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Foreword

As Chairman of the Insurance & Reinsurance 
Legacy Association (‘IRLA’) it is refreshing to see 
that over half the respondents to the Survey this 
year include business written after 2005 in their 
classification of run off business. Moreover, just 
under a quarter associate it with business written as 
recently as 2010 and beyond. The Association has 
strived to move the focus of run‑off away from the 
toxic liabilities of the 1960s to 1980s and onto much 
more recent years. This altered perspective is borne 
out by the growing membership of IRLA from across 
the live underwriting market where companies 
appreciate that run‑off is the natural tail of the 
insurance cycle and no longer the failures that 
marred the sector in the 1990s.

As companies acknowledge the growing importance 
of recognising and appropriately handling their 
legacy liabilities, more will be ensuring they have 
an orderly run‑off plan. This is supported by the 
Survey findings that show such a plan is the key 
objective amongst respondents, and is clearly linked 
to the response that efficient capital management is 
one of the main drivers.

Disappointingly the Survey also shows that 
companies face an increasing challenge in gaining 
access to exit mechanisms, although fewer 
respondents than previous years have considered a 
sale. Perhaps that is indicative of their run‑off being 
embedded in a larger portfolio and not in a distinct 
corporate entity. Therein lies the challenge of exit 
solutions for European companies, although this is 
not insurmountable.

The ever present Solvency II continues to dominate 
companies’ agendas although the number of 
respondents indicating that it will increase focus on 
underperforming lines has decreased in this year’s 
Survey. This highlights the uncertainty surrounding 
the likely implementation date of the new rules 
which enables companies to further delay their 
analysis until such time as a clear path to 
implementation is determined. The hesitancy of the 
“will it, won’t it happen” debate should provide 
companies with the opportunity to get ahead of the 
curve and address legacy matters, but with a 
continuing poor economic climate, and the market 
being flooded with capital, there are other agenda 
items to distract management.

IRLA continues to assist its members by providing a 
forum for support, education and networking, and I 
look forward to its continued growth. As I have said 
before, the techniques developed over the last 20 or 
so years to effectively manage run‑off are equally 
relevant to liabilities emanating from 2010 as they 
are for those arising from 1970. The sector has come 
a long way in that time and is prepared for facing 
whatever challenges come in future years.

Paul Corver

Chairman, Insurance & Reinsurance Legacy 
Association
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Introduction

Welcome to the seventh edition of the 
PwC Survey of Discontinued Insurance 
Business in Europe, prepared in 
conjunction with IRLA. I would like to 
thank everyone who contributed, it is 
greatly appreciated.

In reviewing the results of this year’s 
Survey it is evident that trends 
from earlier editions continue. 
Respondents still cite the effective 
release of capital as a key strategic 
objective and more effective capital 
management is once again expected 
to be the main driver of restructuring 
activities. However, respondents also 
appear to be taking a ‘back to basics’ 
approach to their run‑off business, 
stating that an orderly run‑off is now 
the priority as opposed to the pursuit 
of early finality. Evidence from the 
Survey indicates that concerns over 
reputational risk and a perceived lack 
of availability of exit mechanisms 
in Continental Europe may be 
contributing to this attitude.

One of the most fascinating responses 
to the Survey is in relation to when 
organisations classify business as 
being in run‑off. Many of us are 
closely involved in the resolution 
of liabilities relating to policies 
written in the 1950s through to the 
1980s – for example, at PwC we have 
been busy this year finalising the 
closure of schemes of arrangement 
for Highlands and Folksam – and I 
would venture that this has always 
been at the core of what is considered 
traditional run‑off. However, it is 
interesting to note that over 50% 
of Survey respondents now classify 
business written after 2005 as run‑off 
and clearly many organisations are 
just beginning to come to terms with 
this fresh wave of legacy business and 
the challenges it presents. 

Despite the lack of momentum 
with regard to Solvency II’s 
implementation, respondents to 
the Survey still expect regulation 
to play a major role in restructuring 
in the next five years. However, 
whilst Solvency II is yet to generate a 
discernible increase in M&A activity 
for discontinued insurance business, 
the market has produced a number 
of disposals in a variety of territories. 
These range from the significant exit 
by Zurich Insurance of its traditional 
UK run‑off book, Eagle Star, to the 
disposal of legacy portfolios by 
German insurers and a number of 
smaller legacy business exits from 
international corporates. It has also 
been interesting to observe that 
traditional run‑off consolidators have 
moved to acquire live entities, some of 
which could be closed off quickly and 
value extracted.
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On the subject of innovation I am 
delighted to report that the Solutions 
for Discontinued Insurance Business 
team at PwC continues to focus on 
pioneering exit mechanisms in the 
sector. I am excited that we will, 
subject to regulatory approval, see an 
opt‑out scheme being launched in the 
next few months. 

The run‑off sector continues to 
surprise, and the team at PwC relishes 
the opportunity to devise solutions 
for an array of different situations. 
In many ways the current market 
position, in particular the willingness 
to classify more recent underwriting 
years as run‑off, reminds me of the 
early 1990s. Back then the increase 
in new run‑off business forced 
fresh solutions, such as solvent 
schemes of arrangement and drove 
different business models through 
the acquisition of run‑off portfolios 
by consolidators. I believe there is 
an exciting period ahead where we 
will see tried and tested run‑off tools 
being adapted, and new solutions 
being created, so as to deliver 
finality and release value from new 
run‑off portfolios.

