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�•�«�®�°�¤���ƒ�©�¡�®�¥�Ÿ�•�ª���ž�•�ª�§���ž�•�¨�•�ª�Ÿ�¡���¯�¤�¡�¡�°�¯��
are facing growing headwinds

1	 Source: OSFI, Moody’s Analytics

2	
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Banks are increasingly tapping 
�¡�´�°�¡�®�ª�•�¨���Ÿ�•�¬�¥�°�•�¨���¬�«�«�¨�¯���°�«���©�•�ª�•�£�¡��
credit portfolios

�7�R���F�R�Q�W�L�Q�X�H���V�H�U�Y�L�Q�J���F�O�L�H�Q�W�V�����¯�Q�D�Q�F�L�Q�J���Q�H�H�G�V���L�Q���W�K�H��

�I�D�F�H���R�I���W�K�H�V�H���S�U�H�V�V�X�U�H�V�����E�D�Q�N�V���D�U�H���H�[�S�D�Q�G�L�Q�J���W�K�H��
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Credit Risk Transfers (CRTs) 
�•�®�¡���¡�´�¬�•�ª� �¥�ª�£���°�¤�¡���¬�«�®�°�¢�«�¨�¥�«  
management  toolkit

�&�5�7���V�R�O�X�W�L�R�Q�V���K�D�Y�H���E�H�H�Q���J�D�L�Q�L�Q�J �P�R�P�H�Q�W�X�P 

in North America as another mechanism for risk 

�G�L�V�W�U�L�E�X�W�L�R�Q�����R�®�H�U�L�Q�J���V�R�P�H���P�D�W�H�U�L�D�O���D�G�Y�D�Q�W�D�J�H�V��
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Exhibit 4: Three primary transaction models of CRT solutions

NON-PAYMENT  INSURANCE FUNDED CRTs/SRTs UNFUNDED CRTs/SRTs

�,�Q�V�X�U�H�U

�6�3�9

�,�Q�Y�H�V�W�R�U

�,�Q�V�X�U�H�U

Scope �6�L�Q�J�O�H���O�R�D�Q�V�����V�P�D�O�O�H�U���S�R�R�O�V��
of  �H�[�S�R�V�X�U�H�V

Larger loan  portfolios

Products �0�R�V�W���F�R�P�P�R�Q���L�Q���&�	�,�����&�5�(�����W�U�D�G�H��
�D�Q�G���F�R�P�P�R�G�L�W�\���¯�Q�D�Q�F�H�����S�U�R�M�H�F�W��
�¯�Q�D�Q�F�H�����I�X�Q�G���¯�Q�D�Q�F�H�����O�Y�J�����O�R�D�Q�V����
and derivative  �H�[�S�R�V�X�U�H�V
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�,�Q�V�X�U�H�U�V���D�Q�G���U�H�L�Q�V�X�U�H�U�V���W�\�S�L�F�D�O�O�\���K�D�Y�H���W�K�H���H�[�S�H�U�W�L�V�H���D�Q�G���F�D�S�D�F�L�W�\���W�R���X�Q�G�H�U�Z�U�L�W�H���E�R�W�K���V�H�Q�L�R�U���D�Q�G���P�H�]�]�D�Q�L�Q�H��

�W�U�D�Q�F�K�H�V���E�D�V�H�G���R�Q���D���Y�D�U�L�H�W�\���R�I���I�D�F�W�R�U�V�����V�X�F�K���D�V���W�K�H�L�U���H�[�L�V�W�L�Q�J���S�R�U�W�I�R�O�L�R���H�[�S�R�V�X�U�H�V�����X�Q�G�H�U�Z�U�L�W�L�Q�J���F�D�S�D�F�L�W�\����

