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General provisions Chapter 1
Introductory Part 1.1

Rule 1.1.1

Chapter 1

Part 1.1

111

1.1.2

General provisions

Introductory

Name of rules
These rules are tHasurance Business Rules 2008 PINS).

Glossary
Theglossary at the end of treegules is part of these rules.

Note 1

Note 2

Note 3

Note 4

Note 5

Note 6

Note 7

There are also relevant definitions in theterpretation and Application
Rules 2005(INAP) glossary. To assist the reader, the application of a
definition in that glossary would usually bedicated by the word(s) being

in italics (other than bold italics).

By contrast, the application of a definition in the glossary in these rules is
not indicated by the word(s) being in italics.

For the application of definitions, se®AP, r 2.1.8 (Application of
definitions).

A note in or to these rules is explanatory and is not part of the rules (see
INAP, r 2.1.6(1) and r 2.1.7).

However, examples and guidance are part of these rules (see INAP,
r2.1.4(1) (b) and (2)).

An example is not exhaustive, and may extend, but does not limit the
meaning of these rules or the particular provision of these rules to which it
relates (see INAP, r 2.1.5).

For the effect of guidance, see #irancial Services Regulatiorat 17 (4).
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Chapter 1 General provisions
Part 1.2 General

Rule 1.2.1

Part 1.2 General

Division 1.2.A Application

1.2.1 Application of PINS

These rules apply to every QFC insurer (or insurer) except where
otherwise provided.

Note 1 QFC insurer(orinsurer) is defined in r 1.2.3.

Note 2 The prudential requirements BiIEB, and not those of these rules, apply to
anauthorised firmwith anauthorisatiorthat permits it to condu@surance
mediationor captiveinsurance managemeftr both)and no other business
that is or includes a reguéal activity.

Note 4 The prudential requirements 6fAPI, and not those of these rules, apply to
an authorised firmwith an authorisationthat permits it to conduct only
captive insurance businesnd no other business that is or includes a
regulated actiiy.

Note 5 However, the prudentiaequirements of these rules apply to a QFC insurer
with an authorisationthat also permits it to condugtsurance mediatian
captiveinsurance managemeat captiveinsurance business

Division 1.2.B Financial resources generally

1.2.2 Financial resourcesd general requirement

(1) A QFC insurer (other than a QFC captive insurer) must at all times have
financial resources of the kinds and amounts required by, and calculated
in accordance with, these rules.

Note QFC insurer(orinsurer) is defined in r 1.2.3.

(2) Aninsurer must also at all times have additional financial resources that
are adequate for the nature, size and complexity of its business to ensure
that there is no significant risk that ltabilities cannot be met as they

fall due.

Guidance

Forrule 1.2.2 2) , t h governmg hodyshauld assess whether the minimum

financi al resources required by these rule

Additional financial resources shoul® maintained by the insurer if igoverning
body considers that the required minimum financial resources do not adequately
reflect the risks of the firmbdbs business.

Division 1.2.C Key terms and basic concepts

1.2.3 Who is a QFC insurer (or insurer)?

A QFC insurer (or insurer) is anauthorised firmwith anauthorisation
to conduct insurance business.

page 2 Insurance Business Rules 2006 V16
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General provisions Chapter 1

General Part 1.2
Rule 1.2.4
1.24 What is insurance business?
Insurance businesss the business of conducting either or both of the
following regulated activities:
(a) effecting contacts of insurance;
(b) carrying out contracts of insurance.
Note Regulated activityand the regulated activities mentioned in this definition
are defined in the glossary.
1.25 Types of insurance business

(1) General insurance business insurance busess in relation to general
insurance contracts.

(2) Long term insurance business insurance business in relation to long
term insurance contracts.

1.2.6 Types of insurance contracts

(1) A general insurance contrads a contract of insurance that igeneral
insurance contract under thé&inancial Services Regulations
Schedule, Part3, paragraph 10.3.

(2) Along term insurance contradis a contract of insurance that is a long
term insurance contract under tRénancial Services Regulations
Schedules, Part3, paragraph 10.4.

1.2.7 Takaful insurance concepts

(1) A takaful entityisd
(@) an Islamic financial institutiothat conducts takaful business
(b) a QFC insurer operatingn Islamic window(within the meaning

given by ISFI, rule 8.1.1).
Note 1 QFC insureris defined inr 1.2.3.
Note2 ISFlrule 8.1.1 is as follows:
8.1.1 What is an Islamic window?
If an authorised firm conducts a part (but not the whole) of its business in accordance
with Shari d6a, t hdslamiawindonso conducted i s

(2) Takaful businessis the part of insurance business conducted by a
takaful entity that is Islamic finandiausiness.
Note Insurance businesss defined inr 1.2.4.

(3) A takaful fund is a fund established and maintained by a takaful entity
under rule 6.2.1 for its takaful business.
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Chapter 1

General provisions

Part 1.2 General
Rule 1.2.8
1.2.8 PINS categories
(1) For these rules, general insurance business igledivinto 4 PINS
categoriesas follows:
(@) PINS category ® general insurance business that falls under
general insurance category 1 or 2;
(b) PINS category & general insurance business that falls under
general insurance category 3 or 18;
(c) PINS categgory 3 general insurance business that falls under
general insurance category 4, 5,6, 7,8, 9, 16 or 17;
(d) PINS category & general insurance business that falls under
general insurance category 10, 11, 12, 13, 14 or 15.
(2) In subrule (19
general insurancecategorymeans a category of general insurance set
out in FSR Schedules, Part3, paragraph 10.3.
page 4 Insurance Business Rules 2006 V16
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General provisions Chapter 1

Governing body certification Part 1.3
Rule 1.3.1
Part 1.3 Governing body certification
131 Requests for views of insurerds gove

(1) The Regulatory Authoritymay, bywritten notice given to an insurer,
request thgoverning bodyof the insurer to give the authority, within a
stated reasonable period, its view aldout

(@ thei n s ucomplialce with any relevant Rule or requirement to
which theinsureris subject to under QFC law;

(b) any prudential returns or any other statement or return being true
and correct and not false or misleading; or

(c) any other matter thRegulatory Authorityspecifies in the request.
(2) Theauthorised firmmust ensure thahe request is complied with.

(3) The power given by this rule is additional to Begulatory Authoritgs
other powers.

Note See edrinancial Services Regulationart 48 (Powers to obtain documents
and information).
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Chapter 1
Part 1.4

Rule 1.4.1

General provisions
Prudential returns

Part 1.4 Prudential returns

1.4.1
1)

(2)

3)

(4)

1.4.2

1.4.3
1)

(@)

Preparation of prudential returns

An insurer must prepare the annual, biannual and quarterly prudential
returns that it is required to prepare by Regulatory Authorityby
written notice published on aaspproved website

TheRegulatory Authoritynay, by notice given to an insuder
(&) require the insurer to prepare additional prudential returns; or

(b) exempt the insurefrom the requirement to prepare annual,
biannual or quarterly returns or a particular annual, biannual or
quarterly return.

An exemption under subrule (@) may be subject to conditions,
restrictions or requirements.

An insurer giveran exemption under subrule (®) must comply with
all conditions, restrictions and requirements to which the pkiemis
subject.

Time limit for annual prudential returns of insurers

An insurer must give an annual prudential return to Riegulatory
Authority within 3 monthsafter the day the relevant financial year of
the insurer ends.

Example

If a financialyear of an insurer ends on 31 December in a year, the annual prudential
return for the year must be given to tRegulatory Authoritybefore 1April of the
next year.

Time limit for biannual prudential returns of insurers

An insurer must give a biannual prudential return to Regulatory
Authority within 1 month after the day the relevant standard biannual
period ends.

