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Capital Management
George Quinn, Group Chief Financial Officer
Investors' Day, Zurich, 24 June 2013

a
Key messages
1. SST, rating and liquidity are the three key drivers of our "risk tolerance
framework", which is the basis for the Group's capital management
2. We are working towards a Group target capital structure, expected to
– reduce leverage and use of LOCs by more than USD 4bn by end 2016
– improve ROE and EPS
3. Aim to utilise approx. USD 3bn of additional economic capital by year-end
to re-balance asset allocation, but staying within mid-term plan ranges
4. Capital management priorities are unchanged, emphasis on growing
regular dividends and profitable business growth
Delivering on the 2011-15 financial targets remains our top priority

Investors' Day | Capital Management | Zurich, 24 June 2013

2

a
Agenda
Swiss Re Group risk tolerance framework

George Quinn
Group CFO

Group target capital structure

Capital management priorities

Summary and Q&A

Investors' Day | Capital Management | Zurich, 24 June 2013

3

Group risk tolerance framework

Basis for capital management, risk steering and
limit setting

a

The risk tolerance represents the amount of risk Swiss Re is willing to accept within the
constraints imposed by its capital and liquidity resources, its strategy, its risk appetite, and the
regulatory and rating agency environment. It is based on the following objectives:


Maintain capital and liquidity that are sufficiently attractive from a client perspective, and
that meet regulatory requirements and expectations ("respectability criteria")



Be able to continue to operate following an extreme loss event ("extreme loss criteria"):
Group

Respectability criteria

1
2
Extreme loss criteria

Solvency I > 150%
SST > 185%
Rating ≥ AA

After an extreme loss
event (99% shortfall)
able to meet

SST > 100%

3

Liquidity

 Level reflects regulator and client requirements
 SST > 185% implies an estimated S&P excess capital above AA of
USD 3-5bn; broadly reflects the Group SST ratio corresponding to
the extreme loss criteria
Assuring both sets of constraints determines the additional
funding required to be held at Swiss Re Ltd. level as well as the
basis for external dividend proposals
 Minimum statutory capital to be in a position to continue to write
new business, for all major entities
 Sufficient liquidity to fund subsidiary recapitalizations where
needed and cover committed requirements in the year following
the stress loss
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SST capital measures

Internal model is basis for SST ratio
Required capital (target capital)

Available capital (risk bearing)




Capital available to absorb the
company’s losses before they affect
policyholders



Capital required to cover the company's
assumed risks in an extreme year



Based on 99% shortfall calculated from
Swiss Re's internal risk model, with
SST adjustments (e.g. expected change
in RBC, run-off capital costs)

Derived from economic net worth
(shareholders’ equity in Swiss Re's EVM
methodology) with SST adjustments

SST ratio =

SST risk-bearing capital (RBC)
SST target capital (TC)



Our target SST ratio for the Group is 185%



Our Risk Tolerance takes into account the SST for both Group and relevant BUs



We include all other relevant constraints when assessing capital adequacy
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SST capital measures

SST 1/2013: components of risk-bearing and target capital

USD billions
2012 Economic net worth (ENW)
Valuation adjustments
SST net asset value
Projected dividend and other deductions
SST core capital
Supplementary capital (eligible hybrids)
SST risk-bearing capital (RBC)

33.9
12.3
46.3
-3.2
43.1
5.6
48.7

SST ratio 245% =

Swiss Re 99% shortfall
Market value margin run-off capital costs
Other adjustments
SST target capital (TC)

17.3
5.0
-2.4
19.8

RBC = 48.7
TC = 19.8

Key adjustments:


Adding back EVM capital costs ("Valuation adjustments") to ENW on RBC side



Adding run-off capital costs ("Market value margin") to 99% shortfall on TC side
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Group capitalisation

Swiss Solvency Test (SST) and Solvency I
SST1 and Solvency I, USDbn (%)
70

SST risk-bearing 60
capital
50

SST target
capital

266%

Solvency I ratio

40

160%

245% 250%

213%

227%

350%
300%

243%

200%

208%

150%

164%

100%

20

50%

10
0



269%

233%

30

SST ratio

318%

292%

38.9 14.6

25.7 16.1

40.5 15.0

38.5 18.5

40.7 19.1

48.7 19.8

SST 1/2008 2
Solv I FY2007

1/2009
FY2008

1/2010
FY2009

1/2011
FY2010

1/2012
FY2011

1/2013 3
FY2012

0%

Group solvency remains very strong in both SST and Solvency I views

1

SST RBC is based on the preceding year-end capital position (minus projected dividends). SST target capital reflects a 12-month forward looking view
Swiss Reinsurance Ltd. standalone (solo); no consolidated Group ratio was filed with FINMA in 2008
3 SST 1/2013 as filed with FINMA at the end of April 2013
Note: As required by FINMA, the SST 1/2009 ratio excludes the effects of the February 2009 Berkshire Hathaway CPCI and ADC transactions
2
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Rating capital

a

Capital adequacy is a key aspect


Swiss Re aims to maintain S&P excess capital of USD 3-5bn to be able to retain an
investment grade rating after a shortfall loss



