SCHEMES OF ARRANGEMENT FOR SOLVENT
INSURANCE COMPANIES

WHAT IS A SCHEME OF ARRANGEMENT?

A scheme of arrangement is a statutory procedure pursuant to Part 26 of the Companies Act
2006 (formerly section 425 of the Companies Act 1985), whereby a company may make a
compromise or arrangement with its members or creditors (or any class of them). It is similar

to a US plan of reorganisation.

Traditionally, schemes of arrangement have been used outside the insurance industry to
reorganise and restructure a company or group of companies, for example, to reorganize a
company's share capital, to merge companies or as part of a reconstruction or amalgamation.
The procedure has been used by as diverse and widely publicised companies as Amstrad plc,

Virgin Group and Reuters Holding plc.

The procedure has also been used by many solvent insurance and reinsurance companies to
accelerate the run-off process and enable companies to achieve finality for the whole or part

of their business.
SOLVENT SCHEMES OF ARRANGEMENT

Occurrence-based insurance policies can, theoretically, continue to produce claims
indefinitely. It is, therefore, very difficult to finalise a solvent run-off of a company that has
written long tail business. Solvent insurance companies have sought to crystallise their
liabilities and achieve finality by using what are sometimes known as "cut-off' or 'estimation’
schemes of arrangement. In any run-off of long-tail liabilities there is likely to come a point
at which the administrative costs are not justified by the diminishing level and value of
claims activity. It may be difficult to identify when the last claim has been paid - unless
every policy has been commuted, which is likely to be impractical. Capital may be trapped in

a run-off company indefinitely, to the extent that it is not dissipated.

A scheme which is implemented for the whole of a company's run-off is an efficient and
powerful means of dealing with its residual liability and enabling its capital to be unlocked

and redeployed. Such schemes effectively achieve a global commutation which is binding
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