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Role and Importance of Capital

> Financial Institutions VS

Other companies

> Optimal capital structure
(Debt VS Equity)
>  Avoid bankruptcy and

financial distress




Evolution of Capital Regime

Source: KPMG Revisions to the Risk-Based Capital Framework (November, 2013)
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3 Pillars of Risk based supervisory




Current RBC in Thailand
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RBC 1
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(Data and Calibration Method)

Life insurance risk charge Non-life insurance risk charge
> 3 years data (2549-2551) of industry > 5 years data (2547-2551) of Incurred/Paid
experience on mortality and lapse claims by Line of Business
» GPV reserve distribution: simulated » Loss distribution: simulated 10,000 log-
10,000 losses using actuarial model normal distributed losses using
> Adopt SG/MY risk parameter for Bootstrapping model
maintenance expense > Risk Margin or PAD @ confident level 75%th

and 95%th
Asset risk charge (Market, Credit)

> figuLAeeiu Standard Approach 484 BOT wag Basel |l
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RBC 1
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RBC 1
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1) AnudgsnuUsziufganNayIUsEnuYIn/szeze1? (Life insurance risk)

Life insurance risk capital charge = GPV@95% - GPV@75%

v v

Note: GPV g MsAuIniNgsinesenie yardagiuvesnssualuanvieaniusdnitemudyauseiudy
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2) AudgsnIuUsEAufEIINdYyIUTENUIUIANY/558zdU (Nonlife insurance risk)

Nonlife insurance risk capital charge

Claim reserve risk capital charge + Premium risk capital charge

Claim reserve risk capital charge Claim reserve@95% - Claim reserve@75%

Premium reserve risk capital charge Max [(URR@95% - URR@75%) — (Premium reserve* — URR@75%), 0]

*Note: Premium reserve = Max[UPR, URR@75]
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(Market Risk)

Equity risk
Interest rate risk
Currency risk

Commodity risk
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Property price risk

Unit trust price risk

RBC 1




RBC 1
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1) Runawudmiuanuideswnunainandnsineniie (Interest)
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2) RunamudmiuANUEeIsIunaInaINdnIIkaniuaeu (Foreign exchange)

Currency exchange rate risk capital charge = [Max (|Net short position|, [Net long position|)] X 8

3) RUNBINUAINTUAULEBIAIUAAINRINTIATFUAILAAAMGN (Commodity)

Commodity risk capital charge = (Long position X 3%) + (Short position X 3%) + (Net position X 15%)

4) RUNIWUFMIUANNEEINIUAAINBY (Equity, Property, Unit trust)

Risk capital charge = 4a@unsngamu X A1AULEeS
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A29819N15ATUEL Diversification benefit B
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(Credit Risk)

Reinsurance

Short/Long Purpose of usage

I 1
of collateral Policy loan

asset

Issuer Residential

Staff loan Fix deposit
Risk grade Commercial

Baht/Non Baht Loan To
Value (LTV)

Risk capital charge = yaf1&uning X ApuEes



RBC 1
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N15WA15VAIINANIINTEYNAL (Concentration Llimit)

Counterparty Other assets

Debt: Issuer — Equity
(Gov.,SOE, Private :
company, —— Property
etc.) '
Foreign exchange
- g Loan — Unit trust

L Reinsurance asset

(%4 QJ/

qmmsﬁ'\mm Risk capital charge = yaf1duning - AINANIINTLYNA

Note: Indnfinn1snszanda muuadudosazvasduningsau aniiu Reinsurance asset AuunaIN3EaYas
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RBC 1
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Surrender risk capital charge = Max [CSV - (Reserve + Insurance risk capital charge

+ Market risk capital charge + Credit risk capital charge

+ Concentration risk capital charge) , 0]

MU
1) AnaveAulyLlaIuN 31 5u21AUN 2557
2) lTHanizusendsenuain

3) Gone-concern basis
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Capital sufficiency of Thai
Non-life insurance industry
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Capital sufficiency of Thai
Non-life insurance industry
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Net earnings to TCR of Thal
nonlife companies
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Capital sufficiency of Thai
Non-life insurance industry
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Economic capital and RAROC

O What is Economic capital?

OWho are using Economic capital
(Insurer, Rating agency, Regulator)?

O How does the EC and RAROC work?




onfidence Interval
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Economic capital and RAROC




Performance Measures:
(Accounting VS Value-added framework)




Economic Value Added (EVA) Framework




Economic capital and RAROC

Shareholder

Insurance
Company




Economic capital and RAROC

O The link to enterprise risk
management (ERM)

O Capital allocation

O Capital budgeting




Economic capital VS Regulatory capital

Scaling economic
capital to
regulatory

capital




Economic capital VS Regulatory capital

Scaling Economic Capital to regulatory capital

e Based on Ecap, but to ensure that there is always sufficient regulatory
capital

e Ecap is scaled to RegCap

Pro Ccon
_S|mpler e Provide less insight into the risks
implement

Does not quantify the capital buffer
needed on top of the regulatory minimum

Only considers the risk of default



Economic capital VS Regulatory capital

Integrated Going-Concern Model

e Capital requirement is defined as RegCap + Buffer

e Buffer is determined by the risk of breaching Tierl minimum capital
targets

More intuitive and Requires a more accurate measurement of
accurate economic risk

Measures economic risks as a more
likely event on the loss distribution
curve

Reduce complexity by combining Ecap and
RegCap into one capital figure
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Regulatory requirements on ERM
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Thank you for your attention