Rating agencies evaluate Swiss Re based on a set of quantitative and qualitative
criteria, including capital adequacy



For all rating agencies, capital adequacy has a pivotal role in determining the rating



S&P: "Swiss Re benefits from extremely strong capital and earnings…. the group's
capital adequacy remains materially in excess of our 'AAA' benchmark"
(S&P research update, 23 May 2013)

Investors' Day | Capital Management | Zurich, 24 June 2013

8

3

Liquidity stress test

We hold sufficient liquidity to meet funding
requirements even under adverse circumstances
Liquidity sources

Liquidity requirements



Unencumbered liquid assets and
cash, subject to conservative haircuts



Cash and collateral requirements in
an extreme year



Assumes that intra-Group funding is
not available if subject to regulatory
approval, that no new unsecured
funding is available, and funding from
new reinsurance business is reduced



Based on an extreme loss event
corresponding to 99% shortfall,
calculated using Swiss Re's internal
risk model, and a three notch ratings
downgrade

Liquidity ratio (>100%) =



1

a

Liquidity sources1
Liquidity requirements

We actively manage liquidity risks to ensure that we can satisfy the financial
obligations of the Group

The main pool comprises Swiss Reinsurance Company Ltd (SRZ) as well as those of its subsidiaries whose funds are freely transferable to SRZ. The estimated total
liquidity sources in the SRZ liquidity pool available within one year after haircuts and net of short-term loans from Swiss Re Ltd amounted to USD 24.0 billion as of
31 March 2013. This total includes USD 18.2 billion of liquid assets and cash, referred to as "spot liquidity".
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Capital management in practice

a

SST target levels for Group and Reinsurance
SST ratio
SST1/13 245%

Group

FINMA ranges

SST1/13
224%

Excess capital to be used for
dividends or business growth
185% target
175%

Tolerated range, addressed in
normal planning

Excess capital to be paid
up to Group
SST >100%: 'green zone'
= no action required
Tolerated range, addressed in normal planning

Implement de-risking
and remedial actions

100%

Reinsurance

Remedial action
required by BU,
agreed with Group
SST 80-100%: 'yellow
zone' = FINMA intensifies
risk dialogue
SST 33-80%: 'orange zone'
= restructuring plan
SST 0-33%: 'red zone' =
immediate steps to protect
policyholders
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175% target
165%

a

Capital management in practice

Business Unit and Legal Entity target process


A target SST capital ratio is defined
for each Business Unit
– Target capital for Business units
equals the minimum capital required
to meet respectability risk tolerance
criteria



Year 2:

Performance

Target
setting


A target capital range is defined
for each Legal Entity of the Group
– Target capital always reflects a level
above required regulatory capital,
accounting for the volatility of
regulatory capital and other external
constraints



Year 1



Dividend
forecasting
to pay out
above SST
target
Agree target
dividend as
part of
planning
process





Pay
dividend

Deliver
against
approved
plans
Monitor
sensitivities
to tolerated
range





Pay dividend
to Group as
agreed
SST needs to
be within
tolerated
range

Excess capital above Target Capital typically paid as dividend to Group in Q1

Investors' Day | Capital Management | Zurich, 24 June 2013

11

a
Agenda
Swiss Re Group risk tolerance framework

George Quinn
Group CFO

Group target capital structure

Capital management priorities

Summary and Q&A

Investors' Day | Capital Management | Zurich, 24 June 2013

12

a
Targeting an optimal capital structure




Swiss Re's target capital structure is
expected to maximise return on equity
within risk tolerance targets; it also
–

optimises financial flexibility

–

complies with external constraints

–

compares favorably to peers

Achievements in recent years
– 58% reduction of total leverage
since peak in 2007
– 80% reduction of operational
leverage book to date



The Group's target capital structure is expected to reduce leverage by more than
USD 4bn by end of 2016 whilst improving ROE and EPS
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Target capital structure

Principles and target ranges govern the Group's
and Business Units' funding structures

a

Group
Consider each Business
Unit, then consolidate

Funding mix for each Business Unit to be considered separately,
subject to combined total Group funding being acceptable

Internal and external
constraints

Return on equity to be maximised subject to external and internal
constraints on overall funding structure, incl. financial flexibility