The team and I continue to enjoy the 
opportunity to bring you the results 
of this Survey and this year some of 
them have provided their own insights 
into the market and key issues which 
we hope you will find of interest.

Best wishes

Dan Schwarzmann 
Partner, PwC
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Major market 
events

April 2013March 2013January 2013

A.M. Best Company 
downgraded a number 
of European insurance 
companies in April due to 
deteriorating performance 
in 2012, volatility within 
underwriting performance 
and decreases in risk‑adjusted 
capitalisation. Companies 
included Infrassure Ltd 
(Switzerland), Milli 
Reasurans Turk Anonim 
Sirketi (Turkey) and LEMIC 
Insurance Company.

R&Q announced a scheme 
of arrangement with the 
intention to re‑domicile 
the holding company of 
the group from the UK 
to Bermuda.

Chartis Excess Limited 
obtained sanction 
to transfer its Irish 
insurance business 
to Bermuda through 
a unique scheme of 
arrangement involving 
an independent expert 
report and elements of 
a part VII transfer.

Hamburger 
Internationale 
Rückversicherung 
AG acquired all the 
reinsurance contracts 
of Niedersachsen 
Versicherungs‑AG. 
The portfolio mainly 
comprised marine 
contracts in run‑off 
and the future 
administration will 
be carried out by its 
subsidiary, Chiltington 
International.

In this section we summarise a range of 
significant events that have taken place since 
the publication of our previous Survey.
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Folksam UK, a wholly 
owned subsidiary of 
the Swedish group 
Aterforsakring AB Luap, 
and in administration 
since 2002, announced 
that its scheme of 
arrangement had 
become effective 
on 7 August 2013.

Catalina completed a 
$200m equity‑raising 
to increase its ability 
to grow its legacy 
portfolios in the non‑life 
sector. The new equity 
is underpinned by an 
investment from Apollo 
Global Management. 

August 2013May 2013

June 2013

July 2013

R&Q announced a portfolio transfer 
plan with Finnish mutual insurance 
company, Turva. This involves the 
transfer of a portfolio of run‑off 
reinsurance contracts to one of R&Q’s 
wholly owned subsidiaries in Finland. 

Compre completed the 
acquisition of Aurora from 
Swiss Re. Aurora is a Swiss 
insurance company in run‑off 
that specialised in motor 
insurance. The claims handling 
will continue to be provided 
by outsourced specialists and 
gives Compre a presence in 
Switzerland. This constitutes 
Compre’s fourth transaction in 
the last 12 months.

The FCA fined Swinton Group the 
large high street insurer £7.4m 
for mis‑selling add‑on insurance 
policies. This fine further indicates 
the intent of the FCA to focus 
on mis‑selling and customer 
compensation.

Enstar announced the acquisition of 
Atrium Underwriting Group and a 
Bermuda based reinsurance company 
that provides services to Atrium. The 
acquisition, involving live insurance 
business, aims to provide new 
opportunities for growth in addition 
to Enstar’s core business of acquiring 
insurance and reinsurance companies 
in run‑off.

Darag made its first transaction 
of 2013, by acquiring Hanseatica 
Rueckversicherungs and its 
run‑off portfolios. 

Enstar announced a definitive 
agreement to acquire Torus 
Insurance Holdings further 
diversifying Enstar into the live 
market by adding six wholly  
owned insurance vehicles.

R&Q completed the acquisition of the 
entire share capital of La Réassurance 
Intercontinentale, which is its second 
insurance investment in France. 
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Market size

The discontinued insurance market in Europe has seen considerable changes since the fi rst PwC Survey in 
2007. As the size of liabilities has increased so has the profi le that this area receives at Board level within 
organisations as well as from purchasers of run‑off business. 

As reported in the last Survey, we anticipated the market had the potential to grow further. We now 
estimate that the total size of the run‑off market in Europe is around €235bn, an approximate increase 
of €11bn from the previous Survey. A key reason for the increase in the size of the market is the change 
in mindset of the industry in terms of the classifi cation of run‑off business. As seen in the results of this 
Survey, there is an increasing willingness to categorise business as being in run‑off sooner than ever 
before, with over 50% of respondents now classifying business from 2005 onwards in this category. 

Given the ongoing and wide‑spread economic challenges facing many companies in Europe, it seems 
inevitable that there will be further focus on the value embedded in run‑off business. In particular, 
we expect to see increased activity in Eastern Europe where levels of run‑off activity are currently 
relatively low, but is now opening up for the fi rst time.
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UK and Ireland

€48 billion

France and Benelux countries

€41 billion

Other Western Europe 
countries

€25 billion

Nordic regions

€11 billion

Germany and Switzerland

€105 billion

Source: PwC

Eastern Europe

€5 billion
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Seventh Survey of Discontinued 
Business in Europe
Key findings

•  Respondents cited a perceived 
lack of access to exit mechanisms 
and preparation for Solvency 
II as the greatest challenges 
facing Continental European 
(re)insurers. Some specifically 
referenced the lack of a consistent 
framework for insurance business 
transfers across Europe as a 
challenge. 

