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FAST FOLLOWERS: ADVANCEMENTS IN ASIA
PACIFIC (RE)INSURANCE REGULATION:
EXECUTIVE SUMMARY

In the world of business and product innovation, much research has been devoted to the pros
and cons of being a “first mover” or “fast follower.” As the name describes, the first mover
commits money and research in order to bring its products to market first and capture the higher
margins early adopters are willing to pay. By contrast, the fast follower avoids the uncertainty
and expense associated with product research and pounces only after a sure hit is discovered.

With the exception of Australia, much of Asia has adopted a fast follower approach to insurance
regulation. Often without the resources or market maturity enjoyed by European and North
American regulators, Asia Pacific (APAC) countries are able to assess various methods and
best practices before adapting them to local markets.

Many recent updates to regulations in the region are or will be enacted to bring regulations in
line with the International Association of Insurance Supervisors’ (IAIS) Insurance Core
Principles (ICP), International Financial Reporting Standards (IFRS) and Solvency II.

In this report, we provide an assessment of the development of solvency requirements and
regulatory initiatives that are impacting (re)insurers in the APAC region.

Motivations for these solvency / regulatory developments include:

e Improve resiliency post catastrophic loss

e Increase oversight in a post-Great Recession world

¢ Follow best practices from the banking and international insurance sectors
e Satisfy domestic political pressures.

APAC is a diverse mix of countries encompassing nearly one third of the earth’s landmass and
one half its population. Given the broad spectrum of economic and regulatory sophistication
across the region, the approach has varied on a country-by-country basis as each regime
adapts solvency principles to their own needs and political realities.



As the graphic below highlights, nearly every country in the region has recently enacted or is
planning far-reaching changes to solvency and other regulations.
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Directionally, most country regulators are taking steps to build more robust regulatory and
solvency frameworks:

e South Korea, Taiwan and Malaysia are in their second round of risk-based capital (RBC)
schemes — Japan is in its third round.

e Australia and Malaysia have implemented Internal Capital Adequacy Assessment
Process (ICAAP) requirements while Singapore and Japan are among the countries
considering an Own Risk and Solvency Assessment (ORSA) framework.

e Australia, Indonesia, Japan, Philippines, Taiwan and New Zealand have specific
catastrophe risk-related solvency requirements.

e Japan is seeking third-country equivalence status for Solvency Il for reinsurance
business. China, Hong Kong and Singapore have also expressed interest.

e Hong Kong is moving to its first RBC framework, anticipated in 2018.

e China’s Insurance Regulatory Commission (CIRC) is instituting sweeping changes
through its three-tiered China Risk Oriented Solvency System (C-ROSS) framework that
will dramatically impact how (re)insurers conduct business.

The chart below illustrates the sophistication hierarchy of regulatory regimes in the region
compared to global best practices.
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Solvency II's reach and influence is being felt in Asia Pacific as some countries are positioning
for Solvency Il third-country equivalence status. This would reduce the administrative burden
and improve the competitive position of domestic markets writing business in Europe. Most
recently, Australia was recognized with provisional equivalence for solvency calculation on June
5, 2015 for a period of 10 years. It is believed China, Hong Kong and Singapore are also
interested in Solvency Il equivalency.

The Japanese Financial Services Agency is seeking to achieve equivalence only for domestic
reinsurance companies writing business in Europe (Article 172 of Solvency II). This will allow
Japan-domiciled reinsurers to assume business in Europe without collateral requirements for
unearned premium or reinsurance recoverables. Further details can be found in the Japan
section of this report.

Following international standards, several regulators in the region now include specific
catastrophe charges in solvency calculations as well as ORSA or ICAAP requirements. This is a
recent development, largely spurred by the 2011 catastrophe losses and an interest in Solvency
Il equivalency.
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Catastrophe Risk Measurement

ORSA / ICAAP Requirement

Australia 1:200 all peril (OEP) v
China None (To be included under upcoming C-ROSS) v’ (forthcoming)
Hong Kong None (Anticipated under upcoming RBC I)
India None
Indonesia 1:250 event (OEP) v (forthcoming)
Japan Greater of 1:70 wind or 1:200 EQ (OEP)
Malaysia None v
New 1:1,000 years (OEP)
Zealand
Philippines 5% of aggregate net retained insured values for EQ
or wind & flood (zones A or B), whichever is higher
Singapore None (To be included under upcoming RBC II) v (forthcoming)

South Korea

None

v’ (forthcoming)

Taiwan Greater of 1:250 EQ or 1:100 wind event (OEP)

Thailand None v’ (forthcoming)
Vietnam None

Bermuda 1:100 TVaR aggregate (AEP) (anticipated increase v

to 1:200)

EU and Sll equivalent

1:200 AEP (anticipated 2016)

USA 1:100 AEP or OEP (anticipated 2016)

A.M. Best Greater of 1:100 wind or 1:250 EQ (OEP) + 2nd
event stress test

S&P 1:250 aggregate (AEP)

Source: Country regulatory agencies, Guy Carpenter analysis

Some countries have instituted rules that may potentially hinder the development of a healthy,

profitable insurance market.

