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The supervisor requires the insurer to manage effectively its use of reinsurance
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and other forms of risk transfer. The supervisor takes into account the nature of TH5LI3EKRTZ, EEE. BEOEERBAICKEZ2E T 2BRIREMZ2EET 2BIC. BRREE
reinsurance business when supervising reinsurers based in its jurisdiction. DHEEERET S,

Introductory Guidance BAEH

13.0.1 13.0.1

Reinsurance refers to insurance purchased by an insurer (the ceding insurer) to provide protection
against certain risks, primarily underwriting risks of the insurance policies issued by the insurer.
Reinsurers assume these risks in exchange for a premium. Other forms of risk transfer include alternative
reinsurance arrangements, such as risk transfer to the capital markets. For simplicity, this ICP uses
“reinsurance” to refer to both mainstream reinsurance and other forms of risk transfer.
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13.0.2

Geographical diversification of risk, which typically involves risk transfer across jurisdictional borders, is
a key element of ceding insurer’s and reinsurer’s capital and risk management. Geographical
diversification can also have an impact in the jurisdiction of the ceding insurer, in particular jurisdictions
exposed to catastrophes. By ceding insurance risk across borders, ceding insurers in the jurisdiction, and
the jurisdiction as a whole, can benefit from a reduced concentration of insurance risk exposures at the
ceding insurer and jurisdiction level respectively. This may also contribute to the financial stability of the
jurisdiction.
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13.0.3

Ceding insurers and reinsurers may face external limitations to geographical diversification, for example,
in the form of constraints to cross-border risk transfer. The supervisor should be aware of and take into
account the potential impacts of such limitations on individual ceding insurers and reinsurers as well as
on the soundness and efficiency of the insurance market.
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13.0.4A reinsurance contract is one of indemnity between the reinsurer and ceding insurer and does
not constitute a legal transfer of part of the underlying risk in the same way as, for example, a novation.
Nonetheless, reinsurance contracts have the effect of transferring part of the underlying risk in an
economic sense. The supervisor should remain aware that while reinsurance transfers insurance risk
from the ceding insurer to the reinsurer, it also creates other risks. In a standard transaction, the ceding
insurer reduces its insurance risk and assumes other risks such as credit, operational and, basis risk; the
reinsurer assumes risks such as insurance, timing, operational and credit risk.
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13.0.5

A reinsurance contract is by nature a business-to-business transaction, made between professional
counterparties as part of a wider risk and capital management approach. For this reason, the sort of
asymmetry of expertise and knowledge associated with insurance contracts involving general
consumers is usually not an issue in the reinsurance sector, although some asymmetry of bargaining
power can exist, depending on the precise dynamics of the market. Thus, typically, it is not necessary
for the supervisor to seek the same level of protection for ceding insurers as it does for general
consumers (see ICP 19 Conduct of Business).
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13.0.6
The supervisor should be able to assess whether ceding insurers make effective use of reinsurance. This
involves gaining an understanding of, and comfort with, at a minimum:
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o the ceding insurer’s reinsurance strategy and reinsurance programme,

e the systems of risk management and internal controls put in place in order to implement the
reinsurance strategy and execute the reinsurance programme,

e the economic impact of the risk transfer originating from the ceding insurer’s reinsurance
programme, and

e the impact of reinsurance on the ceding insurer’s liquidity management.
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13.0.7
The standards and guidance under this ICP are applicable to insurers and reinsurers, thus throughout
this ICP:
e references to ceded reinsurance should be taken to include ceded retrocession (i.e. the
reinsurance ceded by reinsurers);
o references to ceding insurers should be taken to include ceding reinsurers (i.e. retrocedants); and

o references to reinsurers should be taken to include retrocessionaires (i.e. reinsurers that assume
reinsurance from ceding reinsurers).
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13.1
The supervisor requires ceding insurers to have a reinsurance programme that is appropriate to their
business and part of their overall risk and capital management strategies.
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13.1.1

A ceding insurer’s risk and capital management strategies

should clearly articulate the part played by reinsurance, in particular:
e the objectives that are pursued by using reinsurance;
e therisk concentration levels and ceding limits as defined by the ceding insurer’s risk appetite; and
e the mechanisms to manage and control reinsurance risks.
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13.1.2
When articulating the part played by reinsurance in the overall risk and capital management strategies,
the ceding insurer should take into account its business objectives, levels of capital and business mix,
with particular reference to:

e risk appetite (both gross limit and net retention);

e peak exposures and seasonality in the insurance book;

o levels of diversification in the insurance book; and

e appetite for credit risk posed by reinsurers.
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13.1.3

The reinsurance programme comprises the detailed implementation of the reinsurance related
elements of the risk and capital management strategies in terms of coverage, limits, deductibles, layers,
signed lines and markets used. It should reflect the ceding insurer’s overall risk appetite, comparative
costs of capital and liquidity positions determined in the reinsurance strategy. Therefore, reinsurance
programmes can vary significantly in complexity, levels of exposure and number of participants.
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13.1.4
In some instances, an insurer may have a business strategy and risk appetite to retain all risk and
therefore a reinsurance programme would not be necessary.
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13.1.5
Senior Management develops the reinsurance related elements of the risk management strategy, as well
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as the reinsurance programme. Senior Management is also responsible for establishing appropriate
systems and controls to ensure that these are complied with. The Board is responsible for approving the
strategy and ensuring an appropriate oversight and consistent implementation of the reinsurance
programme.
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13.1.6
Senior Management of the ceding insurer should regularly review the performance of its reinsurance
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reinsurance fits into these, and assess the extent to which objectives and strategies are adequately
reflected in the reinsurance programme. The supervisor should challenge ceding insurer where it
identifies inconsistencies between the objectives and strategies and the reinsurance programme.

