Swiss Re Response to 3 Nov 2015 FSB Consultation
"Developing Effective Resolution Strategies and Plans for
Systemically Important Insurers™

Introduction

Swiss Re is pleased to submit a response to the FSB’s Consultative Document (CD) on “Developing
Effective Resolution Strategies and Plans for Systemically Important Insurers”. This response
expands upon our response in 2014 to the FSB consultation on the identification of critical functions in
insurance. We appreciate that many of our comments have so far been considered and adopted by
the FSB. For this consultation, we seek to provide further constructive responses in areas where we
believe the document can be further improved. Our answers to the consultation questions include
both general commentary and specific responses.

We recognize that the CD provides a degree of flexibility regarding the identification of points of entry
into resolution. We greatly appreciate this, given that insurers operate with a range of business
models for which different resolution strategies are most appropriate. As a result, we believe such
flexibility is essential.

For reinsurers, we believe that it is imperative that the resolution strategy avoids unnecessary
destruction of the value provided by exploiting diversification. Ensuring international contract certainty
is the means that best maintains the value that reinsurance realises by providing global and national
economies with the benefits of international diversification. The resolution strategy should also
recognize the fact that re/insurers have longer-term liability durations than other types of financial
institutions — as a result, some aspects of resolution that have been realized for banks, such as
overnight capital provisions and a-priori restructuring are unnecessary and, due to the associated
costs, counterproductive for ref/insurers.

We appreciate that the FSB has provided a refined definition of critical functions to better account for
the specificities of the insurance business model. It is our understanding that the CD reflects a
general agreement of the FSB with our belief that insurers and reinsurers do not carry out critical
functions.

Swiss Re appreciates the constructive collaboration with the FSB — as well as the IAIS and other
stakeholders — and remains committed to supporting its effort in developing an effective and reliable
worldwide resolution framework. It is our firm conviction that this can only be achieved if resolution
strategies adequately reflect the business model of insurance and reinsurance.

1. Do you agree that authorities should identify institution-specific resolution
objectives as proposed in Section |.? Are there any considerations relevant to that
identification, additional to those discussed in this document, that should be covered
in the Guidance?

o We are very supportive of institution-specific approaches, in particular the acknowledgment
that the development of a preferred resolution strategy depends on the business model of the
firm.

e The determination of the appropriate resolution strategy should be carried out by the Group-
Wide Supervisor and Crisis Management Group. No further guidance is necessary.

2. Are the considerations for determining “points of entry into resolution” as
discussed in Section I.1 appropriate and relevant for the insurance sector?
o We welcome the FSB’s approach for determining “points of entry” into resolution, in particular
the recognition that a range of point-of-entry approaches should be considered.
o We welcome that specific terminology for the insurance business was chosen to mark the
specificities of the insurance sector.



For reinsurers, we believe that it is imperative that the resolution strategy avoids unnecessary
destruction of diversification. Ensuring international contract certainty through resolution is the
means that best maintains the value that reinsurance realises by providing global and national
economies with the benefits of international diversification.

3. Do you agree with the considerations in Section Il and underlying analysis in
Section Ill for determining a preferred resolution strategy? Are there other relevant
factors that should be taken into account?

