
15 Variable interest entities 

The Group enters into arrangements with variable interest entities (VIEs) in the normal course of business. The involvement ranges 

from being a passive investor to designing, structuring and managing the VIEs. The variable interests held by the Group arise 

primarily as a result of the Group’s involvement in certain insurance-linked securitisations, life and health funding transactions, 

swaps in trusts, debt financing, investment, senior commercial mortgage and infrastructure loans as well as other entities, which 

meet the definition of a VIE. 

When analysing whether the entity is a VIE, the Group mainly assesses if (1) the equity is sufficient to finance the entity’s activities 

without additional subordinated financial support, (2) the equity holders have the right to make significant decisions affecting the 

entity’s operations and (3) the holders of the voting rights substantively participate in the gains and losses of the entity. 

When one of these criteria is not met, the entity is considered a VIE and is assessed for consolidation under the VIE section of the 

Consolidation Topic. 

The party that has a controlling financial interest is called a primary beneficiary and consolidates the VIE. The party is deemed to 

have a controlling financial interest if it has both: 

the power to direct the activities of the VIE that most significantly impact the entity’s economic performance; and 

the obligation to absorb the entity’s losses that could potentially be significant to the VIE or the right to receive benefits from the 

entity that could potentially be significant to the VIE. 

For all its variable interests in VIEs, the Group assesses whether it has a controlling financial interest in these entities and, thus, is 

the primary beneficiary. The Group identifies the activities that most significantly impact the entity’s performance and determines 

whether the Group has the power to direct those activities. In conducting the analysis, the Group considers the purpose, the design 

and the risks that the entity was designed to create and pass through to its variable interest holders. Additionally, the Group 

assesses if it has the obligation to absorb losses or if it has the right to receive benefits of the VIE that could potentially be 

significant to the entity. If both criteria are met, the Group has a controlling financial interest in the VIE and consolidates the entity. 

The Group monitors changes to the facts and circumstances of the existing involvement with legal entities to determine whether 

they require reconsideration of the entity’s designation as a VIE or voting interest entity. For VIEs, the Group regularly reassesses 

the primary beneficiary determination. 

Insurance-linked securitisations 

The insurance-linked securitisations transfer pre-existing insurance risk to investors through the issuance of insurance-linked 

securities. In insurance-linked securitisations, the securitisation vehicle assumes the insurance risk from a sponsor through 

insurance or derivative contracts. The securitisation vehicle generally retains the issuance proceeds as collateral, which consists of 

investment-grade securities. The Group does not have potentially significant variable interest in these vehicles and therefore is not 

a primary beneficiary. 

Typically, the variable interests held by the Group arise through ownership of insurance-linked securities, in which case the Group’s 

maximum loss equals the principal amount of the securities held by the Group. 

Life and health funding vehicles 

The Group participates in certain structured transactions that retrocede longevity and mortality risks to captive reinsurers with an 

aim to provide regulatory capital credit to a transaction sponsor through creation of funding notes by a separate funding vehicle 

which is generally considered a VIE. The Group’s participation in these transactions is generally limited to providing contingent 

funding support via a financial contract with a funding vehicle, which represents a potentially significant variable interest in the 

funding vehicle. The Group does not have power to direct activities of the funding vehicles and therefore is not a primary 

beneficiary of the funding vehicles in these transactions. The Group’s maximum exposure in these transactions equals either the 

total contract notional or outstanding balance of the funding notes issued by the vehicle, depending on the specific contractual 

arrangements. 

  



 

Swaps in trusts 

The Group provides interest rate and foreign exchange risk hedges to certain asset securitisation trusts which qualify as VIEs. As 

the Group’s involvement is limited to interest rate and foreign exchange derivatives, it does not have power to direct any activities 

of the trusts and therefore does not qualify as primary beneficiary of any of these trusts. These activities are in run-off. 

Debt financing vehicles 

The Group consolidates a debt-financing vehicle created to collateralise reinsurance coverage provided by the Group. The Group 

manages the asset portfolio in the vehicle and absorbs the variability of the investment return of the vehicle’s portfolio, thereby 

satisfying both criteria for a controlling financial interest: power over activities most significant to the vehicle’s economic 

performance and significant economic interest. 

Investment vehicles 

The Group’s variable interests in investment partnerships arise through ownership of the limited partner interests. Many investment 

partnerships are VIEs because the limited partners as a group lack kick-out or participating rights. The Group does not hold the 

general partner interest in the limited partnerships and therefore does not direct investment activities of the entity. Therefore, the 

Group lacks power over the relevant activities of the vehicles and, consequently, does not qualify as the primary beneficiary. The 

Group is exposed to losses when the values of the investments held by the investment vehicles decrease. The Group’s maximum 

exposure to loss equals the Group’s share of the investment. 

The Group is a passive investor in structured securitisation vehicles issuing residential and commercial mortgage-backed securities 

(RMBS and CMBS, respectively) and other asset-backed securities (ABS). The Group’s investments in RMBS, CMBS and other ABS 

are passive in nature and do not obligate the Group to provide any financial or other support to the issuer entities. By design, 

RMBS, CMBS and ABS securitisation entities are not adequately capitalised and therefore considered VIEs. The Group is not the 

primary beneficiary, because it does not have power to direct most significant activities. These investments are accounted for as 

available-for-sale as described in the investment note and not included in the tables below. 