programme, to ensure that it functions as intended and continues to meet its strategic objectives. Itis | 79 Z &L ZHERT 5720, TOHRRICOVWTEHNICREIRETH S, TDOLHIBRREELIK, YRY
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management framework.
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13.1.8
The supervisor’s assessment of a ceding insurer’s reinsurance programme should be based on a number
of factors, such as the:
e structure of the programme, including any alternative risk transfer mechanisms;
e proportion of business ceded so that the net risks retained are commensurate with the ceding
insurer’s financial resources and risk appetite;
o financial strength and claims payment record of the reinsurers in question (both in normal and
stressed conditions);
o levels of exposure to a single reinsurer or different reinsurers being part of the same group;
o extent of any credit risk mitigation in place;
e expected resilience of the reinsurance programme in stressed claims situations, including stress
related to the occurrence of multiple and/or catastrophic events;
e cession limits, if any, applicable in the jurisdiction;
e the supervisory regime in place in the jurisdiction of the reinsurer. level of effective risk transfer;
and
e extent to which relevant functions are outsourced by the ceding insurer, including the criteria for
the selection of reinsurance brokers.
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Group perspectives
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13.1.9
The group-wide supervisor should require a reinsurance strategy for the insurance group that includes
the following issues:

e itsinteraction with the group-wide, risk and capital management strategies ;

e how the risk appetite is achieved, on both a gross limit and net retention basis

e the appetite for reinsurer credit risk, including approved security criteria for reinsurance
transactions and aggregate exposure criteria to individual or related reinsurers;

e the autonomy afforded to individual insurance legal entities to enter into “entity specific”
reinsurance arrangements, and the management and the aggregation of these exposures in the
group-wide context;

e procedures for managing reinsurance recoverables, including required reporting from insurers;
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and
e intra-group reinsurance strategy and practice
o the use of alternative risk transfer, including capital markets risk transfer products.
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13.2 13.2

The supervisor requires ceding insurers to establish effective internal controls over the | BEE#H|d. HERIRSMICHL T, BHOBRIKRZ7 0S5 LADOEREICOWLTOMEN L ANEBHEFIZRELT
implementation of their reinsurance programme. 53LH5EKRT 3B,

13.2.1 13.2.1

Control of the reinsurance programme should be part of the ceding insurer’s overall system of risk
management and internal controls (see ICP 8 Risk Management and Internal Controls). The supervisor
should require that the controls and oversight in place are suitable in the context of the ceding insurer’s
business.
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13.2.2

The ceding insurer should ensure that the characteristics of its reinsurance programme, including the
credit risk posed by the reinsurer, are reflected in its capital adequacy assessment, as well as its
ORSA(See ICP 16 Enterprise Risk Management for Solvency Purposes).
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Credit risk posed by the reinsurer
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13.2.3

When developing the reinsurance programme the ceding insurer should consider its appetite for
reinsurer credit risk. Reinsurers may face solvency issues, leading to delayed payment or default, and
this can have significant consequences for the solvency and liquidity of the ceding insurer.
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13.2.4
In practice, ceding insurers have various options to mitigate reinsurer credit risk, for example:
e establishing criteria on the financial strength and claims payment record of eligible reinsurers;
e setting limits on risks ceded to a single reinsurer;
e ensuring a spread of risk amongst a number of reinsurers;
e incorporating rating downgrade or other special termination clauses into the reinsurance
contract;
e requiring the reinsurer to post collateral (the ability to require this may depend upon the relative
commercial strengths of the ceding insurer and reinsurer);
e proactively monitoring reinsurance claims recoveries; and
e withholding reinsurer’s funds.,

13.2.4
EH L HERBREMIE. BREBRASHEOERY X7 2E[T 5. HIZIE UToL )B4+ 7Ty 3
YEBLTWS, !

o BELBRBARMOBBENS L OCREBESTILCRICETIRELREST LI L

o HMOBRBASHICHBINDUXZICHREZIFZ 2L

o ZHOBRBEMANATDY RIDMATEIRT DL ;

o HREZIC, BT, £ tboRBARNEEAEAL Z L

o FRBAHICHLTEROEANEZERTZIE (DI EAERT 2ERIZ. HBERERBRAT S &

VERBET OB EES (commercial strength) (CEABENBBELHS) ; BL U
o BREARMNOBENARE=ZY VS
o BEREREHOELDOBR

Approved security criteria
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13.2.5

The ceding insurer should have in place procedures for identifying reinsurers that meet its security
requirements. If a ceding insurer develops a pre-approved list of reinsurers, there should also be
processes for dealing with situations where there is a need to assess reinsurers outside any pre-
approved list. Ceding insurers may have their own credit committees to make their own assessment of
the risk.
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13.2.6
In line with other approaches to identifying appropriate reinsurers, any approved security criteria should
be derived from a high level statement of what reinsurance security will be acceptable to the ceding
insurer, which may be based on:

e external opinions;
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e the ceding insurer’s own view of the reinsurer;
e minimum levels of capital;

e duration and quality of relationship;

o expertise of the reinsurer;

o levels of retrocession;

e reinsurance brokers’ security criteria; or

e a mixture of these and other factors.
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13.2.7

A ceding insurer should set prudent limits or guidelines reflecting security and size of the reinsurer, in
relation to its maximum aggregate exposure to any one reinsurer or to a group of related reinsurers,
which would be complementary to any supervisory limits or guidelines.