We fully appreciate and largely agree with the considerations in Section Il and the underlying
analysis in Section Ill. We especially appreciate that traditional run-off and portfolio transfers
are recognized as effective resolution tools.
We would strongly encourage the FSB to explicitly mention in Section Ill.1.c that resolution
strategies for reinsurers should consider how to avoid unnecessary destruction of
diversification benefits.
A priori restructuring of existing legal and business structures, as proposed by the CD, would
have likely lead to negative consequences for policyholders, as increased costs associated
with the restructuring of efficient and effective business structures would be borne on them.
Rather than focus on a priori measures, Group-wide Supervisors and Crisis Management
Groups should make use of the range of resolution strategies available to them to determine
the one that is most appropriate given the existing business and operating model of the firm.
We are convinced that this approach is highly preferable from a cost-benefit perspective.
In general, we would urge the FSB to keep in mind that the timeframe for resolution of
insurers is considerably longer than for banks, due to insurers' significantly longer liability
durations. A relevant timeframe for a typical insurer would be years rather than days. This
should be explicitly taken into account by authorities when choosing a resolution strategy. In
light of this, a-priori measures, such as restructuring or TLAC (see also response to Question
4) are unnecessary and even counterproductive.
With regards to Section IIl.6: Nature and location of loss absorbing capacity in resolution — we
are concerned about the use of the term "loss absorbing capacity”, since this is closely
associated with a concept of Total Loss Absorbing Capacity (TLAC) which is not applicable
for insurers and reinsurers. In modern risk based solvency regimes expected losses and
capital costs to cover unexpected losses during the whole run-off of in-force liabilities are
covered by technical provisions, irrespective of whether the source of the loss is a systemic
activity or not. Finally, no additional capital is needed to ensure the substitutability of
(re)insurance covers (not yet written business). We would advocate that this section make
reference to "capital resources”, so that the question of TLAC in insurance can be addressed
separately in due course, see also our answer to Question 4
Section lll.1.c states "The resolution strategy for a reinsurer will need to address how to
mitigate the risk that the failure of a reinsurer would give rise to contagion to the extent that it
materially weakens other insurers or reinsurers. This might be the case, for example, if the
reinsurer defaults on monies owed under contracts of reinsurance or if the business model of
the primary insurer fails because it is unable to continue sharing risks. In some cases, the
highly specialised nature of the primary business means that very limited reinsurance
alternatives are available."
= Swiss Re strongly supports explicitly encouraging reinsurers and their supervisors to
address these concerns e.g. with empirical data, including scenario analysis etc.
= Further, we disagree with the statement that "in some cases, the highly specialised nature
of the primary business means that very limited reinsurance alternatives are available."
Even in the event of the failure of a reinsurer operating in highly specialized business
lines, experience shows that 1) expertise is highly transferable and 2) appropriate
capacity is generated with ease for reinsurers in distress, even before entering into
resolution, e.g. Converium.



4. Are the resolution tools that are described in Section Il.2 appropriate for use in a
resolution of an insurer? Should other tools be considered?
o We propose that the term "bail-in" should be used only in the context of a restructuring that

includes policyholder liabilities. The term "loss absorbing capacity" should be avoided. While
LAC or TLAC might be useful for banks — especially as it provides additional capital swiftly, i.e.
overnight, this aspect is not relevant in insurance. As we mention in our response to Question
3, we would urge the FSB to keep in mind that the timeframe for resolution of insurers is
considerably longer than for banks, due to insurers' significantly longer liability durations.
Moreover and most importantly, there are several well-established mechanisms to cover losses
in insurance: technical provisions for the expected losses and a comprehensive capital
requirement for stress situations. In addition, capital costs to cover unexpected losses during
the whole run-off of in-force liabilities are covered by technical provisions, irrespective of
whether the source of the loss is a systemic activity or not. Finally, no additional capital is
needed to ensure the substitutability of (re)insurance covers (not yet written business). For
insurers that are deemed systemically important there is even a specific higher loss absorption
(HLA) on top of that. Another additional layer and associated costs for bail-in-able debt is
unnecessary and counterproductive.

5. Is the proposed framework for developing effective resolution strategies and plans
for systemically important insurers flexible enough to take due account of the
different types of business undertaken by systemically important insurers?
e Yes, we believe the framework is indeed appropriately flexible and appreciate that the FSB
has considered the industry input.

6. Is the proposed approach for identifying (i) critical functions (Section I1ll.2) and
critical shared services (Section lll.3) appropriate and relevant for supporting the
development of effective resolution strategies and plans for systemically important
insurers? If not, what aspects, if any, are missing or need to be changed?

o We agree strongly with the proposed approach. We welcome that our comment was carefully
considered that the sudden failure to provide that function would be likely to have a material
impact on the financial system and the real economy. We continue to believe that insurance
and reinsurance do not carry out critical functions. In relation to critical functions,
substitutability should be on the basis of a ‘reasonable’ rather than ‘minimum’ amount of time.
This is reflective of the fact that the timeframe for resolution of insurers is considerably longer
than for banks, due to insurers' significantly longer liability durations.

o We support that proposed approach for identification of critical shared services
unambiguously links critical shared services with the concept of critical functions. We believe
that critical shared services should be identified as such only if they are necessary to ensure
the provision of a critical function.

7. Are there arrangements, in addition to those set out in Section IV of the draft
Guidance, that may be needed to ensure that a resolution strategy for an insurer can
be implemented and that should be covered by this guidance?
e We agree with the principle of COAGs in Section IV.4. Mechanisms should be in place to
ensure that cross-border cooperation agreements are enforced.

8. Are there any other issues in relation to resolution strategies and tools or the
resolution of insurers generally that it would be helpful for the FSB to clarify in further
guidance?



e Relating to our response to Question 7 above, the FSB should consider releasing a version
of the recent November 3™ publication "Principles for Cross-Border Effectiveness of
Resolution Actions" with a focus on insurers and reinsurers.




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



