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Moderator for morning session:

JIANG Xianxue, Director General of Accounting Dept., CIRC
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The Reform of Solvency Supervision in China
CHEN Wenhui, Vice Chairman, CIRC
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Hong Kong Regulatory Reform: Development of a
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Annie CHOI, Commissioner of Insurance, HKOCI

11:30-11:50 Discussion
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Moderator for afternoon session:

JIANG Bo, Director General of International Dept., CIRC.
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Discussion
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15:00-15:20
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15:20-15:50
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Mark Edward TUCKER, Group Chief Executive &

President, AIA
17:10-17:20 Discussion
17:20-17:30 Closing Remarks

JTANG Xianxue, CIRC
17:30-18:00 Cocktails & Snacks

Moderator for Dinner session:

JIANG Xianxue, Director General of Accounting Dept., CIRC

18:00-18:05 Dinner Toast
CHEN Wenhui, Vice Chairman, CIRC
18:05-20:00 Dinner
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The Reform of Selvency
Supervision in China

*

CHEN Wenhui
CIRC

Beifing, July 5, 2013
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I. The trends of international solvency supervision RE

- our understanding

a. Solvency supervision means more than before

» From qualitative supervisory approach to the 3-piliar
supervisory framework

» From solvency of companies fo solvency of groups

» From micro prudential regulation to macro prudential
regulation:

pro-cyclical effects
systemically important institutions
liquidity risk

L. The trends of international solvency supervision ;@3 RERSESTERS
- our understanding B chra

b. More risk-oriented

> Capital requirements better reflecting the actual risk

TP
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profile
¥ More accurate risk classification and assessment
&=
» More attention on the assessment of risk management i
capability of insurance undertakings B
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L. The trends of international solvency supervision {5 hEREEBEEERS
- gur understanding N e Reguaicey

c. Solvency supervisory systems in different countries are
showing signs of integration as well as characteristics of their

owin

» Trying to embrace what s universally accepted in
reform

» Reflecting nafional features in specific supervisory
standards

W W W W W W W W

L. The trends of international solvency supetvision
- gur understanding

) HERE R R R LS
Ghira y

d. Closer international cooperation

» Global integration of economy and insurance operation

» Emerging markets are taking on a more active role in
international cooperation and standard-setting of

insirance supervision.

11
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I. The trends of international solvency supervision ~ our
understanding

ITI. What is C-ROS5? ~ an infroduction

IV. Closer exchange and cooperation among emerging
markets - a proposal

I1. Solvency supervision reform in China

i ER I&H‘Q‘Eﬂﬁ

. % China nsurence
~ our choice

a. The current solvency supervision system in China

» First established in 2003

»It became a complete system in 2007
Internal risk management regime,
Solvency assessment regime,
Financial analysis and examination mechanism,
Supervisory intervention and
Bankruptcy aid

>1t has helped insurance undertakings to establish the concept of
capital management.

12



I1. Solvency supervision reform in China

ﬁﬁ%ﬁﬂﬁﬁ%

- our choice

b. Fast development of the insurance industry in China
By the end of 2012,
» Premium income: RMB 1.5 trillion Yuan
. % Annual growthrate: 18%

1.8
¥ 16

T4 i /,_______/
1.2 s
/ P EER

o:s ///W

0.4

e

0 T T T T T T T T T 1

1 4 T
o5 e i

I1. Solvency supervision reform in China

b PERRENENERS
Chinm

- our choice

c. Direction of solvency supervisory reform in China
Problems existing in the current system:

% Some risks are left out.and the measurement of risks needs
upgrading.

% There are some flaws with the current supervisory framework.

¥ Qualitative supervision need to be strengthened.

13
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i IL. Solvency supervision reform in China @ TT——. £
; . | China sty b I
| ~ our choice o
5 ¢. The direction of reform " |
e
1. Getting in line with international developments £
to establish a 3-pillar framework o
to develop risk-oriented supervisory standards -
2. Basing the reform on the realities of China e
! &
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: markets -~ a proposal e
: prop
| &
[
! &
&

14



w

Chis e

e

11I. What is C-ROSS7? ~ an introduction

4. timetable

» Within 3 to 5 yeats
A

» Launched in » Top-level tegime design was
April finished in May, matked by the
publish of China Risk Oriented
Solvency System Conceptual
Framework.

I11. What is C-ROSS? = an infroduction = f.?ﬁ&ﬁﬁ‘gﬂ§ﬁ%
b. The name
» Chinese name: ¥ B K &5 @ 6942466 4 A

3 Abbreviation: 54X,

»  English name: China Risk Orlented Solvency System
»  Abbreviation: C-ROSS

15



IIl. What is C-ROSS? ~ an introduction ~ § TEREEEERERS

c. Overall objectives

» To measure the tisks of insurance undertakings, scientifically and
comprehenisively capital tequirements ate more tisk-related.

