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I Speaker Today : &=&{0], f\g§ , Sun Lei ABI_

I Career
¢ 2017.07 — Chief Executive Officer, ABL Life, Korea.

@ 2013 - Chief Finance Officer, Allianz Korea Life Insurance

® 2009 - Chief Finance Officer, Chief Risk Officer, Chief Actuary,
Allianz China Life Insurance

® 2007 - Chief Actuary, Allianz Taiwan Life, Taiwan

® 2004 - Regional Actuary Consultant, AZAP, Singapore

¢ 2003 - Chief Actuary, John Hancock Financial Service, Singapore
o 1998 - Regional Actuary Consultant,

John Hancock Financial Service, Singapore

CFA (Chartered Financial Analyst)
FIA (Fellow of the Institute of Actuaries)




Regulation Environment

-

\_

Existing
Accounting
Standard

(K-IFRS)

~

J

-

g

Solvency regime

(Risk Based
Capital)

~

J

Enhanced
Liability Adequacy Test

Robustness
of existing RBC (Extension
of Liability duration)

IFRS17

Liability should be assessed by
fair value so that the equity will
be reduced due to increased
liabilities.

New Solvency regime

New Solvency regime (K-ICS),
Market Value Balance Sheet
(MVBS), Required Capital will be
increased due to duration
mismatch.

* Management of Duration

mismatch

 Re-allocation of Assets

* Choice of Accounting

policy

* Product design

The accounting standard will be reshaped i.e., market value valuation of liabilities or changed recognition
of profits of Insurance contract. In which case, insurers will overhaul the management and witness

mounting liabilities of old legacy block, which will deteriorate financial soundness.

The Industry encountered the risk of RBC ratio deterioration due to adaption of IFRS17 (largely increase

of liability).

In particular, ALM management will be required because the big drop of discount rate and extension of
liability duration. Otherwise, it will be difficult to manage the RBC ratio.

ABL



Overview - ABI_

Deterioration of

RBC
fesais and | _ h | )
Liabilities Accounting How does it affect
Management mismatch and new business and
(ALM) volatility product design?
- - - 7
4 N ( N proper [ _ \( N\ [ \/ )
. ALM I_:lnance Traditional I
Duration zglgtgrg_f results in m;ﬁgne Fair Value —No _ Crediting
Mismatch e smooth expenses approach guarantee strategy
P&L in OCI above RF
\_ N\l _/ \_movement / \ VAN VRN U\ J

% RF : Risk Free ¥ ICDPF: Insurance contract discretionary participation features



As-Is : RBC basis

8.0

7.5

7.0

6.5

6.0

5.5

5.0

Source : A life insurance company Korea

RBC duration

15Q2 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 1701 17Q2

=¢—Asset Dur =li=Liab Dur

7~8years  6~7years

RBC basis Liabilit /

Assets and Liabilities Management (ALM) ABI—

To-Be : Economic basis

Economic duration

17.0

15.0

13.0

11.0
9.0 ‘_/”—0\‘_‘
7.0

5.0

15Q2 15Q3 15Q4 16Q1 16Q2 16Q3 16Q4 17Q1 17Q2

=¢—Asset Dur =fl=Liab Dur

Liabilit
8-9years  13~14years

Liability duration extension is inevitable under
IFRS17. If so, when do we do asset duration

extension?



Assets and Liabilities Management (ALM) (Cont.) ABI—

H Ef How to handle RBC volatility?
B &

7.00%
6.00% -+ Which instrument ? Overseas?

0, . o a
5.00% Wait until regulation change ?
4.00% . -

Wait until interest rate goes up?
3.00%
2.00%
1.00%
0.00% W
200206 200306 200406 200506 200606 200706 200806 200906 201006 201106 201206 201306 201406 201506 20#06 201706
-1.00%
Source : www.investing.com —o—Korea ——Japan -=—Taiwan Germany

10year government bond



Accounting mismatch and Volatility ABI—

If we make a perfect ALM match now, it will Company has the option to

be impossible due to RBC regime. Paragraph 88(a)

Including insurance finance income or expenses for the period in
profit or loss; i.e. if ALM perfectly matched, no volatility to P&L

Under current RBC regime, and equity.
- Asset is extended by 5years, RBC will be Paragraph 88(b)
reduced by 100%. Disaggregating insurance finance income or expenses for the period
to include in profit or loss an amount determined by a systematic
 When interest rate is increased by 25bps, allocation of the expected total insurance finance income or
RBC will be reduced by 36%. expenses over the duration of the group of contracts. i.e. recognise

\_

/ the volatility in OCI

Paragraph C24
In applying the fair value approach, if an entity chooses to
disaggregate insurance finance income or expenses between profit
. or loss and other comprehensive income, it is permitted to
Wh en to d 9) th IS ’) determine the cumulative amount of insurance finance income or

expenses recognised in other comprehensive income at the
transition date. i.e. One time cleaning up.

e .




Accounting mismatch and Volatility - Fair value approach

On- Balance Sheet Hedging

It can be only implement after 2020.

~

Off- Balance Sheet Hedging

\_

s <

What can the regulator help us?

|.e. asset duration extension on a R
parent company’s Balance Sheet.

. J
Pros:

No immediate impact on RBC. Lower
volatility of RBC.

Cons:
No Value for the entity itself only benefit

ya /

‘Il

e M—

group.

Vi /

-—

ABL



Impact on New business and product design

Product cash-flows CSM

Product cash-flows must be OR, if product is super

match-able. Otherwise profitable, enough CSM to
create huge volatility to handle volatility. Very
balance sheet. Asset unlikely under competition.

management function must
control Liability.

ABL

Hybrid type

“Hybrid type” ; e.g. ROP
health products will look
very different on income
statement

10
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What we have learned from past experiences

- Evolution of Japanese Insurer Portfolio Investment Strategies

Susumu Okamura
Founder & President
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Septemberl5, 2017



Japan has been in a unique situation for long.

So lessons from Japan experiences, as they are, may not be
directly useful to you.

But the essence can be abstracted and utilized for quicker
judgement and decisive actions.

Best wishes to all in Korea, where my son learned a lot at Korean
University (FF1EE R F#R) and had fantastic time.

If you have any questions, please feel free to e-mail me
(okamuras@eat-star.asia) .