13.2.7

HERREREE. How2EBELOFRE/IFEHOBTLEAD THS S, BRESH 1L £ 723887
ZBRBEMDTN—T~ODRADIT I AR -2 v —#HEHIEEL T, BRESTORES L UREZ R
g2 7L—F 2 FMRKIRE /ISR EFEDDNETH D,

13.2.8

The ceding insurer should have in place procedures for monitoring this aggregate exposure to ensure
that these limits or guidelines are not breached. The ceding insurer should also have procedures to
manage excess concentrations going forward, such as bringing them back within limits or guidelines..
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Matching of underlying underwriting criteria
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13.2.9

The ceding insurer should give due consideration to the risk posed by a mismatch in terms and
conditions between reinsurance contracts and the underlying policies. The ceding insurer may bear a
greater net exposure than it initially intended because of this gap.
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Criteria and procedures for purchasing facultative cover
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13.2.10

The ceding insurer should have appropriate criteria in place for the purchase of facultative coverage.
Any facultative reinsurance coverage bought should be linked to the procedures for aggregations and
recovery management.
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13.2.11

The ceding insurer should have a specific process in place to approve, monitor and confirm the
placement of each facultative risk. If facultative reinsurance is necessary to ensure that acceptance of a
risk would not exceed maximum net capacity and/or risk limits, such reinsurance should be secured
before the ceding insurer accepts the risk.
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Operational risk related to contract documentation
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13.2.12

In order to reduce the risk and scope of future disputes, the ceding insurer and the reinsurer should
have in place processes and adequate controls to document the principal economic and coverage terms
and conditions of reinsurance contracts clearly and promptly.
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13.2.13
Ceding insurers and reinsurers should finalise the formal reinsurance contract without undue delay,
ideally prior to the inception date of the reinsurance contract.
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13.2.14
All material reporting due to and from reinsurers should be timely and complete, and settlements should
be made as required by the reinsurance contract.
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13.2.15 13.2.15

The ceding insurer should consider how its reinsurance contracts will operate in the event of an | HEREREHIE. BADO X2 IEZ DOBFRBSHOTILVAREERIC, BHOBREENE &0 & 5 (CHEE
insolvency of itself or its reinsurer. ZIBETRETH B,

13.2.16 13.2.16

The supervisor should have access, on request, to material reinsurance documentation. In case of
indications of significant uncertainties in terms of reinsurance documentation, the supervisor should
take into account the resulting underwriting, operational and legal risks when considering the effects of
reinsurance on the ceding insurer’s solvency.
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13.3
The supervisor requires ceding insurers to demonstrate the economic impact of the risk transfer
originating from their reinsurance contracts.
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1331
The supervisor should regard as a reinsurance contract an agreement that transfers sufficient insurance
risk to be considered insurance under jurisdictional rules.
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13.3.2

In general, a contract should be considered as a loan or deposit if, during its development, the ceding
insurer has the unconditional obligation to indemnify the reinsurer for any negative balances that may
arise out of the contractual relationship. This characteristic does not result in risk transfer. All liabilities
of the ceding insurer should be contingent on the proceeds of the underlying insurance business.

13.3.2
—MRIC, BBICBL T, ZHBERICEDEHBRBEUVBRBRMICRE L o RmFIRIW T 2 B
DHEEHZESIBE. BEHEEZNE OV ELEESLABINIRNETHD, ZOFRITY R/ BEE

bleo &, HBREREHDEBIF. TNTEMIT ELI2RREBOPNRICL DD THINETH D,

13.3.3 13.3.3

Upon request from the supervisor, the ceding insurer should provide sufficient information about its | EEEE N EFE %% Tf HEH. HBREBSTEIEEENY R /BEOEREICET 21ER& S/ L cHlcE
reinsurance contracts to allow the supervisor to make informed judgments about the substance of the | 2 & 5123 270, +ORBHREREHIRETHS (Thbb, BENEAL» LD X/ BEOEE),
risk transfer (i.e., the degree of risk transfer in an economic sense).
13.3.4 13.34
Where there are concerns of inappropriate reporting with respect to the degree of risk transfer, the | U R 7 BEDREICEL T, NEYABEN SN BELDH 2156, BEEEIL. HBEREBREHLICL > TH
supervisor should assess the substance of the reinsurance contract entered into by the ceding insurer | &S N7=BREZHIOARICOWVT, BLU, HEZEZWUNED LS| Eﬁf%ﬁ’*\?‘iﬁ‘ % %&ié nTwnan
and how it has been reported by the ceding insurer. Further, the supervisor should be able to assess the | i T REThH 5, I 5H(Z. HBREESHOBREZNNHEHBRRESHOEAREHR(IC ITREZFMET

impact that the ceding insurer’s reinsurance contracts have on the ceding insurer’s capital requirements.
The supervisor should challenge Senior Management of the ceding insurer on the purpose of individual
contracts where appropriate.

EHNETHD, BE
TRETH D,

. BB LERI DR D B L\’CHj%{%ﬁﬁ%‘&@i%&%‘fiﬁaﬂz%F'uEJL\f:f:“

Finite reinsurance

774 F+4 FBIRER

13.3.5

Finite reinsurance is a generic term that, for the purposes of this ICP, is used to describe a spectrum of
reinsurance arrangements that transfer limited risk relative to aggregate premiums that could be
charged under the contract.

13.35
7744 FBRIEIE. RICP OBRE, ZWICHEWTERIN D 2HREEEICLEAIT 2ROoNSZY R %
BT 2BREERDERALICKRTEBICAVONIBIHRTH 5,

13.3.6

Finite reinsurance transactions are legitimate forms of reinsurance arrangements; however, it is
essential that they are accounted for appropriately. In particular, only contracts that transfer sufficient
insurance risk in order to meet the requirements of the relevant accounting standards in force in each
jurisdiction can be accounted for as reinsurance.

13.3.6

77474 FBREEOEGE, BRIEEARHSDEENBLDTHS ; L LED L, ZNoABYICRET
WBEIND I ENERTH D, FIC, BEERETHITIN TV LBV B RFELEOEG TR DHI,
TR X7 e BET 2RBRZDOAD, BRIEE L TRFAMLEDFRETH 5,

13.3.7
The supervisor should pay particular attention to reinsurance contracts that have, or appear to have,

13.3.7
BEEIE. RENAKED Y RIVBEEMFD, FRREHS LOICRIAZ2BREEENICOE, 250 o7&
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limited levels of risk transfer which may change over the duration of the contract. Only the amount of
risk transferred under finite reinsurance contracts should be included in the regulatory capital
calculations of the ceding insurer.

