L X ZRAFZHMBSAREBRREEZEERLAGHAES
k '
A+ 2 EREUMBIAREAAREE LA RAAEEL

B A& T REER BRE R A5 1 e
L% BEE
# | & MR ERRE R &3 7] it M (reasonably &
® |{ef#23 | FRS5: possible) &4 4+ B Z R %
WRRFE— (FHTHZRHM K Rk
OWIRE | HBA AT T HEHZ
MABESRM | FHANBLCALEMBEREA
B ABE | TRWRE - RS H
MEE - AR AL R B A T B
MAER o
BB ¥Rt RTRIH
SORP :
BR324 R H BAE 1R
REMEER . BRENz
AR OEFET &
HECRE CHHATRAR
& BiRESZ — TR
B 6145 4 1% 3 8 Fa) JBL
fe» BERREHL—E
1
£ | AFaRE | FEER: BE # 4% P Ry €L3% AR 47 2 0% x5
B | Birrerd | SSAP No.62 - fal BB — AR AR 10% 34 L&y
Bix EITF 93-6 ~ FASB 113 BB P T A BA %
3 S
SAP No.61
i | Circular No | AASB 1023 BB FELRRR b
M | G3/94 B A PR L B AR
Guidance £¥% o ART EyEL
Note GGN 5N
230.3 AASB 1033
# | MAS318 REBBERBBEEE MAS316 44 s - BF - | £
#o | MAS208 TRAEBRBEREY BRAERFERARM  BLH¥E
i BERZFHEHSERTE
{3
MAS208 i £ B4R &2 F
PB4 AT M
B |FRadk |AABREREY RTCE-SZEEHR-HARE A
A | Hedan R KA R e
Z AT B A
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Wi EREIEF > RAMRGERE YA RAHME ARALEELH
LR RIEREMERIRE BRI EHEARNAEERBRR D AR
R ERBERRBEL > MAMERREBRRZRERTHUATH L
i&éilﬁ%iiléﬁllﬂii'lﬁﬁ B RREBRBETRAEEEREANETAEELA
A RERERANADLERTBEMBERE ) A AR ERHERRE
BRBRZATBENE WA ARNEREREBMEE  ERF o
EOMERABAEST G-

B ARBRBANERL AEARBRESHRAELH(SORP)R#&
FASB113 & EITF93-6 ARk ats - BRAB KRR AR —EE O RHE &
BERAKERGRAR REANHARGBEXNTHREHAR - BEHEMBRAE -
A ERNARABBREYH o HEAKRSRIELAB T SLTs BRIk RN
KoLk BB EITFO3-6 Bt MEMALMATAE AR E  BIF YN ER
ZHER IPTS PR RMEBZ IR ARV ETRAZETEA AR - £F
Z RANHEBEERETURRABTR - 8% AAAIEFAIHOE
FHBED -

EHMbadl ~ B ARSI R 3k E £ H SR E BARS > Aok~ B
A TF) 3% LA B4 7% B4% B (financial reinsurance) » 8L R 24 FRER B FG 45 48 F- 1R
(limited risk transfer arrangement)#§ = £ /E4 P AT AR S & o iE
B EFRBXY e REAMBREEEFE  FRAGNLAFAR
BB E > A TRBAMESER —RASRBRETRE  ARFTE
EHLURRIAMGBREE L ERASEAN > -
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B IAIS B AMEARERZRIAARZIAER

K IAIS ¥ SR EIEREAMAREREE SRHEETHAR
J= :F9|~4}L)§,gl]'ri;!ﬁiih*‘ii—(princip!es-based approach) gtk R4 B3 F
% (a rules-based approach) » R:EHEF GFHFHEE FiE - FEHER
PHEE P EdMEREARRIFRATME  LRRDIERARLA
BBEREEABRE  LARETHFABAL IR RARAERSF > B
ph o BB R AU NIRRT A AR RERIERS  URHRA
REBFATACEERIEAETER b AMEEAB LA RHBEE
RN AERBEFM - PTRGERKENE  THREERB RGBT HY
EEREFRERFR Bl KRB R ERGRMRE BARBET > LE
FARFREREOREERS  CUAFFEESMBIB LGRS
WA B A48 & oA B K -

R BRAEEFOLEFEAN B2 EE B A LBRITIEH
REABRBRIIAFT ERGRAEAL SEBRBAAMER > SLE
EHFERAFTAFR

" PATRERE o T ARBARMR R B A 30 B A AR L e PR -

» EREEABLARERRROZBRBELESENE  side
agreements 75 £ 3 R EN FRB|EA L -

» FRRALABEHUEAMREBLEHNZIIHFEARGRAE

" R ERE  RERMEGLAHEBRBEAGBEE A FT(OE
Bt BRY42F)

» B MEREAMFEHRERR ARG RS

» PRATAMRBRBREEABFLEFALBETRMBLE

" SR Y AR T ZAMRIHL AT AL EIEMBALE AR

' International Association of Insurance Supervisors, October, 2005, Guidance paper on Risk Transfer,
Disclosure and Analysis of Finite Reinsurance
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" WHFRBREERR  ARPERSALEFoRE  WINERR
TILARSNEZENBREELS  FARGETE RGRA G EITMRSE
24

s BEMBERNENNEFRRSMIEARMEE  ARART
- RRBEEE  URMBREARSE -

= ABRHARENARIZBARE BT TFHEHABEHE
7 o

» FURREXZRALGEGHEARBHE AL EE EMHRREHBR
fr » A AT URM A B A B KRBT

» ZREHGRMHET-ERENNEERRITARLARLNFNEE
1 RF KRBT A LAG B IEBARE R -

EERL BIFRMEE B ERMERAETROBRRLS AR
BT S & R JAISHEIBERBETURE—- S HITHE -

 EEBROBIRASATOEHMELRENERH

» OHEMHRFHTHERE 0 T side agreement 7 4£

* BRAMEHERAER s EBRA-ROREZFIRE

* BRAHRHAESR R FELE R A S FEANBEZIRARER
1%

* BRSHBHM X B MER R

* R4 fRE(blended covers) @ B iA B — 8 BARS # K6 SRR
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HNWEBAEBOW T L EEBRBETUULTERROETF  EBERY
AFBEE 8 E HNI

BRABEEHORRBREERS  BRRETERBLALETF LTS
WiT o REAHB A B2 RBRIR -
ERARTDHAREENERESH M
TETRBEGHRKRALTL? RESHE LI ABR BERAY
R R 5 B R L — Mg AT AR
RIGHABRAUIXEUTBBERLOONTLIEEEA

T RARRR 2 3 SRR R A5 38 2 547 81 L 5 & 488 1% {4 (economic
value)

B $N TR HAZE SRR ZARBELBEWGE  —F @k

FRERAANE  A—FT G E o RRARFENRLITE LRk
% AT RAMBEIRAZAET I A BN RRE A AL F# -

ik B4R (bulk reinsurance) —& 1% ANE — I8 ¥ 75 23 R 2y B4R
ol BB ER - R F BT EIEREAL A RIRRADE
BATHMWARR AZ AR R -

Af M B4R (assumption reinsurance) —ds B1% s A KL B AR B AP
AHREREAZRBES  BRARABRT LKA TN TRELERE
QMR SEBAREHA B B AR MR R EFA AR BB AR
o A AR RAE RIS c EEHEAT 0 BIE KL BRLA
BEFWEE T RONAEERLRRBEANETESBBER
RG] B BHSNIETFEALBBBEINMR  wREHER
P E AR E BT BN S AR AR R EA
BETEELRZAAEMBEL  FBENBALH HHRTE HEHR
REEEHLHBR AREEBIALAELHBABRELR -
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* Esp4ra(surplus relief) —ie % £ B4R & A AT A HAZ QMR
AT 35 ) — L BARBR R o

® =6 %ﬁﬁﬁ%‘&iﬁﬁ%ﬁﬂ%iﬁ%$%%i

BEHER  RBRABEBRTS  RIBAREN B REBREZHE
TG AR e TR AR T AR E ) (AT #48 RBC) » shig e
BRBARES  HFERRAGNZEARARE T UGN Z I PIRRBREAOR
HAEFRRE  AAREEEAEFLTHEREMZATERARBE -
IR REAIN N RS Z TR AR R RM B2 AL FFE
WAFHMBRRETLTHESE RBCHRE - REFEHABA S ERLH
4% A RBC 447 % &k 8 £ 3 1 W& — £ 7% 89 RBC 4] & ~ Solvency ||
—UEAREEZFMES -