EAT Susumu Okamura

No copy, No forward
©EAT & Susumu Okamura
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Today’s perspective

Intuitive Lessons | had
from actually experienced crises

The world surrounding investment is dramatically
changing ...the war time situation in the financial
market is now part of everyday life

No copy, No forward
©EAT & Susumu Okamura



The role of investment managers at life insurance
companies ...

a pure investment manager, competing against
benchmark?

or

an investment-related issues manager, advising
whole company strategies?

No copy, No forward
©EAT & Susumu Okamura



Susumu Okamura Personal History | / Life Insurance & Asset Management

1985- 2005 Da,-lchl Life Ins.urance Cqmpany . Birth and burst of Bubble
(Domestic & International Credit Analysis)

Economy in Japan
1985-88 Domestic credit analyst
1988-89 Trainee at as US credit analyst at Citibank (NY,USA)
1989-91 International credit analyst
1991-95 US loan officer and credit analyst (NY,USA)

(Corporate Management)
1995-98 Human Resource Management

What happened to the financial

(Investments) industry in Oct. 1998 ?
1998-00 Head of FX Investments

(Corporate Management & Investments)

What was the biggest issue of
2000-04 President &CEO at DIAM Asset Management USA (NY,USA) ALM in Japan life insurance in
2004-05 ALM at Corporate Planning early 2000s ?

—
2005 Head of Investment Planning Group, DIAM Asset Management (Japan)

2005-2013 UBS Global Asset Management (Japan) Ltd What are differences between
2005-08 Head of Product Development & Management European and American in company
2008 Director, Head of Institutional Business and Products behaviors?
2008/11

President & Representative Director (Japan), A member of Asia-Pacific Management Committee
taking responsibility as Head of Investments

No copy, No forward
OEAT & Susumu Okamura



Susumu Okamura Personal History Il / Human Resources Development

2013- Education for Asian Talents, Inc ( called as “EAT” ) Closely watching actual efforts
2013 Founder & President and change/non-change of
Advisor to one of the largest Japanese life insurance companies Japanese corporate reform
2015 Established EAT Business School , Opened Tokyo Class

Chairman of 3rd Party Fiduciary Duty Committee at Mitsui Sumitomo Asset Management
Advisor to one of the largest foreign asset management companies
2017 Opened Fukuoka Class at EAT Business School

3 Business Pillars of human resources development company
EAT Business School, Corporate Seminars, Advisors /Coaching/Consulting
from fresh-person to executives across industries
with focus on global management and asset management

Essence of Career

- Management as President ( US subsidiary of leading Japanese life insurance company, Japan subsidiary of global
prestigious asset management company, Founder of broad Asia-focus education company)

- Global Business & HR Development ( corporate planning & strategies, human resources&system development )

- Asset Management (Credit, FX, ALM )

- Training and Coaching based on deep and actual business experiences

Education
1994 MBA Columbia Business School(NY, USA), 1985 BA in Law The University of Tokyo

Qualifications

U.S. CPA, CMA (Chartered Member of Securities Analysts Association of Japan), Registered Real-Estate Broker
No copy, No forward

©EAT & Susumu Okamura



Section 0 Compact Summary

Essence of today’s message with 7 lessons from the past

OEAT & Susumu Okamura
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JPY continues to appreciate against USD while Nikkei cannot get out of bear trend
300 -

Historical Nikkei Equity Index and USD/JPY rate

o

No copy, No forward
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interest rate in Japan —JGB 5years

ining

Long-term decl

5 years

%

Who knows where you are now?
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(Snapshot just before Abenomics)

Why have Japanese investors continued to buy JGB so much?

Interaction of many factors and intentions has resulted

in concentrated investments in JGB

Governments / Central Banks

+ Fiscal situation

- increasing deficit outstanding
+ Monetary policy

- zero interest policy

+ Regulations

- administrative guidance

+ Education

- ethics

+ Demography
- aging population

—)

Private Sector

+ Cultural background

- respect for “labor” , despise investment return as
“ill-gotten’ money

- shortage of skill & experience

+ Mis-trust for current social system

- growing concerns over social security

+ Reputational risks

- credit risk averse attitude promoted by media etc.
+ Regulation

- Basel 3, AlJ scandal (Japanese Madoff)

+ Burst of bubble economy

- lingering negative sentiments from losses

Market
+ Price trend
- Continuously declining local equity market
+ Limitation

+ Market condition

- Limited depth & width of market (immature market of Private Equity, High Yield Bond)

- Distorted condition in terms of “risk” and “return”

Risk money is NOT taking risk for growth

No copy, No forward
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Abenomics

Trying to take COMPREHENSIVE actions
for turn-around of Japan economy

No copy, No forward
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A lot of non-financial trials-and-errors
have hugely affected
investment stance and behaviors

beyond pure performance pursuit

No copy, No forward
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Lesson 1

Rule can be overridden
by people with no mission/philosophy

(Philosophy)
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Lesson 2

Regulations are NOT necessarily
most recent and rational

(Regulations)
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Lesson 3

Risks often come up,
masked with “NEW” technologies

(Technology)
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Lesson 4

Risks are caused more frequently
in unpredictable forms

( Predictability)
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Lesson 5

“After-crisis remedy action”
IS sometimes more important
rather than
Pre-emptive actions

(After-crisis Action)
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Lesson 6

Structural problems can erase
day-to-day improvement efforts

(Structure)
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Lesson 7

What do you think are most important
things for appropriate
risk-return management ?