Reinsurance and Corporate Solutions
SST risk
tolerance
target

Economic capital requirements
according to risk tolerance funded by
equity and equity-like capital
instruments

Liquidity
target

Incremental funding requirements
funded by senior debt or LOCs
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Risk
tolerance
respectability
target

Senior
leverage

Capitalisation should be in
investment grade range

Leverage level managed within
investment grade thresholds
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Target Capital Structure

To be implemented by end 2016
1

Core capital (%)

Total hybrid incl. contingent capital (%)

Senior debt (%)

LOC (%)

160%
140%
120%

Leverage
100%

Target
vs actual

80%
60%

Corporate
Solutions

Admin Re®

LOC

-

-

Senior

-

Group

Reinsurance

Subordinated

40%

-

Contingent

20%

Total

0%

Capital structure YE2012

-

-

> USD 4bn

Target capital structure
YE2016

Target capital structure expected to reduce leverage by more than USD 4bn by 2016
 Senior leverage plus LOC target range2 = 15-25% (YE 2012: 32%)
 Subordinated leverage ratio target range3 = 15-20% (YE 2012: 14%)


1
2
3

Core capital of Swiss Re Group is defined as Economic Net Worth (ENW)
Senior debt plus LOCs divided by total capital
Subordinated debt divided by sum of subordinated debt and ENW
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Important role of new style hybrids

a

Gradual replacement of traditional instruments


We see merit in including hybrids as
an efficient part of the capital base



In the face of changing regulation for
insurers, Swiss Re is positioning itself
to react to new regulatory demands



Goal: Issue a range of complementary
contingent capital instruments
– increasing quality, flexibility and
fungibility of the capital structure…

Recent new style hybrid issuances:
– Q1 2012: USD 1.1 bn across two
transactions (USD and CHF),
combining a perpetual deeply
subordinated instrument with
issuer stock settlement features
– Q1 2013: USD 750m dated
subordinated instrument with a
contingent write-off feature

– …while diversifying the portfolio,
both by structures and investors



Target 2016: approx. 10% of Swiss Re total capital base in new style instruments
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Uses of capital (I/III)

a

Unchanged dividend policy


Strong capital position allows
Swiss Re to continue to pay an
attractive dividend…



…and take advantage of business
growth opportunities

Swiss Re's dividend policy


Highest priority on growing our
regular dividend with long-term
earnings; at a minimum maintain



Business growth where it meets
our profitability requirements
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Uses of capital (II/III)

a

Profitable business growth


Delivered profitable business
growth over the past three years



Appetite for business continues to
exist, especially in high growth
markets
– Realistic about market growth rates
and new capital entering in some
lines, but no need to be defensive



Profitability and capitalisation
metrics demonstrate that earnings
and financial strength have priority
– Profitability requirements for new
business hold firm (ROE >11%)
– Strong growth, yet higher SST ratios
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Uses of capital (III/III)

Continue asset re-balancing to mid-term plan, utilising
approx. USD 3bn additional economic capital
100%
90%
80%
70%

2%
8%
21%

~2%
~9%
~28%

5%

60%

~6%

0-5%
5-10%
20-30%
5-10%

50%
40%

41%

Equities and alternatives
Corporate bonds (incl. loans)
Securitised products

~30%

35-55%

30%
20%
10%

Other (incl. derivatives)

23%

~25%

End Q1
2013

Projected
Year-End 2013 1

10-20%

Government bonds (incl. agency)
Cash, cash equivalents and shortterm investments

0%
Mid-term
plan

Our economic outlook of moderate growth continues to favour credit products
 We continue to move the asset allocation within the current mid-term plan, adding mainly high
quality credit exposure
 We have also established a short duration position in anticipation of higher yields
 Additional economic capital requirements of approx. USD 3bn overall from above moves


1 Projection,

subject to market developments

Investors' Day | Capital Management | Zurich, 24 June 2013

20

a
Agenda
Swiss Re Group risk tolerance framework

George Quinn
Group CFO

Group target capital structure

Capital management priorities

Summary and Q&A

Investors' Day | Capital Management | Zurich, 24 June 2013

21

a

Earnings per share

We expect to achieve the 2015 EPS goal
in USD
11.9
-1.9

2012 tax benefits, reserve releases, US Admin Re® sale
1

Interest rates flat, mid-term SAA, asset volume up

-2.6

P&C: growth, QS expiry, nat cat margins down, casualty up

0.9

L&H: management actions, growth

1.0
0.9
0.2
> 10



2012 EPS, as published

Deploy USD 3bn Group excess capital @11%
Reduced leverage
2015E

Critical assumptions are market trend and ability to invest, redeploy, or
return @ 11% ROE, no reliance on interest rates to achieve targets