» To detetmine approptiate capital requitements to strengthen the
competitiveness of China's insurance industry; to establish an effective
incentive mechanism to encoutage insurance undertakings to improve the
management and control of tisks.

> To actively explote an appropriate model for solvency supervision in
emerging markets and offer our expetiences to the developiment of
international solvency supetvision. '

III. What is C-ROSS7? - an introduction

 FERERAEERE RS
GChiba

d. Components of the conceptual framework

Supervis m:y{J
Foundatior. :1 e
. ere
E—un -
6_ —

16
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II1. What is C-ROSS? - an introduction

HEEEEEEER R
Shin, v

Institutional characteristics

One stipérvisor, one policy =

111, What is C-ROSS? - an introduction

PEERNEEEEAS
Glina ¥

Supervisory elements

Pillar 1 Quandtative Capital Requirements

17




" 1I1. What is C-ROSS? - an introduction

PEREEEETRERS
uhna

Pillat 2 Qualitative Supervisory Requirements

Integrated Risk Insurers' fisk

i . Supervisory Supetvisory
Rating management P s *y p Rk
+ quantitative evaluation requitements and nspection. measures:
of the risks under [/ analysis
Pillaz 1 . assessment v SIJPCCI"ViSOi'Y
« gualitative evaluation framework intervention
of the risks. th_atlc are actions for
hatd to. quantify undet: . i ) .
Pillar 2 * supervisory « on-site - insurers cannot
:; operational risk requirements " ingpections meet the
strategic tisk s risk management * off-site analysis  qualitative
¥ feputation risk : i
 Tiqidity tisk assessment supervisory
' ' requirements

TII. What is C-R0OSS? ~ an introduction

4

Pillar 3 Market Discipline Mechanism

1. Information 2. Education and
public disclosures guidance on market
power
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I11. What is C-ROSS? - an introduction

@ FERREEEEas

Supervisory Foundation

As part of the enterprise's internal management, insurets’ own solvency
management plays an importatt role in solvency supetvision

» Internal solvency management is a prerequisite and the foundation of
solvency supetvision

» Internal solvency management is both the "immune system"” and the
"response system" of insurers

Table of Contents @ FERBEREIERS

I. The trends of international solvency supervision - our
understanding

II. Solvency supervision reform in China ~ our choice

IIT. What is C-ROSS? -~ an introduction

19




IV. Closer exchange and cooperation

@ PERESESERRS
China ¥

among emerging markets - a proposal

a. Reinforce communication and shating to improve the solvency
supervisory system jointly

» Leatning from expetiences of other markets

» Shating our practice and thoughts in designing the C-ROSS and
looking forward to suggestions and advices

» Welcoming ovetseas institutions/otganizations/expetts
participating the C-ROSS

» Establishing long-acting solvency supetvisory exchanges &
cooperation mechanism

-
: &
i
! V.Gl h d t -
| . Closer exchange and cooperation % P——— .
among emerging markets - a proposal o 4 &
' b. Improve supetvisory exchanges and coordinating mechanism o
» CIRC believes both cross-bordet tisk transmission defense and §oee
solvency supetvision requites international and tegional supervisory
cooperation e
» CIRC is willing to strengthen solvency information exchanges with v
all regulators in emetging markets &
» CIRC suggests the improvement of the solvency supetvision e
collaboration mechanisra among emerging markets .
;_.wu_
e
;-!:L,
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IV. Closer exchange and cooperation SRR REEERS
Coramisgion

among emerging markets - a proposal Ginp Insaxnce Reguatory

¢. Increase resoutce inputs to take a active part in international
solvency supervision rulemaking

» CIRC suggests the international supetvisory rules presenting
mote charactetistics of emerging markets

» CIRC suggests appealing common intetests and benefits with all
other emerging markets on the basis of full consultation

.Cl ! ti
IV. Closer exchange and cooperation . @ i‘ ﬁ&}ﬁ BemERS

among emerging markets - a proposal

d. Bxplore and motivate solvency supervisoty equivalence recognition
gradually among emerging markets

» Bquivalence recogpition is a effective way to advance substantial
international solvency supetrvision convetgence

» CIRC would like to invite other emetging tarkets co-wotking
on bilateral solvency supetvisoty equivalence recognition
mechanism

21




Hong Kong Regulatory Reform:

Development of : a Rlsk—based Cep|tal E e

- Framework in Hong Kong .~

Ms Annie Choi
Commissioner of Insurance

N 5 July 201 3./

‘.;-, Office of the Commissioner of Insurance

'3‘ ,-" The Government of the Hong Kong Special Administrative Reglon

® Authorized insurers : 154
¢ 91 — general i.e. non-life
#» 44 — long term i.e. life
e 19 — composite i.e. life + non-life

¢ insurance intermediaries (agents + brokers)
» 3,027 — corporate

e 73,945 — individuals

/

HOMNG

e NG
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¢ Total gross premium (in US$)
s 1992: § 3.5 billion