Let’s think together

No copy, No forward
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Intuitive Lessons from actually experienced crises

Lesson 1 (Philosophy)

Rule can be overridden by people with no mission/philosophy
Lesson 2 (Regulations)

Regulations are not necessarily most recent and rational
Lesson 3 (Technology)

Risks often come up, masked with NEW technologies

Lesson 4 (Predictability)

Risks are caused more frequently in unpredictable forms
Lesson 5 (After-crisis Action)

“After-crisis remedy action” is sometimes more important
rather than Pre-emptive actions

Lesson 6 (Structure)

Structural problems can erase day-to-day improvement efforts

Lesson 7 (?27?)
What do you think are most important things for appropriate risk-return
management ? Let’s think together

okamuras@eat-star.asia
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Section 1 Lessons from Japan Bubble Economy case

Burst of Bubble Economy in Japan and thereafter

No copy, No forward
OEAT & Susumu Okamura



Hist

orical Nikkei Equity Index and USD/JPY rate

JPY continues to appreciate against USD while Nikkei cannot get out of bear trend
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Major events and their market impacts in each phase

The post-bubble era till Abenomics consists of 3 periods, i.e. 1) 1980-89, 2) 1990-1999, 3) 2000-12

Domestic events

1980 — 1989

Bubble economy

“Land Shark”
Development of high
leverage products
Distorted investment
behaviors in terms
Risk&Return balance
Plaza Agreement(1985)

1990 — 1999 (Lost 10 years)

Lending volume control (1990)

Burst of Bubble economy (1990)

Delay in coping with burst of bubble
economy (1990’s)

Series of fiscal spending (1990s)

Failure of banks & brokers(1997-)
Increase of consumption tax from 3 to
5% (1997)

Distorted Dividend Pay-out Rule at LICs
BIS regulation

2000 to 2012

Koizumi reform (2001-06)
Change of ruling parties

(2009)

Pay off for deposit (2010)
Tohoku Earthquake(2011)

AlJ scandal (2012)

Structural problems like
demography, inexpensive labor
cost in emerging countries,
immature market of PE,HYB etc

Domestic markets

Nikkei historical high
(1989)
Peak of R/E price

Sudden decline of land prices (1990s)
Continuous decline of equity prices
(1990s)

JPY appreciation (1995)

Zero Interest rate policy (1999)

Continuous decline of interest
rate, equity price, R/E (2000s)
Shift of investment from Equity
to Bond, JPY appreciation

Latin America Debt Crisis Asian currency crisis (1997) Enron shock (2001)
(1982) Russia crisis (1998) 9.11 terrorist attacks (2001)
Global events Black Monday(1987) LTCM shock(1998) Subprime shock (2007)
Birth of Euro(1999) Lehman shock (2008)
Euro Crisis (2010)
Peak of US interest rate IT bubble Decline of US equity market

Global markets

Greenspan “myth”

followed by quick recovery

©EAT & Susumu Okamura




3+1 Phases of Japan Markets

Review of Japan markets by each phase as follows,

Phase 1) 1980 - 1989

Phase 2) 1990 - 1999

Phase 3) 2000 - 2012

Abenomics ) 2013-
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Phase 1) Rapid increase in land price

Rapidly increasing land price especially after 1985

160
—— Official Land Price (March 2000 = 100)

140 | Qver-collateral-value

120 lending competition

<L1Philosophy> /
100

Rule has restricted this /
80 | practice...which is /
50 overridden as an \/

exceptional treatmefnt----------------------------------- oo

40 //

22 //

196012  1965/12 1970/12 197512 1980/12 198512 1990/12 1995/12 2000/12 2005/12 201042

Source : Bloomberg

Would you lend MORE money than collateral value to sub-prime borrowers 3, copy, No forward
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What does this picture with signboard mean ?
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Phase 1) Under the name of “new financial technology”

Broader investors have begun to play “leverage” game with rising equity market without recognizing the risk of
price decline - ‘Structured Bond with too high coupon ‘

Issue conditions e.g.

Evaluation date

Will be redeemed 3t e.g. 50

Early termination
with
huge principal loss

Redemption vdiige

Maturity date

<L3 Technology> Ceiling of “Equity” investments against total assets were practically neglected by developing

NEW technology which creates equity-price linked Bond No copy, No forward
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3+1 Phases of Japan Markets

Review of Japan markets by each phase as follows,
Phase 1) 1980 - 1989

Phase 2) 1990 - 1999

Phase 3) 2000 - 2012

Abenomics) 2013-
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Phase 2) Japan Money Supply (M2)

<L2 Regulation> Money supply fell drastically after the government had introduced more stringent lending policy

Japan M2 (YoY chg, %, unadjusted)

%
14

12

10

-2
1980/1  1983/1  1986/1  1989/1  1992/1  1995/1  1998/1  2001/1  2004/1  2007/1  2010/1

Source : Bloomberg (M2) / Cabinet Office, Government of Japan (Bank of Japan’s Asset)
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Phase 2) Rapid decline in land price

More than 20 years have passed since “land price myth” was gone

Recourse loan
160

— Official Land Price (March 2000 = 100) Transaction-based land price appraisal
140
120
100

80

60

40 /

/ Non-stop in continuous decline of land price
20

0
196012  1965/12 1970/12 197512 1980/12 198512 1990/12 1995/12 2000/12 2005/12 2010A2

Source : Bloomberg
<L6 Structure> Transaction-based pricing method dramatically increased the volatility of R/E price.
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Phase 2) Non-effective fiscal stimulus packages

<L6 Structure> Fiscal spending in 1990s was not effective without solution of structural problems

in JPY trn

18.(

23.9
I economic-gtimulus package (LHS) ——— Nikkei Index (RHS)
20
16.7
15.5
14.2
13.2
\ \/\ 10.7
10 /-/\/\/
:3\.\ /‘V\,\/\ \ / \
VA \ .
0
90/1 911 9211 9311 941 9511 96/1 9711 9811 9911

Source : Bloomberg / Institute for Monetary and Economic Studies, Bank of Japan
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Phase 2) Equity holdings by financial institutions

<L6 Structure> Despite pressure to reduce equity investments for structural improvements, actions were
extremely slow under “hope” by executives who believe that good market will come back and insist to keep

mutual equity holding among close companies
in JPY trn

250

B Banks m Life Insures

200

Negative wealth effects

150

100

50

0
1970 1973 1976 1979 1982 1985 1988 1991 1994 1997 2000 2003 2006 2009

Source : Tokyo Stock Exchange

Can you decide to reduce equity investments dramatically while your peer group are maintaining the
weight ? No copy, No forward
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Phase 2) Equity holdings by retail investors

<L6 Structure> Losses from equity and R/E has discouraged retail investors to come back to market

in JPY trn
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Phase 2) Concentrated investments into Foreign Bond by life insurers

<L2 Regulations> Why have Japanese life insurers continued to invest into foreign bond , suffering from FX losses?

