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BEIMUCA B

Technical Provision Components: Earned Loss Reserves

» Equivalent to the GAAP loss reserves (few
exceptions)

e Include ALAE and ULAE
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BEIMUCA B

Technical Provision Components: Unearned Loss and LAE Reserves

* Include ALAE and ULAE

* Policies written prior to evaluation date, but exposure yet to be

earned

» Options to calculate:
- Expected future loss and expense ratios to the UPR
- Can assume profit in the unearned premium reserve (UPR)

- Traditional reserve review to project ultimate loss projection
(earned loss reserves + unearned loss reserve)

- Approximated based on the existing GAAP UPR
- UPR + premium deficiency reserve — existing GAAP DAC
- No further discounting or additional of investment expenses

- Need to consider unexpired catastrophe exposures
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BEIMUCA B

Technical Provision Components: BBNI Loss & LAE Reserves

« Bound But Not Incepted (BBNI) policies refer to policies with an inception date after the
valuation date, and terms cannot be changed unilaterally by the insurer

- Legally obliged to write the business
+ BBNI loss reserves include ALAE and ULAE
+ Utilizing pricing information for casualty lines and catastrophe model outputs
- Can include expected profits

e Qutward reinsurance treaties to have treatment consistent with the one followed for the
underlying contracts whose risks these treaties are covering
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BEIMUCA B

Technical Provision Components: Uncollectible Reinsurance

» Best estimate of reinsurance recoveries adjustment for expected losses due to
counterparty default

- Due to insolvency
- Contractual dispute
* Should be shown separately
» Assessment of probability of default and average expected loss should default occur
« Can be adjusted for held collateral
» Template is available on the BMA website
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BEIMUCA B

Technical Provision Components: ENIDS Provision

+ Judgmental assessment of tail risk

- Insurer may conclude available historical claims data set sufficiently covers the full distribution of outcomes
» Projection of the missing tail per the BMA Consultation Paper:

- Probability-weighted scenarios of specific events

- Add explicit amount

- Addition of outliers to reserving process

* Required to fully document the elements considered in the best estimate to avoid double
counting or possibility of risks overlooked
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BEIMUCA B

Technical Provision Components: Expenses

——
 All future expenses (not reflected in ALAE and ULAE from earned, unearned, and BBNI
loss reserves)

* Administrative expenses

* Claims management expenses

» Acquisition expenses

* Investment expenses

- Can be implicit as an offset to the discount rate

- Expenses relate to the hypothetical risk free investment portfolio (when using the
Standard discounting approach)

» Overhead expenses (also include expenses related to development of new insurance business,
advertising and improvements of internal processes)

» Projected forward for the in force business using an appropriate rate of inflation
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BEIMUCA B

Technical Provision Components: Premium Receivables

+ Reflect both premium receivables and ceded premiums
payable

+ Considered not yet due and therefore not reflected on other
line items on the EBS Form

* For example, premiums due but not yet received should be in
Line 10 of Form 1EBS
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BEIMUCA B

Technical Provision Components: Discounting

Impact of discounting on all cashflows
* Inward and outward cashflows
» Uses BMA risk-free yield curve

» Discount rate is selected using the appropriate rates for each
relevant currency

«  With illiquidity adjustment

» Can directly offset the investment expenses within the discount
rates

2 Methods (can use both)

» Standard Approach: Use BMA risk-free yield curve, adjusted for
illiquidity

» Scenario Based Approach: Traditionally used for long term insurers,
captures sensitivity to interest rates
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BEIMUCA B

Technical Provision Components: Risk Margin

Reflects the uncertainty associated with the probability-weighted cashflows
* Required aspects of the risk margin:

* Greater uncertainty results in larger risk margin

» Risks which are more material will result in larger risk margin

* Longer tailed risks result in larger risk margin

» Similar risks should have similar risk margins -

» Risk margin calculation approach should incorporate:
» Cost of capital of 6%
* Bermuda regulatory capital requirements (using BSCR or approved internal model)
» Run-off of the insurance liabilities discounted using risk-free discount curve

* Insurance risk, counterparty risk, and operational risk

Calculation of the technical provision is required by legal entity and by group

* Risk margin will not be additive
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BEIMUCA B