» 1997:§ 6.7 billion
& 2002: $11.4 billion
« 2007: $25.3 billion
» 2009: $23.7 billion
» 2011: $30.0 billion
» 2012: $32.7 billion

e Insurance density : US$4,046
= 2Min Asia ; 11" in World

e Insurance penetration : 11.85%
= 20 in Asia ; 41 in World

I
=}
Z
in}

e Premium (in US$)
5 1992: $1.8 billion
s 1697 $2.5 billion
= 2002: $3.0 billion
= 2007 $3.1 billion
= 2009: $3.7 hillion
+ 2011: $4.5 billion
& 2012: $5.0 killion

o Average growth rate of 5.2% each year

K\: Account for 15% of total insurance business ‘/

24
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Long Term Insurance Business |

® Premium (in JS$)
s 1982: § 1.7 billion
e 1997: % 4.2 billion
e 2002: $ 8.4 billion
e 2007: $22.2 biflion
e 2009: $20.0 billion
& 2011: $25.5 billion
» 2012: $27.7 hillion

e Average growth rate of 15.1% each year

¢ Account for 85% of total insurance business

\: Over 10 million in-force policies (i.e. 1.48 policies per capita 0:3/}
policies per working capita)

g}
HENG

» Existing Insurance Regulatory Regime
# Rule-based capital adequacy framework —
(a) Life: based on policy reserve and sum insured

(b) Non-life: based on premiums and claims

¢ Has been used since 1980s

__ y
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¢ Considerations

¢ Insurance Core Principles endorsed by |AIS in Oct
2011

» Experience of overseas jurisdictions

; Hong Kong unique market situation e.g. diverse
profile of players

& Considerations

+ Incentives to introduce enhanced risk management

» Ease of use and ability to compute new capital
requirements for such a diverse market

- Maintain a level-playing field for all insurers in the
market

- Avoid regulatory arbitrage

/
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a.

e Quantitative considerations
1. Structure of regulatory capital requirements

Total balance sheet approach mandated by ICP to
ensure consistent valuation of assets and lighilities

Solvency conirol levels:

¢ Prescribed Capital Requirement; a commonly used
target criterion by overseas jurisdictions, comparable
to a minimum investment grade ievel, calculated
using 99.5% Value at Risk over a one year period

¢ Minimum Capital Requirement: target criteria
pending further quantitative impact study In order to
have a fully informed decision

g

E.f_Rlsk-basedk-CapI’[al Reg

® Quantltatlve conSIderatlons

2. Determination of regulatory capital requirements

Standardized approach
VS.
Internal model approach

/
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il gy

More fl Does not fully raflect the risk
model as sophistication can be  profile of any individual

acdded over lime company

Insurers are measured on &
consistent basis ¥ greater
comparabiiity of insurers, and
transparency to policyholders

Easier for smaller insurers i
\\ implement ‘

e Quantitative considerations

» Internal Model approach

e S
e
§ =
Eﬁﬁ%‘v& ik

Reflects more accurately an
insurer’s exposure to risk

con risk exposure and drivers

N

Incantivizes insurers to focus Too costly for small players

28
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I
L)
)
)
) Risk-based Capital Regime -
: » Quantitative considerations
L)
2. Determination of regulatory capital requirements
P
) Given the diverse size of insurers in Hong Kong,
' using a standardized model appears to be easier
s - for initial implementation
)
)
) \
)
i.
)
)
P
| )
-
) e Quantitative considerations
) 2. Under Standardized Approach, choice of:
a. Risk Factor Approach
’ i.  Regulator defines risk drivers: underwriting risk,
credit risk, market risk, operational risk and liquidity
’ risk
] ii. Offers insurers opportunity to learn risk management
’ OR ' :
b. Stress Test Based Approach
) i. Regulator defines standardized stress tests
, . \\ ii. More advanced approach requiring modeling /
capabilities
) HaNG
)
L
)
)
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e Quantitative considerations
3. Valuation of assets and liabilities
Two approaches to economic valuation:
Marketl consistent valuation

VS.
Amortized cost valuation

MONG
Hihile

N~

@ Qulantitative considerations
Market Consistent Valuation

a. Technically Challenging : most insurance policies,
i.e. liabilities, are not traded in a deep and liquid
market

b. Relatively more volatile as it is highly dependent
on the market position on a single valuation day,
\ especially during abnormal market situations

FIOMG
R

R
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[ Quantltatlve consaderat;ons
Amortized Cost Valuation

a. Challenge : setting of an appropriate discount rate
for liabilities

b. Most insurers currently use amortized cost
valuation

3
e X il

/

Fialat

AR

e Quantitative considerations

3. Valuation of assets and liabilities
Market consistent valuation
or
Amortized cost valuation
or
A combination of both ?