K2
BRI T2 R DIRETD A

WERORICEE T 25808H5 I ehn. KIDIBINETH S, 77474 FBREZKTH
HERBRSERN LOERFBICEENINETH D,

13.4 13.4

When supervising ceding insurers purchasing reinsurance across borders, the supervisor takes into | EiE%Z#X CTHERIRZBAT I HBERERMZEETIRIC. EEAIE. BRRSUOEERE TEES
account the supervision performed in the jurisdiction of the reinsurer. hBEBEERET 3.

13.4.1 13.4.1

The cross-border nature of reinsurance transactions, together with the relative sophistication of the
market participants involved in reinsurance, are key elements that the supervisor should consider when
supervising ceding insurers.

BRI OEEL M2 2 HEE. BRIACEST 2HHSNEOUBNEELMBL8E > T, BEE
PHBREAEEETARICERTRETERTH,

13.4.2

Taking into account the supervision performed in the jurisdiction of the reinsurer may help the
supervisor to assess the overall risk profile of the ceding insurer. This can be done, for example, by
reviewing the supervisory framework and practices in the jurisdiction of the reinsurer, or by engaging in
supervisor-to-supervisor dialogue.

13.4.2

W%Bﬁ/ﬁ\%io)%%lztﬁ’ciﬁﬁéﬂtﬁ*ﬂ%%#?é L3, BEEENHBREESH ORI RS - T
T AINEBEYICEHET BT ICARDIBEN D D, Nk, BRERETOEEME TIThNIBEED#

%ﬂ&a%@x%’%vtl—b FREEBEERBONEICSMT 52 & THETH D,

Supervisory recognition

EBELtDORE

13.4.3
The supervisor can benefit from relying on supervision performed in the jurisdiction of the reinsurer.

13.43

Ekﬂ%i ﬁﬁﬁﬁ/\&@ B TEBINEEZERILIZLICLY, BREEZBZIENTES, B

Benefits may include, for example, strengthened supervision as well as more efficient use  of resources ICiE. BIZIE, BIbINEE. Botic, HBRBEHOEBEEICLZ Y Y -0 &Y 8RN RER
by the supervisor of the ceding insurer. %é\%&i 5,

13.4.4 13.4.4

Where supervisors choose to recognise aspects of the work of other supervisory authorities, they should | B8B#&». hOEELYROBMEAFICOVWTRELRIRT 2155, SZEEEII. EALEBELORED

consider putting a formal supervisory recognition arrangement in place (see ICP 3 Information Exchange
and Confidentiality Requirements).

RS DEFEIRTTNETH S (ICP 3 [ERITMS L OVFREBES] 258),

13.4.5
Supervisory recognition can be conducted through unilateral, bilateral and multilateral approaches to
recognition. All three approaches recognise the extent of equivalence, compatibility or, at least,

13.4.5
EEFORTEIL.
A—FDeTIE,

RENORBH. BB, BLUOEZANETTO—F2BL THTHNI %, 3 2077
7FE¥75@§**X%’F®H£[$ J:lcf_l B, £ld. Ahaded, ZATRMOEEEZR

acceptability of a counterparty’s supervisory system. Bilateral and multilateral approaches typically | ©3 %, XENB L VLANLET 70 —F (1 —igEIC, BET % 5 EERTREERICHT 518
incorporate a mutuality component to the recognition element, indicating that this is reciprocal. DBRERZET,

13.5 13.5

The supervisor requires the ceding insurer to consider the impact of its reinsurance programme in its | EEE# 3. HERRSMEICHL T, FBMETBICEL T, BRIR707 5 LORER*EET S L5 ERT
liquidity management. %,

13.5.1 13.5.1

Given the nature and direction of cash flows within a ceding insurer, liquidity risk historically has not
been considered to be a major issue in the insurance sector. However, there can be liquidity issues within

HEBERESHEAOF vy 27 0—0OMESIMERAZEEBT S &, REL I Z—TIERENMEY X7 IZE
FPRICRTEELRMBTH DI LIEEZONTWAL 2T, LOLAED S, B4 DOHEHBRESHANICIE. B

an individual ceding insurer which could arise specifically from the ceding insurer’s reinsurance | |12, HERBEEHOBRET RS 7 LHMOREL S D, RBEOMENEET 2L H D,
programme.
13.5.2 13.5.2

Reinsurance contracts do not remove the ceding insurer’s underlying legal liability to its policyholders.
The ceding insurer remains liable to fund all valid claims under contracts of insurance it has written,
regardless of whether they are reinsured or not. For this reason, a large claim or series of claims could
give rise to cash flow difficulties, if there are delays in collecting from reinsurers or in the ceding insurer
providing proof of loss to reinsurers.

BRIEZHIL, REZNEICHT I2HBREESHORZHOENEETABRET 2HDTIERL, BRED
HROBEICEL LT, HERERTIE. BEHMSIZITRRZNICESCBEYWRREEFROLTIIE
IWEITHBEEZEKRELTELTWS, 2O7d, ZEORBREXILE - IE—EORBEEIINE, BR
BEattick 2 L. FREEBRESED) O BRESEADIBERBEZEDIRENENBEICIE. Fv
v a7 A—DOREES|ZRLIL D B,
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13.5.3

The supervisor should require ceding insurers to take appropriate measures to manage their liquidity
risk, including funding requirements in adverse circumstances. As with all risks, the insurer should
develop its own response to the level of risk it faces and the supervisor should assess these responses.
There are a number of ways in which liquidity risk may be mitigated. For example, some insurers choose
to arrange a line of credit from a bank in order to deal with short-term liquidity issues.

13.5.3
BEEE. ABRBRSTICILRBEY X7 2 BB T 270 I EROEAZEH 220 BY G FREHL
5E0RDBRETHD, KRBT, 2@TOY X7 LEKIC, BEPERY 2 YR IKEIINT 5B
MEOWIGEHESEEINETHY ., EEEEZNOOWISEZFFMETRETH S, RBE) X7 ZERL
D BHERIIEEEET D, BIRIE. —BDRBEETIE, RPBOREMRBICHNT 7=, RITICLD
ERMEREFRT S I L aRIRT 2,

13.5.4

Ceding insurers may make arrangements with their reinsurers in order to mitigate their liquidity risk.
These arrangements, if used, may include clauses that trigger accelerated payment of amounts due from
reinsurers in the event of a large claim and/or the use of collateral or deposit accounts, giving ceding
insurers access to funds as needed. Use of such arrangements is a commercial matter between the
ceding insurer and reinsurer.