�D�Q�G���H�[�S�H�U�L�H�Q�F�H���L�Q���X�Q�G�H�U�Z�U�L�W�L�Q�J���U�L�V�N���I�R�U���D���J�L�Y�H�Q���D�V�V�H�W���F�O�D�V�V�����3�U�L�Y�D�W�H���F�D�S�L�W�D�O���S�O�D�\�H�U�V���W�\�S�L�F�D�O�O�\���K�D�Y�H���K�L�J�K�H�U���U�L�V�N��
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The evolution of the SRT market  
globally is a template for growth  
�¥�ª���•�«�®�°�¤ America

�7�K�H���(�X�U�R�S�H�D�Q���6�L�J�Q�L�¯�F�D�Q�W���5�L�V�N���7�U�D�Q�V�I�H�U�V�����6�5�7�V����

�E�H�J�D�Q���L�Q���W�K�H���O�D�W�H�����������V���D�Q�G���D�F�F�H�O�H�U�D�W�H�G���L�Q���W�K�H���H�D�U�O�\��
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�,�Q���W�K�H���8�6�����P�D�Q�\���E�D�Q�N�V���K�D�Y�H���E�H�H�Q���X�V�H�U�V���R�I���1�3�,���V�L�Q�F�H��

�W�K�H���H�D�U�O�\�����������V�����P�R�V�W�O�\���I�R�U���V�H�F�W�R�U�D�O���D�Q�G���F�R�X�Q�W�H�U�S�D�U�W�\��

limit management, and general risk management 

�S�X�U�S�R�V�H�V�����,�Q�L�W�L�D�O�O�\�����F�D�S�D�F�L�W�\���Z�D�V���S�U�L�P�D�U�L�O�\���X�W�L�O�L�]�H�G��

�I�R�U���W�U�D�G�H���D�Q�G���F�R�P�P�R�G�L�W�\���¯�Q�D�Q�F�H�����V�H�F�X�U�H�G���5�&�)�V�����D�Q�G��

�D�V�V�H�W���E�D�V�H�G���O�H�Q�G�L�Q�J�����+�R�Z�H�Y�H�U�����W�K�H���P�D�U�N�H�W���K�D�V���H�Y�R�O�Y�H�G��

�W�R���W�D�N�H���F�R�Q�V�L�G�H�U�D�E�O�H���Y�R�O�X�P�H�V���R�I���S�U�R�M�H�F�W���¯�Q�D�Q�F�H���D�Q�G����

�L�Q�F�U�H�D�V�L�Q�J�O�\�����W�D�[���H�T�X�L�W�\���W�D�[���F�U�H�G�L�W���D�Q�G���R�®�W�D�N�H���U�L�V�N����

�H�V�S�H�F�L�D�O�O�\���L�Q���W�K�H���Y�D�U�L�R�X�V���R�Q�V�K�R�U�H���8�6���H�Q�H�U�J�\���P�D�U�N�H�W�V��

�D�Q�G���E�X�U�J�H�R�Q�L�Q�J���U�H�Q�H�Z�D�E�O�H�V market.
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The opportunity for CRTs  
�¥�ª���•�«�®�°�¤���ƒ�©�¡�®�¥�Ÿ�•���¥�¯ vast

���� �5�:�$ �G�H�Q�V�L�W�\ �L�V �G�H�¯�Q�H�G �D�V �W�K�H �U�D�W�L�R �R�I �5�:�$ �W�R �W�R�W�D�O �D�V�V�H�W �H�[�S�R�V�X�U�H �D�Q�G �P�H�D�V�X�U�H�V �W�K�H �U�L�V�N�L�Q�H�V�V �R�I �H�D�F�K �D�V�V�H�W exposure.