Example

If a standard biannual period ends on 30 June in a year, the biannual prudential return
for the period must be given to tHeegulatory Authoritypefore 1 August in the year.

In this rule:

standard biannual periogneans the-®nonth period ending on 3ne
or 31 December.
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General provisions Chapter 1
Prudential returns Part 1.4

Rule 1.4.4

1.4.4 Time limit for quarterly prudential returns of insurers

(1) An insurer must give a quarterly prudential return to Regulatory
Authority within 1 month after the day the relevant standard quarter
ends.

Example

If a standard quarter ends on 31 March in a year, the quarterly prudential return for the
period must bgiven to theRegulatory Authoritybefore 1 May in the year.

(2) Inthisrule:

standard quartermeans the -8nonth period eding on 31 March,
30June, 3Beptember or 31 December.
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Chapter 1

General provisions

Part 1.5 Restrictions on insurance business

Rule 1.5.1

Part 1.5 Restrictions on insurance
business

151 Certain kinds of insurance business not to be combined

An insurer must not carry on, in or from the QFC, both long term

insurance business and general insurance business unless the general

insurance business is restricted to categories 1 (accident) and

2 (sickness).

152 Insurers not to carry on non-insurance business
(1) An insurer must not carry on any activity other than insurance business
unless the activity is directly connected with, or carried on for the
purposes of, insurance business.
(2) For this rule, managingvestments is not an activity directly connected
with, or carried on for the purposes of, insurance business.

Guidance

1. The following activities will normally be considered to be directly connected
with, or carried on for the purposes afisurance businessarried on by an
insurer

a. investing, reinvesting or trading, as investoraob ul maaland for the
i n s uowa acéoant, that of itsubsidiary its holding companyr any
subsidiaryof its holding companyput not any other party, ishares debt
instruments investment accountsnits in collective investment schemes
certificates ofmudaraba certificates ofmusharakaor other forms of
investments that are intended to earn profit or return for the investor;

b. rendering other services relatedrisurance businesgperations including
actuarial, risk assessment, loss prevention, safety engineering, data
processing, accounting, claims handling, loss assessment, appraisal and
collection services;

c. acting as agent for another insurer in relatiosdotracts of insurance
which both insurers participate;

d. establishingsubsidiariesor associatesengaged oworganised to engage
exclusively in 1 or more of the businesses mentioned in a. to c.;

e. insurance mediation.

2. The Regulatory Authoritymay give individual guidance on other business
activities that may be taken to be directly connected with, orecaom for the
purposes ofinsurance businessrried on by aisuret
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Risk management Chapter 2
General Part 2.1

Rule 2.1.1

Chapter 2 Risk management

Guidance for ch 2

1 Risk management should be directly over se
For those obligations of an insurer, see CTRL, &3 anl rule2.2.4.

2 CTRL, rule4.1.4(4), requires an authorised firm (including an insurer) to
establish and regularly review its risk management strategy, which must be
appropriate to the nature, scale and complexity of its business.

3 The purposes dthapter2 aré

(@) to identify risks that must be specifically addressed in ans ursk r 6 s
management policy; and

(b) to set out the requirements for an insurer to document its risk management
policy through the establishment and maidnce of a risk management
strategy.

4 For further gui dance in relation to an i
Schedulel.

5 There are requirements applicable to an insurer in CTRiapter4, in relation
to internal audit (CTRL, divisiod.1.D) and actuarial advice (CTRL,
division4.1.E).

Part 2.1 General

211 Application of ch 2
ThisChapterapplies to every insurer (other than a QFC captive insurer).

2.1.2 Purpose of ch 2
The purpose of thi€haptelis toset out for an insurer:

@ the requirements for the insurero6
are in addition to those set out in CTRL;

(b) the risks that must be specifical
management policy; and

(c) therequirement to conduct its own risk and solvency assessment.
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Chapter 2
Part 2.2

Rule 2.2.1

Risk management
Risk management strategy

Part 2.2 Risk management strategy

221

Note for pt 2.2

The requirements in thBartare additional to those in CTRL, r 4.1.4, which sets out
the general requirements for the risk management syraiegll authorised firms,
including:

1  processes for identifying, assessing, monitoring, managing and reporting on risks
T statements about the firmds risk toleranc
1 responsibilities and processes relating to risk management.

Addi tional requirements for insurero
strategy

An insurero6s risk management strateg

(a) address all material financial and rfmancial risks to which the
insurer is likely to be exposed;

(b) describe the relationships betweenithe s ur er 6 s r i sk pr
tolerance, capital requirements and capital resources;

Note For this and the following paregph, see in particular2.4.1(1)
and( 2) on the insurerés own risk and s

(c) describe the policies, proceduaasd controls for monitoring risk;
(d) be supported by adequate risk management policies and

procedures that explain the risks covered, the measurement
approaches used and the key assumptions made;

() descri be the processesreiisoranceensur i |
arrangements are prudently and soundly managed,;

(f) give an overview of the mechanisms for monitoring and ensuring
compliance with the minimum capital requirement;

(g) describe how the insurer will:
(i) ensure that relevant staff have arageness of risk issues and
the accessibility of the risk management strategy; and
(i) instil an appropriate risk culture; and
(h) describe a whotef-business approachiysiness continuity plan

for ensuring that critical business operations camamtained or
recovered in a timely fashion in the event of disruption.
Note For the other matters that, in the Reg

included in the insurer 6an torbustiédss managem
continuity see .3.1(2) (e) and guidance S6.2 and S6.3.

page 10
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Risk management Chapter 2
Risk management strategy Part 2.2

Rule 2.2.2

2.2.2 Approval by governing body

Q) I'n giving its approval to an insure
changes to or deviation from the strategy, gogerning bodyof the
insurermust be satisfied that:

(a) the strategyand any changes to it mitigate and control the risks
included in the n s unslkenabdagement policy; and

(b) the risk management policy is appropriate and gives reasonable
assurance that all material risks facing th&urerare prudently
and soundly maaged having regard to the nature, scale and
complexity of tha n s ubugness.s

Note 1 The governing body of an insurer is required to approve its rEslagement

strategy (see CTRL, 2.2.4) and any changes to, or deviatfoom, the
strategy (see CTRIL,4.1.4(3) (d)).

Note2 For the risks that nsuisktmanagemeantmpalityu ded i n
see 12.3.1.
(2) An insurermust give to theRegulatory Authoritya copy of itsrisk
management strateggnd any subsequently amended version of that
strategy within 10business dayafter its approval.

2.2.3 Intentional deviation not permitted
(1) Aninsurermust not intentionally deviate in a material way fronrig&
management strategyless:
(a) the deviation has been approved by its governing body; and

(b) the insurer has given notice of the proposed deviation to the
Regulatory Authority

(2) An insurer must notify the Regulatory Authority of any material
deviation at least 1Business dayisefore the deviation.

(3) If necessary, amsurermust amend itsisk management strategyter
its governing body approves a material change to, or deviation the
strategy.

Note CTRL, r4.1.4(4) requires an insurer to keep its risk management strategy
up to date and to review it at least annually.
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Chapter 2
Part 2.3

Rule 2.3.1

Risk management
Risk management policy

Part 2.3 Risk management policy

2.3.1
1)

(2)

Note for pt 2.3

The risk management policy is part of, and supports, amiesu 6 s r i sk managen
strategy; it lists and addresses the risks to which the insurer is likely to be exposed.

Contents of insurerod6s risk managemen

An insurero6s risk management policy
following risks:

(a) creditrisk;

(b) balance sheet and market risk (including investment,-aabéity
management, liquidity and derivatives risks);

(c) reserving risk;

(d) insurance risk (including underwriting, product design, pricing and
claims settlemenisks);

(e) reinsurance risk;

() operational risk (including business continuity, outsourcing, fraud,
technology, legal and project management risks);

(g) concentration risk;

(h) group risk.