13.5.4

HERRE2ME. BHORBEY X7 Z2BET 572010, BREST EIADEROT ARELH 5, £
AEN2HEICIE. INoDERDICIE, HBISL THBRRETICESAFEZAREE L/ LT, £8
DRBEXZIVOBRICBRRESME D DX ONEREREORRE I, BLO/ EIFBRLL I
FAEHEZERT 2 E 0T EBDIRENEEND %, TD LS RERD OFABIE, HBREST EBR
et OEEEDMBETH B,

13.5.5

External triggers can give rise to liquidity issues, especially where reinsurers have retroceded significant
amounts of business. If a reinsurance contract contains a downgrade clause that gives the ceding insurer
the right to alter the contract provisions, or obliges the reinsurer to post collateral with a ceding insurer
to cover some or all of its obligations to that ceding insurer, such action may cause liquidity issues among
reinsurers and may be pro-cyclical. Therefore, the supervisor should be aware of the potential
consequences of such triggers for the overall efficiency and stability of the market.

13.5.5
BICBRESENMRBEZOOEYLEABEHE L2561, ARNARZERICK > THRBMEOMBEN,EL S
%, BIRBEEZNIC. EBRBEHICENFIBEAZET 2N %252 521 T I1FE (downgrade clause) A
EENBHA. T3 BREAUEAEBRBEMEICH L TESEBO—E £ I3eBE2RIET 572512,
HERBESHEANDBREANE BRESHICREM T 256, T0 L5 REEIX. BRESHEEICTHEME
ORBEES|IERITAEELH Y, £/, O 27U hLERY 5B, LizA->T, BEBEHETHICES
AR MEREE LOREREICOVTD, TDO LS5 BBROBENAFELRHL TWDINETHD,

13.5.6
The supervisor should require ceding insurers to take appropriate measures to manage their liquidity
risk including funding requirements in reasonably adverse circumstances.

13.5.6
EEEIE. HERRAHICHL T, »2REOBECH 2 ESBEBHEAE. RPMY 2y £ 5T
B OBNABELHL S LI ERT BRETHS,

13.6

In jurisdictions that permit risk transfer to the capital markets, the supervisor understands and
assesses the structure and operation of such risk transfer arrangements, and addresses any issues that
may arise.

13.6
BEXRTIZGADY RIBEHFDBHONTLIEERBICEVWT, BEEER. Z0L548Y R BEOERD
OBESLVERZIBELOWICTHMEL. £/, £L52H005ME LMK .

13.6.1
A wide range of techniques has been developed to allow the transfer of insurance risk to the capital
markets, resulting in a diversity and complexity of risk transfer arrangements.

13.6.1
ERANHE~DRRY R0 OBEerfgL T57cH(C, LHBEICHI2RMARESIN, HREL T,
I BIRAUR D DSIRES L ERENE LTV D,

IS

13.6.2

In general, arrangements used to enable risk transfer to the capital markets operate like mainstream
reinsurance. For example, risk is transferred via a reinsurance contract with similar terms and conditions
to any other reinsurance contract. Further, the risk assuming entity is a reinsurer subjected to licensing
conditions like any other reinsurer. The defining feature of these risk transfer arrangements is the direct
funding of the reinsurance risk exposure with funds raised, often exclusively, in the capital markets.

13.6.2

—ME9IC, BURDIE, BERTIHEAD Y RIBELS, THOBRBEOL S ICHEETES L5 57-0I1CH
Wb, BIZIE. URIIE, bod 52 BRBREZN L BEROKSEZE S BREZIEZBL BRI N
%, BT, YRV EB|ZIFZEEKIT. OHSWIBEERBREHLEKRIC. RFNFEREOHRERD
BREEHTHZ, INH0Y X IBIEIUAD ORENLFRIZ. Z2<d. EOEATH TCOESRES
ES, BRBUZAIDIVRR— v —OBEENARESTEL R >TWVWDEIETHD,

13.6.3
Insurance risk transfer to the capital markets can occur by making use of a wide variety of arrangements.
Arrangements in the non-life sector are often broadly classified into four groups: 1) catastrophe bonds
(cat bonds); 2) collateralised reinsurance; 3) industry loss warranties (ILWs); and 4) sidecars. These four
groups, which are not mutually exclusive, focus on different elements of the risk transfer arrangements:

e cat bonds take the name from the financial instrument (i.e. a

debt security) issued to fund a reinsurance exposure, usually a catastrophe;
e collateralised reinsurance is generally used to highlight a credit risk mitigation feature of certain

13.6.3
BANHENDORBEY R0 OBEIL, ZHRBEROEFAT L TREL S 3, BERB LI Z—ICHT
DECRSDIE. KEL, DF v v bRV P 2BERMBREE ; ERBERIHFE (LWs) ; L HY A
FhA—D 4207 IN—TIZXDEINE I EHEWN, TNLDADDTIL—TIE, BWICHHBRITIEAR L,
UFo&57% URIBEROBAD DRABERICESEZEL @

o Fry bRV RFEIEBER,LATITON (Thbb, EH). BFIIEARKETHIREOT IR

=V v —ICBEMET 2-0ICHITIND
o BR{HRERIL, —AXAYIC, FEE ORRENG I DER Y X VRO A MRT 272 ICERI NS (T
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insurance transactions (i.e. the collateralisation of the insurance exposure);

e ILWs refer to a range of financial instruments used by counterparties, who may or may not be
insurers, to buy or sell protection related to insurance risks; and

o sidecars refer to a legal entity created ‘on the side’ of an insurer that is used to transfer insurance
risk, usually to the capital markets.

