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We bring the finest expertise and insight to our work.

We maintain our independence and fairness.

We are transparent in our decision-making process.

We pursue honesty and integrity.

We trust, communicate openly and cooperate with each other.
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Solvency |l
Implementation

Allianz Life Korea

October 21, 2015
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o Allianz ()
Solvency Il in history

2001-02 Financial Crisis

= Solvency | not risk based, especially on asset side
= Basel Il seen as a success in banking

EU Regulatory initiatives

= Solvency Il project started in May 2011 - KPMG study & Sharma report
= Convergence to Basel Il 3-Pillar System

= Market values of assets and liabilities

= Standard model and internal model

= Level playing field within Europe




Allianz @)
Solvency |l preparatory timeline

Nov 2009 Level 1 Internal Model

Solvency I finalization : Submission Solvency
Directive Omnibus I & Approval in place
by EU Directive : :

Legislative process

1)
LTGAD & : E Level 2/2.5 | : : Level 3 N~ ——
Analysis of results / ] . (Delegated : > Bk First period under
recommendations regllj_:_astl)on/ S — Solvency Il reporting

Supervisory Solvency Il framework

Internal Model Adoption :
i Approval process SHEITENESS

to comply with SlI

Sll Preparation costs
approx. € 250mn

s T i
- Sll preparatory § introduction & enhancement Trial - Internal Model ::

Allianz Preparation

é prOJeCt S|nce ‘i'fi'fi'fi'fi'fi:fi‘fi‘fi‘fi‘fi‘;'"'_I|I|I|I|I|I;I|I|I|I|I|I: Appllcatlon E; Fogrr?“al II“/InAppllcatlonE E aplrp]:or\'/nallo.r
: 2009 QIS5 uppacti : LTGA ') ST submissio erna
i analysis : : analysis b Model

1) LTGA: Long Term Guarantee (Impact) Assessment
2) Financial Risk Capital System for measurement and aggregation (RAIl), Risk Report System (ARA, SAP), Operational Risk Governance System (ORGS) etc.



Allianz @
Solvency Il Territory

(EEA"Y) + big sized non-EEA OEs?)

All 27 European Union member states

plus 3 of the EEA countries such as Iceland,
Liechtenstein and Norway

7/ Equivalent countries:
Switzerland, Australia, Bermuda,
Brazil, Canada, Mexico and USA

1) Economic European Area
2) Non-EEA OEs: Australia, Korea

4



Allianz @)
Solvency Il supervisory authority

Level 1: = European Parliament & EU Council adopted Solvency Il Directive on Nov 2009

SN EINEENIEOYE = Omnibus Il Directive enforced by EU Council in May 2014
Obnibus Il Directive

= The Directive must be transposed into national law in each of 28 member states.

Level 2 & 2.5: = The European Commission adopted Delegated Regulation containing Solvency Il
Delegated Acts implementing rules in Oct 2014

Implementing * Implementing Technical Standards and Regulatory Technical Standards will be finalized in
Technical Standards 2015.

= In 2015, EIOPA publishes Guidelines for regulatory approval procedures for Sll and
Level 3: Internal models in all EU languages

Guidelines and _ o . . ,
T » EIOPA Yprovides Guidelines & Recommendations on how to implement Sll detailed

provisions.

1) European Insurance and Occupational Pensions Authority
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Solvency Il — Three Pillars

—

Risk Quantification Risk Management &Governance Risk Disclosure

Pillar 1 Pillar 2 Pillar 3
Technical provisions Supervisory activities Supervisory reporting
Minimum Capital and public disclosure
Requirement (MCR) Risk Management Framework
Solvency Capital (Model Governance/Change) e
Requirement (SCR) Use test » :
o _ and additional private
Model validation and Own Risk and Solvency supervisory disclosure
operation Assessment (ORSA)

Principle-based

Market consistent approach for valuing assets and liabilities

Capital requirements linked to a company’s risk profile

More significant disclosure requirements



_ _ Allianz ()
Solvency |l — Market Consistent valuation

Solvency |l Market Value Balance Sheet Solvency |l Capital Requirement

One year Value at Risk (vVaR) approach Frequency

Assets Liabilities

The Technical

Provisions are:

= The best estimate
B:ES’t of all future cash-

e?tﬂ'fl_aﬂ! flows discounted,

liability using the risk free ' : :
(BEL) interest rate s hk foeis oo v

5 - Caze 5 value at Economic Walue
= The Risk Margin Capital i
Market for non-hedgeable
value of risks and un-
et Risk eNdabc S - SCR is the amount of capital that

risk

should be held for solvency
purposes. This is the level which
triggers regulatory intervention

= MCR is the minimum amount of
capital required for solvency
purposes. This is the level which
triggers requlatory resolution

} Solvency |l is based on Market Value Balance Sheet



Allianz ()
Solvency Il — EIOPA’s Risk Free Curve

EIOPA’s risk free interest rate term structure for Korea is specified to

= Based on Interest swap rates. However, IRS market for long-term maturities lacks its
representativeness for the financial market of Korea and is systematic distorted.