...Dividend is paid out from Coupon despite capital losses
In JPY 100 Million

160,000 Investments in foreign securities by life insurers
140,000
120,000
100,000 W Foreign bond m Foreign equities
80,000
60,000

40,000

20,000

0
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Source : “Investment in foreign bonds and sales of foreign equities by life insures” by Prof.Yasuo Kofuji / Life insurers association
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3+1 Phases of Japan Markets

Review of Japan markets by each phase as follows,
Phase 1) 1980 - 1989
Phase 2) 1990 - 1999

Phase 3) 2000 — 2012

Abenomics) 2013-

No copy, No forward
OEAT & Susumu Okamura



Historical asset size Bank of Japan

Has BOJ not increased its balance sheet as is criticized ?

Long-term trend

Bank of Japan’s asset (in JPY trn)

160

2011/4
1363

140
BOJ Total Assets

120

100

40
9394 95969798990001020304 050607080910 11

Source : Bank of Japan, Musha Research, jpbress.ismedia.jp

160

140 -

120 -

100

o 8 8 &8 B8

Recent few years

Other

assets
\

Short term
treasuries

Long term
treasuries

What was the issue , volume or else ?
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Phase 3) Vicious spirals under related markets

<L6 Structure> Why Japanese PE (Private Equity) market has not grown successfully ?

Launched Invested Launched Invested Launched Invested
us 288 48 88 51 80 81
UK 65 32 5 20 10 31
France 15 12 3 5 6 8
Germany 3 10 1 3 2 6
Japan 3 10 2 3 2 2
In USD Billion

Source : Research Institute for Policies on Pension & Aging

Decline of listed equity markets have made PE investments difficult due to shortage of attractive EXIT.
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Phase 3) Aging Japan

<L6 Structure> Structural issues have dampened the attractiveness of Japan market by foreign investors

thousand

140,000

o

120,000

100,000

80,000

60,000

40,000

20,000

0
1930 1940 1950 1960 1970 1980 1990 2000 2010 2020 2030 2040 2050

WO0-14 m15-64 W64 over

Source : Ministry of Internal Affairs and Communications

No copy, No forward
OEAT & Susumu Okamura



Phase 3) Asset allocation of a big pension fund

<L6 Structure> Breakdown of the portfolio by asset class shows focus on non-equity assets...

End of FY 2011
[Reference ) ~ ] ™
Market value P Alloeation of Asset allocation at the end of FY 2011
{ ¥ billion) Reserve Funds
Shortbermassets
Domestic bonds 71,0127 63.230% 82.54%
Market investments 524785 51.47% 50.84%
FLp Book value 134342 11.82% 11.70%
rib=miaticnal bonds
{ Market value) (13.820.8 ) - - BT
Domestc stocks 14,1992 12.50% 12.37%
Intemational bonds 2.830.1 8.74% 8.65%
Domesicsinos
12.50% Domestic bonds
Internaticnal stocks 13,0205 11 .46% 11.34% E3.30%
Shori-term assets 4 542 8 4 00% 5.00%
Total 1136112 100.00% 100.00% )
L

okz 1: The figures abowe are rounded, 50 the sums do not necessarily match with the total number,

okz 2: The amounts in the Market value column take aceount of accrued income and unpaid expenses.

Pdokz 3: FILP bonds are the gowermment bonds issued to finance Fiscal Investment and Loan Program (FILF). The GPIF's porticlic consists of market investments, which are marked to market. and
FILP bonds, which are held o maturity and valued at amortized cosfs.

otz 4: The allocation figures in the reference column are derived by fixing the allocation for short term assets at 5% as in the policy asset mix (See page 25) for the convenience of comparison.

Source : GPIF

Was the recent drastic allocation shift from bond to equity done at the right timing from market perspective?
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Phase 3) Dramatic increase in JGB investments by banks

<L2 Regulations> JGB makes up more than half of Japanese banks’ investment securities holdings at JPY 250 trn

Exhibit 168. Japanese banks' investment securities holdings

(¥trn) (Fa)
A0~ —35
200+ —30

2501 I—EE
2001 IIIII.. —20

150 15

100 10

&0

0 0
032 043 053 068 0773 083 093 103 113

1 JGBs (laft scale) B Municipal bonds (left scale)
Corporate bonds (left scale) [ Equities {left scala)
B Other securities (left scale) -#=Share of total assets (right scala)

Source: MR, based on Japaness Bankers Association's Finencie Stetements of
All Banks
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Phase3) Continuous investments into JGB by financial institutions

Yearly money flow to/from JGB by holder

in JPY trn
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- ] I B I I I mgN
20 B Banks Insurers, Pension O-other financial institutions
-40

80 81 82 83 84 85 86 87 88 899091 9293949596 9798930001 02 03040506 07 08 093 10 11

Fiscal Year
Source : Bank of Japan
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Phase 3) Price decline of equity holdings by retail investors

Increasing investments into deposit and life insurance

in JPY trn

O Investment trust

O others

| Bttt ]
I R
| sy
I SESERNSRNSRENRS

[ Esssssssniassisiand]

I RRRRRRNRRRRARRNS
[ SRRERNRRNNNNR |
I SESRRRRRRSRNAN

Il RRRRRRNRRNRAN
I SRR
I RESRARARRNRER

1,800

c
8
2
&
< I SRR
[}
m ey
E 3 SRR
a 8 SRR
R
B R
K
Q.
(]} 7]
T 29
< 5
S &
D B
- [=] [=] (=] [=] [=] (=] [=]
= = = = = = = =
=] = ] S © =] < &~

Fiscal Year

80 81 82 B3 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 O7 OB 09 10 11

Source : Bank of Japan

No copy, No forward

©EAT & Susumu Okamura



Why has Japan’s slow growth continued so long? - 1

Sudden change in Policy

- Sudden shock by tightening lending volume related to real estate killed investment mind
immediately and froze any further move (harmony or dis-harmony between BOJ vs MOF)

Delay in recognizing the reality

- Most of investors and lenders made delay in reducing exposure to equity etc. due to expectation
for natural recovery of market and depreciating non-performing assets.

- Most were not fully aware of expected-deflation pressure brought by emerging countries.

Structural/ Technical issues
- Structural problems of having too much equity and R/E held down recovery.

- Technical issues like transaction-based R/E evaluation had accelerated the price of land in
unreasonable manner.