=> Also, forthcoming IFRS 4 Phase 1l proposal

u-u'ﬁlﬂre’
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e Quantitative considerations
4. lnvestment &
gl-__.

a. Rules-based or principles-based 7

a. Asset Liability Matching: prudent person e
principle; matching in cash
flows, currency, duration, etc...

a. Requirements or restrictions on complex &
investments, e.g. off-balance sheet &
structures, derivatives, structured credit

\ products / &
MO @"'

%‘}%tn“

%‘TL

e Qualitative considerations &
1. Corporate governance and board responsibilities £
2. Risk management and other designated functions &

@:_Iu

a. Enterprise Risk Management (ERM) £
a. Own Risk and Solvency Assessment (ORSA) &
\ J -

T ;

%:';,,

é;_.
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e Other considerations
1. Capital requirements on overseas branches in HK?

2. Solo capital requirements vs. Group capital
requirements?

3. -Réporting and Disclosure

a. Greater levels of transparency
b. Right balance between qua!itati\)e and
\\ quantitative information /

sl

e Timeframe
e Q3 of 2013 : Industry cons'ultation

e 2014-15: Prepare draft detailed rules
and perform deep-dive market data
testing

N y

Hi

NG
e
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Basel 3
29 G-SIBs (2011}
HLA+other
policy measures

1QSC0o
Madrid
ICPs Gther G-SIFls
ComFrame ~CCPs?
x? G-Slls (2013) ' = MMFs?
Shadow banking
proposals

Joint activity

o

« The "Principie Statement”: the essential elements that must
he present in the supervisory reglme

P« Should be adhered fo by all insurance supervisors

+ Basls from which standards are developed

High-level requirements that are fundamental to the
Implementation of the ICP

Written as obllgaﬁons on the supervisor

“Linked to specific ICP

Ay

. Supports the core principle and standards and provides

additional interpretation or detailed guidance on how to
comply with or implement the standard

Daoes not set out new requirements

Often provides examples of possible ways of implementing
the requirements in the standard/principle statement

11T
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1P 44 IGP15. °  igp g IGP17
Vaiuatlon Invesiment Enfarprise Gapital
risk Adequacy

managament

ICP 14: The supervisor establishes requirements for
the valuation of assets and liabilities for solvency
purposes

“Desirable” for as many parallels with general purpose
financial reporting requirements as possible.

Movement towards convergence;

Economic valuation that is reliable, decision-useful and
transparent and reflects risk-adjusied present values of
projectad cash flows for assets and liabilities. Excludes
allowance for own credit standing of insurer. Includes
appropriate margins (MOCE, or Margin Over Current
Estimate)

Potential obstacles to convergence

Further delays in IFRS4 (and FASB withdrawal).
“Economic®, but not necessarily market-determined

37




ICP 15: The supervisor establishes requirements for
solvency purposes on the investment activities of
insurers in order to address the risks faced by insurers
Applies to insurance entities and risks posed by non-
insurance entities within the group

Moventent towards convergence

Asset/liability management with an underlying "Prudent
Person Principle”? Security, liquidity and diversification as
key requirements

But
interpretation can vary

M om o

{CP16: “The supervisor establishes enterprise risk
management requirements for solvency purposes that
require insurers to address all relevant and material
risks

Applies to insurance legal entities and any risks posed by
non-insurance entities on insurance groups

Movement fowards convergence:

Active risk management strategy that is well-documented
and responsive. Consistent approach to risk at senior level
in companies. Own risk and solvency assessment (ORSA).
Active supervision.

Still: Significant scope for determining the best way to
supervise

T
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ICP 17: “rhe supervisor establishes capital
adequacy requirements for solvency purposes so that
insurers can absorb significant unforeseen losses and
to provide for degrees of supervisory intervention”
Applies to insurance legal entities and any risks posed by
non-insurance entities on insurance groups

~ Movement towards convergence:
Total balance sheet approach. Establishment of I’lSk based

regulatory capital requirements conirol levels and triggers
for intervention (SCR/PCR, MCR). Consistency in criteria
for quality of capital criteria and ¢apital instruments. Stress

and scenario testing.
+ However...

+  Scops for disagreement on risks to be measured and the

way to measure them

1. |dentify all
sources of
risk

2. Charactarize
the
distributlons
3 Qualitative
and
guantitative

3. Combine
distributions

4, Measure
required
capital

N

NN

[ S Corralations, Dependencies
< < ’ T
I.rL Salvency
Standard 8. Calculate

Economic Capiial

contributions of
business [ines
and individual
risks

39



Type of entity

inbomationaly { o Shbel
Legal Entity Group Active Insurance ye Y
Important Insurer
Graoup (1813) (G-SH)
! :
i 3

Supervisory reguirements and actions

Fi_rst fier
ICPs

ICPs that apply
only to legal
entities

ICPs that apply to legaf entities and groups

Group Governance
Element 2: Governance

Group ERM and ERM policies

Element 3:Enterprise Risk Management (ERM)