{1533 RBC R &R FFR &2 F AN RBC #4287 » fRIEL
REERESVER - FELEEMNMAESFTHMEEL > HbEH ¥ KM

EMUA T REEZRARNH

® FABLE:
® FThEeE -FFRHLZEA

B3 AREE®
B THMBRE—2INEPIRN2EAER  RITFEEA —HEIRTT

BRARGRBREETAERE - —ERMEINEAREELE > &M A
FEABREBRTHRARBEL REL -
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BT 8 R 2 MR T LA A A T w3345

MEEBTE kR
B AL gk
AU EE
BEBEE

TR T LENBH 5 BE L) BREEH i THIRH (4]
o X BLUBREELXBMEEE. K ) AMBMHERRAELLBHER
$L2 T A RMEBEHEEFLETARK - FREE gk
Fo BTG AN ZSEFTH -

K BIREEF EHEHRAERATHABEIRRABRBIER
BRAEBE KRATERBEBFEH A REREAESRITHORAFENA L
BREBGMESAR - — B EERENE > THREFLRE SR HREY
S BREERBEN EREZHEEN -

Bk B A b AR M AT AR R 2 AR
% -~ M8 &% (Financial Measures)

PRk (FMs) > fl4offe A SR BRARZBALRABRBEE S
RBEIH— ARG EF £ HLRAENLBERARELEE I RMBF
BEEANEEBILFEEUAZATBESL GAFTAEL20% ) LRAHM
B E R GIEARB AN ZEREUAEE - R 2 MBRARETE
Al - MEAMRASHNBERMBEUNAY > BbbARIBRRGEZEZ LY
X EHEEEBBZEUARN -
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A BTEEBITZAE > RBTH —IERERGERI - RIF LS BAF
EUANREALEEARLFEENZR  BES AR A EHERA
BRBREECREERNARE - Bh RAAELREREFEEMFRE A
REZFAMAABE RBR P 6 hFdkB s ERARLFETAH
9{3 o

B EE MBS E EZE AR loadings » MR BRFEE A A4 Tt
BREE  BESPH SRR OIEAR Lioyds BATEAE R - AT YH
# % & 44 (broad-brush) F XA —Hk & » BMEF EAFRRERR
HEE BANBE R LRHETEFBNEGEBERRE AN REBHE -

Bk gk (Percentile Measures )

Aot trExE (PM) GREAF S ERERTH—EETE >R
ERBEA  BEIRPR > KT UEEE — BB e l4/E AP~ I
FRLREANERL 1%HERBFEOEARN  mAlsR 99%0 & RAF LI
woE - AHERMEH/E A "1 in 100 FeE 54, (1 in 100 year
threshold )  #% 2 » AP =T BUAR 548 38 — 18 8 450 S0 P 8 4K SUAT & & 1 8
BRI ATIFY -

BB ERZRAALE T ZAB+ W -

B e ETRSEYREEAEHR S P BASEERSGT
HAE— B E St T FEHBERES LR ARREELZ
AR E R - KRB+ ENREIRTHRB R 1%L ENEHAE T
WS EE  BRERE o PR LA 5% e P BARRE
Flfigace% o 1in 100 £& 1 in 200 4 2 AR ERME & 5 3R G4 42%
B 26% o

45



bl s RBRT B A RARBASE AR A (RN A - BRER1EA
—HEMIE TR ~ o FARERAEA T THEARHLEE ) ST Ho 0 o
FTEF-EGEN M REEARTH ARG UERFEIRER
ERRA-TISRGEVEZE -

FHEERMBEFFERRRBHEL L UAFESABR AN ETAGRE
B BEBELAMBtonE tungR -

% - B Y87 FE (Exceedence Measeres )

B E AR AR ARG A TR AR kYT B
WAL T R P RNTE4 1IN 100 LB RALE + 0B
oo bl A -16.32 1 -23.13¢ TR A A L BAE A RS0 10 100
BB ALK EAEHS - BAL LG dofT © Bl B+ ZmaRA 16321 &
AR B 22 5 e B B TR A T AE b s 100 85 0 g i -

—HARHEA"AR sRBHET AL T RAEHF L
(Exceedence Measure - EM) £4 B4 %+ T > CleB HE - HBER
BOEREH EMAA—BLENIE BITHE N8R EELRE
AR % Lk RMEHwIRE T AR KR{E L (Tail Value at Risk, TvaR ) -

AHTHEERRARM (TvaR) > RABERHAMALLFTBERERE
HEFEHEE RS BB —BEsrss - KRB+ Z8E
FltmoiikBEL T EAERRKRE(TVAR) &3 B TAEE+2HEH
+AxL &R TVaR ik ' KATUALBREH B R BEE> B AREZE -
B+ =885 F34 4% 100 S£48 kA THARB -16.32 > K B+ 52T
oAk A 3372
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B~ $ 2458+ (Moment Measures )

& £ #8% (Moment Measure > MM) Z:E B &3t A a9 45 M U4 &
c WRUAIGHEAEBELAYREY -

AT 3B TAEF B R/TER BFELNEHRFEAR - LB
FEP BRI ALE—PE S MOERESL 233 @R L EZM/PAFHE @ 0D
BE e sE R A oA 2.58 B4R & T 34E - A B AT BB

EAFRE it Rl R AR AR E LR -

B HEAREZF %

—BETAWEHRREE N AMETERAECREE N AHFAL
BAR AHIEEAAREG T EURBHALHEAESE (F44t
B fh o0 & 2 SURK )

AHRAFaFETATORETREE X -

Scaled #z. & 'k
Shapley %
Ruhm-Mango-Kreps 7%

£ &% ( Co-Measures )
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I B ENNBETAOMEESE » UABERE

Aouii FiHE wEZ
A 10 20
B 10 40
C 5 20
D 5 40

KB ERATHRASGAE LGS LG (skewed) & 5 BLss £
EHEATHBRMBRAREBCIMERY - 5 AXKRAFEEALLEN
FTERERTRLGBETEARZESAMNNY  EALRMNER LBRAEY
A AT iR -

BT R A AERIE OSUERKLEHLTARTHRE A7 FHE
200 AN GHLED —REKFLIOFRN - B ZLRABBNR
RAGBBEILE  CRAABETEREARGOGEIRER -

& ~ Scaled . B &
Scaled Be Bk 2 AR B AR EIAAKBEMEE TR 2 RREAE F 2

Bzt 4% o HArjul 0.5%Z K EHHE 2 TVaR A > TR Ew@A
MR THAERHBEREAHLT

AL TVaR A1 0.5% | B Z S TVaR k& | FAREEH
A 48.50 15.18% 22.85
B 105.35 32.98% 4963
C 53.07 16.61% 25.00
D 112.53 35.23% 53.00
A3t 319.44 100.00%
£ 150.48 150.48
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sy BEESGH TVaREARSFHEFE - wEE RGN0
s TVaR {54 319.44 - BT A sy TVaR 4 4 15048 - f 319.44
#1 15048 z By £ BEH ARME A" » B AKRFA R (dverisification
benefit) - CAEMHERAHHMAFEMBHANTELSELE LR
B B—F B ATHS —FaFEHER > R B bBia o fddig
BEAMENEREABELSMARLEHHERD -

FH S PR BmLEd AEATARBIRA scaledBLE % F
BHREL A scaled B EEBA SHABRA R GERMNBRES T -

£ * Shapley *
Shapley sk Z# N KA MAENFAE TG AEDRT AL L ET

AR A R AR o S AT b ey A Btk RANTAEH 15
AR s mBmaA E kR TVaR 5 &4 F :
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fe¥tims | TVaR Bfa i
0.5%
A 48.50
B 105.35
C 53.07
D 112.53
AB 108.64
AC 66.76
AD 115.72
BC 112.06
BD 148.34
CD 120.57
ABC 113.90
ABD 147.44
ACD 122.09
BCD 1563.12
ABCD 150.49