To illustrate that these are not mutually exclusive, there could be a sidecar that underwrites insurance
risk via an ILW and funds the exposure through an issuance of cat bonds, the proceeds of which are
used to collateralise the reinsurance risk assumed.

Bhb, BREBI I ZR—Y v —DI18RI1L) ;

o ILWs I, EXBIMBFE (Z niﬁ@Aﬁm% %ﬁ@A&Tam% L D) H.
THREAFTETH-OICFBETE. —EOEMBERNIEEED ; L
o HAFA—tIZ, BE. REYRIEZERTHICHBET 5720 ;%'Jﬁﬁléﬂé{%liﬁ%&%fziéam

TRIFERSINTEAEIET,

RERY X7 (CBIE

INOHPEWCHMBI TIEAWT LB 2L, ILWZBL TRIRY X7 %5[2F, £/, HEZIT I X
=2 v—IZF vy bRV FORETICLVESHE L. ZOXIRKREF, 5IRIT-BRIRY 27 DBRFE
ELTHIAENDG, YA FA—PEFEL S B,

Despite the many similarities with mainstream insurance, transactions transferring insurance risk to the
capital markets have special features that the supervisor should bear in mind in order to assess the
appropriateness and effectiveness of their use by ceding insurers and reinsurers.

13.6.4 13.6.4

In the life sector, some arrangements are similar to the non-life sector (for example, mortality bonds, | £apiREt 7 X —Tld, —MOEGRO M EERBEL 7 2 —EULTWE FIZIE, RTEST, Frv
which operate like cat bonds). Other life insurance arrangements have specific features that are notused | 7R Rd & 5 I12H#E T 5H0), ZTOMOEBREOEGRDICIE, HEREADEFEO—TELD>~D
in non-life insurance, such as the funding of certain portions of the ceding insurer’s reserves. geftsh L BERBTIEFAINGL, BELEELH D,

13.6.5 13.6.5

IHORBREZDODHBRLHDICEDDDOT RERY R 2 EERMHSICHIRT 251121, Hjﬁf%ﬁﬁ
2HBLUBRBRMICE 2 EZEG | OFEOBEYMES L CEMMEZFTET 272010, BEEEARHEIC
KREHBOFEDH 2,

Initial assessment

AT

13.6.6
Insurance risk transfer to the capital markets usually entails the creation of a dedicated entity or a legally
ring-fenced arrangement, specifically constituted to carry out the transfer of risk. These are referred to
by a variety of names, such as special purpose vehicles, special purpose reinsurance vehicles, or special
purpose insurers; for the purpose of this ICP, they are collectively referred to as special purpose entities
(SPEs).

13.6.6
BAMGANDRBEY R0 OBERIE, BE. VX7 OBEEITI -OICRRICERIN 2 ERHOEERDE
ﬁ\itﬁﬁ%u%%éﬂtﬁﬁm&%5o:nbw\%%E%t—ﬁ»\%%am@ﬁ@5—7w\i
TSR EMRBESE R L, BRARPUAL LI, RICPOBEME, INb3F LHT, FRIENEE
1 (SPEs) &"iENn 3,

13.6.7

The main purpose of an SPE is to assume insurance risk, funding the exposure by raising funds in the
capital markets, and to be dismantled once its purpose has been fulfilled. Importantly, as SPEs conduct
insurance business, the supervisor should consider licensing them as insurers (see ICP 4 Licensing).
Licensing of SPEs should be appropriately tailored to take into consideration the unique characteristics
of SPEs. In this respect, close collaboration among those supervising ceding insurers and those
supervising SPEs before authorisation of the SPE and on an on-going basis can be particularly helpful.

13.6.7

SPE XA BEMIE. R X7 %5|FF. BATBICBVWTESREETS LT, TI/RFE—Jv—I2H
EHETEI L, BLO, TOENDERINBA CRET LI THD, BEER I LI, SPEs IR
BEFEITI DT, BEEZFIIZTNOICRBREHE L TRHENETIILERFTRELVIZETHD
(ICP4 T%# 5] #88R), SPEsEEOUE%EEBT 5L 5. SPEs ~ORFME5IL, EYICHESH
HRETHD, ZORITOVT, HERBRESHOEBZTIEEHR L. SPEs 0EBEE%1TH BEEEOR T,
SPE AR H L O ER—XTORBLBAIL. FICERERY D 5,

13.6.8
Key elements of any SPE structure include:

e the insurance risk that it assumes is “fully funded” (i.e., that the exposure taken by the SPE is
funded across a range of foreseeable scenarios from the time the SPE goes on risk to the time it
comes off risk);

e the claims of any investors in the SPE are subordinate to those of the ceding insurer; and

e theinvestors in the SPE have no recourse to the ceding insurer in the event of an economic loss.

13.6.8
HoWwd SPEBENDEIERICIE. UTHEEND !

o SPENBIZIFZY RN [2BEHESNG] (Thhb, SPEASIRIFET I XHK—Y v —H\ SPE
NIRRT DERERIET 2ERND, URIZRETLIHRETO, FRAIEL S F U F OBHIC
bty HESNBE L)

o SPE~DH LW ZHRERDFENKRIME (claims) NHBREBAIMOBEREICSZERT DL BLU
o SPE~DERERA, HEHNBEARKIC, HBRRAMICHT ZEEFRIELRIAN L,

13.6.9
In order to be able to understand and assess whether an SPE structure meets the criteria above, the
supervisor should take the following into account:

e ownership structure of the SPE;

e suitability of the Board and Senior Management of the SPE;

13.6.9
SPE DIEED,
ETHD:

o SPEDFTEEEE ;

e SPE OEUE®R = & U LREEBOEIEIE ;

