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The Challenges of Trapped Capital

And how SRILIM succeeded in mitigating them



It's a matter of when,
not if,

a loss event will attect your portfolio

) How exposed are you to trapped capital?
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Trapped capital as consequence of loss buffers

lllustration: Development of loss buffers over time
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Loss buffers increase the best estimate reserves significantly

@ Swiss Re Insurance-Linked Investment Management AG

What leads to trapped capital?
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After large loss events, uncertainty around the accuracy of loss
estimates prevails.

Loss buffers, applied to the best estimate reserves, reflect this
uncertainty.

To ensure protection against adverse loss developments,
cedents will retain investor funds amounting to the loss buffers
as trapped capital.

Loss buffers decrease over time as reserves become more
certain. They also tend to be higher, the closer the event
date is to maturity.
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Trapped capital and its implications for investors

Reduction of available capital through loss buffering
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Schematic, not drawn to scale.

Significant amounts of capital can become unavailable for reinvestment
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What is the impact of trapping capital?

When parts of the invested capital are trapped at
maturity, they cannot be reinvested as planned.

) Trapped capital dilutes investment returns.

The release timing of trapped capital is independent of
renewal dates, i.e. the opportunity to deploy the funds.

) Trapped capital has a negative effect on the IRR.!

1 Internal Rate of Return
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Mitigation of trapped capital through choice of business model

Traditional Strategic Sramiding

reinsurance reinsurance

. arrangement
model partnership J
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Overcoming structural inefficiencies of trapped capital in a partnership

Advantages from a strategic partnership with a reinsurer:

Available capital still supports the
same business volume as pre-loss

27m
~LT No loss buffers due to open-end relationship, despite
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boscosimoe) LN partial collateralization.
100m
invested 0
No loss buffer

capital

means no

: ) Low costs on fund level and for underlying risk transfer.
trapped capital

=° No trapped capital ’e No reduction in exposure post loss Efficient capital structure for the benefit of
¢ No loss buffering is required on loss * Participation in the same business .
reserves due to the open-ended fund volume. Investors.

structure. Potential reserve
developments are absorbed without
setting aside additional capital.
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Legal notice

©2024 Swiss Re. All rights reserved. You may use this presentation for private or internal purposes but note
that any copyright or other proprietary notices must not be removed. You are not permitted to create any
modifications or derivative works of this presentation, or to use it for commercial or other public purposes,
without the prior written permission of Swiss Re.

The information and opinions contained in the presentation are provided as at the date of the presentation
and may change. Although the information used was taken from reliable sources, Swiss Re does not accept
any responsibility for its accuracy or comprehensiveness or its updating. All liability for the accuracy and
completeness of the information or for any damage or loss resulting from its use is expressly excluded.
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