•  Finality was replaced by orderly 
run‑off as the most identified 
key objective of strategic run‑off 
plans. 

Challenges and strategy

Key objectives of run‑off

Orderly run‑off Finality

1st

1st
2nd

3rd

7th edition 6th edition
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•  Regulation, including Solvency 
II, is seen as a key driver for 
restructuring activity over the next 
five years with 72% of respondents 
selecting this compared to 43% in 
the previous Survey. 

•  Sale and reinsurance/loss portfolio 
transfer remained the most 
considered exit options across all 
Survey respondents, despite a fall 
in the proportion of Continental 
European respondents indicating 
that sale would be considered.

•  Long‑tail claims continue to 
provide the greatest challenge to 
attaining finality in the UK and 
reputational risk was the biggest 
influencer for Continental Europe. 

•  While asbestos remains the 
most significant exposure in 
UK discontinued portfolios, 
Continental European 
respondents cited more recent 
exposures arising from 1990s 
casualty business and post 2000 
underwriting, including aviation, 
property and employers’ liability 
insurance. 

•  Significantly, over 50% of 
respondents now classify business 
written since 2005 as run‑off 
with 22% considering business 
since 2010 as forming part of their 
discontinued books.

•  51% of respondents confirmed 
that their Financial Supervisor 
had required them to comply with 
Solvency II interim measures but 
a further 26% were uncertain as 
to whether they would be required 
to comply.

•  Respondents saw Internal Model 
approval as the most challenging 
aspect of the Solvency II interim 
measures, followed by reporting 
and disclosure.

Regulation and Solvency II

Restructuring and exit

Finality and run‑off 
exposures

Sale as a considered exit option – 
Continental European respondents

Compliance with interim measures

52%

Yes

13%

No

Don’t
Know

35%

51%

Yes

23%

No

26%

Don’t
Know

51%

Yes

No

Don’t
Know

28%

21%

52%

Yes

13%

No

Don’t
Know

35%

51%

Yes

23%

No

26%

Don’t
Know

51%

Yes

No

Don’t
Know

28%

21%

52%

Yes

13%

No

Don’t
Know

35%

51%

Yes

23%

No

26%

Don’t
Know

51%

Yes

No

Don’t
Know

28%

21%Sale
For

68%

35%

7th edition 6th edition



10 Unlocking value in run-off

Survey results
Challenges and strategy

A significant development in the 
latest Survey results is the perceived 
increased challenge associated with 
gaining access to exit mechanisms. 
Historically, this challenge has not 
appeared as prominently in the Survey 
responses and poses the question as 
to what is driving this reaction? It may 
well be that the lack of significant exit 
activity in the market over the past 
year is influencing respondents’ views 
on what is possible. With the exception 
of a handful of disposal transactions, 
discontinued business sales in recent 
times have tended to be on a smaller 
scale. Furthermore, the past 12 months 
have not seen any notable solvent 
schemes of arrangement launched. 
It may be the case that some owners 
of discontinued business are left with 
long‑term run‑off books, for example 
those containing employers’ liability 
business, where structured exits such 
as solvent schemes of arrangement 
are not appropriate or a viable 
acquisition market for such books is 
less established.

“Transitioning a portfolio into run‑off needs careful planning; from the sale 
of renewal rights, through an intensive period of assimilation for the run‑off 
team in order to deliver a steady state of risk management to the organisation 
and service to the policyholder and broker communities. It’s then that all of 
the options can be reviewed to maximise value, release capital and ultimately 
provide finality”  
 
Simon Hawkins, Head of run‑off, QBE

Figure 1. What are the major challenges facing Continental European  
(re)insurers with run‑off business?

All respondents 

Access to exit mechanisms

Capital constraints

Preparation for Solvency II

Operational costs

Adverse loss development

Lack of skilled resource

Access to exit mechanisms

Capital constraints

Preparation for Solvency II

Operational costs

Adverse loss development

Lack of skilled resource

6th edition7th edition

Source: PwC

1
2

3
4

5
6
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The results of the three most recent 
editions of the Survey have consistently 
shown preparation for Solvency II and 
capital constraints in the top three 
challenges for Continental European 
(re)insurers. In the last Survey, 
controlling operational costs was 
also identified as a significant issue 
for organisations. Whilst preparation 
for Solvency II remains the second 
most popular option in this edition of 
the Survey, its fall from the top of the 
rankings is likely to be a reaction to 
the series of delays in the deadline for 
its implementation. Some responses 
indicated scepticism regarding 
the future timeline of Solvency II. 
Although, overall, respondents did 
expect to continue to be stretched in 
ensuring their Solvency II preparations 
are complete ahead of the targeted go 
live date of January 2016.

We also compared the challenges 
raised by Survey respondents in this 
edition to those from the second 
edition in 2008. The most significant 
divergence in responses is in respect 
of adverse loss development, moving 
from second place to fifth place in 
the seventh edition. The reasons 
for this are likely to be connected to 
the growth in understanding of the 
more mature run‑off portfolios under 
management, as evidenced by the 
general lack of volatility in reserves, 
seen in recent years.

