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Approximately one year on, a very
different pool scheme was launched
and sanctioned, being the largest
series of solvent schemes ever
proposed. The EW Payne Pools
scheme comprised 82 separate
schemes from companies representing
over 120 original entities from various
countries including UK, France,
Germany, Switzerland, US and Japan.

The EW Payne Pools scheme is

unique by including a provision for

the payment of contingent liabilities

to creditors regardless of whether or
not they formally submit a claim.

The scheme also has an innovative
methodology for calculating IBNR
(incurred but not reported claims) using
a simple loading calculation on notified
outstanding losses.

“"Companies need to
do a lot of homework
beforehand and
ensure a proposed
Scheme is appropriate
for stakeholders.
Solvent Schemes and

Part VIlI's remain very
efficient tools for
parts of the book but
certainly, one size
does not fit all”

Maik Wandres, CEO of GLOBAL General
and Reinsurance Services Limited

Mike Walker, Head of the Insurance
Solutions practice in KPMG
Restructuring which advised on the
schemes for the WFUM and EW Payne
pools, observes that schemes for
underwriting pools are a developing
area. "Significant innovation in solvent
schemes is taking place with respect
to underwriting pools. The EW Payne
Pools scheme template could be used
for resolving dozens of other pools in
run-off”" Nick Bentley, Managing
Director of RiverStone Insurance (UK)
Limited, supports initiatives in this area.
“Solvent schemes are good for pool
arrangements — without them it would
be like herding cats, trying to pull so
many companies together. Often the
policyholders haven't had a claim paid
for so many years they're happy to get
something out of a scheme.”
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From the perspective of policyholders
and reinsurers, solvent schemes for
underwriting pools may bring welcome
relief but in practice it is not a
straightforward process. Hannover Re
has experience as a cedant and/or a
reinsurer of schemes promoted for
London market underwriting pools and
of schemes in general, and Renate
Schaper-Stewart, Head of its Run-Off
Solutions Department, draws attention
to some of the difficulties they face.
“We're very used to dealing with
schemes. We have a department set up
to deal with schemes, either as a
creditor or debtor. There are, however,
problems with schemes in relation to
pools as it is difficult to identify the
business or our possible involvement.
We want more support in reconciliation
of data by pool managers and longer
time periods in the process’ Regarding
solvent schemes in general she adds
that “retrocedants might be hesitant
to support them if and when they

may lose their protection of long-tail

retrocessions or receive a compensation

they may view as inadequate”

Scheme companies and their advisers
are listening to policyholders’ concerns
and seeking to design and promote
schemes which take these concerns
into account. James Bolton, Director

in the Insurance Solutions practice in
KPMG Restructuring believes that
“massive strides have been made in
scheme design in the recent past, with

regard to notice periods, the provision
of information, the claims submission
process and the estimation
methodology. We will continue to
listen to stakeholders’ concerns to
improve their design even further”

Over the last ten years since
schemes of arrangement were first
used for solvent insurers seeking
finality, there have been some
unexpected benefits. According

to our interviewees, a consequence
of schemes is that insurers and
brokers have now established
internal procedures and roles for
fast-track coommutation and claim
submission, especially in the UK
due to the requirements during the
scheme process.

Since the beginning of 2008 until the
time of writing, there have been 84
schemes sanctioned in the London
market (including the 82 EW Payne
Pools schemes) and at least a further
20 schemes are in development or
have been announced to the market.
With a continued drive for finality and
to release trapped capital, which can
only be exacerbated by the current
credit crisis, it it likely that the scheme
process will remain a tool of choice in
2009 and beyond. Lloyd’s is still
reluctant to embrace them however,
“The answer to solvent schemes is
[stilll “No"" says Steve McCann.

"Solvent schemes are good for pool arrangements — without them it
would be like herding cats, trying to pull so many companies together.
Often the policyholders haven't had a claim paid for so many years
they're happy to get something out of a scheme.”