1. RA A S Ay AkiEA 48.50

2. A ARKEPHE—F R G561k
B {EA6.72:
((AB-B)+(AC-C)+(AD-D))/3 =
((108.64-105.35)+(66.76-53.07)+(115.
72-112.53))/3 = 6.72

ARG ARERMEREE LT A5
#hERE A 0.82

((ABC-BC)+(ABD-BD)+(ACD-CD))/3

((113.90-112.06)+(147.44-148.34)+(1
22.09-120.57))/3 =0.82
4. FRG ARGERMG-ME L A5K
JALFa4d 4-2.63 ¢ ABCD-BCD =
150.49-153.12 = -2.63
5. FATi(1,2,3 ) B LR TH K
At R A 1335
(48.50+6.72+0.82-2.63)/4 = 13.35

UEEE—-ASHGAH I KRG EBRE—RESL  RTHE
18 £ Sz Shapley ‘2 BB E AT > w T RAF -

AR Shapley &z Al B A3
A 13.35
B 55.63
C 18.15
D 63.35
88 150.48
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£ EWHA Shapley 2 THHZ MR EEEZ A EAREBEH
FahEnEEET b TVaR 4 -

% - Ruhm-Mango-Kreps

Ruhm-Mango-Kreps (RMK)#) & R &t B 75 R ARE B — 18 & o 4R 1238
BEHEE N HEBAREGTRERTHE - Hldo RAELHF B 05%
£ E R M ey B A 0 £ LT AR 0.55% % 0.45% 2 fE &R T »
BAHBD EASNR > EORBEE - ASQRAKREHRZ Y ERREHE
REAEEEZARE A -

HES R T AMF
A RMK k2 B B ARE
A 9.75
B 64.76
C 8.96
D 67.01
e 150.48

H -~ £ ¥ (Co-Measure)

+EF/EHE (Co-Measure 'CM) R A AESXEERAMSET A
Ak £ EEHERMRAARES LALREBBESKOYFHARE
AREEFRESTIMEN ELRBR T AR - Bk TVaR 18 0.5%8 »
e EEHRAZDZ TVaR i aiksgibis - mARLHE L ZRRE
AEEEL TVaR 84 0.5% Bt AR T AREZ K -
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AP RABAOHEZ &R TFRFF !

A S8 £ E R AR E AR
A 7.63
B 60.16
C 11.97
D 70.72
A3t 150.48

AMEAMCEFEFA P BENGRAREEARARE AR ERE R
%o BERMBEAE (RBC) EZNEHEAE L - FTLANNBHEE
A BRE > — A BNLRITENLBRREAGEERLE ) 5 —Hod Ml
BAEA - BERAERBBREEL R XD EE « THMEXNERE
KANRERPITEEAREME - ARBRETAH ST LEAZEHF L FHRRF
ATRMURFERLHETAHE L2 R#BE  LARXFATARGE

% o
%

AR LM E TR AR E N EELBE R NNERE
MAZERIERGRREARABEORAT LEARN > HEABRARET AER
BRFBEASH REZLSHFDOHRIE - AN LERE kB
Solvency |l 5 % » TR 37 &) sAE 3 2 3) A 2Rl 0 RIEE LA AT A H A

N oA 2 @R

=}
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B=ZR BARMEAGRARZER(FFR)ESHZABEARE

—BRERBARETARGRENE  RTHRALERA B MRHHAERMK
EAFRFFR)EE LB IFRAEALRAE - 695 Ll S AEHEN X
MTREFABLAGMAABEATERANI H X -

KA A AT o3t im 8 B £ AR

Al ;5 #4282 3 (Auto Insurance » Al) LA BB ZAENE * F
1 BABEBRBEUAN - B2 PHEE LT A 80%ZHE L 10% 5 84
15 4R F N 10% « AL BRI A ES BIRRARIESE 2 ERTR
HREADR R B Al 24 1,800 Fat B A o (LHARRA
SABRBR T RMERFAELE 18%ELTERE )

HBTGMARRANEEMAREL Al AR AT BATES Y
AALRRESHRA LS ARREEFE - SLARBRERTROER
Hiktw (ARARETRBETZHH - BRANREESHFRRAES) &
EBAREEF RO TRESABRR (BT LERRREF LEXE
B AR BEFRA S L REH KBS o) A0 IR L & BARR o

HTHESHBREEREFETEFSAGRBRBE S % A mﬁ#l‘“
NEEX—EEEAAGERER BV MBRLAERF AL (F
ol Fiugh 80% - AZEEA 10%) ER—AMMBRIBRER > ’\5'11*#1.

FREZHBRRFTE  RGARZTLBEARBMREBEFAMFTHMNIERX
HERBGAR  KERHAR -
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Al LB D AHF LMK 0.5%2 TVaR 4 » B A ABRASLRITA
BRBREEHZAABTABA T - ZHBRBRIEOMAHLIIERLE
HZBELRNBEEENETE ( RBRMARERT ) Bl T HIHOR
Bg:
® EusvHA - FFRZABFHRERE (RTLERRFER) PELED
HERBERRTEAMRGIN & AFEHEERRTKR
ARALER - foEBRSARSRERARPT -

® -HABEFBRIEP Al ABFRRBRDIHEZFHRERAL TVAR
ot & BRBFEZBEERAS TVAR AR GFENEA R/
1 HE BN BERUALE TVaR A - BAEFHRRESH
ARBEBERERLAG—FTHRBLSF -2 UFRETHF BARKR
FE o RBEIRBD S Z AR BRI RE

® FTHRIBRAFBMLFHNFENN2ELHRENEES  BBM
THEBRRYEMEMRBOFREANSRAHEAIR - wREKH
B BARR % 50%E E b BiRk - RFREUAZFLE
IE o RTHBGFEENZKEBEHLHS -

B+ tBrRla8athkit EARMBRITIZILTELCURERE
BARBRBRYEAHELAELER - EXYHAHREF (FH 6 25
100 18 E 404 ) » BEIR T LR BB Y R RAF LB R BRI T £A3HH
2@BBEREBTEEGS  MAANE B SR 0 5B K BB K4
a4 ARSI T P ESBRRT E (M ERERSE) ZB M2
5

KB+ EP o RIAITRAFEREHRE T2 BRR (P RGBT

Pz BH) 2R Al &3 H R BETFR ABFPLTUEFH ARV EL
BB Ry ERTLAFIEFARREHAERA > Fan % -
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R AR ERBRADNEEEEFAHEBRRS EFARRB K
RERGRNHUNBRBROTLARNE - HERATE > ARRBRIIERA
250 B (3 B 05%2 TVaR &) e i %ianl - X F 25%
ZAEHE T ERERIALARGREBMLRZS 0 FFEA T B
B BREHMERARRSFHATHEAR -

FwIm %

ARPREEMT AR AR AR TRAL —BRAHRAE  KIAVLHT
T ERABREE T EURNBEEHEEF S MESURRT AR A
SRR ARGERE - BPRERA — Lt RO EIRE TN RMERER
CHNEABFRARFFREBZREAF X EZ ARG HHERAR - X R
MR E AT EBRRESLHNERRER G4 BAHBLEFTMNLA
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BREE 50
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-150 100 50
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BanEEk
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188 54 -16.32 #4RX#BEIHEN1In100 £
0.5 8F 44 -28.79 &£ RE e/ INEN1iIn200 F
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M & H -50 0.13% P UER R RS E
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CR g £ 5 &3
50 18 & i 99.00 ik R |
188 » 1 -23.13 & R@E & %E» 1in 100 F
0.5 @4a nft -36.23 £ RF & AEN 1in 200 F
#EDHO 2.97% BEMFE
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FRER
o B RE W A& o B
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BEE 50
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3 / \
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N R #

50 B & 1 60.03 RPE8 R I HENFIHE
1185 51 -33.72 RPN EH -16.32
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HER)INEHO -18.74 HPEHERIHEHO
gERAERN -50 -64.88 HP3eE R ERN -50
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A\

z / \
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50 185 o 57.03 RPHERIHENTHME
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ERAN)HFENO -20.46 REHERINFENO
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F+w— A i# T A(RBC)E B = §if] — & A IR E &M B IRR(FFR)

A&
AERR
AERER
“a A TN 100,000,000
F3hpnda & 80%
iREE 10%
A 10%
BIRRH %
1% 4 B A% Fe | PR € e & B AR
a7 tb & 50% a7 F %R 50%
RS 2 A 10% AR & 0%
R FRED 95%
) 1R & 45%
FEES : 3%@'] 50%
BRE LR 120%
1% 4 B 1Rk
#87) 151k 48 & 35
R 2R 20%
A8 3R 100%
R A 3%
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A t+EA-ALBRRRER