In the sixth edition of the Survey 
we observed that there had been 
a reduction in the proportion of 
respondents that had developed and 
were implementing strategic run‑off 
plans to deal with their discontinued 
business as compared to the results of 
previous Surveys (92% fifth edition; 
79% sixth edition). This may be 
as a result of more organisations 
beginning to classify business as 
being in run‑off sooner than they 
had before, with plans for this new 
run‑off having yet to be fully formed. 
This has been borne out in this edition 
of the Survey where a staggering 
half of respondents include business 
originating as recently as 2005 and 
beyond as legacy, demonstrating that 
relatively recent underwriting years 
are now entering the discontinued 
business classification. 

“Across the insurance industry companies 
are reassessing their strategic options. 
This Survey shows that the run‑off 
industry is no different with respondents 
overwhelmingly having a strategic plan. 
For those where traditional exit options 
are not available we see growing interest 
in innovative alternatives whilst orderly 
and efficient run‑off is the current priority. 
This shift from short term solutions to 
longer term sustainable strategy is again 
reflective of the wider insurance market.” 

Jonathan Howe
Partner, UK Insurance Leader
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The results of this edition of the Survey highlight a renewed emphasis on 
strategic planning, with only 6% of respondents confirming that they do not have 
a plan in place for their discontinued business. 

One of the most striking results in this edition of the Survey relates to the 
changes in the key objectives of those strategic plans. There has been a 
movement away from early finality, falling from 52% in the sixth edition to 32% 
in this Survey, taking it from the top ranked objective to third. This pattern was 
particularly dramatic in responses from Continental European respondents. 
Conversely, there has been an increase in the focus on ensuring an orderly 
run‑off, with this option increasing in popularity to become the top ranked 
objective. This suggests that the run‑off market in Europe is in a contemplative 
mood; it is taking stock, putting its house in order and focusing its plans on 
making sure that its operations are as efficient and effective as possible. It very 
much feels as if there is a ‘back to basics’ mentality to run‑off management rather 
than an overwhelming desire towards attaining early finality.

“What will be the single most significant development in the run‑off market over 
the next 12 months?”

1  Diversification of run‑off companies to purchases in the 
live market

2  The growing importance of “centres of excellence” within 
global carriers 

3  Impact of capital constraints combined with low investment returns

A
Q“Organisations often under estimate the costs associated with an 

orderly run‑off. Establishing the right team and environment to 
manage run‑off effectively can be a business transformation project 
in its own right”  
 
Jenny Fair, Managing Director, Fidelis Consultants Limited

Figure 2: What are the key objectives of your organisation’s strategic run‑off plan? 

All respondents

Early finality

Don’t have a strategic  
run‑off plan

Releasing capital

Minimising expenses and  
claim payments

Orderly run‑off

32%
52%

43%
48%

28%
33%

40%
45%

6%
16%

0% 60%

Source: PwC

7th edition 6th edition
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The results of the Survey confirm that 
more efficient capital management 
remains the most influential driver 
of restructuring activities for 
Continental European (re)insurers 
over the next five years, although the 
percentage of respondents taking 
this view has fallen slightly from 
79% to 76%. This is perhaps at odds 
with what we have seen in terms 
of key strategic objectives over the 
shorter term, where orderly run‑off 
has been the most cited aim. It will be 
interesting to see in practice if decision 
makers are prepared to exit portfolios 
that represent a drain on capital. 

What remains clear from the Survey 
responses is that companies see 
regulation, including the eventual 
impact of Solvency II, as a key driver 
in the medium term. The proportion 
of respondents selecting this option 
has risen notably in this Survey from 
43% to 72%. After so many false 
dawns in relation to Solvency II it 
remains clear that respondents still 
believe the new regulation will be a 
significant driver for (re)insurance 
groups restructuring in Continental 
Europe for the next few years. In 
addition, new regulatory interactions 
and initiatives will spur on 
further change.

Survey results
Restructuring and exit

Figure 3: Which of the following drivers do you anticipate will influence the restructuring 
activities of Continental European (re)insurance groups over the next five years? 

All respondents

Regulation, including  
Solvency II

Improved tax efficiencies

More efficient operational 
structurings

Ability to deal more effectively 
with discontinued business

More efficient capital 
management

72%
43%

76%
79%

33%
62%

33%
55%

10%
26%

0% 80%

Source: PwC

7th edition 6th edition
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The results of the sixth edition of this 
Survey noted that sale was the most 
frequently considered exit option 
with similar levels of interest in 
schemes of arrangement, insurance 
business transfers and reinsurance or 
loss portfolio transfers. Amongst all 
Survey respondents sale dropped in 
popularity by 8% as an exit option, 
but still retained the joint top spot 
alongside reinsurance or loss portfolio 
transfers. The responses from 
Continental European participants 
in particular (as shown in figure 4) 
showed a significant change in 
views, with the sale option having 
been considered by only 35% of 
respondents as compared to 68% in 
the previous Survey. This is perhaps 
surprising when our own experience 
of the market is that sales prices for 
discontinued books have continued 
to be buoyant. It appears that factors 
other than price, such as reputational 
concerns, may be influencing 
Continental European owners 
of discontinued business in their 
exit considerations. 