Element 4:Group Financial Condition

Element S: Group Capital Adequacy Assessment

Public Disclosure and Group Reporting

Element 6: Public Disclosure and Group Reporting

40
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g * Variable annuities *® Alternative risk
E * Trade credit insurance trahsfer (ART)
2 * Mortgage guaraniee * Fimancial
£ insurance yuarantee
g8 - Insurance
S 4y
g & *E * Proprietary investinent * Proprietary and ¢ Synthetie Investment
=~ 25 function (ALM} darlvathras trading porifollos
£ " ¢ Funding ihrough (non ALM related) ¢ Bmbedded Value
b £ _ equity and debt securitisations
_E' 5 158UES; I':ﬁ;::c“r'ﬁﬂs ® Excessive repos and

securities lending

Main elements:

. Enhanced supervision and structural
measures

« Key attributes of effective resolution
regimes

« Higher Loss Absorption (HLLA) capacity
» Identification of G-Slis

41




« “Natural Selection” Option :

— “Natural selection” — gradual emergence of
best practice from implementation of ICPs

— May not fit with FSB agenda?

+ Earlier Recognition Option:

- |dentify aspects of solvency regulation and
supervision that will benefit from earlier
convergence: e.g.

« Education
+ Application to global organisations
« Application across other financial services

Ty
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A Global Capltal Standard for
Insurance?

International Seminar -on

Presented by: Jonathan Dixon
Financial Services Board

South Africa
5 July 2013

| Agenda

» lAIS Principles & Standards
s Solvency Reform in practice
» Beyond Principles & Standards?

» Financial Stability considerations

43



IAIS Principles & Standards

« ICPs provide principles-based standards that all
solvency frameworks should meet
+ Risk-based, total balance sheet approach, etc.

» Potential for a good deal of variation in solvency
frameworks in practice
» Risks to be measured
+ How to measure them

®

» ComFrame will contain a “partially harmonised”

capital component of solvency assessment for
IAIGs

7

Solvency Reform in Practice

» Anumber of jurisdictions around the globe are
looking te modernise their solvency frameworks,
including emerging markets

+ In the absence of specific guidance from the IAIS,
many jurisdictions are basing their solvency
reforms on existing models, notably Solvency Il

+ There is a risk that the IAIS cbjective of global
convergence will not be efficiently achieved, as
the result may be multiple variations of Solvency il
and other risk-based maodels
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Beyond Principles & Standards?

« In January 2013, the AIS established a Global
Capital Standard Task Force to look at;
= The arguments/reasons for and against the 1AIS
developing a global capital standard
< The main elements of a potential global capital standard
+ The process to be followed to develop a global capital
standard '

« This work envisaged as independent from the work on
ComFrame

Beyond Principles & Standards?

« Options under consideration;

+ Aglobal capital standard: detailed, guantifiable,
commen supervisory requirements

= A global capital accord: as above, but in the form of an-
accord to which jurisdictions could elect to be a signatory
{(such as Basel llI)

« Global capital application material: Detailed,
quantifiable application material that would enable
jurisdictions to implement the solvency ICPs and would
provide a globat benchmark for developing capital
requirements

45



Beyond Principles & Standards? “

« In addition to the theoretical pros and cons of a
global capital standard, the Task Force agreed to
recommend:

« Astock-take of differences and commonalities between
the major existing solvency regimes, as well as best
practices used by emerging markets

« Considerable room for cooperation and sharing of lessons
among emerging markets

Financial Stability considerations

» G-Sli policy measures are likely to involve higher loss
absorbency (HLA) requirements

+ This will be difficult to apply without loss absorbency {LA)
standards as a foundation

« Consideration in short-term of straightforward, backstop
capital requirements to apply to all group activities, including
non-insurance subsidiaries, for G-SlIs

- Asound capital and supervisory framework for the
insurance sector more broadly is essential for
supporting financial stability
- [AIS may need to develop a comprehensive, group-wide

supervisory and regulatory framework for 1AIGs, including a
quantitative capital standard
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Solverncy Assessmeht'{and_' ..
Management (SAM)

International Seminar on
olvency Re on Refor d

Presented by: lan Marshall
Financial Services Board

South Africa
5 July 2013

~ Agenda

» SAM Framework Development

« SAM differences to Solvency I

43
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Solvency Assessment and
Management

SAM Framework Development

Risk BaSed Supervi

Market Consisternt

Assets and Liabilities §

Risk based MCR
& SCR

Own Funds

 Process

Gaovernance
Framework

Control Functions

Risk Management
System

ORSA
. ‘Stréss testing

Private Reporting N
Public Disclosure
Qualitative reperting B
Quantitative :
reporting

