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PORTFOLIO TRANSFER WITH SPECIAL FOCUS ON REINSURANCE

This study is aimed at drawing a big picture of insurance portfolio transfer regulations
in Europe with special focus on portfolio transfers that are backed by reinsurance, and
to highlight the disturbing variety of publication and authorization rules among the
EEA Member States that present hurdle to the fast and efficient functioning of the
European single insurance market. Although reinsurance business in Ukraine has
dropped in the first half of 2020, it is still an important method to transfer or disperse
original risks among the players of the insurance market. In general, the decision of
an insurance company on insurance portfolio transfer is a clear way to say farewell to
high claim contracts or to cut-off insurance business lines or business areas in the
future. Solvency Il rules do entail common European rules on portfolio transfer
between companies residing in the Member States, including branches within EEA
of companies residing in third countries. We aim to support the need for a more
detailed unified EU (EEA) legislation in this area.

Reinsurance, and in particular reinsurance transfers, is a relatively rare area of
research, even though reinsurance activity is a dominant sector on a global scale.
According to Standard & Poor's latest Global Reinsurance Highlights 2019 study, the
total net reinsurance premium amount of the top 25 reinsurers is $ 210 billion. A share
as high as 70% of this value is provided by the Top 10 reinsurers. Many of them also
underwrite a significant share of direct insurance business. A possible merger
between these reinsurers would not only bear the execution risk of the business plan

but also trigger counterparty concentration risk, as it could lead to significant overlap
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resulting in business loss for a consolidated group.

Thus, the moderate appearance of the topic in the literature is to be explained
not from an economic or financial point of view, but rather is to be seen as a result of
the certainty that a reinsurance company is a professional market actor, entering and
being active on professional wholesale field of insurance companies, and therefore
these phenomena require less regulation by the state. In contrast, in the case of a
transfer of an insurance portfolio, the interests of consumers (retail) already appear,
which triggers a role to play by the state (regulation and supervision). Although loose
regulatory requirements would support the efficiency of the overall national and
international insurance market, this aspect is overridden by a more important goal, i.e.

customer welfare, so strict provisions apply. (Bande, 1937)
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The decision of an insurance company to transfer an insurance portfolio is a
clear way to get rid of high-loss contracts or certain insurance business lines and
insurance areas in the future. Reinsurance contracts can serve to reduce capital
requirements (by transferring risk) or simply to transfer a certain type of insurance
activity to an insurer specializing in that area (Stefan, 2011). The transfer of portfolio
may therefore take place mainly for the following reasons: (i) focus on certain
portfolios in the interests of business strategy; (ii) divestment of non-economic
activities; (iii) restructuring the group of companies; (iv) exit from the insurance

market; (v) discontinuing the business of certain products, branches or sectors.
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Consequently, the length of the portfolio transfer process as a time factor is
particularly important. Although each decision from the above is motivated by
different business interests, a common feature is that the transferor releases own funds
on its part, and the transferee has to buckle own funds only for the future, so it is not
retroactively required for the acquired portfolio (Szedlak, 2016).
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According to a survey of Standard & Poor's, the capital adequacy level of the
Top 20 reinsurers between 2018 and 2019 has declined, but the sector has continued
to capitalize above the "AA" confidence level. It is estimated that the capital adequacy
growth of the Top 20 global reinsurers at the "AA" level at the end of 2018 was
approximately 5%, compared to 6% in 2017 or 25% in 2014. The decrease in capital
adequacy is mainly due to the following factors: (i) the catastrophic losses in 2017,
(i1) the asset-liability management of large global reinsurers, (iii) the adjustment of
long-term venture capital requirements; (iv) continuing repurchases; and (v) special
dividend payments. In both 2017 and 2018, the capital adequacy of the Top 20 global
reinsurers declined or was incomplete at the "AAA" level. Based on these, it is
expected that a significant transfer of assets may take place in order to strengthen
capital adequacy. At the same time, it is also worth noting that the "BBB" category
has seen a significant and steady strengthening over the past five years.

The current state of insurance market in Ukraine and the development of its
EU harmonisation is a thoroughly discussed issue in the literature (See: V.
Bazylevych, N. Vnukova, S. Osadets, N. Tkachenko, V. Furman D. Dem, O.
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Vilenchuk, V. Gryshchenko, I. Demyanyuk, A. Filonyuk, A. Shoihedenko).
According to Art. 12 of the Act on Insurance 85/96-VR Sz. reinsurance is an
insurance of an insurer by a resident or non-resident insurer (reinsurer) via transfer
risks associated completely or partially according to the relevant contract. (Buletsa,
Panyina, Chepis, Revutska, 2018) This contract can be considered a separate and
individual type of contract. (Vinnychuk, 2014) Among the destabilizing impacts on
the insurance market security we can find the low diversification of the insurance
portfolio of companies. (Prikazyuka, Motashko 2015) But Ukraine intends to increase
the minimum capital requirement in order to make their markets more financially
secure, and specifies the capital requirement in foreign currency. (OECD 2017)

In general, the process of transferring reinsurance cover and the rules to be
applied differ among EU Member States, and level of harmonization seems to be low;
despite the fact that the Solvency Il Directive lays down uniform rules in many other
areas. The advantage of EU law is the introduction of single official authorization and
the rule of tacit consent. In practice, mutual recognition of authority decisions at the
EEA level cannot be considered general at all due to the diversity of Member States'
rules. National differences between the Member States also stem from the fact that
only few of them require the continuation of reinsurance contracts relating to the
transferred insurance portfolio by law and in some cases the decision lies with
financial supervisory authority. The differences are accentuated the most in following
areas: information, consent and deadlines, consumer protection. Although
recommendations and guidelines from Member State authorities do support
predictability, ideally, uniform, more detailed rules at EU level are justified in order

to protect customers and provide legal certainty for all the stakeholders.
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