The proportion of Continental 
European respondents who have 
considered solvent schemes of 
arrangement has halved from 44% 
to 22%, although the UK based 
response for schemes of arrangement 
has remained steady at over half. 
The general lack of scheme of 
arrangement activity over the past 
12 months and the concerns of some 
regulators in Europe towards scheme 
proposals may well have contributed 
to this result. We are aware of some 
solvent schemes of arrangements for 
Continental European books which 
could be proposed shortly and it will 
be interesting to see if these ignite 
more activity.

22% of Continental European 
participants selected the “other” 
option, identifying commutations  
and managing business in house as 
the chief options they had considered, 
in line with the strategic objective of 
orderly run‑off.

“What will be the single most significant development in the run‑off market over 
the next 12 months?” 

1 A large insolvency 

2 Companies on a buy to kill business model 

3 Further transactions in Germany 

A
Q

Figure 4: If your organisation or client has considered exit, which options have been 
considered? 

Continental European respondents

0% 70%

Sale

Other

Reinsurance or loss  
portfolio transfer

Insurance business transfer

Solvent scheme of  
arrangement

35%
68%

22%
44%

43%
48%

57%
56%

22%
8%

Source: PwC

7th edition 6th edition
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Strategic commutation programmes 
are expected to be the most 
frequently used exit mechanism in 
the next three years. The Survey 
saw a 42% response rate compared 
with 34% in the last edition of the 
Survey. In particular, the views of 
Continental European respondents 
are becoming increasingly skewed 
towards strategic commutation, as 
compared to UK based respondents, 
where alternative options such as 
reinsurance, business transfers, sale 
and schemes of arrangement are 
expected to be used more regularly. 

This may reflect the continuing 
importance placed on reputation by 
Continental European organisations 
where most discontinued business is 
housed within large ongoing businesses. 

There has continued to be some 
activity in the disposals market 
since the last Survey. Significant 
transactions for pure discontinued 
business portfolios or entities have 
though, been relatively sparse, with 
Zurich’s sale of Eagle Star being the 
leading example. 

We have continued to see mid‑tier 
run‑off acquirers increase their 
liabilities under management 
in Scandinavia and Germany in 
particular. Outside of the UK, the 
German market is expected to yield 
the most sales activity in the next 
two years. 

The proportion of respondents who 
considered there would be more than 
five run‑off disposals in the next 24 
months remained steady at 78%, with 
38% of respondents taking the view 
that there would be more than ten 
such disposals (increasing from 33% 
in the sixth edition). 

All respondents

Figure 6: How many disposal transactions will there be in the Continental European run‑off 
market over the next two years? 

22% 1‑4

40% 5‑9

38% 10+

22% 1‑4

45% 5‑9

33% 10+

7th edition 6th edition

Source: PwC

Figure 5: Which exit mechanism will be the most frequently used in relation to run‑off 
business in Continental Europe over the next three years?

All respondents

Strategic commutation 
programme

Sale

Don’t know

Insurance business transfer

Solvent scheme of arrangement  
(either through “sufficient 

connection” or following an 
insurance business transfer)

Reinsurance or loss  
portfolio transfer

42%
34%

24%
17%

7%
3%

14%
18%

14%
14%

7%
7%

0% 45%

Source: PwC

7th edition 6th edition
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It is perhaps surprising that there 
have not been further disposals of 
traditional run‑off books. A strong 
market exists for the acquisition of 
traditional books and competition 
between established market players 
and new market entrants, for example 
private equity funds that have been 
exploring the run‑off sector for some 
time, is likely to remain fierce. As a 
result of this, we also expect acquirers 
to look more widely for opportunities 
and anticipate there will be more 
acquisitions of discontinued 
life portfolios.

“Active run‑off management has 
traditionally been a very “private” 
business in the German insurance 
industry; only a few cases have 
become public and the industry 
has mostly handled discontinued 
business via group‑internal portfolio 
transfers. Commutation has been a 
relatively popular way to deal with 
discontinued business because it 
avoids public attention.

Kurt Mitzner
Partner, Financial Services

In the past, reinsurance companies 
have been more active in using 
transactions or solvent schemes 
of arrangement than insurance 
companies. However, it looks like 
primary insurance companies are 
now open to new approaches for their 
discontinued businesses. 

Reasons for this development would 
be, to name a few; the current 
interest rate environment, the 
focus on reduction of complexity 
and risk, Solvency II, and capital 
efficiency considerations.

Whilst in recent years the reputational 
impact of a “run‑off” was a major 
issue in Germany and there remain 
concerns, there does seem to be 
a slight change in attitude and 
a tendency towards more public 
solutions in order to reach finality.