Bk HHAER| BHBERI RELEBIRR
Ha 1% B 100,000,000 100,000,000 100,000,000 100,000,000
PaLRE S 0 50,000,000 3,000,000 50,000,000
AR R 100,000,000 50,000,000 97,000,000 50,000,000
LY 10,000,000 10,000,000 10,000,000 10,000,000
2 A 4 0 5,000,000 0 7,500,000
¥ RA 10,000,000 5,000,000 10,000,000 2,500,000
4 g 3 Angm 80,000,000 80,000,000 80,000,000 80,000,000
5 2k =) 0 40,000,000 0 40,000,000
i BE 2k AR 80,000,000 40,000,000 80,000,000 40,000,000
P! 10,000,000 5,000,000 7,000,000 7,500,000
PR RN 8) Z R R
J- 3455 #1M 10,012,062 5,006,031 7,090,739 7,648,257
A4l 0.5% 18,383,286 9,191,643  -13,000,000 -14,191,643
‘M E A Bt B3R 18,383,286 9191643 13,000,000 14,191,643
RAROC 54.46% 54.46% 54.54% 53.89%
AR AR 5] 2 HR 3
J- 34 55 M 0 5,006,031 2,921,322 2.363,805
A 4i 0.5% 0 9,191,643 5,383,286 -4,191,643
‘B E A" BLESE 0 9,191,643 5,383,286 4,191,643
RAROC . 54.46% 54.27% 56.39%
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Chapter Three:The Regulation of Financial Reinsurance / Finite Reinsurance

Review of the Coverage and Provisions of FFR

Finite reinsurance provides a mid to long term solution in risk financing. It can provide a combination
of budgetary and cash flow stability with the ability to include non-traditional coverage such as
“Employment Practices Liability”. The ultimate advantage is the availability of significant profit sharing
arrangements of between 80-85%.

Finite Policy

Whilst each particular programme will have variations upon a theme, the underlying mechanics of a
finite programme are relatively consistent.  Serious consideration does need to be given to tax and
accounting implications, however, in our view, it is the underlying commercial viability of the deal which
is the first priority to address - if a commercially viable deal can be arranged, then, at that point, tax and
accounting treatment needs to be addressed by the auditors.

Generally, such a policy is taken out for a 3-5 year period. They will have what is called a "Term
Aggregate” being the maximum limited that is collectable across the policy period. They are,
historically, used as a "smoothing” tool for companies who have a serious and responsible attitude to
risk management and look to accept a reasonable “self insured retention” for their traditional lines of
insurance. This means that they do not continue to pay traditional insurers levels of premiums without
any real gain or return for a good loss record and/for good risk management/housekeeping processes.

A percentage of each annual premium (the Experience Account Contribution) will accrue to a Notional
Experience Account within the Insurers books. This notional Experience Account (EAB) will increase
as and when future annual premiums are paid, plus associated interest, and will decrease as and when
any claims are paid. In the event that the Experience Account goes cash negative, the Insurers will
require acceptable coliateral (i.e. Letter of Credit) for the future premium instalments, but only the
extent of the cash negativity of the Experience Account. As soon as the Experience Account becomes
positive (i.e. as future premiums are received) any LOC will be released.

The illustration below shows how the Experience Account builds up over the course of the 3-year
pericd. This is the fund increasing by the annual contributions to the Experience Account and based
onno losses. At the end of year 3 with full and funal settlement, the total amount standing to the credit
of the experience account, (in this case it would be US$30 million plus associated interest) would be
returned to the client.
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US$10m plus int

US$30m plus int

1" Premium US$10m

3™ Premium US$10m
US$20m plus int
2™ Premium US$10m T
i Accumulated Loss Fund
US$20m
Accumulated Loss Fund
! US$10m

\

EAB of US$30m
plus Interest is the
> Return Premium

|
J

However, it is likely that there will be losses on this account. The following is an illustration of how the
EAB would operate where there were annual losses and in particular, a bad year.

US$7m plus int

EAB of US$7m
plus Interest is the
Return Premium

3™ Premium US$10m
US$2m plus int
2™ Premium US$10m Accumulated Loss
Fund US$2m >‘
{USS3m}
1* Premium US$10m | 2™ Year Claims US$5m 3™ Year Claims US$5m
_/

1" Premium US$13m Client would need to secure EAB negativity equal to

Working example

U&$3,000,000,000 until next annual premium is paid

A client purchases a “cross class” aggregate policy of US$100,000,000 any one occurrence /
US$200,000,000 in the annual aggregate to sit excess of its Captive Retention of US$2,500,000 any
one occurrence / US$15,000,000 in the aggregate. Due to a change in the traditional Insurance
market, premium rates begin to rise daily and are applied across the board, regardless of the clients’
spotiess record. It is suffering indiscriminate premium rates because that is what the traditional



market is charging. Therefore, they looked to increase the deductible to a level where the premium
rate charged was maintained and tried to purchase “in fill” policies. The quoted premiums for these
separate “in fill” policies within the traditional market were approximately US$13m without any profit
commission and/or no claims bonus.

US$125,000,000 °
Cross Class Aggregate Policy
PD / BI, Liabilitles, Crime, EPL etc.
US$100,000,000 any one occurrence / US$200,000,000 in the annual aggregate
US$25,000,000
To purchase individual towers of cover within this Retention wouid cost
approx. US$13,000,000, even though it had only suffered two losses n the last
20 years, one for US$12m, and one for US$18m.
$$2,500,000 Therefore, client
purchases Finite policy to
Captive Retention underwrite area of risk.
in addition, will provide
US$2,500,000 each and every loss, g
US$15,000,000 in the aggregate "°“ti?9 of th‘: Captive
Excess of inner op co deductibles participation if required.
0
Us$15m US$37.5m
In this instance, the purchase of a finite policy serves t nables the client to use

the traditional market where it is truly cost effective to do so and maintains a true profit with the client as
opposed to passing it to the Insurers. Secondly, it resolves an issue of local policy servicing, as the
finite carrier is able to “front” for the Captive where “From the Ground UP” certificates are required to be
issued with licensed paper. Generally, this service is part of the overall relationship between the Client
and the Finite Carrier and reasonable costs can be achieved.

65



Terms of the Finite Policy

Term

5 Years

Limit

US$25,000,000 each and every loss, US$37,500,000 in
the annual aggregate, subject to a term aggregate of

US$75,000,000

Annual Premium US$10,000,000 per annum

Experience Account 90%

Contribution

Typical Terms

TYPE: GLOBAL INSURANCE — ALL RISKS, MATERIAL DAMAGE, BOILER
EXPLOSION AND MACHINERY BREAKDOWN, BUSINESS
INTERRUPTION, CONTRACTORS ALL RISKS, GENERAL LIABILITY
INCLUDING EMPLOYERS, PUBLIC, PRODUCTS AND EMPLOYMENT
PRACTICES LIABILITY, MOTOR, COMPREHENSIVE CRIME as per
overlying / expiring Policy(ies)

FORM: J(3) plus wording as per expiring overlying and policy(ies) but any
amendments to be agreed by Leading Underwriter only.

INSURED:

REGISTERED

ADDRESS:

PERIOD:; 1st January 2002 to 31st December 2006 both days included.

INTEREST: All as per overlying / expiring cover,

SUM INSURED: GBP 25,000,000 any one occurrence but limited to GBP 37,500,000 in the

) annual aggregate but only to pay losses EXCESS of operating company
deductibles / other more specific policies as per schedule attached.
Maximum collectible hereunder GBP 75,000,000 in the aggregate for the
term :
This limit (and experience account) to be eroded on a claims paid basis

CAPTIVE RETENTION: GBP 15,000,000 in excess of the minimum of GBP 45,000,000 or the total

SELF INSURED
RETENTION:

PROGRAMME
MECHANICS:

amounts of the funds in the Insured's balance for the period (hereinafter
known as the Attachment Point)

The Insured is to retain a variety of underlying deductibles and retentions
that do not contribute to the erosion of the Sum Insured. These deductibles
and retentions have been registered with and agreed by Underwriters.

In addition a schedule of underlying insurance policies that inure to the
benefit of this programme is attached. Any amendments to these
underlying insurance policies are to be agreed by Underwriters.

Underwriters wili issue coverage for the above Sum Insured.