Note 1 CTRL, r2.2.3 requires authorised firm@cluding an insurer) to have
strategic and business plans.

Note 2 The risk management policy must give reasonable assurance that the risks
mentioned in this subrule are prudentiypdasoundly managed (see
r2.2.2(1) (b)).

The i nsur er 6t policysmust imdudeatigeefoli@ving

specific policies:

(a) a policy regarding investment that specifies the nature, role and
extent of the insurerod6s investmen
complies with the investment requirements under these rules;

(b) a policy regarding asséability management that specifies the
nature, role and extent of as$iability management activities and
their relationship with product development, pricing and
investment management;

(c) a policy regarding underwriting @h specifies the risks to be
accepted by the insurer as part of its insurance business, the
processes for underwriting, pricing and claims settlement;
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Risk management Chapter 2
Risk management policy Part 2.3

Rule 2.3.1

3)
(4)

(5)

(d) apolicyensuingthat any reinsurance contract to which itis a party
is finalised (and the matetidocuments supporting the contract are
completed)

(i) before the start of reinsurance cover @tet date; or

(i) as soon as possible after the start date (but in no case later
than 60 days after the start date)

(e) a policy regardingprocedures for business continuity that enable

the insurer to manage any initial disruption of business and to
recover critical business operations following such a disruption.

Note For the other matters that, in the Reg
included in the insurerdéds risk manageme
(investment risk), S2.5 (ass@bility management risk), S4.3 (underwriting
risk), S5.2 (reinsurance risk) and S6.3 (business continuity risk).

The policies of the insurer miulse appropriate to the nature, scale and

complexity of the insurerés business

The definitions of the various risks must be clearly understood
throughout theinsurer so that its staff can effectively identify and
manage the risks.

Schedule 1 gives guidance about wha"
view, should be included in the 1insu
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Chapter 2 Risk management

Part 2.4 Own risk and solvency assessment

Rule 2.4.1

Part 2.4 Own risk and solvency
assessment

241 What is ORSA?

(1) Own risk and solvencyassessmen{ORSA) is a detailed forward
looking examination of:

@ the adequacy of an insurero6s risk
and controls; and
(b) the insurerdés present and future s

(2) The objectives of ORSA are:
(a) to assss:

) whether the insurerds own Vi ew
adequate given its risk profile and risk tolerance; and

(i) whether its solvency position is likely to remain adequate in
the foreseeable future;

(b) to show how the insureproposes to manage (through capital
buffers and other risknitigation mechanisms) the material risks to
which it is exposed; and

(c) to identify potential business vulnerabilities.

Notel Because ORSA is part of an iimwarrer 6s ri
must have regard to the other factors included in that strategy, including risk
profile, tolerance and exposures, when conducting ORSA. For the same
reason, the requirements that apply to risk managesteategy (such as
approval in 12.2.2) alscapply to ORSA.

Note2 ORSA is both a management tool for the
supervisory tool to warn the Regulatory Authority of solvency issues.

(3) In conducting ORSA, the insurer must have regard to:

(a) its overall solvency needs,diuding its own view of the adequacy
of its capital resources to meet the regulatory capital requirements;

(b) the actions it has taken to manage the risks to which it is exposed;
(c) the financial resources needed:

(i) to manage its business prudentngd

(i) to meet the regulatory capital requirements;

(d) the nature and quality of the capital resources needed, having
regard to their losabsorbing capacity and liquidity;

(e)the effect on the insurerdéds sol ve
foreseeable and relevant changes in its risk profile (including
group-specific risks); and
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Risk management Chapter 2
Own risk and solvency assessment Part 2.4

Rule 2.4.2

() its ability to meet its minimum capital requirement and continue in
business, and the financi@sources needed, over periods longer
than those typically used for calculating the regulatory capital
requirements.

Example
To gauge its ability to continue its business over longer periods, the insurer may
use multiyear capital, casfiow and balance get projections
(4) The insurer must include as part of any quantitative evaluation in
ORSA:

(a) stress tests;
(b) the occurrence of extreme events to which the insurer is exposed;

and
(c) other unlikely but possible adverse scenarios that would rémeler

i nsurerods business model unvi abl e.
Guidance

In addition to the scenarios in the guidance on stress testiupéadule?, the insurer
is expected to examine its policies, procedures, controls and solvency positions having
regard to the following:

(a) the future adverse development of claims already notified,;

(b) the uncertainty surrounding provisions for claims incurbed not yet
reported;

(c) significant falls in the yields on supporting assets and investments to cover
technical provisions;

(d) significant falls in the value of investments such as listed equity and real
estate;

(e) significant increases in the likkeood of nonrecovery of reinsurance
contract assets, reinsurance receivables or cash bank deposits;

(f) the failure of a major counterparty such as a reinsurer, bank or client;

(g) the failure of an outsourcing partner (for example, a thacy
admiristrator for a medical insurance business);

(h) significant deterioration in mortality and longevity experience for insurers
conducting longterm insurance business.

2.4.2 Who must conduct ORSA?
(1) Aninsurer that is FC entitymust conduct its ORSA annually.
Note An insurer that is a branch is not required to conduct ORSA.

(2) The assessment mustdggpropriate to the nature, scale and complexity
of the inswurerods business

3 The insurerds ORSA mustofthencapital de it
resources needed to manage its business prudently and to continue to
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Chapter 2 Risk management
Part 2.4 Own risk and solvency assessment

Rule 2.4.3

meet its insurance liabilities as they fall due, despite the existence of
adverse scenarios.
Guidance

1 The methods for conducting ORSA (and making the report) will difégween
insurers, but the methods do not necessarily have to be complex. The methods
may range from simple stress tests and scenario analysis in a spreadsheet to more
sophisticated economic capital models.

2 The Regulatory Authority expects the governbmpy of the insurer to use its
own judgement to identify realistic adverse scenarios and to develop the rationale
for the assumptions, data and methods used in the assessment.

3 Insurers are expected:
(a) to be transparent in their approach to ORSA; and

(b) to maintain records in a way that would enable a third party with sufficient
knowledge to understand the assumptions, methods and conclusions.

2.4.3 ORSA report

(1) After an insurer conducts its ORSA, it must prepare a report that
includes a statemethat the governing body of the insurer participated
in the assessment and approved the report.

(2) Aninsurermust prepare a revised ORSA report if there is a change to
its risk management strategy, strategic plan or business plan and the
change resulisor there are reasonable grounds to believe that the
change will result, in a material change in the capital adequacy or
solvency of the insurer.

Note If an insurer becomes aware, or has reasonable grounds to believe, that an
action would result in a maial change in the capital adequacy or solvency

of the insurer, it must tell the Regulatory Authority about thatter
immediately (see GENE4.1.3).

Guidance

1 The Regulatory Authority will discuss and evaluate the adequacy and prudence
of t he OR®AIuringghe dupervisory process. In particular, the authority

wi | | |l ook into its adeqgquacy when there is
management strategy, strategic plan or business plan.
2 | f the assumpti ons o ISAaaitaecurates ipadequate an i ns

or misleading, or if the Regulatory Authority considers that the underlying
method is not sufficiently robust, the authority will require the insurer to conduct
a new ORSA or to reconsider its report and prepare a revised (epeGENE
r5.2.2).
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Minimum capital requirement Chapter 3

Application and purpose Part 3.1
Rule 3.1.1
Chapter 3 Minimum capital requirement
Part 3.1 Application and purpose
3.1.1 Application of Chapter 3

This Chapterapplies to everinsurer(other than &FCcaptive insurer
incorporated in thFC.

Guidance

1.