= On assessment of DLT (deep, liquid and transparent), the last liquid point is set to the year 30 and
then the interest rate is converged to the Ultimate forward rate at the year 70.

= Regarding EIOPA interest scenario, it appears to have (a) fluctuations under forward rates and (b)
adverse phenomenon between year 20 and year 30 under spot rates.

ZCB(1y) Forward rates 14Q4 Spot rates 14Q4
5.00% 3.50% ~
P 3.00%
4 00% / )/.’/— L’____..-—-"—'__
2.50% e ——
3.00% - 5 00% o\ }
/“'{ \/} (a) 1.50% - \ / (b)
2.00% 7 \/ A/ - e 7
1.00%
1.00%
0.50%
0.00% 0.00%
1 4 7 1013 16 19 22 25 28 31 34 37 40 43 46 49 52 55 58 61 1 4 7 1013 16 19 22 25 28 31 34 37 40 43 46 49 52 55 58
—— 1404EIOPA RF ——140Q4EIOPA RF

Our proposal is to replace o i i
1) Last Liquid Point of 20 years with KTBs or

Last Liquid Point of 30 years with Swap” to 2) Last Liquld Point of 10 years with Swap



Alli
Solvency Il - Risk Framework ianz @

— £/
A/ /A

Governance & . " : : . :

Solv. Assmnt [ Market [ Underwriting [ Operational [ Reputational [ Liquidity trateglc& Cost
y——— 7/,

Standard for
Underwriting
Risk

Standard for
Operational Risk

Standard for
Credit Risk

Standard for
Market Risk

VSHO 10} plepuels

Reputational L .
[ Risk Liquidity Risk

90UBUISAOS) YSIY 10} plepuels

Risk Category Specific standards & Guidelines '

[ All Functional segments
Management




Solvency Il — Risk Coverage

I Risk
Categories

Types

\

Risk

\——————————————————————/

Counter-
party

Real

Estate Country

Foreign
Exchange

Interest
Rate

Volatility
Interest
Rate

Volatility
Equity

Credit
Spread

Inflation

Premium
NonCat

Premium
NatCat

Premium
Terror

L Reserve

Risks in Scope
—-— — — —_— — —_— —_— — — — — —_— — — —_— e — — — — — — — — L} L} L} — —y
| [ I N ' ' | \

Reputational Liquidity |

— Mortality

Mortality
Calamity

— Longevity

Morbidity/
Disability

Morbidity/

L Disability

Calamity

Risk Capital Management

Market Credit F/C Fremium Life u/w Business Operational
& Reserve

Cost Life

Lapse P/C

Lapse Life

Lapse
Mass/Vol

(Life)

Strategic

I
|
[
1
[
[
|
|
|
1
[
[
I
[
|
|
I
1
|
|
I
|
I
1
I
|
I
II
i
\

/

Risk category included in the
Pillar | risk capital aggregation

Allianz @)

“- e e s s e e e s Em

Qualitative Risk Management

Risk category covered
within Pillar Il

~

10



Solvency Il - ORSA" overview Allianz @)

key points

= Solvency Il Project calls for ORSA as annual Risk Management report.

= Risk Management status in all areas including finance, non-finance, compliance, as well as Risk Capital output, and
review on adequacy of Risk Capital calculation are covered.

= ORSA report should be approved by board of directors.
= Each year the ORSA report should be completed by 1Q next year

Risk Management Approach & Risk Capital Analysis & Capital Forward looking plan
Process Adequacy

= The company Risk Policy = Status of annual RC(Risk Capital) = 3-year outlook for own funds, RC
. _ . - Analvsis of P/L attribution based and solvency ratio (including stress

= Risk Strategy, Link to Business uponyMVBS scenario)

Strategy o . : = 3-year financial planning (includin
= Risk Management Governance (market, c)redlt, non-market and management)

operation

= Risk Management Framework by : = Risk Management action plan for

risk type = Annual TRA(Top Risk Assessment) major manggerial decisior?s

yp result

ORSA is the processes and related documentation within the risk framework to ensure solvency needs
are met at all times and it is therefore the responsibility of executive management

1) Own Risk Solvency Assessment

11



Implication: Saving Capital but Volatility

50
45
40
35
30
25
20
15
10

Solvency |

2007

2008

mRC
BAFR

70
60
50
40
30
20
10

Economic Solvency

SlI equivalent

CHa0%>

2007

2008

} Market consitent solvency regimes inherently more volatile

Allianz @)

mRC
mAFR

12



Allianz @)
Implication: ALM mismatch

s | )

Net cashfiow {without investment Strategy])

2,000

1,500

1,000 I I I
=00

a
].IIAIIl‘IIIl 52 55 5B 51
-500
-1,000 P11 -
1.500
Net Cash-flow by 5yrs time bucket (unit: bn KRW)
Net cash-flow 1,823 -9 385 -1,179 1,005  -1,062 -757 -536 -310 -139

Duration Gab on Dec 2014

Solvency || 11.5 -4.0
RBC 6.6 5.8 +1.0

13



Implication: Asking the right questions...