1 Strategic

asset allocation
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Key messages
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Q&A

a
Corporate calendar & contacts
Corporate calendar
08 August 2013
09 September 2013
07 November 2013
20 February 2014

Second Quarter 2013 results
Investors and Media meeting
Third Quarter 2013 results
Annual Results

Conference call
Monte Carlo
Conference call
Conference call

Investor Relations contacts
Hotline
+41 43 285 4444

E-mail
Investor_Relations@swissre.com

Eric Schuh
+41 43 285 4708

Ross Walker
+41 43 285 2243

Lorenz Fichter
+41 43 285 7129

Simone Fessler
+41 43 285 7299
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Cautionary note on
forward-looking statements

Certain statements and illustrations contained herein are forward-looking. These statements (including as to plans objectives, targets and trends) and illustrations provide
current expectations of future events based on certain assumptions and include any statement that does not directly relate to a historical fact or current fact.
Forward-looking statements typically are identified by words or phrases such as “anticipate“, “assume“, “believe“, “continue“, “estimate“, “expect“, “foresee“, “intend“,
“may increase“ and “may fluctuate“ and similar expressions or by future or conditional verbs such as “will“, “should“, “would“ and “could“. These forward-looking
statements involve known and unknown risks, uncertainties and other factors, which may cause Swiss Re’s actual results of operations, financial condition, solvency ratios,
liquidity position or prospects to be materially different from any future results of operations, financial condition, solvency ratios, liquidity position or prospects expressed
or implied by such statements or cause Swiss Re to not achieve its published targets. Such factors include, among others:
the cyclicality of the reinsurance industry;
uncertainties in estimating reserves;
 uncertainties in estimating future claims for purposes of financial reporting,

particularly with respect to large natural catastrophes, as significant

uncertainties may be involved in estimating losses from such events and
preliminary estimates may be subject to change as new information becomes
available;
 the frequency, severity and development of insured claim events;

 acts of terrorism and acts of war;
 mortality, morbidity and longevity experience;
 policy renewal and lapse rates;

 extraordinary events affecting Swiss Re’s clients and other counterparties, such
as bankruptcies, liquidations and other credit-related events;
 current, pending and future legislation and regulation affecting Swiss Re or its

ceding companies, and the interpretation of legislation or regulations by

regulators;
 legal actions or regulatory investigations or actions, including those in respect

of industry requirements or business conduct rules of general applicability;
 changes in accounting standards;
 significant investments, acquisitions or dispositions, and any delays,
unexpected costs or other issues experienced in connection with any such

transactions;

 changing levels of competition; and
 operational factors, including the efficacy of risk management and other internal
procedures in managing the foregoing risks.
These factors are not exhaustive. Swiss Re operates in a continually changing environment and new risks emerge continually. Readers are cautioned not to place undue
reliance on forward-looking statements. Swiss Re undertakes no obligation to publicly revise or update any forward-looking statements, whether as a result of new
information, future events or otherwise.
This communication is not intended to be a recommendation to buy, sell or hold securities and does not constitute an offer for the sale of, or the solicitation of an offer to
buy, securities in any jurisdiction, including the United States. Any such offer will only be made by means of a prospectus or offering memorandum, and in compliance with
applicable securities laws.


further instability affecting the global financial system and developments related
thereto, including as a result of concerns over, or adverse developments relating
to, sovereign debt of euro area countries;
further deterioration in global economic conditions;
Swiss Re’s ability to maintain sufficient liquidity and access to capital markets,
including sufficient liquidity to cover potential recapture of reinsurance
agreements, early calls of debt or debt-like arrangements and collateral calls due to
actual or perceived deterioration of Swiss Re’s financial strength or otherwise;
the effect of market conditions, including the global equity and credit markets, and
the level and volatility of equity prices, interest rates, credit spreads, currency
values and other market indices, on Swiss Re’s investment assets;
changes in Swiss Re’s investment result as a result of changes in its investment
policy or the changed composition of its investment assets, and the impact of the
timing of any such changes relative to changes in market conditions;
uncertainties in valuing credit default swaps and other credit-related instruments;
possible inability to realise amounts on sales of securities on Swiss Re’s balance
sheet equivalent to their mark-to-market values recorded for accounting purposes;
the outcome of tax audits, the ability to realise tax loss carryforwards and the
ability to realise deferred tax assets (including by reason of the mix of earnings in a
jurisdiction or deemed change of control), which could negatively impact future
earnings;
the possibility that Swiss Re’s hedging arrangements may not be effective;
the lowering or loss of one of the financial strength or other ratings of one or more
Swiss Re companies, and developments adversely affecting Swiss Re’s ability to
achieve improved ratings;
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