- The practice of recourse loan by banks for home equity delayed the depreciation of non-
performing assets both lenders and borrowers.
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Why has Japan’s slow growth continued so long? - 2

Less effects from huge fiscal spending

- Fiscal spending was used for old traditional public works which turned out to be in-effective
rather than investments into new technology/ new business.

Incompleteness of Markets

- Missing parts of markets like PE and High Yield Bond disturbed risk money from taking
appropriate risks for new business growth.

- Continuous low interest rate with sluggish equity performance has reduced investment
opportunities for investors.

Shortage of leadership

- Concerns over future of Japan under political uncertainty and its pension system under aging
population are discouraging each individual to make consumption.
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3 Phases of Japan Markets

Review of Japan markets by each phase as follows,
Phase 1) 1980 -1989
Phase 2) 1990 - 1999

Phase 3) 2000 — 2012

Abenomics) 2013-
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Abenomics)

More consistent and comprehensive efforts ever for structural
changes under Abenomics with 3 arrows (pillows) approach

<L2 Regulations/ L6 Structure>

Most importantly Abenomics have committed to force private
sector to change like give-up of vested rights etc, so that
government efforts will lead to real structural economy recovery.
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Abenomics) “Three Arrows (Three Pillars)”

Lack of demand and deflation, which is said to be the
‘lost 20 years’, created the economic downturn.

- Inflation targeting at a 2% annual rate
- Radical quantitative easing

* Correction of the JPY appreciation

* Revision of the Bank of Japan Act.

Monetary
Policy

* Corporate investment promotion

- Utilizing Female, Youth as workforce
* Creation of a new market

o |Nntegration of the world economy

* Expansion of public investment
* Buying operations of construction
bonds by Bank of Japan (BOJ)

Structural reforms to boost
Japan's competitiveness

Fiscal
Policy

Economic
Growth
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Abenomics) Increasing JGB holdings by Bank of Japan

Dramatically increasing JGB investments by BOJ while private
sectors are reducing the position

JGB holding risk is being sifted from private to government
(in JPY trn) which means.....???

500
400
300

200
100

2012 13 14 15 16 17%
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Abenomics)

Drastic allocation change of GPIF from bond to equity, domestic to global

Ssummary (2)

As from 2015/4-

{old)

(New)

[ Adoption of New Policy Asset Mix]

Domestic Domestic International International Short-term
bonds stocks bonds stocks assets
Target allocation Bi0% 12% 11% 12% 5%
P issibil
ermissible range + 8% 6% +53 + 59 _

of deviation

—-ﬁ:b——

Domestic Domestic International International
bonds stocks bonds stocks
Target allocation 35% 25% 15% 25%
P issibl
Srmissible range +10% +9% +4% +8%

of deviation

(Mote 1) Alternative investment will be made within maximum 5% of total portfolio, in accordance with
development of dedicated team. Infrastructure, private equities, real estates or other assets determined
upon deliberation at the Investment Advisory Committee, are classified as domestic bonds, domestic stocks,
international bonds or international stocks, depending on their risk and return profiles.

(Mote 2) GPIF adopts tactical asset allocation within permissible ranges of deviation for each asset class, and
this allocation is solely based upon thorough analysis on economic and market environment, and prudent

judement.

From GPIF

No copy, No forward
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Abenomics) 3rd Arrow : Structural reforms to boost Japan's competitiveness

Purpose : kick-out vested rights
Measures : Regulatory and institutional reforms on a region-wide basis
through the creation of National Strategic Special Zones

Up to Now...
vested interest groups Government
Oppose
* Labor Union PP
- Doctors Association Refuse

Deregulation

- Agricultural Cooperatives
etc,
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Abenomics) National Strategic Special Zones
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Abenomics) “New Three Arrows (Three Pillars)”

Promo‘“ng Aim at GDP 600 trillion
. * Innovation in the medical sector
economic

* Contribution for international health
growth * Promoting TPP & Tourism

Aim at Birth rate 1.8
* Eliminate the work suspension
due to children nursery
- Utilizing Female, Youth as
workforce

Eliminate the work suspension for Nursing
* Improvement of Nursing care Environment
- Active support of patients & people
with disabilities

- Aim to regional symbiotic society

Social
security
reforms

Child care
support
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Abenomics) From perspective of financial industry

To make money flow more effective & efficient for economic growth

Enhancement of efficiency at each invested companies
- Governance to enhance equity dividends to investors
- Deprivation of vested rights from historically protected groups

Regulations to encourage financials for better management
- Stewardship Code +Fiduciary Duty
- Change of FSA stance from Rule-base to Principal-base

Direct change of money flow

- Warning to banks for reduction of JGB investments

- Promotion for individuals to take risks like NISA etc.

- GPIF Reform Allocation shift from bond to equities, alternatives

No copy, No forward
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Abenomics)

Which comes faster....

Solution of structural problems for turn-around
or

Mis-trust to Japanese comprehensive policy

No copy, No forward
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Section 2 Lessons from world crises case

Continuous crises in various forms
- changing characteristics of crises
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Crises have been occurring in many different forms ...

While history does not repeat itself, it rhymes. So there are meta-
learnings from the past crises.

What kind of crises do you clearly remember ?
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Today’s perspective to look back at history

Were (Japanese) companies / asset managers / insurance
companies prepared for any of the bubbles in the last 30 years?

What were their reactions to the crisis? Was there a plan?
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Today’s perspective to look back at history

Typical reaction after crisis ....

1. 1 do not believe the crisis is so bad, so do not do too much.

2. Surprise, surprise, the crisis is deeper than we thought, we need to
react more aggressively

3. Surprise, the crisis is really bad, we need to make fundamental
changes

4. It is even worse than previously predicted, Let’s stop certain
businesses now, whatever the cost is

5. Surprise, there is a recovery after the crisis. But we do not believe it
is sustainable. So let’s continue with the crisis fighting.