EROBEZ BT HESMEEL, »OFHETE 27010, BEEEE. AT 2EREITA
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e the SPE's management of credit, market, underwriting and operational risks;

e investment and liquidity strategy of the SPE;

e ranking and priority of payments;

e extent to which the cash flows in the SPE structure have been stress tested;

e arrangements for holding the SPE’s assets (e.g. trust accounts) and the legal ownership of the
assets;

e extent to which the SPE’s assets are diversified; and

o SPEDEAYRY, MFBYRY, BIRVRY, BLUFL—a3FL -
o SPE ORES L OTRENEBRS ;

o FTHODIERE LELE;

o SPEBERNDF v v 2 7A—DRAMLRATRMEFZIFTVWEREE

o SPEDEEMREOEUAD (BIZIX, EEEIE) BL U BEDEABEE

Y27 DER ;

o SPEDEENDEILL TLWARE, BLU

e use of derivatives, especially for purposes other than risk reduction and efficient portfolio o I, VRIEBRBLIUMERNLGR— 74+ U FBEBUAOBHTOT U NT 1 7O,
management.
13.6.10 13.6.10

Understanding the role of all the parties to the SPE arrangement is critical to understanding the
underlying risks, particularly as these may be fundamentally different from those involved in a
traditional reinsurance transaction. The supervisor should understand and assess, among other things,
the:
e extent to which key parties have been fully disclosed (e.g. sponsor, (re)insured, investors,
advisors, counterparties) and are known to the supervisor;
o extent to which potential conflicts of interest between all parties to the SPE have been adequately
disclosed and addressed (such as situations where sponsors also take a managing role);
e credit risk associated with key service providers, including financial guarantors used to protect
the position of investors.
o degree of basis risk that is assumed by the ceding insurer and to what extent this could have
immediate ramifications for the ceding insurer’s financial position in case of a loss;
o details of the SPE’s management arrangements and key personnel;
o third party assessments of the SPE structure (e.g. by credit rating agencies);
o expertise of the legal advisors involved;
e robustness of any financial or actuarial projections, if applicable (e.g. if triggers are indemnity
based); and,
o disclosure of outsourcing agreements.

SPEEURSD DETOREBREDERINZIBIET 22 L1d. BEHOU R EZIBET 271-OICTARTH 5D,
INiE, FIC, EHNABRERES IS T 2BRE L IIRANICERDAIBEENH I L THD, BE
HiF, B, LUTICOWTEBRBLVOFMIRETH S -

o ITEALRBMFRE WZIL. ARV — B (B) FBE. BER.
SINTVLWEREH, BLUOEEHEICHILINTWE I L

o SPE D2 TOBGREROEBENANZERNEEICHRIN, 1 ORLENTWEERE (REVY
—AEBIRE B> TWBRRA L) ;

o WERDIUBAERETI-ODICHAVONIHBRIAZED, FTEQRY —ERBEREBFIMHKET 215
AYXR7,

o HERBEESUNFIZIFTEIRN-VR - URI/DORE, BLU, T EMBAREEROEBREST
DY BURRE (CBIEE ISR R T 2 & ;

o SPEDOREMOEES LUVTERAEDHMN ;

o SPED#EEICET 2 (FIz L, ERABMHEEICL?) F=4FFE;

o BI5T 2 AEEROEMMF

o FUTZBAE. MELE L ORBRECE FORRFHOBREME (FIR I,
DHE) ; BLY

o HNEEFEZHORT ;

RS

HBIRE) AELICFR

bUF—AEEEBN—X

13.6.11

As many SPEs are designed to operate with a minimum of day-today management, the supervisor should
understand and assess the extent to which the systems of risk management and internal controls are
adequate and proportionate to the nature of the underlying risks and to the complexity and expected
lifespan of the SPE structure.

13.6.11

%D SPEA, B4 DREZFERICHA TEEEET L >BMENTWD o, BBEIL URIE
EE L UAREHOHED. REHDOY X7 OWEL SIS, SPE OBEDEHIES L OBE SN2 Fi
PMzRERABEERY ., HOBISTHREICOVT, BEBLUTHET NETH 2,

13.6.12
The systems of risk management and internal controls of the SPE, should ensure that, at a minimum:
e investment restrictions are not breached;
e interest payments, dividends, expenses and taxes are properly accounted for;
e movements above established thresholds in assets and collateral accounts are reported;
e assets are legally existent and technically identifiable; and
o liabilities can be determined on a timely and accurate basis and obligations satisfied in accordance
with the underlying contracts.

13.6.12
SPED Y R/ EEBE LUARFEHIOHETIE, RIER, UTZHRIRNETHS !
o KERIPRIGERLTLWAWI L ;
o FIAW BEYEE, BRAB LIRS/ BUICSTHBEINLTVE I L ;
o BEMELLICEEMEICE TS, REINRELXBA2EBANRESINTVWEI L
o BENBENICHEEL. »D. EMWICHBIRIRETHD Z & ;
o BENXALY—DOEMARMTEEANEAIL, BLO, BEFRZNICHK > THESNDZ
&,

13.6.13
The supervisor should understand and assess:

13.6.13
BEEE. UATZBBE L PFHRIT~RNETH S
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e the systems of risk management and internal controls of the SPE, particularly the extent to which
these are sufficient to ensure effective operation in compliance with the SPE’s legal and
supervisory obligations; and

e operational risks within the SPE structure and any mitigation arrangements.

o SPEDYR/EEBLLUABHEHOHIE. KIS, TN 5D SPE DEMRE L L VVEB LORBEICR
ST, RN LEZSAERTI2DICHLRIEE L

o SPEDHERDARL—T 3L URIELVH S IERICET 2E0RD

Basis risk

RN—=YR YRS

13.6.14

The supervisor should understand and assess the extent to which SPE arrangements give rise to basis
risk. This arises where the trigger for indemnity under the SPE arrangement is different from the basis
on which underlying protected liabilities can arise.