Underwriters will issue coverage for the above Sum Insured with the
Insured retaining the amount of the Self Insured Retention (SIR) and all
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VALUATION:

PREMIUM:

other deductibles. Underwriters will reinsure 100% of all losses up to GBP
15,000,000 in excess of the Attachment Point to the captive
Insurance Company.

Upon payment of the premium, 95% of the premium shown as Gross to
Underwriters wilf contribute to a notional experience account handled by
Underwriters {(hereafter known as the Insured’s balance}, the other 5%
(hereafter known as Underwriters balance) will be retained by .
Underwriters. [nterest will be accredited to the Insured’s balance on a
quarterly basis calculated at a rate equal to the London Inter-Bank Offered
Rate 3 months sterling (hereafter known as LIBOR) in effect at the expiry
of each relevant quarter.

All losses wilt first be paid out of the Insured's balance. In the event that the
Insured’s balance is less than the total claims paid to date then the Insured
will have the option to either

1) Pay the difference between the total paid claims and the Insured’s
balance subject to a maximum of the nett present value of all future
premiums. When all premiums have been paid, and the Insured’s
balance is exhausted, Underwriters will pay all future claims up to the
limit of the Sum Insured, subject to reinsurance recoveries , or

2} any negative amount in the Insured's balance will attract an interest
amount of LIBOR plus 150 basis points. This calculation is to be
undertaken quarterly.

Upon Commutation, 100% of any positive amounts in the insured’s
balance shall be paid to the Insured, subject to the provisions of the
Commutation clause shown below.

The amount of the Insured’s balance will be calculated quarterly and will
be communicated in writing to the Insured via quarterly bordereau.

On receipt of this notification the Insured will have the Option described
above. The Option must be exercised within 20 working days of receipt of
the notification from Underwriters.

Annual Gross Programme Fremium GBP10,000,000
(plus 5% IPT as applicable)

Less
Annual Captive Reinsurance Premium GBP 400,000

Gross to Underwriters GBP 9,600,000
(5%)

Less

Administration, Cost of Capital GBP 480,000

Insured's balance at inception GBP 9,000,000

The Gross Programme Premium is payable at inception and annually
thereafter for the Period of the Contract.

For the year beginning 1st October 2001 only the premium is due

oen . At each and every subsequent anniversary (1st October)
the premium will be payable on 1% October.
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ARRANGEMENT FEE:

COMMUTATION :

CLAIMS HANDLING:

CONDITIONS:

In the event that the premium is not paid on or before the due date an
interest rate of LIBOR plus 150 will be payable by the Insured

per annum.

This programme may be commuted at the discretion of the Insured on the
second or subsequent anniversary date of the programme.

On commutation, or at the end of the Period, Underwriters will undertake,
for the Employers Liability, Motor Third Party and other statutory classes of
business and for any other classes at the discretion of the Insured, a
calculation of the totals of all losses incurred less amounts already paid,
and include an amount for losses incurred but not reported and an amount
for losses incurred but not enough reported. This amount will be deducted
from any positive amount in the Insured’s balance, prior to any payment
being made to the Insured.

The commutation amount therefore shall be the Insured’s balance less any
and all unpaid claims on the statutory classes and for any other classes
included in the calculation. As soon as the commutation amount is paid,
Underwriters are released from all liability on unpaid claims on any
remaining classes.

In the event it proves impossible to agree to the valuation of losses
incurred as detailed above, the Insured and Underwriters agree to submit
themselves to arbitration. All disputes or differences arising out of the
interpretation of this part of the Agreement shall be submitted to the
decision of two arbitrators, one to be chosen by each party, and in the
event of the two arbitrators failing to agree an umpire should be chosen by
the arbitrators. They shall settle any dispute under the Agreement
according to an equitable rather than a strictly legal interpretation of its
terms and their decision shall be final and not subject to appeal. Each party
shall bear the expenses of its arbitrator and shall jointly and equally share
with the other party the expenses of the umpire and arbitration.

In the event that the experience account is negative then the Insured will
pay to Underwriters

1. the amount of the deficit within 15 days of the

notification of the deficit in the experience account or
2. amonthly payment, over a term to be agreed by

Underwriters, including an interest rate penalty of

LIBOR plus 150
All existing and future claims handling in accordance with the existing
claims handling arrangements, Any changes to this arrangement to be
agreed between the parties.

Underwriters reserve the right to audit the appointed claims administrator.
To follow all the same terms and conditions of the Overlying multi line
programme and expiring programme.

Retroactive coverage is provided for all claims cccurring / made from 1st
October 2001.

Sabotage & Terrorism included hereunder

Any additional taxes / levies in addition

A GBP 250,000 escrow fund to be established and used for claims
payments by the to be maintained at this level by monthly payments
according to the bordereau provided by Underwriters.

Agree issue as a reinsurance of Insurance Company if required.
It is required that this policy is maintained by a company of A S&P rating.
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ADJUSTMENT:

REINSURANCE
SECURITY:

LOSS ANALYSIS:

COVERAGE:

CANCELLATION:

A Spiead Loss Example

Reinsured:

Period:

Type:
Class:

Exclusions:

Territorial Scope:
Limits:

Rate:

Renewal and

The premium shall be adjusted at each anniversary date retrospectively in
the event that the existing blanket acquisition rating triggers are activated.
If the Insured makes an acquisition which would activate an adjustment,
the Insured shall have the option to include such an acquisition at terms to
be negotiated.

In the event that the Insured wish to make amendments {o this transaction
Underwriters reserve the right to amend or renegotiate the contract.

Further in the event that there is a material change in the business
description of the Insured or the Insured is acquired by others,
Underwriters reserve the right to amend or renegotiate the contract.

Underwriters hereon require a waiver from the Insured to the effect that in
the event of the captive being unable or unwilfing to meets its obligations
within the Captive Retention stated above, the Insured waives any rights
under that part of the contract. With respect to any losses for legally
required classes of business such as Motor Third Party Coverage and
Employers Liability, the Insured will reimburse Underwriters for any and all
claims and costs incurred.

Underwriters will provide loss statistics in the agreed format on the basis
currently agreed with the Insured.

Wording in accordance with the existing contract documents and as
agreed by Underwriters.

By Underwriters with 10 days notice as a result of non-payment of
premium other than for the legal classes where Underwriters would have
issued paper such as Motor Third Party coverage and Employers Liability.
Otherwise non cancellable by Underwriters.

Continu.ous from 1st January, 2006.
1® Period: 36 months at st January, 2006.

Aggregate Excess of Loss Treaty.
Hail Insurance.

- War and Civil War Exclusion Clause.

- Nuclear Energy Risks Exclusion Clause NMA 1975a (1994).
- Pollution/Contamination Clause.

- And as per original policy wording.

100% of 30% of Gross Net Written Premium per annum but not exceeding
120,000,000

excess of

130% of Gross Net Written Premium per annum but not less than
300,000,000.

Aggregate over the 1 Period is limited to 150,000,000

10.00% of Gross Net Written Premiurn, subject to an Annual Minimum and
Deposit Premium of 30,000,000 payable in two equal instalments on 1st
May and 1st Cctober, each year.

The Reinsured has the right to not renew at the end of any Annual
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Cancellation Clause:

General Conditions:

Offset Clause:

Information:

anniversary provided that the reinsurers hereon are not in deficit after 15%
Reinsurers Expenses,

At 31% December 2006, should the Reinsurers at be in deficit, after 15%
Reinsurers Expenses, then Reinsurers have the right to automatically
renew at an increase in excess point to 150% at a premium of 35,000,000.

Should Reinsurers still remain in deficit the following year the excess point
will increase to 200% and remain there untd the Reinsurers deficit has been
removed.

Premium adjustment on the basis of the Gross Net Written Premium less
cancellations at 31st December 2006 to be effected, not later than 31st
March 2007.

Contract Wording: to be agreed by Leading Reinsurer only.

Reinsurers have the right to offset any negative balances due against the
current and the next years' premiums due as per the Renewal and
Cancellation Clause.

Estimated Premium Income for 2006: 300,000,000.
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A Three Year Solvency QS Example

Cedant:

Business Covered:

Exclusions:

Period:

Coverage:

Loss Ratio Cap:

Premium:

Premium Cap:

Ceding Commission:

Sliding scale commission
adjustment:

Profit commission:

Motor Quota Share.
To be agreed.

