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MASS LAPSE REINSURANCE

Introduction to Mass Lapse Reinsurance

What is Mass Lapse risk and why should you reinsure it
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What is Lapse
Risk

A ‘Lapse’ occurs when
policyholders terminate their
insurance policies prior to
maturity, either by ceasing
premium payments or
surrendering their policies
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Key Triggers for a
Mass Lapse Event

= Interest rate movements

= Competitors release a product
with more compelling features

= Reputation damaged

Benefits of Mass
Lapse Reinsurance

= Cover tail (but massive) risk
* Free-up capital
» Reduce liquidity strain
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MASS LAPSE REINSURANCE

Mass Lapse Reinsurance Structure

A non-proportional solution that covers the layer of Mass Lapse loss between the attachment and detachment

point, providing SCR relief

lllustration of ML Reinsurance Structure under Standard Formula

Simplified Definition of Reinsurance Loss

Retained

loss
Undiversified >
SCR

RI Cover /
Own funds Capacity

(under best > °
estimate

assumptions)

The attachment point (AP) is
adjustable to meet Insurers
requirements.

The detachment point (DP) is
° calibrated to match the equity loss

under mass lapse shock scenario
(40% for the individual portfolio in the
standard formula).
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The net loss can be expressed as a percentage of the ML
Step 1: SCR:

Net Loss Net Loss — ML SCR x Observed Lapse Rate(®)
o ML Shock in %
Step 2: The capacity is the difference between the detachment point
) DP and the attachment point AP:
Capacity _
Capacity = DP — AP
Step 3: The reinsurance claim corresponds to the Net Loss capped
i by Capacity:
Reinsurance _ _ _ _
Claim Reinsurance Claim = Min(Net Loss above AP; Capcity)

(*) Beyond the Best Estimate (BE) of Lapse Rates

Protecting the Balance Sheet \ 5



MASS LAPSE REINSURANCE

Measurement Periods

A rolling measurement period structure to include the new business and reduce basis risk with recalibrated
attachment/detachment points for each risk period

What does this rolling structure offer?

= Dynamic adaptation to exposure: It captures both
portfolio and economic/non-economic changes over
each quarter.

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Measurement Period 1 (1 year)

Measurement Period 2 (1 year)

Measurement Period 3 (1 year)

= Efficient risk management: For overlapping risk
periods, the reinsured claim corresponds to the
maximum loss from a Mass Lapse event.

= Contractual flexibility: The insurer retains the
option to cancel or renew the cover at the end of
each calendar year.

Measurement Period 4 (1 year)

Measurement Period 5 (1 year)

» Long-term protection: The structure supports multi-

Cancel & Renewal Option year coverage, typically ranging from 2 to 5 years.
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MASS LAPSE REINSURANCE

Case Study

The structure and impact of a successfully implemented Mass Lapse cover in 2025

SCR and Diversification of the Life Sub-Modules
Context:

= Within the cedant’s life risk profile, Lapse risk is the primary contributor and

Poorly diversified offers limited diversification benefits.

90% Structure & Portfolio:
80% = Reducing Lapse risk will significantly impact the cedant’s SCR.
70% * The cedant placed a ML cover with an AP of 17.5% and a DP of 40%

S Life - Lapse bove the BE

£ 60% Life - above he BE.

2 50 Expenses » The reinsured portfolio consists of individual savings products and

'g ’ retirement products, traditional and unit-linked business.

0

g 40% Impact:
30% Life = ~€400 million SCR relief is seen in the cedant’s portfolio, leading to an
20% Longevity overall SCR reduction of ~€240 million and a Sl ratio improvement of
10% ~30%.