5	 The risk weight of the insured portion of the exposure can be substituted for the risk weight of the guarantor and will lead to reduced capital 
charges for the guaranteed exposure if the former’s risk weight is higher than its substitute. As such, exposures with a risk weight below 35% 
�O�H�D�G �W�R �P�L�Q�L�P�D�O �F�D�S�L�W�D�O �U�H�O�L�H�I �E�H�Q�H�¯�W�V�� �+�R�Z�H�Y�H�U�� �W�K�L�V �L�V �Q�R�W �D �V�W�U�L�F�W �F�X�W���R�®�� �D�V �F�H�U�W�D�L�Q �L�Q�V�X�U�H�U�V �K�D�Y�H �H�[�S�H�U�W�L�V�H �D�Q�G �F�D�S�D�F�L�W�\ �W�R �F�R�P�S�O�H�W�H �P�R�U�H 
complex underwriting for certain loan exposures. Source: Basel Framework CRE 22.23

6	 Source: Basel Framework CRE 20.82

7	 Insurers have limited appetite for insuring loans with a rating above BB+ng loans wi. Sg loa6 
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�‹�ª���°�¤�¡���—�•�����³�¡���¡�¯�°�¥�©�•�°�¡���h�B���B���°�®�¥�¨�¨�¥�«�ª���³�¥�¨�¨��
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CRT operating models are 
�©�•�°�±�®�¥�ª�£�����³�¥�°�¤���¨�¡�•� �¥�ª�£���ž�•�ª�§�¯��
investing in analytics and risk 
management  capabilities

11	Based on previous Marsh McLennan experience supporting NPI and CRT/SRT transactions 
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Exhibit 9: Timeline of typical NPI transaction

�1�3�,���W�U�D�Q�V�D�F�W�L�R�Q�V���D�U�H���I�D�V�W�H�U���W�K�D�Q���&�5�7���6�5�7���R�Q�H�V�����Z�L�W�K���L�Q�L�W�L�D�O���W�U�D�Q�V�D�F�W�L�R�Q�V���W�D�N�L�Q�J���a�����P�R�Q�W�K�V���D�Q�G���V�X�E�V�H�T�X�H�Q�W��
ones �G�D�\�V 
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�•�•�®�¯�¤���•�Ÿ�Ž�¡�ª�ª�•�ª���¥�¯���•���¨�¡�•� �¥�ª�£��
provider of CRT solutions

�0�D�U�V�K���0�F�/�H�Q�Q�D�Q���L�V���D���O�H�D�G�L�Q�J���S�U�R�Y�L�G�H�U���R�I���&�5�7��

�V�R�O�X�W�L�R�Q�V�����E�U�L�Q�J�L�Q�J���X�Q�S�D�U�D�O�O�H�O�H�G���F�U�H�G�L�W���U�L�V�N���H�[�S�H�U�W�L�V�H����

�V�W�U�R�Q�J���G�L�V�W�U�L�E�X�W�L�R�Q���F�D�S�D�E�L�O�L�W�L�H�V���W�R���L�Q�V�X�U�H�U�V���D�Q�G��

�U�H�L�Q�V�X�U�H�U�V�����D�Q�G���D���S�U�R�Y�H�Q���W�U�D�F�N���U�H�F�R�U�G���R�I���V�X�F�F�H�V�V�I�X�O��

�H�[�H�F�X�W�L�R�Q���R�I���&�5�7 �V�R�O�X�W�L�R�Q�V��

�0�D�U�V�K�����*�X�\���&�D�U�S�H�Q�W�H�U�����D�Q�G���2�O�L�Y�H�U���:�\�P�D�Q collaborate 
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4 �&�5�7���Q�R�W�L�¯�F�D�W�L�R�Q���D�Q�G��
supervisory  dialogue

•	 �3�U�H�S�D�U�H���S�U�H���Q�R�W�L�¯�F�D�W�L�R�Q���D�Q�G���¯�Q�D�O���Q�R�W�L�¯�F�D�W�L�R�Q���I�R�U���W�K�H �-�6�7

•	 Prepare reporting  templates

•	 �6�X�S�S�R�U�W���G�X�U�L�Q�J���L�Q�W�H�U�D�F�W�L�R�Q���D�Q�G���4�	�$���Z�L�W�K���W�K�H �U�H�J�X�O�D�W�R�U

Internal 
operational 
machine  set-up

Oliver  �:�\�P�D�Q

5 Internal  approval •	
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Exhibit 12: Sample case studies of NPI and CRT/SRT transactions executed by Marsh McLennan  
(Appendix B for reference)