New and renewal policies incepting and renewing between
1% January 2006 to 31™ December 2008. Each 12-month period
commencing 1% January to be designated a Contract Year.

50% Quota Share, subject to the following Maximum Sums
Insured for 100%:

Motor Bodily Injury per loss occurrence.  EUR 5,000,000,
Motor Material Damages per loss occurrence:  EUR 1,000,000,

The Cedant wilt retain 50%.

120% of Ceded Premium Written, any one Contract Year and
over the Period.

50% of Gross Net Written Premium.

Ceded Premium Written not to exceed EUR 50 million in any one
Contract Year, or EUR 150 miflion over the Period.

15% provisional commission. Commission allowed the Cedant
includes provision for all excess of loss reinsurance purchased,
levies, dividends, commissions, taxes, assessments and all other
expenses of whatever nature.

Adjusted on 31* December 2006 and quarterly thereafter, in
respect of the accumulated Period:

A. [f the ratio of Ceded Losses Incurred to Ceded Premium
Written is 86% or greater, adjusted commission shall be 7%,;

B. Ifthe ratio of Ceded Losses Incurred to Ceded Premium
Written is less than 86% but not less than 78%, adjusted
commission shall be 7% plus 100% of the difference between
87% and the actual ratio of Ceded Losses Incurred to Ceded
Premium Written;

C. Ifthe ratio of Ceded Losses Incurred to Ceded Premium
Wiitten is 78% or less, adjusted commission shalt be 15%.

The Reinsurer shall pay profit commission (if applicable) for the
first time at the end of month 24 for each Contract Year and this
shall be adjusted each successive 31st December while the
Contract remains in force. The profit commission account shall
accumulate {(at month 24 for the first time for each Contract Year)
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Commutation:

Accounting provisions:

Other conditions and
definitions:

for all Contract Years combined and shall be calculated as
follows:

1. Total Ceded Premium Written; less
2. Total commission allowed; less
3. Total Ceded Losses Incurred.

Profit commission payable shall vary dependent upon the
balance of the profit commission account as a proportion of
ceded premiums written over the entire Contract Period. The
Reinsurer shall pay the Cedant the following proportion of the
profit commission account:

1. 5% of the profit commission account balance until it exceeds
7.5% of Ceded Premium Written; plus

2. 95% of the profit commission account balance exceeding
7.5% of Ceded Premium Written.

At Commutation, the final profit commission account shall be
calculated on a Ceded Ultimate Net Loss (as assessed by the
External Actuary) rather than Ceded Losses Incurred basis, all
other terms remaining the same.

In the event that a profit commission or finaf profit commission
adjustment results in a refund to the Reinsurer, this shall be paid
by the Cedant at the relevant 31 December settlement date.

The parties may agree to commute the Contract at any time
under mutually agreed terms.

In the event that commutation has not already occurred, the
parties agree to finally commute the Contract on 31* December
2010. The balance on commutation shail be the sum of:
+ net present value of unpaid Ceded Losses Incurred (as
agreed between the parties}, plus or minus
» final profit commission adjustment.

After final commutation and payment of the commutation balance
and any profit commission, the Reinsurer shall have no further
liability to the Cedant.

The Cedant shall submit an account quarterly, within 30 days of
the relevant period end. Payment shall be made within 15 days
of submission/freceipt of the account.

To be discussed.
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Glean of Laws and Regulations on FFR Solutions
International law and accounting regulations

A selection of internationa! law and accounting regulations which affect FFR products are printed and
enclosed in this section. Hereunder is a list of them.

International Accounting Standards Board (IFRS)
IFRS 4 Insurance Contracts
INTERNATIONAL FINANCIAL REPORTING STANDARD - March 2004

BASIS FOR CONCLUSIONS ON INTERNATIONAL FINANCIAL REPORTING STANDARD -
March 2004

GUIDANCE ON IMPLEMENTING - March 2004
Financial Accounting Standards Board (FASB)
{US GAAP Standard)
Statement of Financial Accounting Standards No. 113
Accounting and Reporting for Reinsurance of Short-Duration and Lang-Duration Contracts -
December 1992
NEW YORK INSURANCE DEPARTMENT DISCUSSION DRAFT - 5/5/05
PROPOSED REVISIONS TO SSAP No. 62

Property and Casualty Reinsurance Revisions are Shaded and New Paragraphs ldentified as
N1, N2 etc. )

Accounting Standards Board (ASB) & Association of British Insurers (ABI)
(UK GAAP Standard)

Statements of Recommended Practice {SORPs)

EXPOSURE DRAFT OF A REVISED ABI STATEMENT OF RECOMMENDED PRACTICE ON
ACCOUNTING FOR INSURANCE BUSINESS (SORP) - DECEMBER 2005

Other general insurance regulations governing FFR products are not dissimilar to that of reinsurance.
Enclosed here is a set of UK reinsurance regulation as a typical example.

Financial Services Authority

High Level Standards
The standards applying to all firms and approved persons

Reference Code Title
PRIN Principles for Businesses
SYSC Senior Management Arrangements, Systems and Controls
COND Threshold Conditions
APER Statements of Principle and Code of Practice for Approved Persons
FIT The Fit and Proper test for Approved Persons
GEN General provisions
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Business Standards

The detailed requirements relating to firms’ day-to-day businesses

Reference Code

Title

PRU

Integrated Prudential socurcebook

COB Conduct of Business

ICOB Insurance: Conduct of Business
CASS Client Assets

MAR Market conduct

TC Training and Competence

ML Money Laundering

Regulatory Processes

The manuals describing the operation of the FSA's authorisation, supervisory and disciplinary functions

Reference Code Title
AUTH Authorisation
SUP Supervision
ENF Enforcement
DEC Decision making
Redress

The processes for handling complaints and compensation

Reference Code

Title

DISP Dispute resolution: Complaints
COMP Compensation
COAF Complaints against the FSA
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Risk Based Capital Requirements and on FFR Products

Introduction

The last several years have seen a movement within the insurance and reinsurance markets away from
premium based solvency requirements towards so-called Risk Based Capital (RBC) requirements.
This movement started within underwriting entities, fuelled by the desire to allocate capital down to
departmental or contract level and thereby enable the true return on capital (ROC) for the segment
chosen to be assessed. Access to such data would then allow corporate strategy to be tailored to
maximize shareholder returns and departmental profit targets set based on the ROC required. More
recently, regulators and security analysts have also begun to adopt RBC analyses, culminating in the
Solvency Il project within the European Union which is heading towards a full RBC approach to the
regulation of solvency requirements.

Before we can look at RBC requirements and their application to FFR, we have to decide how we can
allocate capital in the first place. We shall see that in fact this is not a question to which there is a
unique answer. This chapter will therefore be split into two major sections:

e Capital Allocation Methods

» Capital Allocation - Application to FFR

Capital Allocation Methods
in order to allocate capital between, say, a number of departments within a company, we require a risk
measure which can be used on a similar basis amongst the departments. Once we have this, a

capital allocation can be made in relation to the risk measure.

Risk measures fall broadly speaking into four groups:

e Financial Measures
e Percentile Measures
e Exceedence Measures

e Moment Measures
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There are other possible contenders for inclusion in this list (such as key ratio measures or transform
measures), however we do not feel that over-burdening this discussion with mathematics will prove
fruitful in the context of this report.  Further can be found on all these measures in the documents
listed as references for this section.

Most of these measures rely on the ability to ascertain a suitable probability distribution for the
outcomes in question. Such distributions may be chosen either to fit in with past experience or be
derived from stochastic models featuring a suitable generator of loss scenarios. However the
distribution is found, the actual choice of distribution has a very real impact on the values derived for the
performance measure chosen.

We shall now consider each of the four categories of risk measure in more detail.

Financial Measures

Financial measures (FMs), such as premium volume or total aggregate exposure, are the oldest form of
risk measure. Many regulatory environments continue to operate on minimum solvency requirements
defined as a percentage (often 20%) of premium volume — in effect using the premium volume as a
measure of risk. Excess of loss treaties often adjust on premium volume thereby equating changes in
premium volume with changes in exposure.

Whilst FMs have a long history, they also have a critical flaw in that a broad solvency requirement
based on a fixed percentage of premiurn volume makes no allowance for the “riskiness” of the portfolio
in question.  After all, it would seem intuitively obvious that a portfolio of private motor liability business
should attract a lower capital allocation per unit of premium than a portfolio of catastrophe exposed
petroleum refineries.