49
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Solvency Assessment and Management {SAN) %3
Stearing Committee I
e e %:_, .
Insurance & |
Rainsurance -
Companies . %":‘ . 1
The South African I
= Insurance Assaciation .
o (A0 % .
N . Reparting & Economic lrpact
TBC’?'J":(I gruvllsmns ?wir(rlanse Disclosure Study Agsociation for
ask Group ask Group Task Group Task Group Savings & Investment £
i e . i - i A il | SA{ASISA) Gr
Own Risk and 1 -
Capilal Requiremants Solvancy Assasgment SAM Cemmunicalion Tax Actuarial Society of
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Timelines

2011

2012

2013
1

2014 2015

2016

Implementation

Interim measures

for NL inpurers

|Interlm measuras for P2 and Groups

Full Implementat

ol

Parallel Run

Light parélle'l ren

Comprehensive p

araliel run

als

Q51

Qs 2

QIS 3

Time for
completion
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Internal Model Approval Process

« 6 Insurers where we are considering an internal
model from inception of SAM in 2016:

~+ 2 are actively engaged
- 3 are on hold, subject to further information
« 1 withdrawn

» Further opportunity for insurers to join process at
a later point in time

Pillar Il Readiness Review

. Exercise conducted to get an understanding of how
insurers are preparing themselves for Pillar i
« Compulsory survey of all insurers
« Follow-up interviews with 25 insurers

Board Compositicr

Board Functions

flisk Managemeni |

ORSA

Internal Centrol

Contr Funciions lm:-

Outsourcing §,

0%  A0% 20% 30% 408 BO%  60% 0%  80%  O0% 100%

= Wesk Needs Improvement = Acceptable @ Strang
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Economic Impact Study

» In addition to the Quantitative Impact Studies

« Study will consider
» Direct impacts
+ Behavioural impacts
» Broader economic impacts

= Results of study can be used to inform
+ Any changes required to framework
= Need for transitional measures

. Solvency Assessment and
Management

SAM differences to Solvency I
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SAM Balance 'Slih'éet

Free agseis _J

« Basic SAM o
balance sheet is
similar to that
of Solvency |l

[~ SCR
MCR

Assets Covering
Technical -
Provisiens, MCR
& SCR.

Technical
. Provisions

) *‘ Other labilities

Technical Provisions

Risk Free Rate
. Choice between swap rate and government bond yields
» Use of matching or illiquidity premium

[

Contract Boundaries

F

Features specific to SA
. Cash back bonus on Non-Life products
. Management of discretionary participation life business
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" SCR Structure

« Although the SCR
structure for SAM
is largely the
same as that for
Solvency [I, where
appropriate,
changes have

been made in the
« Methodology
s Calibration

Non-Life Underwriting risk

+ Use of spreadsheet based model to capture
» Exposure to premium & reserve risk
» Exposure to man-made and natural catastrophe risk
« Insurer specific reinsurance structures

+ Calibration exercise
+ Compulsory data requests sent to all insurers
« Data availability is an issue for South African insurers
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Life Underwriting & Market Risk

« Greater focus on life lapse risk

. Econermnic valuation of technical provisions make lapses
more onerous

» Credit default
. Lack of credit rating data makes calibration difficult

- Discretionary participation business

« Inclusion allowance for change in volatility, not only a
change in level

Group SolVency calculation

. Different methods of determining group soivency
position
« Deduction & Aggregation
« Accounting Consolidation

« Inclusion of insurance subsidiaries outside South
Africa |
+ Included using SAM valuation
« Included using local regulatory rules
» Excluded from group solvency calculation

. Allowance for insurance participations

. Lower allowance for diversification due to nature of S5A
insurance market
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Monetary Authority of Singagore

. | SOIvency Regulatory Re‘-form_ih
- Singapore: RBC 2 and ORSA

Date

5 July 2013

Agenda

* Partl: Background
|« parti: Proposed Elements of RBC 2
» Partlll: ERM and ORSA

m

m T M

i

o 0
i

o
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Part I

= Part I: Background
= Current RBC Framework
* International Developments

= Drivers Behind RBC 2

CONFIDENTIAL

: Current RBC Framework: RBC vs Pre-RBC

* RBC framework far ins in Singapore introduced in 2005
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Current RBC Framework:
Valuation and Solvency

kl Aésets ~market

value
* Liabilities — Best .
astimate value, plus
- risk margins

= Risk Discount Rate —

Eiestestxmate _—
3 investment rate {for
. parbuamess),‘

others risk-free rate

.{se¢ next slide}

. .charges” -
* €2'— Assetand
" Mismatehing risk
charges
o+ CF—Asset’
_Coneentration visk
" charge

rabllitynsk

s Teriwith
deductions for

“reinsurance and
others, e.g. loans to
refated company;
charged assets |

& TierZ .