Technical Provision Components: Line 16 Premium Provision

Premium Provision = (components separately for gross and ceded)
+ Unearned Loss & LAE Reserves

+ BBNI Loss & LAE Reserves

+ Uncollectible Reinsurance (Unearned/BBNI)

+ ENID Provision (Unearned/BBNI)

+ Expenses (Unearned/BBNI)

- Premium Receivables

- Impact of Discount (Unearned/BBNI)
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BEIMUCA B

Technical Provision Components: Line 16 Premium Provision

+ Unearned Loss & LAE Reserves
+ BBNI Loss & LAE Reserves

+ Uncollectible Reinsurance (Unearned/BBNI)

+ ENID Provision (Unearned/BBNI)
+ Expenses (Unearned/BBNI)
- Premium Receivables

- Impact of Discount (Unearned/BBNI)
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BEIMUCA B

Technical Provision Components: Line 17 Claims Provision

Claims Provision = (components separately for gross and ceded)
+ Earned Loss & LAE Reserves

+ Uncollectible Reinsurance (Earned)

+ ENID Provision (Earned)

+ Expenses (Earned)

- Impact of Discount (Earned)
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BEIMUCA B

Technical Provision Components: Line 19 Technical Provision

Technical Provision =
+ Premium Provision

+ Claims Provision

+ Risk Margin
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[uidance note

« BMA issued a guidance note on the actuary’s opinion requirements in December 2017

« Primary focus was to “elaborate upon the BMA’s general approach to the supervision
of insurers in relation to their engagement of an Actuary appointed to professionally
opine upon the reasonableness of the insurers’ Technical Provisions”

- States that “A ‘best estimate’ may or may not be the result of the use of a probability
distribution or a statistical analysis, and , in the Actuary’s professional judgement, is
neither optimistic nor pessimistic”

« This comment is due to the provision of ENIDs which can’t be accurately estimated
through traditional statistical means

 The Guidance Note did not aim to provide guidance on actually determining Technical
Provisions for the EBS
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RISK Margin Goncems

+ 2016 guidance note had a lot of commentary regarding risk margin; clearly an area the BMA thought
that LRSO’s did not focus on enough in past submissions

+ Guidance point 268 states “The choice of the method to calculate the risk margin should be proportionate to
the nature, scale and complexity of the risks undertaken by the insurer.”

» This point does appear to allow insures to utilize methods which would better fit their company-specific risks
without mention of BMA approval.

» This could also lead to issues when considering the following points:

+ Guidance point 264b: The calculation should reflect Bermuda regulatory capital requirements; i.e. the
Enhanced Capital Requirement (ECR), which may be calculated using the Bermuda Statutory Capital
Requirement (BSCR) model or an approved internal model

+ Guidance point 264d: “The Risks to be taken into account are insurance risk, counterparty credit risk
and operational risk. Market risk does not need to be included expect where no hedgeable market risk
Is material (for example for variable annuity products), as it is assumed that the asset portfolio would
be adjusted to be consistent with assets held to justify a risk free portfolio”

« As the guidance currently stands, it is possible to end up in a situation where:
1. The TP as a whole is reasonably stated
2. The risk margin, being calculated using the BMA template, isn’'t appropriate

« There is no current obligation to calculate our own risk margin which could be explored by the BMA as
a future option
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pMA - Feedback on Actuar
lechnical

X 4 Opinions On £BS
D0viSIons - General BUSINess

« Comments noted by BMA in March 2019 for Part 5 — Summary of Methodology (2017 YE opinions)

* Data

Main types

Sources

Description of data processing steps

Any additional checks performed

BMA requesting more detail than “data reviewed for consistency and reasonableness”

* Reserving process

Reserving thought process; steps, considerations, parties involved and roles, consultations

Controls

Validations performed or relied upon

* Reserving characteristics and projections

* How is business/reserves segmented in reserving process

« Brief overview of characteristics of main reserving segments and reserving methodology

+ Methodology should address reserving basis, reserving models used, selections within models,
notable adjustments and considerations, reserving for material bespoke elements, key parameters,
additional commentary.
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BMA - Fegdback on Actuarial Opinions On EBS
Technical Provisions - General BUSIness

