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Understanding the
global dynamics




Influencers in regulatory development

FINANCIAL
STABILITY
BOARD

WORLD BANK

BANK OF ENGLAND
PRUDENTIAL REGULATION
ORITY

Froripa OrFICE OF
InsuraNcE REGULATION

= Jurisdictional supervision and regulation setting
= National and supra-national supervisory standard setting
» [nternational, sector-specific supervisory standard setting

= [nternational steering and assessment
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IAIS objectives and initiatives

|IAIS objective IAIS initiative Capital Types of insurer that are
measure impacted

Supervisory Insurance Core Presg;ififgrf:‘rﬁ“a' All legal entities
foundation Principles (PCR) and groups
_ , Internationally
Group-W|de Insurance Capital Active
_ ComFrame Standard
supervision (ICS) Insurance

Basic Capital
Requirement (BCR)
Higher Loss
Absorbency (HLA)

Financial

stability G-Sll Package

Source: International Association of Insurance Supervisors
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Insurance sector Financial Sector Assessment Program

m Observed = Largely Observed = Partly Observed = Not Observed = Not Applicable

- -
=
¥ -~

Source: Willis Towers Watson analysis of IMF and World Bank reports (available at http://www.fsb.org/about/leading-by-example/participation/)
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Asia Pacific

South Korea RBC
Implemented 2011

C-ROSS
Implemented 2016

Hong Kong RBC IFRS17
Development underwa
P d Basel Il
Singapore RBC2 Solvency Il
Expected implementation 2017-18 ICPs
: ICS
Malaysia RBC
Implemented 2009
LAGIC

Implemented 2013

Largely Observed = Partly Observed
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The Philippines

Publc Disdosuns Autharioed

Publkc Disdosure Autaroed

79233

“This valume is a product of the staff of the Intemational Rank for Reconstruction and
DevelopmensThe Warld Bank. The World Bank docs st guaramice the accuracy of the data.
included in this work. The findings, interpretations, and conclusions expressed i this paper do
ot necessarily reflect the views of the Excoutive Directors of the World Bank or the
‘overnmests they represent.

e matenal in this

FINANCIAL SECTOR ASSESSMENT PROGRAM

PHILIPPINES

THE INSURANCE SECTOR: A MARKET & RISK BASED REVIEW
TECHNICAL NOTE

APRIL 2010

Tre WoRLD Bane INTERNATIONAL MORETARY Funm
FMANCIAL AN PRIVATE SECTOR MONITARY 480 CAPTEAL MARKETS
DEVILOPMENT VICE PRESINENCY DRPARTMINT

EAST Asaa AND PACIFSC REGIONAL
WICE PRESIDERCY.

Source: World Bank (https://openknowledge.worldbank.org/handle/10986/16058)

April 2010

“... the insurance sector [is]
in a nascent stage of
development.”

“Investment linked “variable”
business has grown in
relevance over the last few
years”

“... it would be useful to
further advance a more risk
based approach to
supervision.”
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Accelerated growth in the Philippines

Two charts
20.0% A 60
GDP growth = Philippines IC Circulars per annum :
China .
15.0% f : 50
= Jnited States .
= United Kingdom
10.0% : 40
. 30
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A new era of capital requirements in the Philippines
IC’s Final QIS Report

Life Non-Life

Market Catastrophe

Catagtrophe

Operational

CAR CAR

Six companies with CAR less than 100% Thirteen companies with CAR less than 100%
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Potentially a long road ahead

Consistency across reporting
Forward-looking and risk-based capital
Regulatory oversight and co-operation
Three-pillar capital framework

" ( Quantitative requirements
Qualitative review
Disclosure
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Decisions to be made

= How much extra capital do | need?

= Where is there inefficient use of capital?
...or where are the best returns?

= What actions can | take to release trapped
capital?
...or increase diversification benefits?

= Which risks result in the largest capital
requirement relative to their return?

...and how can this position be improved?

= How can the firm raise capital at an
acceptable price?

...and what are the benefits-costs trade-offs?