The amount otapital is fundamental to thenfincial strength of an insurdt.
provides a buffer against losses that have not been anticipated and, in the event
of problems, enables the insurer to continue operating while thosiempohre
addressed or resolvedn this way, the maintenance of adequate financial
resources can engender confidence on the part of policyholders, creditors and the
market more generally in the financial soundreess stability of the insureAn

insurg O6fmancial resources must be adegudbr the nature, scale and
complexity of its business.

The purpose of thi€hapteiis to requirdQFCincorporated insureto meet at all
times aminimum capital requiremeriat is responsive to the risk profile of each
insurer and is calculated in accordance withRluéesof this Chapter

Note This Chapterdoes not apply to an insurer authorised to conduct insurance

businessn or from the QFC as a brancBuch an insurer will be subject to
the regulatory capital requirements in the jurisdiction where it is
incorporated.

V16

Insurance Business Rules 2006 page 17

Effective: 28/Mar/19-14/0ct/20



Chapter 3 Minimum capital requirement

Part 3.2 General requirement

Rule 3.2.1

Part 3.2 General requirement

3.21 I nsurerso eligible capital

An insurermust at all times haweigible capitalequal to or higher than
the amount of itsminimum capital requirements determined by
rule3.3.1.

3.2.2 Insurers to have appropriate systems and controls

For the purposes atile 1.2.2 and rule 3.2.thegoverning bodyof an
insurermust ensure suitable systems and controls are in place to allow
it to identify, manage and monitor the risks associated witiguge r 6 s
business activities to ensure timsurer holds capital commensurate
with its overall risk profile.

Guidance

Rulesfor determiningeligible capitalare contained ihapter4.

3.24 Insurers to be able to demonstrate compliance

Ani n s usysemé and controls for the purposesuté 3.2.2 must

allow theinsurerto demonstrate to thRegulatory Authorityif at any

time it is asked to do so by thHRegulatory Authoritythei nsur er 6s
compliance withrule 1.2.2 and rule 3.2.1.

Guidance

As aninsureris required to maintain adequate financial resources at all times, its
systems and controls need to enablegthesrning bodyto determine and monitor the
capital requirements of thiesurerand the financial resources it has available, and to
identify occurrences where the financial resources fall short of the capital requirements
of theinsurer or where they may fall short in the future.

3.25 References to particular currencies

In these rules, the specification of an amaafnnoney ina partialar
currencyis also taken to specifthe equivalent sum in any other
currencyat the relevant time.
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Minimum capital requirement Chapter 3
Minimum capital requirement Part 3.3

Rule 3.3.1

Part 3.3 Minimum capital requirement

3.3.1

3.3.2

3.3.3

(1)

(2)

Wh a t i s anMGRARsurer 6s

Theminimum capital requiremenbr MCR for an insurer is the higher
of:

(&) QR36 million; and
(b) t he i n s-basesd capiwl requirarient.

Note 1 The MCR is the lowest acceptable level of eligible capital below which
policyholders would be exposed to unacceptable risks ifnthigrer were
allowed to continue to operate.

Note 2 If the Regulatory Authority considers that a higher MCR is appropriate for
an insurer, the authority may impose the higher requirement as a condition
to the insurerds adlt horisation under FS

Note3 An insurer wild.l be in br eexcaphalfals r 1. 2.
below its MCR.Under r 3.9.1 and r 3.9.2, an insurer must inform the
Regulatory Authority of any possible breach or actual breaci &.2.

NS

Obligations relating to MCR

An insurer must immediately inform the Regulatory Authority if its
eligible capital falls below its MCR.

Note For the requirements regarding quarterly reporting, de¢.t.

I f an insurerds eligible captital f a
immediately stop effecting new contracts of insurance.
Guidance on intervention by Regulatory Authority

1 As soon as the Regulatory Authority beco
capital has fallen below its MCR, the authority will confer with tigurer about
what needs to be done next.

2 | f the insurerdés eligible capital falls b
by, for example:

(@) requiring the insurer to immediately increase its eligible capital;
() suspending the insurerds business;
(o placing the i nsaffroerds business in run

(d withdrawing the insurero6s authorisatior

Other action not prevented

Nothing in thisChaptemprevents the Regulatory Authority from taking
any other action under the FSR or these or any other rules against the
insurer in relation to its capital adequacy.

Note Under FSR, art 31, the Regulatory Authority may take, on its own in#iativ

action against the insurefhe authority may also take disciplinary action
under FSR, pt 9.
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Chapter 3 Minimum capital requirement

Part 3.4 Risk-based capital requirement

Rule 3.4.1

Part 3.4 Risk-based capital requirement
3.4.1 What i s anrisk-bpased capitabrequirement?

(1) The risk-based capital requirementfor an insurer that under
rule3.8.1(a), has been approved to use its own internal model to
calculate its riskbased capital requirement is the amount calculated
using that model.

(2) The risk-based capital requirementfor an insurer that, under
rule 3.8.1(b), has beenpproved to use its own internal model to replace
1 or more components of its investment, insurance and operational risk
requirements is the amount calculated using those components as
replaced and t he ot her component s
insuranceand operational risk requirements.

(3) Therisk-based capital requiremerfor any other insurer is the sum of
the insurerds:

(a) investment risk requirement;
(b) insurance risk requirement; and
(c) operational risk requirement.
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Minimum capital requirement Chapter 3

Investment risk requirement Part 3.5

Rule 3.5.1
Part 3.5 Investment risk requirement
3.5.1 What i s aninvestrmentrriskrrégairement?
An i n snuestmant&isk requiremens the sum of its:

(a) asset risk component;
(b) off-balance sheet asset risk component; and

(c) off-balance sheet liability riskomponent.

Note Appendix 3 sets out the method for calculating each component of the
investment risk requirement.
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Chapter 3 Minimum capital requirement

Part 3.6 Insurance risk requirement

Rule 3.6.1

Part 3.6 Insurance risk requirement

3.6.1 What | s anindurarsce nisk regqugement?
A n i n snauraece risk requiremenis the sm of its:

(@) premium risk component;
(b) outstanding claims risk component;
(c) longterm insurance risk component; and

(d) insurance concentration risk component.

Note Appendix 3 sets out the method for calculating each component of the
insurance risk requirement.

page 22 Insurance Business Rules 2006 V16

Effective: 28/Mar/19-14/0ct/20



Minimum capital requirement Chapter 3
Operational risk requirement Part 3.7

Rule 3.7.1

Part 3.7 Operational risk requirement

3.7.1

(1)

(2)

What i s anoperationakrisk régsirement?

The amount oderatomal riskmeguremen{@RE) is 2%
of whichever is the higher of:

@ t he i1 rgwas wrgtendpemiums in the 12 months ending on
the solvency reference date; and

(b) its technical provisions (without deduction for reinsurance) as at
the solvency reference date.

Note Technical provisions must cover all insurance ligib#i of the insurer,
including outstanding claims liabilities (whether or not reported),
future claims (premium liabilities) and any reserves held by the
insurer for the purpose of meeting insurance liabilities.

However, if the amount calculated wndsubrule (1) is more than a
ceiling, calculated as:

investment insurance 0.15Y.
{ risk + risk X } 0.857"
requirement requirement

then the insurerod6s ORR is the amount
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Chapter 3 Minimum capital requirement

Part 3.8 Internal modelling

Rule 3.8.1

Part 3.8 Internal modelling
Guidance

Insurersaround the world use internal models for assestieir capital requirements.
From an internal perspective, risk models provide an opportunity for the management
to identify and measure riskK. is also possible to quantify the minimum level of
capital orresponding to a given risk appetite, which in turn guidepital
allocation/managemenRisk models offer the advantage of combining all relevant
operations of an insurer (e.g. underwriting, investment, pricing, assets, and liabilities)
into an integragd model which provides an insight into future ofderet and capital
requirementsThey can also be useful for evaluating alternative business strategies
and focusing on major risk scenarios, including what might happeroiié rfhan

1 thing goes wronglf the model is well developed, an insurer would have sufficient
information for assessing its major risk areas and allocating resources accordingly.