NON-PAYMENT  INSURANCE UNFUNDED RISK TRANSFER FUNDED RISK TRANSFER

Case  
Study

�,�Q�V�X�U�H�U



18

�ƒ�¬�¬�¡�ª� �¥�´ A

Exhibit 13: Comparison of pre-GFC CDS to current capital markets and (re)insurance CRT  solutions

Pre-GFC derivatives Capital  markets (Re)insurance

Pre-GFC credit default 
swaps  (CDS)

Funded 
(CRT)

Unfunded  
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�ƒ�¬�¬�¡�ª� �¥�´ B
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CASE STUDY ��	ó

�™�¡���¯�±�¬�¬�«�®�°�¡� ���•���‡�±�®�«�¬�¡�•�ª���ž�•�ª�§���Ÿ�«�ª� �±�Ÿ�°�¥�ª�£���¥�°�¯���¼�®�¯�°���±�ª�¢�±�ª� �¡� ���¯�µ�ª�°�¤�¡�°�¥�Ÿ���•�”�–��
�°�®�•� �¡���«�¢���l�A���@���ž�¥�¨�¨�¥�«�ª���«�¢���Ÿ�«�®�¬�«�®�•�°�¡ loans

�2�O�L�Y�H�U���:�\�P�D�Q���D�Q�G���0�D�U�V�K���D�F�W�H�G���D�V���D���V�H�O�O���V�L�G�H���D�G�Y�L�V�R�U���W�R���W�K�H bank

CONTEXT KEY HIGHLIGHTS

•	 �,�Q���'�H�F�H�P�E�H�U���������������D���(�X�U�R���]�R�Q�H���(�X�U�R�S�H�D�Q���E�D�Q�N���F�O�R�V�H�G��
�L�W�V���L�Q�D�X�J�X�U�D�O���E�L�O�D�W�H�U�D�O���V�\�Q�W�K�H�W�L�F���6�5�7���W�U�D�Q�V�D�F�W�L�R�Q���Z�L�W�K���D�Q��
�X�Q�G�L�V�F�O�R�V�H�G���L�Q�V�X�U�H�U���S�U�R�W�H�F�W�L�Q�J���W�K�H���P�H�]�]�D�Q�L�Q�H���W�U�D�Q�F�K�H���R�I��
the  �V�W�U�X�F�W�X�U�H��

•	 �2�O�L�Y�H�U���:�\�P�D�Q���0�D�U�V�K�����0�D�U�V�K���0�F�/�H�Q�Q�D�Q�����D�G�Y�L�V�H�G���D�V���D��
�V�R�O�H���V�W�U�X�F�W�X�U�H�U���D�Q�G���D�U�U�D�Q�J�H�U���R�Q���W�K�H���I�X�O�O���V�F�R�S�H���R�I���W�K�L�V��
transaction  �E�\��

