Client: ARC Haggie Financial
&urce: Pog M @aﬂ ne FINANCIAL AND CORPORATE COMMUNICATIONS
Date; 05 February

The legacy leg up

approaches, Paul Corver considers the
potential issues and opportunities ahead.

THUSEQE LS N the insusance indusiry thas
have worked through previous LK recessions
will doubitless be Bracing cureelves for the
inevitable upswing in claims activity thas
& tht mark of cashestrapped tmes I8 35 a
sirmipabe fact of Tife that when things gets teugh
firancully, clams — whether due 1o crime,
arsan o increased numbers of bosiness
hispuiles — slark i e

While this ey seem o be primarily s Tive
umderwTiimg sector cencern, when taken in
the context of the other fmancsl symptoms
of this recesslonary envitonment — sach as
I Interest Tites, poor mvestment returmns,
deteriorating exchange rates and a shortage
of new captal — the cu I y
ik have signifint romifications for the
|egacy sectnr.

¥or a start, the current ingerest rate
ervmonment could well affect strategy for
dealing with run-efl business. For instance, 2




those seeking to close out old books of
mmmyﬁmm the potenitml sbraction
of commutabions have bemn relaced by
the contraction in investmert returrs. This
reflecss the now neghgible reduction against
undiscoumbed reserves on balance sheets that
it will be prssaibile oo schieve whes commirting
2 Hiability oo nst present vahe Bag

Indeed, the most severs effect of the
investment income issue may well be to
show the upswing m potential scheanes of
srrangement that followed the case of Willis
Fabis Underwriting Management. With net
present value dizeounting falling through the

— gspecally for short-ail labilities —
these scheme propossss that heve traditianally
promoted settlement at an undiscounted
rali s a reasn T palacylsaldess W suppott
a scheme may have to think of alberoative
Enticements.

Theat said, the attactions of ‘cash now’ in
the current climate cairmist be utersstimered,
Nor is the ahility o comvert zssets into cash
i e acvantageous basis e anly driver
fiar cormtatians.

Under the spotlight
Fir instance, insyrers may s ooking with Er
pretes intereat at the possibiliny af conmating
with thoseremsimes that b besm bt by rating
dowrgrades, ar that ane penerally penceiwed
far b b am moreasng. counberparty
credit risk, Similarly, the need to manage the
et of fhuchaatons m the cusrescy merkens
may bocet the atiractims of commuting 2= a
mechanim by which o ot asses into the
same ey s labehites
Separately, the current pressare an financial
itstinatiens hng ereqtad & very renl question a8
by whieme drsumers and peirsarers will beable to
snirue mew carpital - whethes to reload capacity
ater @ market-changimg event, or to mak: the

mat of pew eppociumizies that are flowing inte
Londeedssubweription market & insuraice ard
reinsumeme buvens kok inggmead courerperty
credit ik,

Agmstsxcha tackground, chied exerutias
and chief fmance afficers coukd dowerse then
Ionk diveanis — ae well & outwands — for
potentzl smirces of capital and give some
sprys oonsideration to the potentis] use
of legaey st mechanisms & a way of
untlecking capiral that is crrently needed m
stppars peiar year [ehilities,

At first glance, thes mey seem colmfer
inquitiee, bt the petential of soch initiatives
can he significane. For natance. Traveless
recently Freed up 3143m (EEREm) by selling
its Unicnamerica book of Jegacy businees,
having first rearganised 1t it doe entity
zirg Part VI trmsers. Whike every siiuation
18 uprigie, it would be extracpdinary i there
wers o other comparies 1 the sectar tha,
an careful examinaticn, might ot find that
srnsle antitnied heoks have fle potenisl
‘i Becnme sin asset.

Such initiatives present a very real
cppartunity for the legacy stctar 1o 52 s
shills — mehdig the abiliy o help both b
and run-off companies assess the pocential
capetal it of disposals, travders, schenys
or commutation imtiatives — oo the Gve
secton, Accoedingly, the live auach of the
mehestry capisal modelling tool for begacy
businesz, which the Association of Rum-off
Compinaes s beer deseloping in conjimetion
with Watson Wyatt, i5 also expected o be one
feamare ol the dnethenining ARC Congrasa.

“The fallows: fram current events in the witer
fiswancial nsskes could also rigmer, for the frs
e 1 vears, i wae of oew rumolf besess
This et paby refiects the Gt that Esurers and

reirgrers mey b radially rassessng the nes

of buminess 1n which they wish to cngege, bt
alanythal current maret conditians nuy lowes
wmmmwmﬁxm.tb
reputation issues of eelling — ar

out the managenént of — legacy

mmmmkﬁwgm
welighedd agains the potential beswfis of eithér
recuoed oot i managment distraction, or
releasc of capetel back into the bisiness. |

Oppartunity knadks |
What is more, such apportusiies couid well
extend beyemnd the realm of :mum's.Ta.‘n,i
for example, the recent news that U5 run-|

oiff specialist, &taﬂe]ﬂ.dthhmgﬁmt,h*
acguired the mepority of the reinsuracee|
rup-aff - portfodio of US broker Arthue
J Galkager,

What 1= partoularty symifiar sbout this
mirve f5 the way in whick, by soquirmg the|
ool it goes & critical step bevend the UK.
atsmurcing; maves. that have been announced |
i sevent yiars by Marah and Aon,

Commenting at the tmme of the Gallagher
el the Citadel group described the mowe s
an cppartunity to create & runoff setor for
{ine remsurance iiermedEry markel

(iivery thiee s no doubt that dynamics changs
whien the business falls into run-off — indeed
the wery nafurs of & broker's busipess mears
alrnoat nevizably that the priceity las tobeon
urrent clients and imderwriters — it will be
mta‘ﬂmghseeﬂwdﬁe:mﬂmjaram
fich s Clawde, with its yeans of experienie i
sestlings and callecting remsurance for clients,
can make when puting these skilla i yse on
a braakeer rurudf, L1

Faul Corver 5 chaimman of the Assceiation of
Run-off Companies, which is holding its annusd
Cangress from 24 10 25 Febnaany