3.8.1 Approval by Regulatory Authority

The Regulatory Authority may, by written notice, allow an insurer to
use its own internal model:

(a) to calculate its rislbased capital requirement; or

(b) to replace a component or components of its investment risk
requirement, insurance risk requirement and operational risk
requirement.

3.8.3 Criteria for approving use of internal models

The Regulatory Authoritywill only consider approving the use of an
internal modelf the following criteria are met:

(@ the Regulatory Authorityi s s at i sf i ed interhaht t he
modetl

(i) operates within a risknanagement environment that is
conceptually sound and supported by adequate resources;

(i) addresses all material risks to which tmsurer could
reasonably be expected to be exposed and is commensurate
with the relative importance of those risks, lthem the
i n s ubugEness mix;

(i) is closely integrated into the dég-day management process
of theinsurer

(iv) is supported by appropriate audit and compliance
procedures; and

(v) is subject to adequate processes established lystinerto
validate the accuracy of thiesk-based capital requirement
or components of theisk-based capital requiremenas
determined by theternal modelas well as for monitoring
and assessing its ongoing performance;
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Minimum capital requirement Chapter 3
Internal modelling Part 3.8

Rule 3.8.3

(b) thei n s uhomerégslator, or if thesureris part of agroup, the
g r o uhmréesregulator, has approved timgernal modelfor
calculating a risk based statutory capital requirement equivalent to
therisk-based capital requirement
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Chapter 3

Part 3.9

Rule 3.9.1

Minimum capital requirement
Failure to maintain appropriate financial resources or comply with capital
requirements

Part 3.9 Failure to maintain appropriate

3.9.1

financial resources or comply with

capital requirements

Guidance for pt 3.9

In dealing with a breach, or possible breach, of Blsapter the Regulatory

Aut horityds primary concer n bothiekidtinglrel t he i nt
prospective.lt recognises that there will be circumstances in which a problem may be

resolved quickly, for example by support fronparent entity without jeopardising

the interest®f policyholdersin such circumstances, it will be in the interests of all

parties for there to be minimum disruption
normal approach will be to seek to work cooperatively with iisuto deal with any

problems.There will, however, be circumstances in which it is necessary to take firm
action to avoid exposing further policyhold
the authority will not hesitate to take disciplinary action if it considers this necessary.

Possible breach of r 1.2.2 or ch 3

If an insuretbecomes aware, tias reasonable grounds to believe, that
it may be, or may be about to loepreach of rule 1.2.@r any provision
of this Chaptey it must

(a) tell theRegulatory Authorityorally about the matter immediately,
but within 1business dgy

(b) by notice gven to the authority by no later than the neusiness
dayd
(i) confirm the oral notification;

(i) explain why the insurer considers it may be, or may be about
to be, in breach of the provision; and

(iif) set out the action that the insurer propdsetake to avoid
the breach; and

(c) not make any distribution to its shareholders or members, whether
by way of dividends or omiterer wi se,
permission.

Examplesd meani ng of O6within 1 business day?é

1 If, on abusiness dgythe nsurerbecomes aware that it may be in lmleaf this
Chapteror rule 1.2.2theinsurermust tell the authority immediately, but on that
day.

2 If, on a day that is not business daythe insurer becomes aware that it may be
in breah of this Chapteror rule 1.2.2 the insurer must tell the authority
immediately, but by no later than the nbwsiness day
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Minimum capital requirement Chapter 3
Failure to maintain appropriate financial resources or comply with capital Part 3.9
requirements

Rule 3.9.2

3.9.2 Breach ofr1.2.2orch 3

If an insurer becomes awareatht is in breach of rule 1.2.@r any
provision of thisChaptey it musb

(a) tell theRegulatory Authorityorally about the ntgéer immediately,
but within 1business dgy
Examples
See examples to rule 3.b@ingksddn t he meani nc¢

(b) by notice given to the authority by no later than the besiness
dayd
(i) confirm the oral notification;
(i) explain the nature of the breach; and

(i) set out the action that the insurer proposes to take about the
breach;

(c) cease effecting contracts of insurance in or from@RE until the
authority gives iwritten permission to recommence; and

(d) not make any distribution to its shareholders or members, whether
by way of dividends or omitteer wi se,
permission.

Note See also r 4.4.Q) (b) (i) which prohibits the payment oihterest or

principal for subordinated debt included as part ofithe s u eligible6 s
capitalif the insurer is in breach of its minimum capital requirement.
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Chapter 4 Eligible capital
Part 4.1 Application and purpose

Rule 4.1.1

Chapter 4 Eligible capital

Part 4.1 Application and purpose

4.1.1 Application of Chapter 4

This Chapterapplies to everinsurer(other than &FCcaptive insurer
incorporated in th@FC.

Guidance

1. I n assessing the adequacy of an insurer 0s
paid not only to the types of events or problems thaight encounter, but also
the quality of the support provided by various types of capital instruments.

2. The purpose of thi€hapteris to identify those capital instruments that can be
included a<ligibleca pi t al t o menmimumt chpéal rguiresnent e r 6 s
In determining the rules governing whether a capital instrument is adequate for
supervisory purposes, thRegulatory Authorityhas identified the following
relevant matters, namely the extent to which each instrument:

a. provides a permanent andrestricted commitment of funds;

b. s freely available to absorb losses from business activities;

c. does notimpose any unavoidable servicing charges against earnings;
d

ranks behind the claims of policyholders and other creditors in the event of
thewinding-up of theinsuretr

3. As insures authorised to condu@bsurance business in or from tQ&Cin the
legal form of abranchwill be subject to the regulatory capital requirements
applicable in their home jurisdiction, the requirements of @figper do not
apply tobranches
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Eligible capital Chapter 4
Calculation of eligible capital Part 4.2

Rule 4.2.1

Part 4.2 Calculation of eligible capital

421 Calculating eligible capital

(1) Aninsuremmust calculate itdligible capitalin accodance with the table
in rule4.2.2 and the provisions ars 4.3 through to 4.7.

(2) AV in the table inrule 4.2.2 denotes that the item is included in the
calculation of an n s u digibte @apital, whereas aX denotes that
the item is not included.

Guidance

The Regulatory Authoritymay recognise forms of capital instruments in addition to
those set out in the tablernle 4.2.2 for inclusion in an n s u digible éapitalwhere
those instruments comply with accepted international standards.

4.2.2 Eligible capital calculation table

Theédligible capitalcalculation tablés as follows

Takaful All other
entity insurers

(A) Tier 1 capital:

Permanenshare capital

Audited reserves

Share premium account

Externally verified interim net profits
Fund forfuture appropriations

Own e r s 6in a¢gakafui entity

(B) Deductions fromtier 1 capital:
Investments in owshares

Intangible assets

Interim net losses \% \%
(C) Tier 1 capital after deductions = AB

(D) Upper tier 2 capital:

<K <K<K LKL
X << <LK <

<<
< <

Perpetual qualifying hybrid capitaistruments \Y \%
Fixed dividend ordinarghares \% \%
(E) Lower tier 2 capital

Subordinated debt \% \%
Fixed term preferencghares \ \
(F) Total tier 1 capital plus tier 2 capital = C+D+E

(G) Deductions from Total oftier 1 and tier 2 capital:

Investments irsubsidiariesandassociats \% \%
Connected lending of a capital nature \% \%
Inadmissible asets \% \%

Amount in anyzakahfund \Y X
(H) Total tier 1 capital plustier 2 capital after deductions = FG = Total eligible capital
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Chapter 4 Eligible capital