© Terdand

s Limits orn certain

& tp.te. 50% of fuiure- k
nen-guaranteed
benefits

fund;

warning ]evei}

Fina ncial Resourcesf Total Rssk Reqwrements >—1UEJ‘.’/ f&r each msurance

At companv Ievel FR/TRR >“100% or $5m, wl’ncheuer is htgher(lzo% rs earlv

Current RBC Framework:
Discount Rate for Valuation

Risk free yield

- Long ~farm risk-

“frew discuunt rate Thi’s slide

/ e shows how the
b : ' risk free *
i I . - discotint rates
! Problems posed by | are being :
; i dearth of active long { determined
i i term bonds [

Yr0-Yr15

* Durations 0 to year 15:

bonds

Yri5-Yr 20 Yr 20+

use prevailing yields of Singapore government

+ Durations year 20 and above: weighted average (90/10) between
historical average yields (since inception) and latest 6-manth average
yield of 20 year government bonds

« Durations 15 to 20: interpolated yields
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International Developments - Evolution of
RBC Regimes

COMFIDENTIAL

Regime.

- Capture and messure
relevant risks hetter

- Congistency-acrass

CONFIDENTIAL
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Part II

* Part li: Elements of RBC 2
= Key Proposals for RBC 2

= Timeline for Implementation

CONEFIEN e

] Key Proposais for RBC 2

MAS will engage the industry in calibrating and finalising RBC 2

To have an explicit target capital requirement

+ To be determined using the Value at Risk {“VaR"™) measure of 99.5% level

Target capital requirements to be split inta:
+. Prescribed Capital Requirement {PCR} = based on VaR of 99.5%

¥ Arinsurer which breaches its PCR will need to submit a plan to restore its capital |

pOSltIOn within 3 months
. Mlmmum Capital Requirement {MCR) = based o VaR of 90%

> 1 an insurer breaches its MCR, MAS may c¢hoose to invoke the strongest
supervisory action {such as stoppihg new business, withdrawal of licence etc)

Introduce expllut capital charges ft)r the followmg risks:
. Operatlona[ Risk ' i

+ Insurance Catastrophe Risk

« Spread Risk

incorporate Basel Il features on equity conversion/write-down on breach of

regulatory capital requirements for Approved Tier 1 resource.

Stiderd Grof

éium
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A Timeline for Implementation

« Will target to get most of the components of RBC 2
finalised by end 2013

« Will allow insurers sufficient time to implement

« Will put in the necessary transitional arrangements

COMEIDENTIAL

Part ITI

= Part [Il: ERM and ORSA
* What is ERM
» Elements of Singapore ERM Framework

» lilustrative ORSA Template for Singapore

CONFIDENTIAL
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What is ERM?

»y How ERM Fits into Existing Requirements in
Singapore

Already in
Place
Before ERM
Framework

Addition of
ERM
Framework

' feedback loop |

CE

t

HI AR (A B L A £ I
N

T D

™

o
il
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Elements of Singapore ERM Framework:
Risk Tolerance Statement

+ Sets out its overall quantitative and qualitative risk
tolerance limits which takes all material risks and their
inter-relationships into account

» Embedded within business strategy and day-to-day
operations

For example:
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" Elements of Singapore ERM Framework:
2 Risk Management Policy

| + Outlines how material risks are managed, in both

the business strategy and day-to-day operations

* Provides for the link between risk management,
capital management and business strategy

“
A3 @j i
& |
€|
€|
e
&
Elements of Singapore ERM Framework: £
Risk Responsiveness and Feedback Loop R
* Process of assessing changes in risk should result in &
improvements in risk management policy, &-
tolerance limits and responses to risks e
* Allows insurer to monitor and take necessary &
actions in a timely manner in response to changes
in its risk profile 3
* Ensure that ERM framewaork remains relevant &
. -
é?_n.,_
g.‘w,_._...
;‘i;_, -
@1"
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WA Elements of Singapdre ERM Framework:
el Own Risk and Solvency Assessment (ORSA}

+ Responsibility of Board and Senior Management

« Identify relationship between risk management
and solvency position

« Considers economic capital, regulatory capital and
capital resources

“ Assessment of quality and adequacy of capital

resources

+ Incorporates continuity analysis using tools such as
stress testing and scenario analysis

Planning horizen captured in the teport

Summary of the results of ORSA

Key visks that threaten the financial strength of the insurer and the key mitigating|
actions

Sumimary of the ORSA process

Sumzmary of the key risk management policies and comments on the effectivencss
of these policies

Summary of key changes to the ORSA precess and underlying assumplions
Details of principal assumptiors and interdependensies between key assumptions

Summary of business strategy and risk tolerance
Imprct of the business strategy on risk profe
Relationship between sirategy, risk and capital

Risk tolerance statcments and assessment of the cwrent rigk profile against risk
tolerancs ’

Asssssment of risks which may not be quantified such as group, reputational and
emerging risks

Assessment of the effectivensss of confrols Lo mitigate key risks

Sumeary of breaches on risk lolerance since last reporting and anty impact to risk
strategy and capital