So far the vast majority of run‑off 
transactions have taken place in the 
non‑life market. Recently, more and 
more life business discontinuations 
(VICTORIA, Delta Lloyd and Zurich 
on traditional life business) became 
public and it looks as if the market 
here is also ripe for transactions.”
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The delays in implementing Solvency II and a lack of clarity regarding the 
final agreed package and its effect on entities solely in run‑off appears to be 
a major source of frustration. Unlike large active underwriters, there is less 
certainty among owners of smaller discrete run‑off businesses as to their level 
of expected compliance by the target implementation date of January 2016. 
Market feedback suggests an expectation of exemptions from Solvency II’s 
requirements for some branch undertakings and entities that are in run‑off 
at the implementation date, provided plans to terminate activity within 
three years have been approved by the relevant supervisory authority. These 
expectations may be misplaced and we have not seen widespread evidence that 
pure run‑off entities have had such plans signed off by their regulators. 

The results of the Survey suggest a sense of fatigue amongst the run‑off 
community on the subject of Solvency II. Figure 7 indicates less apprehension 
regarding the practical implications of Solvency II for run‑off business than 
in previous years, although there continues to be a reasonable expectation 
that Solvency II will increase the cost of capital with approximately half of the 
respondents predicting this, compared with 70% previously. Similarly, nearly 
half of all respondents believe that the new regulation will lead to an increased 
focus on underperforming lines of business and exit options. 

Survey results
Regulation and Solvency II

Figure 7: What are likely to be the practical implications of Solvency II for Continental 
European (re)insurers with regards to their run‑off business? 

All respondents
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Figure 7 compares the answers to 
this question to those received in 
the second edition of the Survey. 
It illustrates that the current 
expectation of Solvency II’s impact 
for run‑off is broadly in line with 
predictions five years ago. There 
has been movement in the expected 
increase in the cost of capital from 
34% in the second edition to 47% 
today, coupled with a slightly greater 
expectation of increased regulatory 
sanctions and penalties. However, the 
general lack of guidance for owners of 
run‑off business appears to indicate 
that the market is no nearer to a clear 
understanding of the ultimate impact 
of Solvency II.

EIOPA’s draft interim measures 
were published in March 2013 and 
should have provided some further 
clarity. This followed EIOPA’s concern 
that there should be consistency 
in preparation across Europe to 
ensure the industry does not lose 
momentum in light of the delays that 
have been experienced. Four key 
areas were covered: internal model 
approval, system of governance; 
ORSA and supervisory reporting 
and public disclosure. 

The final version of the interim 
measures are expected to be 
published in autumn of 2013 
leaving regulators across 
Europe with only a few months 
before implementation of the 
interim measures is required 
from January 2014.

Figure 8 indicates that only half 
of respondents confirmed that 
they had been asked to comply 
with the interim measures by their 
financial supervisor. The results 
suggest that there are still some 
significant ambiguities as to what 
is expected of (re)insurers in this 
area, with over a third of Continental 
European respondents also saying 
they were not sure whether their 
local financial supervisor required 
them to comply. The introduction 
of the interim measures may 
result in a refocusing on Solvency 
II but may also provide resource 
challenges where organisations 
have diverted attention to other 
issues. While there is no specific 
mention of run‑off business in the 
interim measures, it is likely 
that the initiative will shine the 
spotlight on underperforming 
books of business and perhaps 
re‑open discussion within 
organisations as to the future 
strategy for such portfolios.

“What will be the single most significant development in the run‑off market over 
the next 12 months?”

1  Companies realising that Solvency II will happen and they need 
to be better prepared 

2 Bedding down of new UK regulatory framework 

3  Decision by FCA / PRA as regards solvent schemes of arrangement

A
Q

Figure 8: Has your local Financial Supervisor required you to comply with the Solvency II 
interim measures?

UK and Irish respondents Continental European 
respondents
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The results of the Survey confirm 
that respondents are most concerned 
about the requirements in respect of 
the Internal Model Approval Process. 
Compliance in this area will be critical 
in adapting to the wider Solvency 
II requirements. It is interesting to 
note that, at this stage, concerns 
remain focused on the modelling. 
Market sources have expressed a view 
to us, outside the Survey, that the 
reporting disclosure and governance 
requirements are expected to be a 
particularly significant challenge 
for pure run‑off organisations 
although they rank second and 
fourth amongst our respondents. 
It appears reasonable to expect that 
some element of proportionality 
will apply to smaller run‑off entities 
although, at this stage, there remains 
little formal guidance to that effect. 

In the last year, we have also seen 
service providers and consolidators 
exploring the optimal regulatory 
environments for their business. 
R&Q formed a new holding company 
in Bermuda with the re‑domicile 
being completed through a scheme 
of arrangement. It cited this as an 
important step in achieving certainty 
on its future capital requirements 
in light of the continued delays in 
Solvency II. It will be interesting to 
note if the desire for more effective 
management of capital drives 
further examples of business being 
re‑domiciled. This might be outside 
the EEA, or to smaller territories 
within Europe such as Malta or 
Gibraltar, who are actively seeking 
new entrants with a focus on ease of 
set up and access to regulators.