= Does the current environment for capital
raising or risk transfer present particular
opportunities?
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Assessing the
opportunities



Competing interests of stakeholders

Policyholders

Group / Local Shareholders

Ratings
agencies

Regulators
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Measuring risk and opportunity
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Capital management toolkit

Areas of Capital Management

| | | |
Review actuarial

reserves/DAC for  In-force management Casr::llg;/(\;/r?izratlon Internal reinsurance
prudence 9
| | | |
Accounting and tax On%gzrdﬂqkél/ﬁ&ess Derivatives/static/ Risk transfer/
optimisation management dynamic hedging external reinsurance

Underwriting and

Regulatory arbitrage claims management Credit Financial reinsurance
| | | |
Expense g
Inter-group Alternative -
arrangements management and Investments Securitization

outsourcing

Possible Capital Management Actions

Financial/ Business : Capital Business
: Investment Reinsurance ; o
actuarial management solutions reorganisation
i i i i i
. . . . Discontinue/
Review models for Product redesign/ Asset portfolio Reinsurance . .- -
prudence repricing redesign/ restructure optimisation EojLls el run-g;‘fbcuesrit:ér; Sllnes

| |
Reorganisation of

Debt structuring corporate legal
structures
| |
Contingent capital Redomiciling/

branch structures
| |

Sidecars or Internal captives/
equivalent resources
| |
Other (non- Purchase/sale of
reinsurance) internal  business/blocks of
transactions business

creasing Time — Cost — Complexity
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Examples from leading insurance companies

= Reduce sensitivity to market = Align capital consumption with = Move to capital-light products
movements expected returns = Optimise cash generation from
= Shifting away from capital = Increased pooling of risks in-force portfolio
intensive products = Reduce local excess capital to = Monetisation on in-force books
= |ncreased capital allocation maximise upstream

discipline = Lower capital consumption from
= Improve capital fungibility / new business

un-freeze locked-in capital

SCOR

= Internal retrocession = Disposal of UK annuity book
= Use of collateral arrangements = Re-balance mixture of debt and
= Internal loans / portfolio transfers equity capital
= Focus on products with shorter
payback periods
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The only way to make sense out of change is to plunge into it,

move with it, and join the dance.

Alan Watts
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Momentum gathers behind
global regulatory measures

A global standard of capital is now materialising,
but the degree to which it will help insurers
remains unclear

Background Moreover, the 1AIS has set an ambitious schedule to

. . . develop I1AIG and G-Sll measures. The Basic Capital
The International Association of Insurance Supervisors (lAIS) Requirement (BCR) and Higher Loss Absorbency (HLA)

continues to test a capital stlandar_d for Internationally Active measures were finalised in G4 204 and Q4 2015,
Insulran:I}e Groups (IAIGs), with a view to a_dopt an early respectively, and the first version of the Insurance Capital
ver5|0n_|n 2017 and a more complete version lII'I 2019, and has Standard (ICS) is due to be finalised by mid-2017.

set out its proposals for the measures that will make Global

Systemically Important Insurers (G-Slis) hold higher levels of

capital from 2019 (Figure 7). Together, they herald a new era IAIS plans: Willis Towers Watson perspectives
of insurance regulation, where international standards take Finding common ground
centre slage. The |AIS has challenging work to do. The risks facing

(re)insurers in any particular jurisdiction are a function of
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Up-streaming of cash and capital —in an insurance group

Diversification Benefit (% of SCR)
45% =

40%
35%
30%
25%
20%
15%
10%

5%

0%

Source: Morgan Stanley.
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Disclaimer

This presentation has been prepared by Willis Towers Watson for general information purposes only and does not
constitute professional advice.

The information, opinions and illustrations contained are derived from various sources and have not all necessarily been
independently verified by Willis Towers Watson.

The presentation is not intended to guide or determine any specific individual situation and persons should consult
qualified professionals for appropriate professional advice before taking any specific actions. Neither the presenter, nor
the presenter’s employer, shall have any responsibility or liability to any person or entity with respect to damages alleged
to have been caused directly or indirectly by the content of this presentation.

If you require professional advice or require any further information, please contact your usual Willis Towers Watson
representative.
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