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Capital in a Global Organizational Creates Challenges

Varying third-party views of capital requirements stresses the need for an organizational view

Various Models & Risk Charges Solvency Il & Local STAT Accounting View & Metrics

Common Goal: Ensure Capital Solvency For Policyholders in Stressed Events
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Challenges of Organizational View on Capital

Decentralized structure can create conflicting views... ECM aids in creating centralized view

Country & Business Unit View

Finance

Reinsurance Actuarial
Decentralized
Inflations FX
Structure
Interest Rates ‘ Catastrophes
‘ Investments

Organizational & Business Unit View
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Benefits & Usage of Economic Capital Modeling

Critical task was to integrate model findings into strategy planning and target setting

Initial Scope Additional Benefits
o S
Capital | [ e i
Allocation Quantification of Risk |
J Usage:
ERM, ORSA Reporting & Solvency Il (Pillar 2)
Usage:

Consistent Risk-Based Returns by Country & LOB

Measure(s):

RORA — Return on Rating Agency Capital
ROE ~ Return on Equity

RORAC - Return on Risk-Adjusted Capital

Challenge:
Creating Meaningful Reports & Tool with Actionable
Insights Aiding Leadership in Better Decision Making

{ Evaluation

Usage:
Validating Reinsurance Strategy & Pricing

N
Growth & isiti
Evaluation

(G

Usage:
Determining New LOB or M&A Benefits

Economic Capital Modeling: Capital Allocation Measures

An understanding of all capital lenses is essential to an effective capital allocation process

Capital Lens Measure

Capital Required at

Rating Agency Target Rating

Capital Required by

gty Local Regulator

Capital Required at

Organizational (ECM) ¢ fidence Interval

Metric
RORA =
Capital
ROE = Allocation
Decisions
(Country & LOB)
RORAC =




Example: Importance of Metrics at Group Level
Risk-based RORAC metric adds depth in capital decision making
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‘When ROE s tighenri;thut
RORAC s thifemmtmusce:
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Legend

ECM Reporting Package

A major challenge was to develop a concise and meaningful reporting package for decision making

Aggregate Results (Country)

Country Report

Risk Sources of Capital
Key Return Metrics

ooooo

Rating Agency Capital Requirements
Statutory Capital Requirements
ECM Capital Requirements

Benefits Business Unit on Capital Decisions

Actionable Insights (LOB)

Underwriting Report

Underwriting Capital Requirements by LOB
Asset Capital Requirements by LOB

Key Return Metrics by LOB

Leverage Ratios by LOB

Benefits Country on Strategy Decisions

Country Report Mlustrative
Capital View (LC Millions) US GAAP Diversified Statutory Rating Agency Target
Capital Requirement ,400 1, 1,

Premium 150

Reserve 250

Catastrophe o0

RI Default 100

Market (10)

STATUTORY

‘Admissble Capital 2,000
Required Capital 1500
Excess Capital (100)

US GAAP (LC Millions)

Us GAAP Equity 1800 1800
Goodwill (100) (100)
Excess Capital (Dividend) (100) (100)

Carried Capital 1,600 1600

Capital Ratio 114.3% 123.1%
ECM Ratio
1a0% 135

Plan Net Income 200 % | 1%

Return on Risk-Adjusted Capital (RORAC) 143% 120%

Return on Equity (ROE) 125% 120%

Return on Rating Agency (RORA) 15.4% 110%

100%
on on an o ooms
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Underwriting Report Mlustrative
Volitility by ECM Line _aox Risk/Return Matrix
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AExpense Ratio ¢ Commission Ratio ®L0Bl ®LOB2 ©LlOB3 eLOB4 eLOBS ®LOB6
(Millions) Total LoB1 082 LoB3 LoBa LoBS LoB6
Net Earned Premium 3,084 2,208 180 13 90 341 152
Combined Ratio Gsw  show  ssox  SBo%  1050%  S20%  780%
Combined Ratio (+NIl) 91.9% 93.1% 86.1% 94.4% 102.8% 90.8% 75.4%
Total Risk-Adjusted Capital 1400 512 160 222 101 202 202
RORAC 14.3% 23.8% 12.5% 2.2% -2.0% 12.4% 14.8%
ROE s e 2w 6% 4 i 0%
RoRA Bsan asex  naw o8 a0k nok 2%
ECM Leverage Ratio 41.3% 21.1% 80.6% 179.7% 102.2% 54.0% 120.8%
Statutory Leverage Ratio 51.9% 35.0% 85.0% 65.0% 75.0% 35.0% 75.0%

Examples of ECM Insights Benefiting Performance

Reinsurance Profitability

Analyzing Existing Reinsurance
Structure Uncovering Contracts

CAT Exposures

Discovering Most At-Risk
Property Exposures Driving CAT

Strategic Growth

Uncovering Line of Business
with Excessive Loss Volatility