Part 4.3 Components of capital: tier 1

Rule 4.3.1

Part 4.3 Components of capital: tier 1

4.3.1 Components of tier 1 capital
For the purposes of the items under linetfé) 1 capitain the table in
rule4.2.2:

(8 Permanenshare capitaimeans ordinary paidp sharecapital, or
equivalent however called, which meets the following conditions:

(i) itis fully paid up;
(i) any dividends in relation to it are neamulative;
(i) it is available to absorb losses on a going concern basis;

(iv) it ranks for repayment upon winding up or insolvency after
all other debts and liabilities;

(v) itis undated,;

(vi) the proceeds of an issue pérmanent share capitab
immediately and fully available to thesurer

(vii) theinsureris not obliged to pay any dividends on 8tares
(except in the form o$haresthat themselves comply with
thisrule);

(vii) theinsurerdoes not have any other obligation or commititne
to transfer any economic benefit in relation to flerimanent
share capital

(ix) dividends and other charges on Himarescan only be paid
out of accumulated realised profits;

(b) audited reserves are audited accumulated profits retained by the
insurer after deduction of tax and dividends, and other reserves
created by appropriations sharepremiums and similar realised
appropriations;

(c) audi ted reserves also include capi

(i) the capital contributions satisfy theequirements of
paragraph (a); and

(i) the insurer told th&egulatory Authorityof its intention to
include the capital contributions at leasinbnthbefore the
day they were included;

(d) the share premium account records the difference between the
nominal value ofsharesissued and the fair value of the
consideration received,
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Eligible capital Chapter 4
Components of capital: tier 1 Part 4.3

Rule 4.3.1

(e) externally verified interim net profits are interim profits verified
by ani n s uexternabasiditor net déx, anticipated dividends or
other appropriations;

(f) fund for future appropriations means the fund comprising all funds
the allocation of which either to policyholders or to shareholders
has not been determined by the end of the financial year, or the
balance sheet items under international accounting standards
which in aggregate represent as nearly as possible that fund;

(99 Own er s Ganemydorntpartofet a k a f u ltier capital t y 6 s
if under the constitutional documents of tia&aful entityor the
terms of the insurance contract or both, participation in the
surpluses and losses of thmsurance business limited to the
policyholders of thénsurer

(h) intangible assets include goodwill, capitalised development costs,
brandnames, trademarks and similar rights and licences; and

(i) cumulative losses and other negative reserves must be deducted
from tier 1 capital
Guidance

The Regulatory Authoritymay request aimsurerto provide it with a copy of its
ext er nal indon mfertedto ibride 4.8.p(e) on whether the interim profits
are accurately stated.
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Chapter 4
Part 4.4

Rule 4.4.1

Eligible capital
Components of capital: tier 2

Part 4.4 Components of capital: tier 2

441

4.4.2
1)

Guidance

1. Tier 2 capitalconsists of instruments that, to varying degrees, fall short of the
quality of tier 1 capitalbut nonetheless contribute to the overall strength of an
insurer Such instruments include some forms of hybrid capital instruments that
have the characteristicg both equity and debt, that is they are structured like
debt, but exhibit some of the loss absorption and funding flexibility features of
equity.

2. Tier 2 capitals divided intouppertier 2 capitandlower tier 2 capitalA major
distinction betwee uppertier 2 capitaland lower tier 2 capitalis that only
perpetual instruments may be includeduippertier 2 capitalwhereas dated
instruments are included lawer tier 2 capital

Perpetual qualifying hybrid capital instruments

An insurer may only include perpetual qualifying hybrid capital
instrumentsas part of itsippertier 2 capitalif:

(& they are unsecured, subordinated and fullyogid
(b) they are perpetual; and
(c) they are available to absorb losses on a going cobesis.

Guidance

A perpetual cumulative preference share is an example of a capital instrument that
would meet the criteria ofile 4.4.1.

Subordinated debt

An insurermust not include subordinated debt as part oflitgble
capitalunlesst meets the following conditions:

(@ the claims of the subordinated creditors must rank behind those of
all unsubordinated creditors;

(b) no interest or principal may be payable:

(i) atatime when thsureris in breach of itsninimum capital
requiremat; or

(i) if the payment would mean that tlmsurer would be in
breach of these rules;

(c) the only events of default must be ARoslyment of any interest or
principal under the debt agreement or the windipgof the
insurer

(d) the remedies available to the subordinated creditor in the event of
nonpayment in respect of the subordinated drebst be limited
to petitioning for the winding up of thasureror proving for the
debt and claiming in the liquidation of tivesurer
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Eligible capital Chapter 4
Components of capital: tier 2 Part 4.4

Rule 4.4.3

(e) any events of default and any remedy describguhnagraph(d)
must not prejudice the mattersparagraph$a) and ();

(f) in addition to the requirements about repaymeipairagraphga)
and p), the subordinated debt must not become due and payable
before its stated final maturity date except on an event of default
complying withparagrapH(c);

(g) the agreemd and the debt are governed by the laws of a
jurisdictiond

(i) under which the other conditions mentioned in this subrule
can be met; or

(i) thatis otherwise acceptable, generallynaa particular case,
to theRegulatory Authority

(h) to the fullest extent permitted under tRailesof the relevant
jurisdictions, creditors must waive their right to set off amounts
they owe thansureragainst subordinated amounts owed to them
by theinsurer

(i) the terms of the subordinated debt mustsiet out in a written
agreement or instrument that contains terms that provide for the
conditions set out iparagraphga) to (h);

() the debt must be unsecured and fully paid up;

(k) theinsurerhas notified th&Regulatory Authoritythat it intendsad
include subordinated debt as part of eligible capital and the
Regulatory Authorityhas not advised thasurerin writing within
thirty days of the date of the notification that the subordinated debt
must not form part of iteligible capital

(2) An insurermust not include in iteligible capitalsubordinated debt
issued with stequps in the firsb years following the date of issue.

(3) Aninsurermay include subordinated debt inlsver tier 2 capitabnly
if:
(@ it has aroriginal maturityof at leasb years or is subjecttoy e ar s 0
notice of repayment; and

(b) payment of interest or principal is permitted only if after such
payment thd n s u eligibleécapitalwould be greater than the
amount required bgule 3.2.1.

4.4.3 Assumed amortisation of subordinated debt

For the purposes of calculating the amount of subordindébt that
may be included ints dligible capital] aninsurermust amortise the
principal anount on a straigHine basisby 20% per annum in its final
4 years to maturity.
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Chapter 4 Eligible capital

Part 4.5 External opinion on tier 2 capital

Rule 4.5.1

Part 4.5 External opinion on tier 2 capital
45.1 Legal opinions on tier 2 capital instruments

(1) An insurermust obtain a written external gopinion stating that the
requirements ifPart4.4 for any tier 2 capitahave been met in relation
to any instrument that thmsureris proposing to include asligible
capital

(2) Aninsurermust provide copies of the opinions referred tsuhrule(1)
to theRegulatory Authorityf requested by thRegulatory Authorityto
do so.