The Group consolidates an investment vehicle, because the Group holds the entire interest in the entity and makes investment 

decisions related to the entity. The investment vehicle is a VIE because it is structured as an umbrella company comprised of 

multiple sub-funds. The majority of the investments held in this vehicle are accounted for as available-for-sale and are disclosed in 

the investment note and not included in the tables below. 

Investment vehicles for unit-linked business 

Additionally, the Group invests on behalf of the policyholders as a passive investor in a variety of investment funds across various 

jurisdictions. By design, many of these funds meet a VIE definition. While the Group may have a potentially significant variable 

interest in some of these entities due to its share of the fund’s total net assets, it never has power over the fund’s investment 

decisions or unilateral kick-out rights relative to the decision maker. 

The Group is not exposed to losses in the aforementioned investment vehicles, as the investment risk is borne by the policyholder. 

Senior commercial mortgage and infrastructure loans 

The Group also invests in structured commercial mortgage and infrastructure loans, which are held for investment. 

The commercial mortgage loans are made to non-recourse special purpose entities collateralised with commercial real estate. The 

entities are adequately capitalised and generally structured as voting interest entities. Occasionally, the borrower entities can be 

structured as limited partnerships where the limited partners do not have kick-out or participating rights, which results in the VIE 

designation. 

The infrastructure loans are made to non-recourse special purpose entities collateralised with infrastructure project assets. Some 

borrower entities may have insufficient equity investment at risk, which results in the VIE designation. 

The Group does not have power over the activities most significant to the aforementioned borrower entities designated as VIEs and 

therefore does not consolidate them. 

The Group’s maximum exposure to loss from its investments equals the loan outstanding amount. 

  



Other 

The Group consolidates a vehicle providing reinsurance to its members, because it serves as a decision maker over the entity’s 

investment and underwriting activities, as well as provides retrocession for the majority of the vehicle’s insurance risk and receives 

performance-based fees. Additionally, the Group is obligated to provide the vehicle with loans in case of a deficit. The vehicle is a 

VIE, primarily because its total equity investment at risk is insufficient and the members lack decision-making rights. 

The Group did not provide financial or other support to any VIEs during 2018 that it was not previously contractually required to 

provide. 

Consolidated VIEs  

The following table shows the total assets and liabilities in the Group’s balance sheet related to VIEs of which the Group is the 

primary beneficiary as of 31 December: 

   

USD millions 2017 2018 

Fixed income securities available-for-sale 3 974 3 444 

Short-term investments 62 79 

Cash and cash equivalents 12 18 

Accrued investment income 34 30 

Premiums and other receivables 29 26 

Deferred acquisition costs 4 3 

Deferred tax assets 41 206 

Other assets 15 16 

Total assets 4 171 3 822 

   

Unpaid claims and claim adjustment expenses 84 66 

Liabilities for life and health policy benefits 1  

Unearned premiums 12 8 

Reinsurance balances payable 17 15 

Deferred and other non-current tax liabilities 133 174 

Accrued expenses and other liabilities 20 15 

Long-term debt 2 369 2 112 

Total liabilities 2 636 2 390 
   

 

The assets of the consolidated VIEs may only be used to settle obligations of these VIEs and to settle any investors’ ownership 

liquidation requests. There is no recourse to the Group for the consolidated VIEs’ liabilities. The assets of the consolidated VIEs are 

not available to the Group’s creditors. 

 



 

Non-consolidated VIEs 

The following table shows the total assets and liabilities on the Group’s balance sheet related to VIEs in which the Group held a 

variable interest but was not the primary beneficiary as of 31 December: 

   

USD millions 2017 2018 

Fixed income securities available-for-sale 412 749 

Equity securities available-for-sale 656  

Equity securities at fair value through earnings  205 

Policy loans, mortgages and other loans 848 1 056 

Other invested assets 1 167 1 413 

Investments for unit-linked business 180 141 

Total assets 3 263 3 564 

   

Accrued expenses and other liabilities 67 58 

Total liabilities 67 58 
   

 

The following table shows the Group’s assets, liabilities and maximum exposure to loss related to VIEs in which the Group held a 

variable interest but was not the primary beneficiary as of 31 December: 

        

   2017    2018 

USD millions Total assets 

Total 

liabilities 

Maximum 

exposure to 

loss
1
  Total assets 

Total 

liabilities 

Maximum 

exposure to 

loss
1
 

Insurance-linked securitisations 311  314  447  462 

Life and health funding vehicles 27 1 2 052  25  2 174 

Swaps in trusts 25 66 –
2
  76 58 –

2
 

Investment vehicles 1 771  1 772  1 517  1 517 

Investment vehicles for unit-linked business 180    141   

Senior commercial mortgage and infrastructure loans 949  949  1 358  1 358 

Total 3 263 67 –
2
  3 564 58 –

2
 

        

 
1
 Maximum exposure to loss is the loss the Group would absorb from a variable interest in a VIE in the event that all of the assets of the VIE are deemed worthless. 

2
 The maximum exposure to loss for swaps in trusts cannot be meaningfully quantified due to their derivative character. 

 

The assets and liabilities for the swaps in trusts represent the positive and negative fair values of the derivatives the Group has 

entered into with the trusts. 