6. Surprise again, the recovery appears to be more sustainable than we
thought, let’s relax in our reactions.

7. Economy is recovering, let’s wait and see

8. Economy is booming again. Let’s invest into pre-crisis ideas again.
...... repeat from above 1 again
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1998 LTCM Shock USD/JPY Chart

Daily Exchange Rates: Japanese Yen per U.S. Dollar
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Immediate financial impacts on LICs may have been larger than Lehman Shock due to huge foreign bond position
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Perspective to learn from crises/
Feel Risk...imagine mind-set of related people

What happened to the world in 1998

1998/10 USD/JPY FX Chart (Daily)

Definition of Risk (=Standard Deviation)
(Scope) (Probability)

135+ -I- T -|- Average* 1SD 68. 27%

Averaget+ 2 SD 95. 45%

Average+ 3 SD 99. 73%
130 -
125 -
120 N

LR RN TRS

115 - } 1 }

1 2 5 7 9 11 13 15 17 19 21 23 25 27 29 3l
What is Risk ? Do not just read statistics textbook, but study past events closely

though people who experienced !
No copy, No forward
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Burst of IT Bubble in USA NASDAQ Index plunged

Mov 27, 2000: = ~TXTC 2830.49

ﬂ"'ﬂlhﬁl 5.00K
i 4.50K
| mﬂh 'I'ﬂ'r' | “ |1
i“% 'W'J m 11I| WTI FI","“HJ' lhl.la"h 4.00K
r.q TI"H l Ihl J 3.50K
‘ | .M Im'mw* '11, -*1}
|F|Y 3.00K

lﬂﬂ 2.50K

2000 Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

== Volume: 1,706,569,084
10|50 [ 1M [ 3M [6M [ vTD | 1v [ 2v | 5V | Max FRDM.|Jan 3 2000 | TD.|D&L:EEI'2I]EII]| -40.20%

<L1 Philosophy> Only a few investors and/or asset managers with an established philosophy could go without
being involved in IT Bubble No copy, No forward
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2001.9.11 Septemberll US Dow Jones Index

20010711 2001/10,01 2002/01/01 2002/04/01 2002/07,01 2002/09/11

10500
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8500
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7500

B Dow Jones Industrial Average Index M 13 Bz ma
26 8l ma

<L4 Predictability> Nobody could predict this crisis and following negative impacts on market

No copy, No forward
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2008 Lehman Shock US Dow Jones Index Plunged

Dec 30, 2003: = ~DJT 3668.30

LY 1

)
Wu HMMM" l'lﬂwﬁ““ﬂwllm'ﬂ" "H“""'nﬂutu’|

Iy 12K
b AN

My

|.w oK

Nw WWWM

ol

1D |50 | 1M|3M |VTD|6M |1V |2V |5Y Max  FROM:Jan22008 | TO:|Dec312008| -32.72%

People tend to make similar mistakes....because they forget the past lessons

No copy, No forward
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2011.3.11 Earthquake in Japan - USD/JPY Chart
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<L4 Predictability> USD/JPY FX Market responded to this crisis in an unexpected way.
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2014/8 — WTI Qil price declined sharply

W Tl - Weakly Chart ProSticks
=9 10 11 12 = = 4 5 B T o= 9 10 11 12 1 2
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2015/1 Give-up announcement of CB intervention Euro/SwissFR

. 2

.15
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History does not repeats itself....but similar things with “the risk of high leverage transactions” often happened...

No copy, No forward
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2015/1 Give-up announcement of CB intervention SwissFR/JPY
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Paradigm Shift changing characteristics of crises

Change of crises
- Local crisis easily and immediately spreading to global market
- Diversified appearances and increased frequencies of crises

- Unexpected response of market players to each crisis

Nobody knows what would happen next at which timing

War-time situation is now part of everyday life in recent financial world,
where each local area is more closely connected through SNS

No copy, No forward
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Section 3 Lessons from Sub-prime Shock case

Sub-prime Shock
— “Establish your own philosophy”

No copy, No forward
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Trend of Total Assets Size at one European bank

What do you feel, looking at below number ?

Trend of Total Assets
(Billion USD)

Year 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
Total Assets | 616 | 674 | 756 | 855 (1,118 1,520 [1,568 |1,966 {2,005

Year 2008 | 2009 [ 2010 2011 { 2012 ] 2013 ] 2014 ] 2015 { 2016
Total Assets |1,879 (1,297 |1,413 11,518 {1,379 |1,159 |1,103 |1,009 | 968

MarCh2008 / 2238 Data/Decerber—end till 2012, Septemer-end onfafter 2012

No copy, No forward
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Magic to change sub-prime loans into AAA quality assets

Bundling huge amount of sub-prime loans into one basket

Bundle of Sub—prime loans

Likely to ba safe portion -

AAA Company provides partial guarantee in proportion to default risk, which
then change rating of “total” loan portfolio from sub-prime to AAA

This was statistically and logically certified(?) already in early 1990s ( | was a

management trainee there!), then 2 decades later led to financial catastrophe
called as Sub-prime shock...

“Law of Large Numbers” did NOT work , then AAA-structured Bond immediately
plunged to HY grade....

No copy, No forward
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What kind of lessons from Sub-prime Shock?
Philosophy
Regulations
Technology
Predictability
After — crisis action

Structure

No copy, No forward
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Philosophical behaviors by one prestigious hedge fund manager

Sell everything to protect clients from any uncalculatable risks
under unexperienced uncertainties

Sell Il Structured products first

N
then... High Yield Bond

N2

quickly even... Investment Grade

Not because of statistics, rules, regulations....but
Company Philosophy & Mission

<L5 After-crisis remedy action> Under unpredictable situation, statics does not mean anything. Quick judgment

based on philosophy can make sense for effective risk management.

No copy, No forward
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Challenges to traditional investment philosophy

Sophistication necessary --- Philosophy for Loss Cut

Immediate impacts by Lehman Shock and following trend (2008/9-)

1.4
1.3 — AKX REAX) —HRAEE FRAERX)
12 === CS HF Index == HFR| FOFs Index

1.1 N A~

1

0:7 \\:g/ P /\/ W \—
0.6 ‘\ —4///, ~
s “\/

0.4

2007/12
2008/03
2008/06
2008/09
2008/12
2009/06
2009/09
2009/12
2010/03
2010/06
2010/09
2010/12
2011/03
2011/06
2011/09
2011/12
2012/03
2012/06
2012/09

HFr : Bloomberg 20074128 ~20125118. ART—4. LWFh$ FILE
#HAK BR<BX) [EMSCIDKokusaif T v o R (FLE) . HRER BR<BX) (&, CitigroupDEHFRERERA Ty IR (FILE)

<L5 After-crisis remedy action> Loss cut philosophy in addition to rule is critically important to keep raison
de’tre of professional investment managers

No copy, No forward
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Insights from US actions after
Lehman Shock

No copy, No forward
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Current issues in the world 2013 vs 2017

"How can the world work together to sustain world economic growth ?

us

Can loose monetary
policy with limited
fiscal spending make
real economic
recovery?