13.6.14

BEEEIL SPEOERRDICKYVELEIR—Y X - YRV OBEEZBEBSLCTHATNETHE, N—V X -
U271, SPE EARDICEDCHEREEFHD N H— &, RENOREVROEGENEL S pBEOEEL N
RUDHRICHKET D,

13.6.15

Where SPEs contain indemnity triggers (i.e., recovery from the SPE is based on the actual loss experience
of the ceding insurer) basis risk is unlikely to be an issue. However, many SPEs contain nonindemnity
triggers, such as parametric triggers (driven by objectively measurable events) or modelled triggers
(driven by the outcome of modelled, industry-wide losses). In such cases, there may be events where
the ceding insurer will remain exposed to its underlying policyholders without having recourse to the
SPE.

13.6.15

SPEs (2. BRERO MU A—H1EENE (ThbH, SPE AL ORI HEBFRBRSHENERRICREL

FHEKICETVTWNDS) BAE R—V X - U RIHBEBEICHR D AREE IZEWL, LA LA S, 57<0)SPES
IZiE ST AR Yy bUA— (BENICHERIBERERICEHES I IND). £21E. ET /ML b
H— (EFILENT -, ERDEOBEDERICHES I SND) AL, TESE*EJ@LX%UD U RN iﬂ%o

Z0 &5 BHE. HERESLIE, SPEICHT 2EBFRELF/-TI1C. BHORZNORBREZEICE]

EETHEREMY D B,

13.6.16 13.6.16

Basis risk should be considered with reference either to the amount of credit given by the supervisor of | R—> X - U X7 (3, HEREREHOEREEH S SPE DEURD IS L THES N2 ERE. F/I3HBR
the ceding insurer for the SPE arrangement or in the capital requirement of the ceding insurer, where | BRSO ERBEHICHE T 2EREL W -AHEANFAINIHE. TOVWIT ML OERBEESRBLTE
such mechanisms are used. BIRETH5,
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Additionally, in some jurisdictions the accounting and regulatory treatment of insurance risk transfer | 1z T, —ZROEERIH Tl BREFBLUND U A —%2ERT 2RE Y X I7BEICOWTOSIES

that uses non-indemnity triggers may be different from the accounting treatment of indemnity-based
insurance. The supervisor should understand these accounting differences and the impact these may
have on the financial statements of the ceding insurer and the reinsurer.
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Ongoing Supervision BRI EE
13.6.18 13.6.18

The supervisor should understand the various issues that emerge in the ongoing supervision of SPEs and
their use. Consideration should be given to the following areas:

e measures to be taken by the supervisor if any of the licensing or authorisation conditions are
breached;

o level of capital and ability of the SPE to continue to respond adequately should covered events
occur;

o level of reporting required by the supervisor in order to understand and assess whether the SPE
is complying with its obligations;

e the SPE’s response in the event of fluctuations in the values of invested assets (e.g.
match/mismatch between collateral fees,
commissions);

e arrangements put in place in the SPE to ensure that the“fully funded” condition is maintained in

account and exposure, flow of premiums,

the case that the insurance risks assumed are rolled over from one risk period to another; and

e where the SPE undertakes multiple transactions, arrangements put in place in the SPE to ensure
that the funds corresponding to each transaction are appropriately segregated and legally
insulated..

SPEs BLUZOFBICET 2MENAEBRICLY) RET 24 BHEELXIBETRETHD, UTOHE
ICDOWTERHLPRINDERETH D -
o RIMTEEHZIEIRARZMFICE T 2MAOLDERDBRIC, EBEENFELDINEEE
o BRERMNELET DL LIHED. ERKELS I OBEEICH T 57200 SPE DEES

o SPENZTOEHBAETLTVEINEINEEBEL., FHAT 27200, BEEENEBTIT MEKE;
o EABENMELZFHOE (FIZIE. BREEETI/ZAR—Sv—, REBERO70—. ®&. Fik
EDOBD~ Yy F/IR<yTF) O SPE DR ;

o BIZEZREYRIHN 120U RIERN LRI X VHBABREINZHEIC, [2EHEIN
5] VSRR IND L OBRT 27012, SPERICEUASAEHENLTWVWS ; BLT
o SPENEHBOIEI %175 BRIC.EEEICHET 2B/ BEUICK SN D &S HERY 57-HIC.SPE
ICERRO A EfF SN, ENICRREES N TLD




ICP 13 Reinsurance and Other Forms of Risk Transfer

Unwinding of SPE arrangements

SPE QEVR % DEH

13.6.19

The unwinding of SPEs is often influenced by the dynamics of insurance losses. The supervisor should
understand and gain comfort with the provisions in place to require orderly unwinding of SPEs. In
particular, the supervisor should understand the process related to the generation, mitigation and
management of any residual risk emerging from the unwinding of the SPE.
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13.6.20
In addition, the supervisor should understand the process and stages that the SPE goes through when it
comes to a natural end and its obligations have been fulfilled and the SPE is liquidated. There is a
distinction between unwinding in the event of a loss and unwinding a transaction reaching legal maturity
(without a loss having occurred). While the latter case is usually simple and straightforward, unwinding
in a full or partial loss situation deserves close attention. Consideration should be given to the following
areas:

e issues relating to share buy-back and conditions to its materialisation;

e issues relating to disposal of the investment portfolio;

e “dismantling” of the SPE and residual risks;

e where the SPE undertakes multiple transactions, issues relating to the segregation and legal

insulation of assets per transaction; and
e supervisory issues relating to risks which revert to the ceding insurer on termination of the
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arrangement.
Considerations for supervisors of insurers ceding risks to SPEs SPEs ICU RV BT 3 RIESHDEEEDEREIR
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Although in many jurisdictions insurance risk transfer to the capital markets is not permitted, the
supervisor should consider that some of the insurers in its jurisdiction may be transferring insurance risk
to SPEs located in another jurisdiction that permits insurance risk transfer to the capital markets. In this
case, the supervisor of the ceding insurer should consider, among other things:
e whether the risk transfer taking place involves an SPE that is licensed in the jurisdiction where the
insurance risk is assumed;
e the supervisory regime to which the SPE is subject in its jurisdiction; and
e the extent to which the ceding insurer has adequately provided for the identification, assessment
and management of the risks associated with transferring insurance risk to an SPE (e.g. credit risk,
basis risk).
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