« Comments noted by BMA in March 2019 for Part 5 — Summary of Methodology (2017 YE opinions)

* Expert Judgment
« Omitted in several opinions
* Need to discuss where expert judgment used as well as identifying most material and subjective

judgments
* Include discussion on how materiality and subjectivity was assessed

+ EBS Conversion
« Opinions generally in line with expectations
« Clear and transparent representation of and reasoning for models and methodologies used

* Include reference and justification for most material input parameters and assumptions

+ Better opinions include quantification of most calculation material components and the final result of
the different EBS components

* Reserving Table
» Several opinions omitted
* Must include TPs broken down by each legal entity, business unit and/or reserving group

 Better opinions include step-by-step GAAP to EBS conversion
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Jpdates

« 30th November 2016: the BMA issued a Consultation Paper on a series of potential
adjustments to the BSCR standard formula.

« 15th March 2017: the BMA issued a revised version of the Consultation Paper taking into
account market feedback and conducted a field testing exercise of the proposals therein
contained

« 30th November 2017: the BMA issued a new Consultation Paper that further updated the
March 2017 Consultation Paper and introduced additional adjustments with the ultimate goal
of further increasing the risk sensitivity of the BSCR standard formula and better reflecting
how insurers manage risks.

« 31st March 2018: the BMA re-issued the referred November 2017 Consultation Paper taking
into account consultation feedback and the results of the trial-run exercise using financial data
as of 31/12/2016. Alongside the Consultation Paper, the Authority also republished the
associated BSCR models and draft rules. The Authority conducted a final round of field
testing on the proposed changes in the spring of 2018 using financial figures as of 31/12/2017

+ 17th July 2018: the BMA issued a Stakeholder Letter taking into account the feedback
received from stakeholders on the latter two consultation papers.

B 29
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pdates: Novemper 201/

« Main concerns BMA received for the BSCR Update Proposals for 2017:
* Interest rate and management actions:

« Concerns over magnitude of interest rate shocks under the proposed alternative shock based approach for
interest rate and liquidity risk

» Suggestions on how to apply the shock based approach for insurers to determine the Best Estimate Liability

* Requests for the current duration based method be enhanced to be more consistent with the alternative
shock based method

* Requests for discounting yield curves for the HKD

* Requests for market risk related capital requirements to be determined after considering management
actions, including where the insurer is calculating the interest rate risk capital charge

» Concerns over allowance only for management actions that adjust non-guaranteed benefits
* Other:

* Requests for the proposed treatment and the risk mitigating effect of deferred taxes be brought forward to
2018 financial year

* Requests for additional clarification on the application of the look-through criteria and made minor
suggestions of changes to the criteria

» Suggestions for refinements for the grandfathering of equity risk charges and allowance for risk mitigation
approaches

B 3

Document Classification: KPMG Confidential



Jpdates: March 2015

« March 2018 Proposal addressed many issues:

BMA revised the downward interest rate risk shocks and the treatment of the LTFR for the shock based
approach for interest rate and liquidity risk

Provided further guidance and tested alternatives for the application of the shock based approach for
insurers for determining the Best Estimate Liability

Tested a modified duration based approach
Started to publish discounting yield curves for the HKD
Brought forward the proposed treatment and risk mitigating effect of deferred taxes

Added clarification towards the look-through criteria

+ Concerns remaining:

Magnitude of interest rate shocks and treatment of the Long Term Forward Rate

* The proposed modified duration based approach was unsupported

* Requests for further clarification on the calculation of the operational risk charge

kPMG 31
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Jpdates: July 2016

« BMA issued a stakeholder letter in response to industry feedback on latest two consultation papers
and trial-run exercises

e Actions taken

+ BMA concluded BSCR Update Proposal March 2018 forms sound basis for changing the BSCR standard
formula and decided to proceed with the proposed changes with minor amendments. The following
amendment is worth noting for the EBS risk margin calculation:

« Additional clarification on the calculation of the operational risk charge, namely that it should be
applied after consideration of the risk mitigation effect of management actions (by reducing liabilities
for future bonuses or other discretionary benefits).

* Final version of new rules published on July 17, 2018

* New rules entered into force on January 1, 2019
+ This includes a grade-in period of three years for P&C (re)insurers
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