page 34 Insurance Business Rules 2006 V16

Effective: 28/Mar/19-14/0ct/20



Eligible capital Chapter 4

Deductions from total of tier 1 and tier 2 capital Part 4.6
Rule 4.6.1
Part 4.6 Deductions from total of tier 1 and
tier 2 capital
4.6.1 Investments in subsidiaries and associates
An insurermust deduct investmentssabsidiariesandassociate$rom
the total oftier 1 capitalandtier 2 capital
4.6.3 Connected lending of a capital nature
An insurermust deduct connected lending of a capital nature from the
total oftier 1andtier 2 capital
Guidance
The Regulatory Authorityregards connected lending of a capital natorde any
lending to acompanyin the samegroup as theinsurerfor activities which that
companywould find hard to finance from another source, and is typically on a long
term basisUnless there is a genuine ability for the funds to be repaid witeivoet
time, it is generally considered that the loan is of a capital nature.
4.6.4 Inadmissible assets
For the purposes of the tableruie 4.2.2, inadmissible assets are:
(@ tangible fixed assets, including inventories, plant and equipment
andvehicles;
(b) deferred acquisition costs;
(c) deferred tax assets;
(d) deficiencies of net assetssabsidiaries
(f) any investment by aubsidiaryof theinsurerinthei n s uowar 6 s
shares and
(g) holdings of other investments which are meadiy realisable
investmerd
Guidance
The above assets have been identified as inadmissible assets because:
a. a sufficiently objective and verifiable basis of valuation does not exist;
b. their realisability cannot be relied upon with sufficient confidence;
c. their nature presents unacceptable custody risks; or
d. the holding of these may give rise to significant liabilities or onerous duties.
4.6.5 Amount in any zakah fund
A takaful entitymustdeduct any amount held in amgikahfund from
the total oftier 1 capitalandtier 2 capital
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Chapter 4 Eligible capital
Part 4.7 Limits on the use of different forms of capital
Rule 4.7.1
Part 4.7 Limits on the use of different
forms of capital
Guidance
The table irrule 4.2.2 describes the following terms that are used irPthis
a. Olierlcapitab i s equal to Iline A in the tabl e;
b. dlierlcapitai net of deductions)d is equal to 1i
C. Olier2capitab means t he sum oftable;i ne D and | ine
d dowertier2capitdl i s equal to |Iline E in the table
4.7.1 Instruments not to be included in tier 2 capitald exceeding
100% of tier 1 capital
A capital instrument is not eligible for inclusiontier 2 capitalto the
extent that its inclusion ¥ result in the aggregate amount wér 2
capitalexceeding 100% ddligible tier 1 capitalnet of deductions).
4.7.2 Instruments not to be included in lower tier 2 capitald
exceeding 50% of tier 1 capital
A capital instrument is not eligible for inclos in tier 2 capitalto the
extent that itsnclusion will result in the aggregate amountmfer tier
2 capitalexceeding 50% dfligibletier 1 capitalnet of deductions).
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Eligible capital Chapter 4

Reduction of eligible capital Part 4.8
Rule 4.8.1
Part 4.8 Reduction of eligible capital
4.8.1 Tier 1 capital not to be reduced without approval

An insurermust not reduce thiger 1 capitalcomponent of iteligible
capitalwithoutthe prior approval of thRegulatoryAuthority.
Guidance

A reduction of an n s u eligibte @apitalincludes, but is not limited to:

a. sharebuybacks;

b. the redemption, repurchase or early repayment oéhgiple capitainstruments
issued by thénsureror aspecial purpose vehicteading in its owrshares or

c. where aggregate interest and dividend paymentsieonl capitalexceed the
i n s u aftertad earnings in the year to which they relate (i.e. dividend and
interest payments otier 1 capitalwholly or partly funded from retained
earnings).

4.8.2 Capital plan to be provided

An insurer must provide to théRegulatory Authoritywhen seekng
approval for areduction underrule 4.8.1 a capital plan that has
incorporakd the effects of the proposestiuction and:

(@ demonstrates that tlesurerwill remain in excess of itinimum
capital requirementor 2 years withoutrelying on new capital
issues;

(b) is consistent with the n s ubusness plan; and

(c) takes account of any possible acquisitions, lodkedapital in
subsidiaresand the possibility of exceptional losses.

4.8.3 Notice to be given of proposed reduction of tier 2 capital

An insurer must notify theRegulatory Authorityof its intention to
reduce itdier 2 capitalat least Gmonthsbefore the actual date of the
proposed reduction, providirdgtails of how it will meet itgninimum
capitalrequiremenafterthe proposed reduction
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Chapter 4 Eligible capital
Part 4.9 Notification

Rule 4.9.1

Part 4.9 Notification

49.1 Dividends and distributions to be reported

An insurermust report to th&kegulatory Authorityall dividends and
other distributions teshareholders within 16usiness dayfollowing
thedeclaration of the dividend alistribution.
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Additional requirements for long term insurance business Chapter 5

Application and purpose Part 5.1
Rule 5.1.1
Chapter 5 Additional requirements for long

term insurance business

Part 5.1 Application and purpose

5.1.1

Application of Chapter 5

This Chapterapplies to alinsurers(other thanQFC captiveinsurer3
conducting:

(@ long term insurance business; or

(b) general insurance busineatiributed toPINS ategory 1 under
rule’5.3.2(2).
Guidance

This Chaptersets out additional requirements in respectionfy term insurance
business
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Chapter 5 Additional requirements for long term insurance business

Part 5.2 Establishment of long term insurance funds

Rule 5.2.1

Part 5.2 Establishment of long term
insurance funds

5.2.1 Long term insurance funds to be established

5.2.3

5.24

1)

@)

An insurer conducting long term insurance business must either:
(&) establish and maintaithor morelong term insurance funger

(b) notify the Regulatory Authoritythat theinsureris deemed to
constitute a singleong term insurance fund

Treatment of branches

A branch that is subject to a regulatory requirement in another
jurisdiction to arrange its affairs in a mannerttig equivalent or
substantially equivalent to the requirements of Bast may make an
application to theRegulatory Authorityfor that arrangement of its
affairs to be deemed for the purposes of thakesto constitute dong
term insurance fund

If the Regulatory Authorityapproves that application, it must inform the
branchin writing, and must state in its notice to tiranchthe manner
in which the arrangement will be deemed for the purpose of thiese
to constitute dong term insuranckind.

Insurer deemed to constitute long term insurance fund to
be treated as though it had established such fund

An insurer that is deemed, in accordance with rule 5(B)1 to
constitute a singléong term insurance fundhall be treated for all
purposes relating to theselesas though thensurerhad established a
long term insurance funtd which all of the assets and liabilities of the
insurerare attributed.
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Additional requirements for long term insurance business Chapter 5

Attribution of contracts to a long term insurance fund Part 5.3
Rule 5.3.1
Part 5.3 Attribution of contracts to a long

term insurance fund

5.3.1 Business to be attributed to long term insurance funds
An insurer must attribute all long term insurance busirtbss it
conducts to #&ong term insurance fund

5.3.2 Attribution of general insurance contracts

(1) Except as allowed for in (2), amsuter may not attributegeneral
insurance contracts along term insurance fund

(2) An insurer may attributeontracts ofnsurance iPINS ategory 1 to a
long term insurance fund
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Chapter 5 Additional requirements for long term insurance business

Part 5.4 Segregation of assets and liabilities
Rule 5.4.1
Part 5.4 Segregation of assets and
liabilities
5.4.1 Separate identification of assets, liabilities, revenues and
expenses

Aninsurerthat is required under rule 5.2.1 to establish and maihtain
morelong term insurance fusdor has attributedontracts ofnsurance
in PINS ategory 1to along term insurance fiid underrule 5.3.2(2),
must:

(a) identify separately in its books and records the assets, liabilities,
revenues and expenses attributable to that business; and

(b) ensure those assets, liabilities, revenues and expenses are recorded
separately and accounted for derag term insurance fund

54.2 Recording of assets, liabilities, revenues and expenses

An insurermust record all assets, liabilities, revenues and expenses in
respect of acontract of insuranc¢hat is attributed to dong term
insurance funés assets, liabilities, revenues and expenses dbtitat
term insurance fund

5.4.3 Attribution of assets not already attributed

An insurermay at any time attribute any of its assets torgy term
insurance fundhat were not previously attributed to suclolag term
insurance fund

Guidance

A transaction described iule 5.4.3 is sometimes described asansgfer of capital
into thelong term insurance fund

