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Two common methods of supervising solvency in
the world: fixed -ratio model and risk-based capital
model (RBC)

The “fixed-ratio” model used by European Union
since 1979

The “risk-based” capital model (RBC) used in USA in
1992

Japan intreduced the new model called “selvency
margin; crteria’ in; 1996, whichi Is 1n" generall similar
to RBC of the US (so called Japanese RBC)

¢ Vietham Issued new: standards: of selvency, margin
and threshoeld valuein 2000 based! onl the iixed-ratio
moedel

Upr te) new: there hash been ne) study, that USes; the
experence and: date firem: Vietnam: e iRstirance
Industny te' compare: ther effectiveness: off fixed-ratio
moedelwithrthat eifrnsk=lhased model

The “risk based capital” The “solvency margin
model (RBC) - USA criteria’ model - Japan

Dataof the
Vietnamese life
insurance industry
from 2001 to 2003

The results of risk The results of risk
amount of each risks amount of each risks
and solvency margin and solvency margin

ratio ratio

The new risk based The currently
capital model for stipulated model in
Vietnam (seven Vietnam

proposals)

Dataof the Comparative results of
Vietnamese life solvency calculation between
insurance industry the two models
from 2001 to 2003

Conclusion of the study




& Japanese RBC model

» Total risk amount

P R (R R)) R R
: Risk amount to insurance risks
: Risk amount to assumed interest risks
: Riski amoeunt te asset management risk
: Risk amount te) business administration; risks
- Riski amoeunt te major catastrophic risks

> Solvenecy margini (S)= OWners;equity -+ Price
Huctuaton provisiens Sulkordinated debts

¢ Japanese RBC model
» Soelvency margin ratio (M)= S/(0.5*R)
¢ US RBC model

» Total risk amoeunt (R)
(C-4)+/(C-)+C-HF +C-2*+C-H’
: RISk amoeunit oif assets
Risk amoeunt of Insurance risks
Risk: ameunt ofi iInterest rate risks
Riski ameunit off eperationall risks
RiIski ameunit ofi catastrephic risks

C-1, C-2; C-38a;, C-4a and C-5' arersigns; elifdifferent
sk ameunRit; et formulas




¢ US RBC model
> Solvency margin (S)= Owner's equity.
» Soelvency margin ratio (M)= S/(0.5*R)

¢ In common sense, US RBC model is
considered as; tighter than Japanese RBC
model

o In my calculation, US RBC model seems
leESsEr than Japanese RBC moedel. There are
LWO) FeasenSs:

> Strict reguiremenits given te joint Venture, shares
andirealrestatelint USymedelfdornoetraffect total risk
amounits; ot PrudentialsancbATA

» Tight requirements given to assumed interest
rate specified in Japanese model largely affect
total risk amounts of Prudential and' AIA

+» |Implications te the current situation of
Vietnam, life insurance industiy,

> Recent prolonged recession in Japan. . life
insurers; feund difficult ter earn eneughl iInvestment
returns te cover high assumed interest rate of n-
Iorce Insurrance policies; ——+ tighter requiremenits
Tex lifie Insurers setting high assumediinterest rate.
IR Vietnam, life Insurers are alsoe setting high
assumedinterestrate’ = iFapplying Japanese
moedelwililincrease totalf sk amoeunteireach
Insurer




+ Implications te the current situation of
Vietnam life insurance industry.

» In USA, capital market Is so developed -
Ior purpoese ol Security, Strict reguirements
on| risky/ INVEstMENRts stch as shares, Jolnt
venture and real estate. In Vietnam, stock
market Is s infancy, — + life Insurers
cannoL INVESTE I such rAsky Investments:
IiFapplyinerUsS imoedelnwilliSaei9erse
efifectuve to regulate investments oi life
INSUrers 1 Vietnam

¢ Because of the risk of highly assumed interest
rate in Vietnam, it should be suitable te apply.
interest rate risk factor ofi Japanese RBC

¢ It should be reasenable to exercise asset
management risk factors, for shares, depesits
and reall estate as specified in the US RBC

¢ Because off undue remsurance regulatieons: in
Vietnam, It should 9e useful te take reinsurance
sk factor off Japanese RBC

¢ In Vietnam: the ameunt off receivable accounts: of
Unpaidipremitipishiast becomerhigh; it sheuld*ee
safer to use receivable risk factor of the US RBC