Nick Bentley, Managing Director of RiverStone Insurance (UK) Limited
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4.3 Part VIl transfers
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From December 2001, when the Financial Services and Markets Act 2000 took
effect, to the end of 2007, as shown in Table 7, there have been 69 transfers of
non-life portfolios, of which almost half involved predominantly or entirely
business in run-off. While the number of Part VII transfers in 2007 are fewer than
in 2006, it still remains a popular tool for the restructuring and reorganisation of

liabilities in run-off.

Table 7
Number of Part VIl transfers in the UK non-life insurance market

Dominant portfolio 2001 2002 2003
Active 1 5
Run-off 2 2
Total 3 7
Cumulative 3 10

2004 2005 2006
5 12 7 6
3 4 13 9
8 16 20 15
18 34 54 69

Source: Edwards Angell Palmer & Dodge LLP; Sidley Austin LLP™; KPMG LLP (UK) 2008

Of the nine Part VIl transfers in 2007
relating to run-off portfolios, seven
involved the internal reorganisation of
legacy business within large insurance
groups, such as occurred within the
St Paul Travelers Group. The process
was used for example as part of
capital management strategies or in
preparation for a future disposal. The
other two Part VIl transfers involved
transactions between third parties,
including the innovative transfer of the
UK branch business of Sompo Japan
Insurance Inc to Transfercom Limited,
a Berkshire Hathaway company.

The attraction of the Part VII transfer
procedure reflects, in particular, the
ability to include the transfer of the
reinsurance asset of the business as
well as underlying policies.

This sets Part VIl transfers aside
from almost all equivalent transfer
mechanisms established in other EU
member states.

Since the implementation of the EU
Reinsurance Directive™at the end of
2007 the UK Part VII procedure still
stands out as the most comprehensive
process for transferring whole
portfolios of direct, mixed or pure
reinsurance business™. To date there
have not been any transfers of pure
reinsurance business out of the UK
by means of a Part VIl transfer,
however, in October 2007 the first
transfer of a pure reinsurance portfolio
from a German reinsurer (Deutsche
Ruckversicherung AG) into the UK
took place under the provisions of the
Insurance Supervisory Act (VAG) 2007,
the German implementing legislation
for the EU Reinsurance Directive.

13 Part VIl table at www.sidley.com/en-US/partvii/linkedContent.aspx.

14 Directive 2005/68/EC.

15 To date, the EU Reinsurance Directive has been implemented in full by Austria, Germany, Ireland, Italy, Luxembourg,

Spain, Sweden and UK, as well as Gibraltar. France has partially implemented the EU Reinsurance Directive.
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After the first ever Part VIl transfer

of a life portfolio from Lloyd’s to the
company market in 2006, the first
ever transfer under Part VIl of a non-life
portfolio from Lloyd's took place in July
20077, followed by another Part VII
transfer in November 2007,

It is not certain, however, if this trend
will continue at Lloyd's, particularly
with the growth in the interest and the
number of RITC transactions. Steve
McCann thinks “probably not, and the
criteria Lloyd's applies to its overseas
business means it doesn’t want to get
involved with Part Vlls that impact

US trust funds.” Nevertheless, the
popularity of Part VIl transfers amongst
run-off specialists remains high as Ken
Randall, Chairman and CEO at Randall
& Quilter Investment Holdings plc,
observes “Part Vlls are a good tool for
managing run-offs. There are good
protections in place which enable a
better use of capital without
compromising creditors.”
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During 2008, further amendments

to the Part VII provisions were
implemented after extensive market
consultation. The changes included
clarification that the Court may order
the transfer of attaching reinsurances
along with underlying policies, although
all reinsurers must now be notified in
writing in these circumstances’™.
Another amendment corrected the
scope of the Part VIl provisions to
include the business of all former as
well as current members of Lloyd's,
which paves the way for the proposed
Part VII transfer of this business under
the arrangement between Equitas and
Berkshire Hathaway.