This latter issue has often been addressed by the application of differential loadings chosen to reflect
the perceived “riskiness” of each portfolio. This system is currently in use in many environments
including Lloyd's of London.  Although this is an improvement over the broad-brush approach, this
method could still be said to be less than optimal since having a fixed percentage allocation for a
particular class makes no allowance for the specific features of that class as underwritten by a
particular entity.

Percentile Measures
A percentile measure (PM) is based on a fixed point within the distribution of results. For example,
one could choose the value at the 1¥ percentile — the point where 1% of outcomes will be worse and

99% of outcomes will be better. This is sometimes referred to as the 1 in 100 year threshold.
Alternatively, one could look at the percentage of cases where the outcome is negative.
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See Exhibits 1a and 1b for examples of percentile measures.

We felt it useful to create two examples to illustrate the fact that a small change in the result distribution
chosen can have a large impact on the values of the risk measures. In Exhibit 1b the mean of the
chosen distribution has been reduced by 1% from the figure in Exhibit 1a and the standard deviation
has been increased by 5%. These two changes together create an increase of nearly 42% in the 1 in
100 year threshold and nearly 26% in the 1 in 200 year threshold.  The point is that the distribution of
outcomes can rarely be exactly defined (the exceptions are insurances based on gambling, such as
insurance against paying a lottery jackpot) - the art and skill come in choosing a reasonable distribution
and in assessing how the inherent assumptions can affect the outcomes.

We shall refer to these two examples later when we come to study how risk measures can be used to
affect capital allocation.

Exceedence Measures

Percentile measures are useful and apparently intuitive risk measures, however they are also seriously
lacking in some ways. In our examples above, we know that the 1 in 100 year thresholds are -16.32
from Exhibit 12 and -23.13 from Exhibit 1b. What we do not know is how bad the cutcome will be once
the 1 in 100 year threshold is breached. Taking example 1a, if the outcome were -16.321 we (and any
potential regulator) would be far less concerned than if the outcome were -100!

One way of assessing the negative “tail” of the distribution is to use a suitable exceedence measure
(EM). In an EM the values beyond a given threshold are used to calculate a new measure taking fult
account of the values within the “tail”. There are various types of EM, however we shall concentrate
on a measure called Tail Value at Risk {TVaR).

To calculate the TVaR we simply take the average of all outcomes worse than a given threshold, such
as the 1% percentile. Exhibits 2a and 2b show the TVaRs calculated for the example distributions used
in Exhibits 12 and 1b. By using the TVaR we have much clearer picture of the performance of our
imaginary portfolio. From Exhibit 1a we can say that, on average, there will be a loss greater than
-16.32 once in 100 years. From Exhibit 2a we can say that this loss will average -33.72.

Moment Measures

Moment measures (MM) are based on statistical properties of the calculated distribution of outcomes.
The Standard Deviation is one such property, the Variance another.

One example of how such properties can be used is to take a multiple of the standard deviation as the
measure of risk. In Exhibit 1a the figure calculated for the outcome at the 1% percentile was 2.33
standard deviations below the mean, the figure for the 0.5 percentile 2.58 standard deviations below
the mean. These are exactly the same multiple calculated for Exhibit 1b — this will always be the case
for a normal distribution.
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Capital Altocation Methods
Once a suitable risk measure has been chosen we are in a position to use this risk measure to allocate
capital. There are a huge number of methods for allocating capital and a correspondingly huge
amount of literature on the subject (please see our reference section for pointers to the latter).
For our study we shall look in more detail at four allocation methods:

e Scaled Allocation

+ Shapley

+ Ruhm-Mango-Kreps

¢ Co-Measures

In order to facilitate our study, we shall consider a company with four lines of business as follows:

Business Line Mean Result Standard Deviation
A 10 20
B 10 40
C 5 20
D 5 40

Any real company is likely to exhibit lines of business with skewed result distributions, however we
have chosen to keep our example as simple as possible. One would also expect some correlation
between the results of the business in a real situation, however we have assumed all our lines of
business to be uncorrelated,

The company has chosen the 0.5% leve! as the criterion for capita! allocation, representing a 1 in 200
year probabitity that the company will become insolvent.  Our results in the example were based on a
very basic simulation model which included only the result for each of the four lines as drawn from that
line's result distribution.

Scaled Allocation
In a scaled allocation, capital is allocated to each business line in the proportion that each business

line’s risk measure bears to the total of the risk measures. We chose to measure the TVaR at the
0.5% level. OQur resuits were as follows:

78



Business Line TVaR 0.5% Proportion Allocated Capital
A 48.50 15.18% 22.85
B 105.35 32.98% 49.63
Cc 53.07 16.61% 25.00
D 112,53 35.23% 53.00
Taotal 319.44 100.00%
Overall 150.48 150.48

In this example the TVaR for each business line is calculated individually. These figures total 319.44.
The TVaR for the portfolio as a whole was found to be 150.48. The difference between the two figures
is what is called “diversification benefit” — two un-correlated portfolios require less capital when viewed

together than when viewed separately since a bad result on one will often be evened-out by a good

result on the other.

There are a number of technical (mathematical) reasons why scaled allocation is not to be
recommended, however we have included this example since it highlights “diversification benefit" in

action.

Shapley

Shapley values are calculated by considering all combinations of the lines of business within an overall

portfolio.

For a portfolio consisting of four lines of business

this entails the calculation of 15 values as shown in the table below. Once the TVaRs have been

calculated for each combination, one is able to calculate the allocation for each business line as

follows:
Combination TVaR 0.5% 6. Line Aonit's own:
A 48.50 7. Line A joining one other line:
B 105.35 {({AB-B)+(AC-C)+(AD-D))/3 =
c 5307 {(108.64-105.35)+(66.76-53.07)+(115.72-112.53))}/3 =
D 112.53 672 .
8. Line A joining two other iines:
AB 10864 {(ABC-BC)+{ABD-BD)+(ACD-CD))/3 =
AC 66.76 ((113.90-112.06)+(147.44-148.34)+(122.09-120.57))/3
AD 115.72 =0.82
BC 112.06 9. Line A joining three other lines: ABCD-BCD =
150.49-153.12 = -2.63
(B:g Egg‘; 10. Average of Results (1,2,3,4):
- (48.50+6.72+0.82-2.63)/4 = 13.35
ABC 113.90
ABD 147.44
ACD 122.09
BCD 153.12
ABCD 150.49
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This {somewhat convoluted!) calculation can then be carried-out for the other lines of business yielding

an allocation of capital as follows:

Business Line Shapley Value
A 13.35
B 55.63
c 18.15
D 63.35
Overall 150.48

Note that the total of the Shapley values calculated from the combinations of business lines
automatically totals the TVaR calculated for the entire portfolio.

Ruhm-Mango-Kreps

In Ruhm-Mango-Kreps (RMK) capital allocations are based on the contribution from each line of
business to the overall risk measure in the region of interest.  For example, where we have been
basing our risk measure at the 0.5% percentile we could jook at our modelled cutput for the range of
results between the 0.55% and 0.45% percentiles. The capital allocation will then be based on the
average contribution from each line within this region.

This process gives the following resuits:

Business Line RMK Allocation
A 975
B 64.76
C 8.96
D 67.01
Qverall 150.48

Co-Measures

A co-measure (CM) allocation is in many ways the most intuitively obvious method for allocating capital
between lines, To calculate the CM allocation all that is required is to take the average contribution
from each line to the cases which contribute to the calculation of our risk measure. Inthe case of a
TVaR calculated above the 0.5% percentile, all that is needed is to average out the results for lines Ato
D in the cases where the overall result is worse than the figure at the 0.5% percentile.

The result calculated for example portfolio is shown here:

Business Line Co-Measure Aliocation
A 7.63
B 60.16
C 11.97
D 70.72
Qverall 150.48
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Summary on Capital Allocation Methods

We have seen in the above discussion of risk measures and capital allocation techniques that the
subject of Risk Based Capital allocation is extremely broad. In fact the above few pages only touch
the surface of this topic and have been included partly to give a flavour of current thinking and partly to
show that there is no one methodology accepted as “correct”. The actual method used in a real-life
situation will depend very much on the individual circumstance and on who the allocation is being
carried-out for.  Not the least important factor in choosing a capital allocation technique is the level of
information available and the difficulty of the calculation one's choice of methodology would entail.