¢ In order to deal with risks of adverse
assumed mortality or morbidity rate, It
IS appropriate to apply Insurance risk
factor of Japanese RBC

¢ [0 prevent oeccurrence of less beyond
anticipation In business administration,
it IS necessany te take  business
administrawoen rsk facter oif the US REC

» BEcause o many catastrephic nsks in
Vietnamy, It IS net SUPHSInG) 1o USe
catastrophich Hska N actors: ol lapanese
RBC

o Calculating soelvency margin ratio of
each life iasurer in Vietnam by using
the proposed RBC model — — compare
with the current model being used in
Vietnam — = there are two peints

> for BaoViet and BasMinh-CMG: not so
different between results, of twer models

> e AlA; Prudential and Vanulies guite
different between resulits of tWwo models




¢ Necessary to find out the difference and
the reasons in cases of AIA. Prudential
and Manulife

¢ In case of AIA

> In 2004, as specified by the eld regulatien;
selvency margin (S)=paidi up capital. AlA
suiffered losses; and had remaining 6WHEr's
eguity: muchriower: than legall capital but still
recegnized by, VMIOE asibeing selvent. The
propoesed model clearly: shews this InsSeIVEREY

> 2002, as speciiied by the new regulauen;
splvency marain (S)=0wWner'si eguity. Al'A had
Lo nereasetsycapiital iremitst parent company/

Year 2001 Year 2002 Year 2003

Current | New: Current | New. Current | New:
mOdel mode| model model model mode'

N/A 0.1% | 1,008 % 510% 729% 315%

solvent solvent solvent solvent solvent

Prudential N/A 129% 103% 69% 207% 899%

solvent solvent solvent selvent:

Vanulife NZA 531% 22119 2469 279% 1475%

splvent splvent splvent selvent: selvent solvent




¢ In case of Prudential

> In 2001, by using the old regulation— no sign
of risky condition in the company. However, by
using the preposed model, Prudential’s; ratio
was 129%, very close to reguired ratio of
100%

> In 2002, by applying the current model; the
ratio was; 108%, — * still selvent. By, Using| the
prepesed moedel; the ratierwas 69%,  — *
inselvent:. In fact, Prudeniual set assumed
Interest rate 12% muchr higher tham that ofi
governmenit send (B:5%) — =  muchi higher
tetal sk ameunt

¢ In case of Prudential

> In 2003, Prudentiall increased its paidl up capital
but still had accumulated losses — *the ratio from
the current model was 207% —— guite selvent.
Nevertheless, the ratio from the propesed moedel
was 89% - stilllinselvent. Not reducing such a
high assumed interest rate Is main reasen for this
Tact

> I Prudential still"keeps highr assumediinterest
rate and deestnotIncrease its capitals 1ts inancial
conditiensiwill et he changed in 2004




¢ In the case of Manulife

» Even for results of both models, this company is
still solvent. However, sharp decrease in solvency
margin ratie cannoet be ignored

» With highi growth ofi new: business and no
injection’ eifcapital may make Manulife fiall inte
risky/ situation in 2004

¢ At the end ofi 2004, VMOFE Issued a new.
circular te) limiit assuimed Interest rate: noet
higher than 80%, ef INtEreSt rate of
govermmenit hendi(@reund 9% peryear). it
Mmeans that assumed InteErest rate fier new.
lifietRstirance pelicies; firem 2004 willfnet be
RIGhEr thanp 80 PERYEar:

¢ The proposed RBC model seems stronger than
the current ene

o With high growth of econemy, Vietnam life
insurance market has big petential to develop.
When the market becomes bigger, It should he
mere effective te replace the current maedel by
the proposed RBC one to maintain the selvency:
of life Insurers

Threugh the cases ot ATA IR 2001 and Prudential
N 2002, selvency: report sheuld he sulbmitted to
VIOE guarnterly: rather than yearly terhelpr VOoE
guickiy nternvene any liie Insurer in daneer o
INSEIVERECY




¢ Because Vietnam life insurance market
was boern recently, this study is based on
data off Vietnam life insurance industry fer
short period ofi 2001.-2003

¢ Ihe business of life insurance Is
experencing dramatc changes worldwide
that will'peserunprecedeniedr chiallenges
10K SUPER/ISERY autherties Inl the future.
e results oif selvency, calculation sheuld
e mediiedinrcases o having remarkable
cheanges in Vietnam life msurance industry