0% = The cover is equivalent to raising of subordinated debt in the amount of
SCR Amount ~€500 million, for a cost of capital of <1.25%.
Well diversified
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MASS LAPSE REINSURANCE

Regulatory Consideration

Following the consultation paper published late last year by EIOPA, they have released an annex providing

comprehensive guidance on Mass Lapse Reinsurance
Product Design Considerations
|.E| =  Measurement period: recognising the 12-month rolling risk period as appropriate
=  Claim calculation: should be aligned with Solvency Il valuation principles
Identification of Basis Risk Sources
@ = Termination rights: avoid structures that allow reinsurers to unilaterally terminate
when the treaty is most needed.

Balance Sheet Impact
= SCRrelease: permitted if best practices and effective risk transfer is respected
= Risk margin: confirmed that it can be recognized for the duration of the treaty or

even longer provided that cedants are able to demonstrate the replacement
capacity and its costs

= Lapse definition: should fit within the cedants risk management strategy and
claim calculation methodology
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ANNEX | TO THE OPINION ON
THE USE OF RISK MITIGATION
TECHNIQUES BY INSURANCE
UNDERTAKINGS: MASS-LAPSE
REINSURANCE

&cops

EIOPA Guidance on ML
Reinsurance

Gallagher Re Perspective

@
July 2025 Gallagher Re
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Market Context

Mass Lapse Reinsurance in Europe.

= 30+ transactions completed in Europe, deploying over €6+ billion Key Drivers of Mass Lapse Pricing: Gallagher Re's Global Benchmarking

—x in capacity.
RoL by Region RoL by Products
i:& 15+ reinsurers active in the European market with growing appetite.
- I . I
/il T(_)tal capacity ranges from [€100 million to €2 billion], tailored to Asia Europe  Other Total Protection Savings
[ client needs.
Minimum de Min RoL —Average RoL m== Min to Max RoL — Average RoL
Sll ratio improvements of 5 — 50 percentage points, depending on Placed Capacity per Program RoL by AP level
balance sheet size and diversification. Key sensitivities (e.g. spreads,
interest rates) are also effectively managed for certain players. |
Equivalent cost of capital: 0.7% - 2.5%, depending on Mass Lapse 0 00 1000 1500 .
(ML) SCR diversification and Rate on Line (RoL).
= Min =Mean mMax AP <= 17.5% AP > 17.5%
Most Regulators, fully acknowledge and recognize the transactions sy presented figures are based on placed treaties only
carried out. Attachment point is the additive percentage of cumulated lapses above Best Estimate Assumption
5 w  Institute
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MASS LAPSE REINSURANCE

Reinsurance Market Appetite

We have secured up to 2 billion in capacity available for deployment per transaction.

Capacity by Credit

Capacity by Reinsurers Rating

Capacity by Region

|

BEU
Non-EU

IMember
States
B Bermuda

North
y Institute America
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Capacity by Price Profile

B Aggressive
B Competitive
B Followers
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EXTREME MORTALITY

Introduction to Extreme Mortality

A non-proportional coverage designed to protect the cedant against significant deviations in underlying Mortality
risk, providing relief in Catastrophe Life SCR and risk margin relief

Key Features

Portfolio scope: Covers both retail and group life
insurance.

Coverage duration: Two-year coverage addressing
mortality deviations based on the worst experience
within any 365-day period.

Risk period: Includes all claims arising within a
cumulative 365 consecutive days span.

Cancellation option: Flexibility to cancel and renew
coverage at the end of the first year.

Claims basis:

o Determined by the actual experience of the portfolio.

o Alternatively, based on a population mortality rate,
adjusted for age and gender distribution of the
underlying insurance population.

Reinsurance recovery

Worst cumulated loss on 365
consecutive days

G GallagherRe & 5t

365 days

A 4
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EXTREME MORTALITY

Global Experience

Using relationships across the globe, we are able to place a significant amount of capacity at a competitive price

even through unprecedented pandemic events

Highlights

A wide existing reinsurance panel illustrated on 5 clients

= Global footprint - clients in the UK, Cont. Europe, Latam, Asia.

» Diversified Reinsurance Panels - average number of reinsurers per placement is 6,
increasing competitive tensions during the placement phase ensuring our clients get
best in class terms and conditions.