What is clear is that risk measure and capital allocation techniques such as those discussed above
have the potential to offer a far more technical basis for risk based capital allocation and solvency
analysis than the traditional methods based solely on financial measures such as solvency
requirements based on percentages of premium income. it is for this reason that the Solvency 1I
initiative in the European Union is expected to embody a move towards the model-based analysis of
solvency on a company by company basis.

Capital Allocation - Application to FFR

Once a basis for risk based capital allocation has been chosen, the application of the methodology to
FFR is no different from that required for traditional reinsurance. Indeed, the techniques described
above give an excellent way for all potential parties to a transaction to discern the efficacy of the deal in
guestion.

We shall study this topic with an example.

Auto Insurance (Al) is a motor writer writing 100m of income. Their average gross loss ratio is 80%
with a standard deviation of 10%; their total costs are 10% of gross premium income. Al are
considering expanding into property insurance, however their solvency will not at present permit this
since they only carry 18m of capital (ie they are operating at the absolute minimum requirement in the
EEC of 18% solvency margin).

Al are considering a range of reinsurance options on their motor book in order to release solvency
margin for their property venture. These options are summarised in Exhibit 3 (“Example of Risk
Based Capital Allocation — Application to FFR"). The options comprise two traditional reinsurances (a
quota share or a stop loss) and a finite quota share featuring a loss ratio cap and a sliding scale
commission,

In order to decide between the reinsurance options, Al build a very basic stochastic model. The model
choses a random loss ratio from their gross loss ratio distribution (normal distribution, mean 80%,
standard deviation 10%) and run the figures through each of the three reinsurance options. The
results after reinsurance are then stored for further analysis.
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Al wish to study the TVaR 0.5% figures since this roughly coincides with their current capital base on
the gross book. The results for the gross book and the three reinsurance options are summarised in
Exhibit 4 (*Auto Insurance Model”). Some points of note:

+ Inthis exhibit the FFR solution (finite quota share) has been treated in exactly the same way as
the two traditional options.  All that is required is that we can accurately model the flows of
premium, commission and claims.

s Inthe case of the three options with reinsurance, the net premium and TVaR calcutated for Al
plus the premium and TVaR calculated for the Reinsurance total to the premium and TVaR for
the gross book. We should expect this, since any reinsurance contract is just a transfer of
premium and claims from one party to another and we should expect the total of each to remain
the same.

» The finite quota share in fact gives relatively little solvency relief under this calculation since the
sliding scale commission leaves a great deal of the variation in resuft with the cedant. Under
a traditional calculation based on a percentage of net premiums the solvency benefit from a
50% quota share would have been far greater.

Exhibit 5 shows the percentiles calculated over the range of results expected for Al's gross pertfolio and
after the three reinsurance options. Over most of the range (from the 6" to the 100" percentile) the
finite quota share and the stop loss are barely distinguishable. Below the 2™ percentile the stop loss
is paying and this causes the graph "Trad 1I” to be level in this area.

The traditional quota share (graph “Trad I") greatly smoothes Al's net result — this can be seen in that
the graph for this option is much flatter than for the cther options or for the gross.

Ultimately the choice between the three concepts studied by Al would come down to exactly what they
need to achieve from this reinsurance. Inbroad terms the net return to Al (Average Net Result divided
by TvaR 0.5%) is similar in all cases. In fact a 25% traditional quota share would have very similar
characteristics to the finite deal studied here — this could be the subject of further study.

Conclusion

In this section we have seen that Risk Based Capital is a vast topic. We have studied some of the
many risk measure concepts available and looked at how these may then be combined in order to
allocate capital among lines of business. We have seen that with these more sophisticated risk -
measurement techniques there is no differentiation required between the way traditional and FFR
products are handled. The key in all cases is to have full disclosure of the terms and conditions
applicable on a reinsurance contract and for these to be accurately reflected in any risk based capital
study.
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Result Distribution

Exhibit 1a - Example of a Percentile Measure

Distribution: Normal
Average: 100
Standard Deviation: 50

z i \

/ \

—_

e

= / \

I T Aq/I 1 T T l\_—l; T 1
-150 -100 -50 0 50 100 150 200 250 300 350
Outcome

Percentile Measures
50 percentile 100.00 Average (or mean) result
1 percentile -16.32 Result will be <=1 in 100 years
0.5 percentile -28.79 Result will be <=1 in 200 years
Probability < 0 2.28% Probability of a Loss
Probability < -50 0.13% Probability of Losing 50 or more
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Result Distribution

Distribution:
Average:
Standard Deviation:

Exhibit 1b - Further Example of a Percentile Measure

Normal
99
52.5

Probability

-150  -100

T T T T U

0 50 100 150 200

L 1

260 300 350

Percentile Measures

50 percentile
1 percentile
0.5 percentile

Probability < 0
Probability < -50

Outcome
e Example 1a Example 1b
99.00
-23.13
-36.23
2.97%
0.23%
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Average (or mean) result
Result will be <=1 in 100 years
Result will be <= 1 in 200 years

Probability of a Loss
Probability of Losing 50 or more



Exhibit 2a - Example of an Exceedence Measure

Result Distribution

Distribution:
Average:
Standard Deviation:

Normal
100
50

Probability

150 -100 -50 0 50 100 150 200 250 300 350
Outcome
Exceedence Measures
50 percentile 60.03 Average of outcomes <= the Mean
1 percentile -33.72 Average of outcomes <= -16.32
0.5 percentile -44.71 Average of outcomes <= -28.79
Outcomes <=0 -18.74 Average of outcomes <=0
Qutcomes <= -50 -64.88 Average of outcomes <= -50
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Exhibit 2b - Further Example of an Exceedence Measure

Result Distribution

Distribution: Normal
Average: 99
Standard Deviation: 525

Probability
)
/

r 1 T 1

L T T T 1

-150 -100 -50 0 50 100 150 200 250 300 350
Outcome
Example 1a Example 1b

Exceedence Measures

50 percentile 57.03 Average of outcomes <= the Mean
1 percentile -41.40 Average of outcomes <= -23.13
0.5 percentile -52.94 Average of outcomes <= -36.23
Outcomes <=0 -20.46 Average of outcomes <=0

Qutcomes <= -50 -65.98 Average of outcomes <= -50
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Exhibit 3 - Example of Risk Based Capital Allocation - Application to FFR

Auto Insurance

Auto Insurance Portfolio

Gross Pfemium Income 100,000,000
Average Loss Ratio 80%
Standard Deviation 10%
Costs 10%
Reinsurance Proposals
Traditional | Finite Quota Share
Type 50% QS Type 50% QS
Commission Flat 10% Commission Min 0%
at LR 95%
Commission Max 45%
atLR 50%
Loss Ratio Cap 120%
Traditional Il
Type Stop Loss
Limit 20%
Excess 100%
Cost 3%
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Exhibit 4 - Auto Insurance Model

Gross Traditional | Traditional 1l Finite Quota Share
Gross Premium 100,000,000 100,000,000 100,000,000 100,000,000
Premium Ceded 0 50,000,000 3,000,000 50,000,000
Net Premium 100,000,000 50,000,000 97,000,000 50,000,000
Gross Costs 10,000,000 10,000,000 10,000,000 10,000,000
Commission Received 0 5,000,000 0 7,500,000
Net Costs 10,000,000 5,000,000 10,000,000 2,500,000
Gross Claims 80,000,000 80,000,000 80,000,000 80,000,000
Claims Recovery 0 40,000,000 0 40,000,000
Net Claims 80,000,000 40,000,000 80,000,000 40,000,000
Net Result 10,000,000 5,000,000 7,000,000 7,500,000

Auto Insurance ViewPoint
Average Net Result 10,012,062 5,006,031 7,090,739 7,648,257
TVaR 0.5% -18,383,286 -9,191,643 -13,000,000 -14,191,643
"Capital” Allocation 18,383,286 9,191,643 13,000,000 14,191,643
RAROC 54.46% 54.46% 54.54% 53.89%
Reinsurer's Viewpoint
Average Net Result 0 5,006,031 2,921,322 2,363,805
TVaR 0.5% 0 -9,191,643 -5,383,286 -4,191,643
"Capital" Allocation 0 9,191,643 5,383,286 4. 191,643
RAROC E 54.46% 54.27% 56.39%
88