“What started out in Solvency II as a single 
point‑in‑time revolution in pan‑European 
insurance regulation has become something 
much more drawn out but still influential in 
how supervisors across the EU and beyond are 
regulating insurers. This has been in predictable 
ways, with a greater focus on diversification 
and return on capital. It has also resulted in 
unexpected developments such as the greater 
focus on recovery and resolution planning and 
systemic impact as a result of the financial crisis 
although a benefit has been a more harmonised 
approach across borders within the EU. The 
delay has allowed more groups to restructure 
or consider their strategic fit, creating M&A 
opportunities in the run‑off and live sectors and 
we expect this to continue if 2016 becomes a firm 
implementation date.”

Jim Bichard
Partner, Regulatory

Figure 9: Please rank the challenges to compliance with Solvency II interim measures

All respondents ranking

Source: PwC

1Internal Model Approval 
Process (IMAP)

Reporting and disclosure

Own Risk and Solvency Assessment (ORSA)

Systems of governance

2
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Survey results
Finality and run‑off exposures

Figure 11: In your view, what is the single most important concern influencing the ability to 
gain finality for run‑off liabilities in the UK?
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Figure 10: In your view, what is the single most important concern influencing the ability to 
gain finality for run‑off liabilities in Continental Europe?
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As Figures 10 and 11 illustrate 
there continue to be some marked 
differences between the concerns for 
gaining finality for run‑off liabilities 
in Continental Europe as compared 
to the UK. The spread of results 
for Continental Europe is broader 
than for the UK with several areas 
receiving comments. Reputational 
risk, with 24%, remains the top 
factor influencing the ability to gain 
finality with long‑tail claims (20%), 
availability of exit mechanisms (18%) 
and counterparty interest (17%) 
also being highlighted by a number 
of respondents.

In the UK, long‑tail claims remain 
the most significant concern 
influencing the ability to gain 
finality, broadly consistent with 
the results of the previous Survey 
(sixth edition: 50%, seventh edition: 
45%). In the previous Survey, we 
noted that there was an increasing 
focus on data and data management 
as a facilitator to constructive 
commutation discussions. In this 
edition, there has been an increase 
in the number of respondents 
citing the lack of complete records 
as an impediment to gaining 
finality. It is likely that this will 
continue to be an area of frustration 
for organisations seeking exit. 

From speaking to our clients, it is 
apparent that data challenges do not 
solely relate to legacy business from 
the 1960s and 1970s but instead 
continue to impact much more 
recent portfolios. These issues will 
challenge run‑off managers in their 
day to day business and influence 
exit considerations.

We also considered the responses 
to this question in the context of the 
answers provided by respondents 
in earlier editions of the Survey. 
The top ranked answer to this 
question in the third edition was also 
long‑tail claims, suggesting there 
is a continued consistency in this 
issue being a significant concern. 
Conversely, counterparty interest 
has seen a reduction in its perceived 
importance, perhaps indicating 
that there is a greater appetite from 
all areas of the market to conclude 
run‑off relationships.

Figure 12 shows how selected respondents suggest the concerns influencing 
the ability to gain finality identified in figure 11 may be managed.

Figure 12: How would you address the concern influencing the ability to gain finality for 
run‑off liabilities in Continental Europe?
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Source: PwC
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Figure 13 shows the views of Continental Europe and the UK respondents in 
respect of the types of claim exposures that form the most significant part of 
run‑off portfolios. Asbestos remains dominant within UK portfolios with 48% 
of respondents confirming this answer, followed by 2000 onwards exposures 
such as aviation and property (29%), and 1990s casualty business (17%). 

Figure 13: What claims exposures form the most significant part of your, or your client’s,  
run‑off portfolio?

UK and Irish respondents

1990s casualty business

Asbestos

2000 onwards “recent” run‑off 
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“What will be the single most significant development in the run‑off market 
over the next 12 months?” 

1  Increase in asbestos related diseases as people live longer 

2  Increase of Adverse Development Covers and similar products 

3 Sale of a significant block of UK EL 

A
Q
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In Continental Europe, the pattern is quite different. Whilst asbestos remains 
an issue for some in this market, this is the most significant exposure for 
only 17% of respondents, a marked difference compared to the UK. 1990s 
casualty business and more recent run‑off business, where the underwriting 
occurred after 2000, forms the majority of exposures here. In dealing with 
these exposures, the wider results of the Survey perhaps indicate that there 
is not yet the belief that the exit mechanisms used so successfully in bringing 
finality to traditional legacy liabilities will deliver the same results for this ‘new’ 
legacy business. 

“I’m always fascinated by the 
diverse nature of the challenges 
facing the run‑off market, both 
in the UK and across Continental 
Europe, and the opportunities 
this brings for innovation. A key 
development that I expect to see 
in the UK is the disposal of UK 
employers’ liability portfolios 
containing UK asbestos claims. 
Whilst for many years there 
has been an active and healthy 
market in the disposal and 
acquisition of US asbestos, the 
uncertainties associated with 
UK exposures have until now 
made such activity impossible. 

Mark Allen
Partner, Actuarial and 
Insurance Management 
Solutions

The clarity provided by the 
relatively recent ruling in the 
trigger litigation means that 
disposal and acquisition of these 
portfolios is now a realistic 
possibility. I believe that this will 
have a major impact on the market 
in the next one to two years.