= Expanding Capacity - experience in placing a range of claims limits, sourcing more
than USD 450m of claims limit per year. We have also actively developed new entrants
and greater limits in the market.

= Bespoke Coverage - extensive experience in placing both indemnity and parametric
based covers.

= COVID experience - over the covid and lockdown period, through our good
relationships with the market, we were able to maintain pricing levels for our clients.
Despite some reinsurers exiting the market. After this period, we have been able to
introduce and placed several new programmes into the reinsurance market. During
COVID, Gallagher Re issued regular pandemic newsletters, giving the latest view of
experience and developments to help inform our clients and their senior management.
Gallagher Re also built a pandemic model to project our client's potential COVID loss.
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Capacity offered by each reinsurers per client

Client A Client B Client C Client D Client E
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EXTREME MORTALITY

Case Studies

Our global operating model enables us to use cross-regional experience to support our clients in negotiating the

' France ‘

best terms

0‘

= Large US life insurer with an
established UK operation

= Purchased for capital
optimisation purposes

= Traditional indemnity-based
cover, with a 12-month loss
window

= AP at 198% of best estimate
= Rate-on-Line <1.1%

= End-to-end broking services,
from consulting on the benefit
reinsurance can bring to the
balance sheet, designing the
cover, finding capacity,

wording and placement

negotiating good terms, contract

Multi-national insurance company
with significant local market share

The cover has a duration of 24
months, with the loss window
covering any 12-month period
within that window

AP at 125% of best estimate
Claims limit 5bn JPY
Rate-on-line <1.2%

Gallagher Re provided advice and
support to both the group and
subsidiary, who had different
needs, we were able to ensure
the structure and placement met
those needs

Large Belgian life insurer in
with a significant mortality
exposure

Purchased for a mix of risk
mitigation and capital relief on
an indemnity basis

Rate-on-Line <1.8%
Active cover >7 years

Over the years, we have
changed the cover to meet the
clients’ changing needs and
negotiated down the premium
to give better value for money

Large global insurance group,
with significant pandemic
exposure in France

Purchased for Sl CAT capital
relief

Parametric trigger, with a 12-
month loss window

The cover is split into two
layers, attaching at 125% of
best estimate

Rate-on-Line <1.6%
Active cover >6 years

Conducted an analysis of the
basis risk for the internal
model, and have updated as
the risk has evolved

& Gallagher Re
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EXTREME MORTALITY

Benchmarking

Leveraging Gallagher Re’s extensive expertise over the years, we can provide comprehensive benchmarking

studies for Extreme Mortality cover Structures Placed Capacity Offered per Reinsurer
» 100% — I\/]Ic;aan dcapacity
- - = Attachment Point to ottere
Reinsurance programme comparison 12 Detachment Point 80% = Min to Max
10 capacity
60%
. . 8
»= Assessment of the structure, including 5 40% b
retention levels and capacity. »
. : . 4 20% I e g o
. A.na!y3|s of capacity offered by each reinsurer 5 I I I I 0 sl -
within the market , un nEEn= 0%
Ceding Companies Reinsurers
130% .o R . .
125% Competitiveness and Flexibility of Reinsurer pricing
Reinsurer pricing comparison 120% ™ Competitiveness = Initial price as percentage of final
115% price
110% ™ Flexibility = Percentage difference from initial price to final
=  Comparison of final offering terms (FOT) and 105% price
alignment to FOT. 100%
. . . 95%
= Analysis of reinsurers’ pricing .
competitiveness 90% 98% 99% I 100% | 100% W 100% W 100% 100%  100% | 100% | 100% @ 100%
' 85%
80%
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Reinsurers
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Thank you

For more information, contact:

Wei Hou
Head of Life & Health UK&I and Asset Intensive for EMEA
Wei_Hou@Gallagherre.com

- Etienne Busson

2 Head of Life & Health EMEA
. % Etienne_Busson@Gallagherre.com
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