Brief desoriplion of stress scenarios

Rationale for seenarios and the deseription of the asswmptions used in scenarios
Potential isk, capital and solvency profile under various stressed conditions
Qualifications of results (if any)
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t IHustrative ORSA report template for Insurer

Section

Summary Deseription

P |Cupital Requirement

Summary of methodotogy to determine required capital (regulaiary and ecenomic)
Assessment of regulatory and economic capital needs

Analysis of key drivers of the change in the financial, economic and capilal
adequacy positions

G  |Solvency Asscssment

Assessment of available fands to meet capital requirements (present and fulure)
Surmnary of capital management plans

Assessment of capital planning and adequacy

Capital contingency plans where future funds may be insufficient fo meet capital
needs, and the limeframe for implementing these measurcs

Agsessment of contingenl capital or access to additional funds (e.g. from parent
company or Head office}

Assessment of fungibility of capital

‘H |Assurances

Comparison of actual experience (including the Capifal Adequacy Requirement)

“vis-3-vis projection from the prior year

Comment on the suitability of projection assumptions in. ligh of past experionce
Comment on the management actions taken in the previous petiod in response to|
the recommendations slated in the previous ORSA Report

Summary sutceme of independeni review of ORSA.(if any)

Limdtations and reliance

1 |Appendices and References

Detailed projection of lhe siress testing

-u’
f

2
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Four Interdependent Aspects of Life Insurance

The role of insurance in social and economic development,

The impact of regulatory requirements on insurance and

financial markets.

The evolving selvency framework in Asia.

The role of effective risk management.

G
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Guidelines for Regulatory Solvency Reform in Asia » e
Qi \
» Understand the intended objectives but aiso the potential ©
unintended consequences of any changes to a regime. e
»  Maintain flexibility to deal with changing circumstances. Eon
= Regulations need to be simple and practical for ease of -
understanding, implementation, comparability and predictability. -
= Recognise ‘one size does not fit all’ — sither within Asia or i
globally. e
g
£
@.
ﬁi.v,
&,_,.._.
ﬁq
Role of insurance in Social & Economic Development @
7] =
Qi e
« Sustained and stable economic growth requires the backing of a &
successful life insurance industry.
« Life insurers promote regular savings and invest those savings to £
provide economic growth. ' -
» Asian state-funded social security levels are limited, increasing &
the importance of private provision for social-economic development. i
= Long-term guarantees are important for consumer confidence and
encourage long-term savings. =
« “Protection gap” is enormous and a source of concern that life g
insurers are uniquely placed to address.
e
gi'.:‘ '
=
e
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Potential Impact of Regulatory Requirements

x4
AP
The life insurance industry is a channel for the conversion of

personal savings into capital for long-term investment.

{.ong-term investments provide positive net flows, depth and
stability to capital markets.

Asset valuation regulations should reflect the insurer's intention and
ability to hold assets to maturity and the limited need for
immediate liquidity.

Valuations of liabilities should reflect the long-term and illiquid
nature of the business written for consistency with assets.

Regulatory regimes can have a direct impact on financial markets.

Evolving Solvency Framework in Asia /

23]

il

Realistic Risk Based Capital (RBC) regimes have developed
in Asia and have proven to be effective and pragmatic.

Regulatory regimes across Asia have dermonstrated a high
degree of flexibility and stability while retaining simplicity,
transparency and ease of calculation.
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Features of a Prudent Solvency Framework

%
1%

. Avoid imposing excessive capital charges and compounding already

prudent margins in technical provisions.

Focus on the company's long-term capabilities and intentions; do not
penalise prudently written products with long-term guarantees.

Simple and straight-forward basis of calculation; avoid highly technical models.

Valuations of liabilities should reflect the leng-term and illiguid nature of the
policies written for consistency with assets.

Stable and change gradually over time and should not be distorted by
short term market fluctuations.

Risk factors should be explicit and robust with recognition of risk mitigation.

_ Bcenario testing o identify pressure points of unquantifiable risk.

Avoid pro-cyclicality and allow flexibility for counter-cyclical actions by
regulators where prudent.

Risk Management Structure and Processes

P

}

AR U

g

:

' Z e

!‘ 41> e

« Culture and Commitment - the most imporiant feature. fann

Risk controls and limits need to be embedded in the key business £

; pProcesses.

Capital is only one aspect of risk management Risk management

! should also be incorporated throughout all business activities. £

: -

E Risk must be assessed by looking at different scenarios, both £

I financial and operational, with and without management actions. '

&

=8

-
@;‘:
-
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Key Messages o

AIe
= Regulators should have a goal to promoie the healthy expansion of
the life insurance industry for the good of the economy

= Need to understand not only the intended objectives but also the
potential for near and long-term unintended consequences

» Maintain flexibility to deal with changing circumstances and
individual companies’ needs

» Regulatory solvency framework should be simple and practical

= Recognise ‘ocne size does not fit all' - either within Asia or globally
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