- Yes they did

320

Euro

How quickly can
Euro make structural
reforms before
making ineffective
use of money ?

- Not so quickly as
USA, but better than
Japan

China

Can China sustain
world economy
during the reform
period?

—>Yes they did, with
increasing issues

Japan

CanJapan find
solutions against
aging population ?

- Some sign of
changes...

No copy, No forward
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US situation — Positive differences supported by its systematic approach

(Positive Differences from Japan)

- Very quick remedy action by providing ample cash

- Write off of bad loans immediately at banks

- Quick recovery from losses thanks to non- recourse loan and DCF based R/E appraisal
- Investments into new technology like Shale gas etc.

- Complete markets in terms of depth and width for risk money to take risks

- Increasing population

(Comprehensive approach)

-De-regulated markets (X) Incentive driven HR = Quick exit from crisis

<L6 Structure> incentive driven HR system is a critical growth engine which promote recovery process even

though it may be painful.
No copy, No forward
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Section4 Essence of impacts from recent regulations and accountings

Focus on some Regulatory Environment surrounding Japan

No copy, No forward
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Comprehensive promotion for Structure Reform in Japan

New Rules

Corporate/ Governance
Investors/ Stewardship code
Retail/ Fiduciary Duty

New Guidance by FSA

Rule-based to Principal-based

No copy, No forward
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Possible impacts from Market Value Accounting

Market Value Accounting
MVA impacts/
(-) not only negative yields
(+) but also death rate profit etc.

Consideration
Likely impacts from accounting rule change are already logically
taken into account for long through adoption of EV approach etc.

Some seem to be already prepared while others are not.
The differences exist due to history, product mix, duration gap etc.

No copy, No forward 80
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Section 5

What do you think are most important things
for appropriate risk-return management ?

No copy, No forward
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No return could be made

without taking risks

No copy, No forward
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Prediction of risks

Many diversified risks can happen in unpredictable forms,
sometimes aggravated by delayed regulatory change

+

Game change risks, increasing under technology
development like DNA test etc.

Crises would happen
beyond companies, borders, industry.....
not only on asset side but also liability side

No copy, No forward
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Basic but important stance towards risk-return management

Think on your own,
considering each unique situation

Establish your own Mission/ Philosophy
Find solutions beyond preconceived ideas

Take comprehensive actions

Think, Think, Think

No copy, No forward
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Don’t depend on luck
Don’t look only at peer group

Make rules and systems effective
for YOUR goal

No copy, No forward
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Important factors and systems underlying proper risk management

Raison De’tre
Mission
Philosophy
Fiduciary Duty
T
Structure
Governance
T
People
HR Development & System

No copy, No forward
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Extremely difficult and philosophical questions

Would you follow your peer group ?
or
Would you think about your own strategy?

Would you pray for market recovery ?
or
Would you take logical action ?

Enhance environments as you can do what you should do for clients

No copy, No forward
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Grand-Parents Money Theory

If that is the money your grand-parents have
saved for after-retirement life, would you
handle in the same way?

No copy, No forward
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The information contained in the material is just for informational purposes. No
information here constitutes a solicitation, an offer, or a recommendation to buy
or sell any investment instruments, to effect any transactions, or to conclude any
legal act of any kind whatsoever. There is no intention to provide investment, legal
or tax advice here and does not represent that any securities or services discussed
are suitable for any investor. When making a decision about your investments, you
should seek the advice of a professional financial advisor.

The information and materials contained in the material are provided "as is" and
"as available". No representations or warranties of any kind, either express or
implied, with respect to the information and functionality contained in the material,
including but not limited to warranties of title, non-infringement, merchantability
or fitness for a particular purpose are not made. Without limiting the foregoing, no
warrant of the accuracy, timeliness, completeness, reliability or availability of the
material or the information or results obtained from use of the material is not
made.

No copy, No forward
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Implications on investment strategies
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Introduction

IFRS17 vs Solvency Il

How much insurers expect to spend
on implementing IFRS 17

European insurers

included in 2016
field testing

of draft IFRS 17

From beginning of insurance
contracts project to

years publication of IFRS 17

€25-100m §20%-250%

Expected implementation costs relative to
Solvency I

European

companies
Participated
] in QIS5

From publication of IFRS 17
to date of opening balance

months sheet

willistowerswatson.com
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Introduction

Solvency Il: SCR Market Risk Module Summary

Spread
Yi MV, x Duration; x F1P
Duration and rating are key, and define the FUP factor
EU member state sovereign and exempt issuers are exempt
Favourable treatment for regulated covered bonds.
Separate stress tests for CDS and credit with tranche structure.

Duration (years)

Rating Upto 5 5to 10 10to 15 15to 20 Over 20
AAA 0.9% 0.5% 0.5% 0.5% 0.5%
AA 1.1% 0.6% 0.5% 0.5% 0.5%
A 1.4% 0.7% 0.5% 0.5% 0.5%
BBB 2.5% 1.5% 1.0% 1.0% 0.5%

For securitised products, the FUP shock depends on their Type:

Type 1: BBB or better, listed in EEA/OECD, not subordinated debt
AAA AA A BBB

Duration x ... 2.1% 4.2% 7.4% 8.5%

Type 2 : Not Type 1 securities, with duration < 1 year
AAA AA A BBB BB B CCC
12.5% 13.4% 16.6% 19.7% 82% 100% 100%

Equity
39% for Global Equity (EEA or OECD countries) or

49% for Other Equity (Non EAA or OECD countries, unlisted, private equity)

+ Symmetric adjustment +7.5%
(based on MSCI Europe Total Return Index over 3 years)

Correlation matrix between Global and Other Equity

Alternative Assets
Includes hedge funds, commodities, private and infrastructure equity:
Treated as Other Equity.

Interest Rate

Non parallel interest rate curve shifts up and down on asset and liability.

Property
25% property shock

Currency
25% currency shock where a portfolio is not fully base currency hedged

Concentration
Name concentration in excess of threshold would be charged

Counterparty

Loss given from SCR shocks on the change in mark-to-market value of
derivatives and collateral.