Allianz ()

Risk Communication

= Are we effectively communicating to regulators, rating agencies and analysts?
= Are the capital requirements and valuations appropriate ?

Risk Strategy and Appetite

= |s our Risk Strategy & Appetite consistent with our Business Strategy ?

Risk Controlling and Reporting

= |s our risk profile transparent to management ?

Risk Underwriting & Management

= Are the risks we want appropriately structured, priced and underwritten ?
= Are risks we do not want identified, evaluated and mitigated ?

14



Implication: ...using the Internal Model

v Supported by Internal Model

= Risk Communication

= Regulatory reporting, Pillar | and Il
* |FRS Risk Paragraph
= Rating agency and analyst communication

Allianz ()

v

mmml Risk Strategy and Appetite

» Risk strategy and risk appetite
= Capital management and solvency targets; Return on capital targets
» Risk-based incentives

mmmal Risk Controlling and Reporting

= Risk and solvency profile reporting
= Limit reporting

s Risk Underwriting & Management

= New product approval process, RoRC pricing
= Asset/ Liability Management, PC Investment RoRC
= Reinsurance optimization

15



Allianz ()
Risk and Business strategy

Investments Life and Health Capital allocation Strategic initiatives
business

Balance risk and = New business focus Achieving target RoE: Strategic initiatives in
returns to support on capital- & implications for capital . Dijgitalization
legacy guarantees interest rate-light steering including Life Distribution
« More granular ALM products new business and in- Portfol
it . force management o tliielio
Optimizations Balar?ce customer g management
« Greater cash flow promise and
matching shareholder value
« Optimize the = Manage legacy
strategic asset business to improve
allocation value

* Ensure adequate
diversification / limit
concentrations

} Maijority of the issues listed above not only for Allianz.

16



Risk and Business strategy

Allianz @)

Avoid

= Operational, compliance, reputational and
strategic risks

= Active identification and evaluation

= Mitigate via internal control framework, balancing

costs and benefits

T

.
..
N
2 20202020
| 200200009
TPy .

Do more

= Core to serving
customers, generat
value

= Under-represented,
diversify greatly

= Limits only on
accumulations
(Catastrophe risk)

r--  opcidluolidl %
AR, .
y @ "Qo0r @ 090N

o

ng Underwritiﬁ'g

16%

Market & Credit
75%

Manage carefully

= Qver-represented
concentrations accumulate
in crisis

= Limits promote
diversification, reduce
concentrations

= Allocate for legacy books,
support new business
transformation

17



Allianz ()
And now it’s time for your questions ...

)
7

18
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CHR|™ @ — HHglo] Hhak2 Fair Value

Pricing & Valuation

o| tHalutak (Global Trend)

___________________

Earnings
based

Traditional
Embedded
Value

- oX 2 EF2|AL =40 EVE FItE| 1

« EXY : Fair Value (discounting at market
rates)

Economic
Valuation

IASB /
IFRS4 Phase 1
Historic P S
Cost —— =L
Accounting | = T
Accounting

e

oz +H

Risk Management Approach

Economic
Capital
Model

Internal
Model
Approach

___________________ Deterministic
I Actuarial
""""" 77 Valuations
Asset Risk
Models

THECZ FRot He3|AS0|
Stochastic ALM AnalysisE 7|Hto 2
S8t L{F EC ModelE 11 U2

Stochastic Model

—~UKICA
— EU Solvency Il
— Swiss Solvency Model
. | US NAIC RBC
RISSkl Factor - Singapore RBC
olvency | — Taiwan RBC
. S Simple
( AUgE Solvency
Margins

Solvency Regulation
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v B4 082 {8t &8l= (Provision for Adverse
Deviation)

v 3FXE (Required Capital)
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HLA AL oA (SSEFAR)

®m Consolidated Standards Opinion:

“I have completed my annual investigation of the financial condition of [the company]
as at [date] in accordance with accepted actuarial practice.

| have analyzed the forecasted financial positions of the company during the
[number] year forecast period under a series of scenarios. A description of these
scenarios and their impact on the company is included within this report.

“The analysis incorporates assumptions relating to business growth,
investments...and other internal and external conditions during the forecast
period as well as potential management responses to various plausible
adverse scenarios. The most significant assumptions are described in the
report.

In my opinion, the financial condition of the company is satisfactory under
these assumptions.”
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