An area of challenge facing 
Continental European insurers 
(that is increasingly also 
challenging UK insurers) is the 
length of tail now associated 
with motor insurance claims. The 
increasing trend for Periodical 
Payment Order settlements in 
the UK effectively means the tail 
on UK claims now mirrors that of 
many other countries. Rather than 
them being relatively short‑tail in 
nature, which is sometimes the 
perception of motor portfolios, such 
business can have longer mean 
terms than some latent/disease 
type portfolios. They can also be 
at least as uncertain as those types 
of business. Indeed, it is possible 
to make comparisons between the 
mean terms of run‑off portfolios of 
motor business and life business. 
Motor portfolios often, of course, 
do not benefit from the relative 
stability that is associated with the 
run‑off of life business.”
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Asbestos still represents the main 
exposure that is likely to present a 
challenge in the effective run‑off 
of business for all of our Survey 
respondents. In a development from 
the previous Survey, Continental 
European respondents are now 
ranking this as highly as those based 
in the UK and Ireland. This may 
reflect the specific exposure profile 
of those that have responded to 
this edition of the Survey, but also 
demonstrates that, where asbestos 
has been identified, it is clearly a key 
concern. Indeed, this is an issue even 
in situations where asbestos forms a 
small element of the run‑off business. 

As figure 14 demonstrates there has 
also been a noticeable movement in 
the frequency that pharmaceutical 
claims have been cited by Continental 
European respondents, with this 
seeing a 20% increase from the results 
of the previous Survey, meaning that 
52% of this group are now concerned 
about this type of exposure. In 
addition Continental European 
respondents have highlighted 
employers’ liability and medical 
malpractice as other exposures 
of concern.

The responses from UK and Ireland 
noted a rise in ‘other’ claims 
exposures which included mis‑selling 
and European motor liabilities. These 
references to other types of exposure 
provide a good illustration of the 
challenges being presented by the 
newer wave of legacy business that 
this Survey has identified. 

Figure 14: Are you aware of any claims exposures in your, or your client’s, portfolio that are 
likely to present a challenge to the effective run‑off of the business? 
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“Long‑tail liabilities from insurers and corporates remain a key competency for 
run‑off buyers. Increasingly however buyers are looking to provide solutions 
for more recent run‑off books that can incorporate a variety of short and 
long‑tail exposures.”  
 
Steve Ryland, Senior Vice President, Armour Group Holdings Limited



25A Survey of Discontinued Insurance Business in Europe

Figure 15: What is the most recent underwriting year that your organisation classifies as run‑off business? 
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Over the last few years there has been a great deal 
of debate in the run‑off market as to the point in 
time when business is classified as being in run‑off. 
The differences in interpretation of this term across 
the market and within organisations could arise 
from a mix of historical, cultural or operational 
variations. In particular, there has been a growing 
sense that the market has been willing to more 
readily recognise “new” run‑off or legacy business, 
and avoid classifying only very old business as 
being run‑off. 

As shown in figure 15, only 15% of respondents 
still consider only 20+ year old business as run‑off. 
Even this figure may be biased upwards by some 
respondents being from stand alone run‑off 
portfolios where only this business remains. 

Over half of the organisations who responded 
now classify business underwritten after 2005 as 
being in run‑off, with 22% seeing 2010 and beyond 
underwriting years as such. It appears that the early 
classification of discontinued books is a growing 
trend. We expect this to continue into the future 
and it will be interesting to see if this generates a 
new dimension to exit activity.

Following the observation that there has been a 
change in mindset as to when business is classified 
as run‑off, we reflected on the second edition of 
the Survey, when we first asked how participants 
defined run‑off business. In 2008, the most 
frequently cited response was “lines of business 
which are no longer written” with “business that 
generates no further income” and “business which 
is with a party where there is no ongoing business 
relationship” each receiving a significant response. 

Also, a few respondents suggested that they 
classified “terminated contracts” as being in run‑off. 
All of these definitions are likely to still be relevant 
and we believe that there is still some way to go 
in harmonising a clear run‑off definition within 
individual organisations, let alone the market as 
a whole. However, the increasing classification of 
more recent business as run‑off is an indication that 
there is a wider acknowledgement that run‑off is a 
key element of the natural insurance life cycle.
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The PwC team

The Solutions for Discontinued 
Insurance Business team has access 
to more than 200 specialists focusing 
on providing restructuring and 
operational consulting services to 
companies in the (re)insurance 
industry with run‑off business.

Issues being faced by operations 
around the world where the team is 
able to provide advice, support and 
assistance include:

• Releasing capital from run‑off

• Bringing finality to run‑off and 
extinguishing liabilities

• Considering transfer options such 
as sale or transfer of liabilities

• Project managing complex 
(re)insurance business transfers 
and securing key stakeholder 
buy‑in 

• Rationalising operations to 
achieve efficiency

• Proactively managing outsourced 
run‑off, including the development 
of a robust outsourcing contract

• Benchmarking the claims and 
reinsurance functions to assess 
their effectiveness

• Providing transactional support 
ranging from due diligence, claims 
reserving, debt provisioning and 
tax considerations.

To find out more, please contact any of the team or visit our website:

www.pwc.co.uk/discontinuedinsurance
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