	�� �6�W�U�X�F�W�X�U�L�Q�J���W�K�H transaction

	�� �0�R�G�H�O�O�L�Q�J���W�K�H���F�D�S�L�W�D�O���D�Q�G���V�X�S�H�U�Y�L�V�R�U�\ tests

	�� �3�U�R�Y�L�G�L�Q�J���W�K�H���U�H�T�X�L�U�H�G���V�H�F�X�U�L�W�L�]�D�W�L�R�Q���W�R�R�O�V 

	�� �6�H�W�W�L�Q�J���X�S���W�K�H���6�5�7 �I�U�D�P�H�Z�R�U�N

	�� �/�H�D�G�L�Q�J���W�K�H���U�H�J�X�O�D�W�R�U�\���D�G�Y�L�V�R�U�\�����Q�R�W�L�¯�F�D�W�L�R�Q process

	�� Placing the transaction  

•	 �7�K�L�V���W�U�D�Q�V�D�F�W�L�R�Q���E�X�L�O�G�V���R�Q���D���V�W�U�R�Q�J���W�U�D�F�N���U�H�F�R�U�G���R�I�����������6�5�7��
�W�U�D�G�H�V���D�U�U�D�Q�J�H�G���V�L�Q�F�H�������������E�\���0�D�U�V�K �0�F�/�H�Q�Q�D�Q��

•	 �5�L�V�N���W�U�D�Q�V�I�H�U���D�F�K�L�H�Y�H�G���E�\���D���F�R�V�W���H�±�F�L�H�Q�W���X�Q�I�X�Q�G�H�G���L�Q�V�X�U�D�Q�F�H��
�S�R�O�L�F�\���S�U�R�Y�L�G�H�G���E�\���D���7�L�H�U���� �L�Q�V�X�U�H�U��

•	 �,�P�S�U�R�Y�H�P�H�Q�W���R�I���&�(�7�����U�D�W�L�R���E�\�������E�S�V���D�W���D���F�R�V�W �E�H�O�R�Z 
the bank’s cost of �H�T�X�L�W�\��

•	 �7�U�D�G�H���D�O�O�R�Z�H�G���W�K�H���E�D�Q�N���W�R���U�H�J�D�L�Q���D�F�F�H�V�V���W�R���L�Q�W�H�U�Q�D�W�L�R�Q�D�O��
�F�D�S�L�W�D�O���P�D�U�N�H�W�V���L�Q���D���F�R�Q�W�H�[�W���R�I���V�L�J�Q�L�¯�F�D�Q�W�O�\���W�L�J�K�W�H�Q�L�Q�J��
credit  markets.

•	 �%�U�R�D�G�H�Q�H�G���W�K�H���V�R�X�U�F�H�V���R�I���S�R�W�H�Q�W�L�D�O���I�X�W�X�U�H���F�D�S�L�W�D�O���E�\��
establishing the bank '�V���U�H�O�D�W�L�R�Q�V�K�L�S���D�Q�G���L�W�V���U�H�X�V�D�E�O�H��
�F�D�S�D�E�L�O�L�W�L�H�V���L�Q���W�K�H���(�X�U�R�S�H�D�Q���6�5�7 market.

•	 �7�U�D�Q�V�D�F�W�L�R�Q���Z�D�V���H�[�H�F�X�W�H�G���L�Q���I�R�X�U���W�R���¯�Y�H months.

�,�Q�V�X�U�H�U
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Portfolio �6�W�U�X�F�W�X�U�H

�-�X�Q�L�R�U tranche

�,�Q�V�X�U�D�Q�F�H
�S�R�O�L�F�\

6%

2%

�0�H�]�]�D�Q�L�Q�H���W�U�D�Q�F�K�H��
�������� �P�L�O�O�L�R�Q�V��
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CAPITAL STRUCTURE OF THE SYNTHETIC SRT

Tranche Size (€ millions) AP Status

�6�H�Q�L�R�U 940 6% �5�H�W�D�L�Q�H�G

�0�H�]�]�D�Q�L�Q�H40 2% Protected

�)�L�U�V�W loss 20 0% �5�H�W�D�L�Q�H�G

Total 1000
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�™�¡���¡�´�¡�Ÿ�±�°�¡� ���¯�¡�²�¡�®�•�¨���ˆ�±�ª� �¡� ���…�”�–���°�®�•�ª�¯�•�Ÿ�°�¥�«�ª�¯���¢�«�®���‰�•�‡���¬�®�«�£�®�•�©�¯���¥�ª���°�¤�¡���—�• 
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