The Indonesian regulator’s recent steps to reduce capital outflows, with a focus on reinsurance
premiums ceded to international reinsurers, remain highly debated. The Indonesian regulator
has also encouraged all domestic reinsurers to obtain an international rating in order to improve
competitiveness with foreign reinsurers. However, it is anticipated that high cessions to other
unrated, domestic companies may increase credit risk charges and thereby pressure capital
adequacy ratios. As noted in the following chart, A.M. Best and S&P credit charges on

reinsurance recoverables are much higher than those of most domestic solvency schemes.
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Source: Guy Carpenter analysis, country regulatory documents

The Philippines, in addition to a basic RBC framework, has instituted a minimum paid-up capital
requirement that is set to increase every two years until 2020. The policy applies uniformly
across the industry regardless of premium volume, line of business or geographic scope and
therefore its impact is more strongly felt by smaller carriers.

Generally, the more advanced economies across the APAC region have robust insurance
regulatory frameworks. With the exception of Hong Kong, each country over USD 10,000 gross
domestic product (GDP) per capita has or is moving towards an economic capital and/or
ORSAV/ICAAP requirement (see exhibit F-4).

In less-developed countries, the focus continues to be on educating consumers on the value of
insurance and increasing insurance penetration.

The full report details recent solvency and regulatory developments on a country-by-country
basis. Heraclitus’ aphorism comes to mind and is particularly apt when it comes to insurance
regulation in the APAC region: the only thing that is constant is change.
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About Guy Carpenter

Guy Carpenter & Company, LLC is a global leader in providing risk and reinsurance intermediary
services. With over 50 offices worldwide, Guy Carpenter creates and executes reinsurance solutions and
delivers capital market solutions* for clients across the globe. The firm’s full breadth of services includes
line-of-business expertise in agriculture; aviation; casualty clash; construction and engineering; cyber
solutions; excess and umbrella; excess and surplus lines; healthcare & life; marine and energy; mutual
insurance companies; political risk and trade credit; professional liability; property; public sector;
retrocessional reinsurance; surety; terrorism and workers compensation. GC Fac® is Guy Carpenter’s
dedicated global facultative reinsurance unit that provides placement strategies, timely market access
and centralized management of facultative reinsurance solutions. In addition, GC Analytics®** utilizes
industry-leading quantitative skills and modelling tools that optimize the reinsurance decision-making
process and help make the firm’s clients more successful. For more information, visit www.guycarp.com
and follow Guy Carpenter on Twitter @GuyCarpenter.

Guy Carpenter is a wholly owned subsidiary of Marsh & McLennan Companies (NYSE: MMC), a global
professional services firm offering clients advice and solutions in the areas of risk, strategy, and people.
With annual revenue of $13 billion, Marsh & McLennan’s 57,000 colleagues worldwide provide analysis,
advice, and transactional capabilities to clients in more than 130 countries through: Marsh, a leader in
insurance broking and risk management; Mercer, a leader in talent, health, retirement, and investment
consulting; and Oliver Wyman, a leader in management consulting. Marsh & McLennan is committed to
being a responsible corporate citizen and making a positive impact in the communities in which it
operates. Visit www.mmc.com for more information.



http://www.guycarp.com/
http://usa.marsh.com/
http://www.mercer.com/home
http://www.oliverwyman.com/index.html
http://mconnect.mmc.com/

*Securities or investments, as applicable, are offered in the United States through GC Securities, a
division of MMC Securities Corp., a US registered broker-dealer and member FINRA/NFA/SIPC. Main
Office: 1166 Avenue of the Americas, New York, NY 10036. Phone: (212) 345-5000. Securities or
investments, as applicable, are offered in the European Union by GC Securities, a division of MMC
Securities (Europe) Ltd. (MMCSEL), which is authorized and regulated by the Financial Conduct
Authority, main office 25 The North Colonnade, Canary Wharf, London E14 5HS. Reinsurance products
are placed through qualified affiliates of Guy Carpenter & Company, LLC. MMC Securities Corp., MMC
Securities (Europe) Ltd. and Guy Carpenter & Company, LLC are affiliates owned by Marsh & McLennan
Companies. This communication is not intended as an offer to sell or a solicitation of any offer to buy any
security, financial instrument, reinsurance or insurance product. **GC Analytics is a registered mark with
the U.S. Patent and Trademark Office.

Disclaimer

Guy Carpenter & Company, LLC provides this report for general information only. The information
contained herein is based on sources we believe reliable, but we do not guarantee its accuracy, and it
should be understood to be general insurance/reinsurance information only. Guy Carpenter & Company,
LLC makes no representations or warranties, express or implied. The information is not intended to be
taken as advice with respect to any individual situation and cannot be relied upon as such. Please consult
your insurance/reinsurance advisors with respect to individual coverage issues.

Statements concerning tax, accounting, legal or regulatory matters should be understood to be general
observations based solely on our experience as reinsurance brokers and risk consultants, and may not
be relied upon as tax, accounting, legal or regulatory advice, which we are not authorized to provide. All
such matters should be reviewed with your own qualified advisors in these areas.

Readers are cautioned not to place undue reliance on any historical, current or forward-looking
statements. Guy Carpenter & Company, LLC undertakes no obligation to update or revise publicly any
historical, current or forward-looking statements, whether as a result of new information, research, future
events or otherwise.

This document or any portion of the information it contains may not be copied or reproduced in any form
without the permission of Guy Carpenter & Company, LLC, except that clients of Guy Carpenter &
Company, LLC need not obtain such permission when using this report for their internal purposes.

The trademarks and service marks contained herein are the property of their respective owners.
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