Residential mortgage is treated as counterparty risk, not spread risk

willistowerswatson.com
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Introduction

Composition of SCR based on QIS5 results

m Market ™ Health = Life m Default m Non-Life

Solo Life

Solo Non-Life

willistowerswatson.com WillisTowers Watson 1LI"I"Ll 3
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Impact on investment
strategies

Investment strategies: Resulting Solvency 2 Portfolios

Related investments

Government Bonds

14%
32%
Collective investments
13%

Derivatives /
2%
Depos, collateral, structured notes
4%

Property
2%

Equities
4% Corporate Bonds
29%

Source: EIOPA, Q3 2016

willistowerswatson.com WillisTowers Watson 1LI"I"Ll 4
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Impact on investment
strategies

Broad Impact on investment strategies

Optimize balance sheets with respect to regulations
" Incentivises certain actions...
= ... and disincentivises other actions
Consider the direct impact of asset mix on various outcomes, including:

" Liability measurement (market consistent basis)
" Risk-based capital requirements

= KPIs/metrics

willistowerswatson.com WillisTowers Watson LilI*"I'Ll 5
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strategies
Case Study: Problems experienced by European Insurers

Need to innovate solutions
]

Lack/shortage of available assets to meet requirements to match long-term liabilities

Duration Looking to alternatives e.qg. infrastructure, property, overseas bonds to meet demand

Co nvexity Liabilities with greater convexity than assets, will require some optionality to manage risk

Lower vields Concern over falling yields driving today’s investment actions
y Lower rated credit instruments looking increasingly attractive in market with restricted asset supply
Regulators increasingly requiring insurers to manage economic and political risk — modelling & quantifying
Overseas Investments Restrictions and tightening of capital controls as a constraint to investment strategy

However, greater availability/supply of assets available in overseas markets, and aids diversification

Improved investment procedures, and an appropriate assessment of risk tolerance to these (both listed and

Equity investments unlisted)

Pro perty investments Close monitoring of investments in major projects & geographies, appropriate appreciation for liquidity risks

PSR Increased collateralization in OTC markets means that use of derivatives will need to be carefully monitored for
Liquidity - . : .

short term liquidity demands. Changes in consumer behaviours and trends may cause changes in lapse rates
Stricter regulations will increase expectations for tight investment governance and reporting framework

Governance Defining risk appetite and allocating risk budgets effectively

Independent review of existing guidelines in place (if any) to provide advice on gaps, overlaps and efficiencies

Sound ALM processes Duration gap exposures, unrewarded FX exposures, and mitigating these

Benchmarking investment performance to an appropriate benchmark

Benchmarki ng Measure alignment with an insurer’s overall objectives (i.e. policyholder bonuses, dividends, solvency)

willistowerswatson.com WillisTowers Watson 1L:1"1'Lil 6
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Regulatory Volatility

Regulatory Volatility

= Improved matching of capital requirements to risk
» Too early to understand cost implications
= Ongoing and deep consultation with industry

= Prepare for volatility

willistowerswatson.com WillisTowers Watson LilI*"I'Ll 7
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Focus on Governance

Increased focus on Governance

Clarity on investment objectives to understand assessment of
iInvestment strategies and trade off of outcomes between various bases:

" Economic
= Accounting
" Solvency

» Improved co-ordination between various in-house functions (Investment,
Actuarial and Risk)

= Development of standalone ALM teams within insurers

» Performance measurement against liability-based benchmarks

willistowerswatson.com WillisTowers Watson L«l*"I"l:l 8
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Operational Systems

Operational, Software and IT systems

= Software and technology will facilitate the required changes to:
"  Systems: valuation, reserving, pricing and ALM models
" Internal control systems
" Reporting/monitoring holistically; including asset look-through
" Producing new or different information

willistowerswatson.com WillisTowers Watson LilI*"I'Ll 9

© 2017 Willis Towers Watson. All rights reserved. Proprietary and Confidential. For Willis Towers Watson and Willis Towers Watson client use only.



Commercial Impacts

Significant commercial impacts are likely

The new requirements should lead insurance companies to review or revise:

Key metrics used

Asset-liability management

Capital and risk management

Product strategy and pricing

Investor engagement

o]~ RS Lo
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ALM Metrics

ALM: which metric to manage to?

Solvency ratio Economic balance sheet
Ratio
————————————————————————— 100% SCR .} { .
» Time A L
IFRS Profits IFRS Equity / Value
Profit

1 /

I

willistowerswatson.com WillisTowers Watson 1LI"I"Ll 11
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Key Takeaways

Key Takeaways: Learnings from European Solvency lI

\ ‘Adopting IFRS17 is a significant task, now is the time to
/ plan and budget

Start now
m Understand impact on your investment portfolio

Investment Strategy/ALM

HT Consider what changes need to be made
Review \T

Q \ Consider how changes may impact other areas of
| / balance sheet

/\/"> Ensure ALM modelling capabilities meets requirements
Software

“ « Produce results accurately, on a timely basis, and
/ ‘holistically

\

Cross-team communication (actuarial, investment, risk) key to success

willistowerswatson.com
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Disclaimer

This document was prepared for marketing and general information purposes only and should not be considered a
substitute for specific professional advice. In particular, its contents are not intended by Willis Towers Watson to be
construed as the provision of specific investment, legal, accounting, tax or other professional advice or recommendations
of any kind, or to form the basis of any investment decision to do or to refrain from doing anything. As such, this document
should not be solely relied upon for investment or other financial decisions and no such decisions should be taken on the
basis of its contents without seeking specific advice from your Willis Towers Watson consultant.

This document is based on information available to Willis Towers Watson at the date of issue, and takes no account of
subsequent developments after that date. In addition, past performance is not indicative of future results. In producing this
document Willis Towers Watson has relied upon the accuracy and completeness of certain data and information obtained
from third parties.

This document may not be reproduced or distributed to any other party, whether in whole or in part, without Willis Towers
Watson’s prior written permission, except as may be required by law. In the absence of its express written permission to
the contrary, Willis Towers Watson and its affiliates and their respective directors, officers and employees accept no
responsibility and will not be liable for any consequences howsoever arising from any use of or reliance on the contents of
this document including any opinions expressed herein.
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