“Part Vlls are a good

tool for managing
run-offs. There are
good protections Iin
place which enable
a better use of
capital without
compromising
creditors.”

Ken Randall, Chairman and CEO,

Randall & Quilter Investment
Holdings plc

16 Transfer of policies from Syndicate 982 (Spectrum) to Sterling Life Insurance.

17 Certain policies written by the members of Syndicates 37 and 2037 at Lloyd’s (the Highway Syndicates) were
transferred to Highway Insurance Company Limited.

18 Transfer of policies from Syndicate 2004 (Admiral) to Admiral Insurance Company.

19 Unless the Court waives this obligation based on the specific circumstances, and permits other forms of notification
such as advertising.
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5 Compensation paid to
protected policyholders

The Financial Services Compensation Scheme
(FSCS) is the statutory fund of last resort for
customers of failed financial services firms.

It deals with claims against defaulting insurers.
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9 Conclusion

2007 was another significant year for the UK
non-life run-off market and in many ways
extended the patterns emerging in 2006.

The total size of the UK non-life run-off market
reduced by £4.4 billion and is now estimated at
£28.3 billion at the end of 2007.
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Lloyd'’s liabilities in run-off have shrunk
by 44 percent during 2007, and are
over 60 percent less than the position
as at the end of 2005. This staggering
change, a reduction of £4.6 billion in
two years is the principal driver of the
decrease in the size of the overall UK
non-life run-off market. It has come
about through significant use of RITC
transactions by investors in run-off
and the absence of any material new
run-offs entering the market. In reality,
those run-off liabilities remain at
Lloyd’s, housed in new RITC
syndicates although they now fall
outside Lloyd's definition of run-off.

The picture at Lloyd's is replicated to
a degree in the solvent company
market: huge demand from investors
in run-off and the lack of new run-offs
to replace the old ones rapidly dying
off. However, unlike the company
market there still appears to be no
prospect of Lloyd's approving a
solvent scheme.

Another key observation on the
solvent company run-off market in
2007, made by all of our survey
interviewees, is the focus on capital
efficiency and capital extraction.

The UK operations of large insurance
groups continue to reorganise in the
pursuit of optimal capital structures,
which include focus on consolidation
and/or disposal of legacy business.
Acquisitive run-off insurers are also
focusing on capital, which is seen as
a key determinant of their own
strategy and as a driver of new
opportunities for them to invest in.
These opportunities now seem to
exist mainly outside of the UK and
run-off practitioners are looking
across the sea to markets in
Continental Europe.
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While there may be larger prizes to be
found abroad, there are clear obstacles
that must be overcome: Continental
European insurers may be less willing
to divest ownership or control over
their legacy business; the nature of
overseas run-off markets is very
different to the impersonal London
subscription market; local run-off
problems are more likely to be dealt
with by local run-off advisers. Run-off
service providers in the UK may be
facing their most challenging period.
However, by adopting the right
approach and investing wisely,
opportunities are there to be won and
there are more tools available to
run-off specialists across Europe to
apply to these legacy books.

The flow of solvent schemes of
arrangement and Part VII transfers
through the run-off market continues
unabated as insurers make use of
these capital release mechanisms.
Since their first use to the end of 2007,
there have been a total of 46 solvent
schemes and 33 Part VIl transfers of
run-off portfolios. Solvent schemes in
particular seem to be an efficient tool
for collapsing underwriting pools and
we have witnessed two highly
significant pool schemes: WFUM pools
in 2007 and EW Payne pools in 2008.

This is the landscape of the UK
non-life run-off market at the end
of 2007 At the time this survey is
published, the environment is very
different as a result of the storms
threatening the financial markets.
2008 has seen a number of casualties
and the situation is far from stable.
These are unprecedented times for
the current generation of decision
makers and navigating through this
period will be a challenge for us all.
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