54.4 Recording of revenues and expenses

All revenues and expenses arising by way of earnings, revaluation or
other change to the assets and liabilities loing term insurance fund
must be recorded asvenues and expenses, or movements in capital, of
thatlong term insurance fund

5.4.5 Accounting and other records to be maintained

An insurer must maintain adequate accounting and other records to
identify the contracts and the assets, liabilities, mees and expenses
attributable to thdong term insurance funth accordance with the
requirements oPart5.4.

page 42 Insurance Business Rules 2006 V16

Effective: 28/Mar/19-14/0ct/20



Additional requirements for long term insurance business Chapter 5

Limitation on use of assets in long term insurance fund Part 5.5
Rule 5.5.1
Part 5.5 Limitation on use of assets in long

5.5.1

5.5.2

5.5.3

5.5.4

term insurance fund

Application of assets

An insurermust ensure that, except as provide®ant5.5, assets that
are attributable to Bbbng term insurance fundre applied only for the
purposes of the business attributed toltimg term insurance fund

Assets of long term insurance funds not to be transferred

An insurermust ensure assets attributable torey term insurance fund
are not transferred so as to be available for other purposesingtiner
except:

(@ where the transfer constitutes appropriation of a surplus
determined in accordaneeth rule 9.1.3(4) (g), provided that the
transfer is performed within honthsof thereference datef the
financial condition repothat this determination forms part of;

(b) where the transfer constitutes a payment of dividend or return of
capital, in accordance witlule 5.5.4;

(c) where the transfer is made in exchange for other assets at fair
value;

(d) where the transfer constitutes reimbursement of expenditure borne
on behalf of thelong term insurance fundnd in respect of
expenses attributable to tlwng term insurance funar

(e) where the transfer constitutes reattribution of assets attributed to
thelong term insurance fund error.

Assets of long term insurance funds not to be distributed

An insurermust not make any distribution by way of dividend, or return
of capital assets attributable tdomg term insurance fundf by doing
so that would result in a breach@lapters.

Payment of dividends by insurers constituting single long
term insurance funds

Aninsurerthat is deemed to constitute a sinigieg term insurance fund
may only make a dividend or return of capital where the dividend or
return of capital constitutes appropriationasurplus determined in
accordance withule 9.1.3(4) (g), and:

(a) if the payment is made withinmonthsof thereference datef the
actuarial investigation (thgnancial condition repoytdetermining
that surplus, the payment does not cause thkaggregate amount
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Chapter 5
Part 5.5

Rule 5.5.5

Additional requirements for long term insurance business
Limitation on use of assets in long term insurance fund

5.5.5

5.5.6

of the dividends or returns of capital made byitiseirersince that
reference dat® exceed the amount of that surplus; or

(b) if the payment is made more thaménthsafter thereference date
of the actuarial investigation (th&nancial condition report
determining that surplus, the payment does not cause the total
aggregate amount of the dividends or returns of capital made by
theinsurersince thareference dateo exceed 50% of the amount
of that surplus.

Assets not to be lent

An insurermust not lend or otherwise make available for use for any
other purposes of thaesurer or any purposes of any pargtatedto the
insurer assets attributable td@ng term insurance fund

Certain reinsurance-like arrangements prohibited

Aninsuremay not enter into any arrangement, whether or not described
as a contract of reinsurance, whereligray term insurance funaf the
insurerstands in the same relation to theureras though thénsurer
were the reinsurer in antract of reinsurance in which theng term
insurance funds the cedant.

Guidance

Rule 5.5.6 operates to prohibit reinsurance betvieemterm insurance fundsf the
sameinsurer as well as arrangements of the nature of internal contracts of reicsuran
where the cession transaction is attributed fora term insurance funbut the
corresponding reinsurance acceptance transaction is not.
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Additional requirements for takaful entities Chapter 6
Application and purpose Part 6.1

Rule 6.1.1

Chapter 6 Additional requirements for
takaful entities

Part 6.1 Application and purpose

6.1.1 Application of ch 6
(1) ThisChapterapplies to a takaful entity.

(2) Inthe case of a takaful entity that is not an Islamic financial institution,
this Chapterappl i es only to the part of
Islamic financial business.

Guidance

1 Atakaful entity is required to comply with the requirementSial and any other
relevant regulatory requirements.

2 This Chaptersets out additional requirements applying to takaful entities. A
takaful entity must also comply with all the other requirements in these rules
relevant to the takaful business it conducts.
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Chapter 6 Additional requirements for takaful entities

Part 6.2 Establishment of takaful funds
Rule 6.2.1
Part 6.2 Establishment of takaful funds

6.2.1 Takaful funds to be established

A takaful entitymust establish and maintalnor more fundstékaful
funds) for itstakaful business
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Additional requirements for takaful entities Chapter 6

Attribution of contracts to a takaful fund Part 6.3
Rule 6.3.1
Part 6.3 Attribution of contracts to a takaful
fund
6.3.1 Takaful business to be attributed to takaful funds

A takaful entitymust attribute altakaful businesshat it conducts to
1 or more akaful funds
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Chapter 6
Part 6.4

Rule 6.4.1

Additional requirements for takaful entities
Segregation of takaful funds

Part 6.4 Segregation of takaful funds

6.4.1

6.4.2

6.4.3

6.4.4
1)

@)

3)

6.4.5

Books of accounts to be maintained
A takaful entitymust:

(@ maintain separate books of account in respect of ta&elful fund
it maintains; and

(b) maintain any additional books of account required by@hiapter
for its takaful business

Takaful entitiesd accounting and other records

A takaful entitymustmaintain such accounting and other records as are
necessary for:

(@ identifying the assets and liabilities attributed téakaful fund
established and maintained by it undde 6.2.1; and

(b) complying with the requirements ofle 8.4.2(a).

Allocation of assets to takaful funds

A takaful entitymust ensure thassets allocated to a particutakaful
fund are only allocated, apart from trexceptions provided for in
rule 6.4.4, for the purposes of thakaful fundto which it is attributed

as required byule6.3.1 and must not be allocated or made available for
any other purpose of thakaful entity

Allocation of assets to takaful fundsd exceptions

Rule 6.4.3 does not preclude the reimbursement ofnelfoees borne
by the shareholders (in the same or the preceding financial year) in
discharging liabilities wholly or partly attributable taaskaful fund

Rule 6.4.3 does not apply to the payment of management fees by a
takaful fundto the takaful manager even where the manager is the
shareholder, provided that t&eh a rsupénasory boardhas approved
those fees.

Rule 6.4.3 does not preventtakaful entity from exchanging, at fair
market valuetakaful businesassets of angakaful fundfor other assets
of the insurerincluding assets held by anothekaful fundor the
shareholder.

Transactions in assets to be fair

A takaful entitymust have adequate arrangements for ensuring that
transactions involving assets of thekaful entity (other than
transactions outside its control) do not operate unfairly between a
takaful fund established and maintained undede 6.2.1 and the

page 48

Insurance Business Rules 2006 V16

Effective: 28/Mar/19-14/0ct/20



Additional requirements for takaful entities Chapter 6
Segregation of takaful funds Part 6.4

Rule 6.4.5

shareholdr assets of thiakaful entityor, in the case where thakaful
entityhas morethat6i denti fi ed fund6, between
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Chapter 6 Additional requirements for takaful entities

Part 6.5 Loans from a takaful fund

Rule 6.5.1

Part 6.5 Loans from a takaful fund
6.5.1 Prohibition on making or attributing loans

A takaful entitymust not make or attrilde any loans from akaful fund
it maintains to anothaakaful fundor to any other party, including but
not limited to:

(@) the takaful operator (the shareholder fund);

(b) a person in @ontrolled function

(c) a participan{policyholder); and

(d) acontrolleror personwith close linkgo the takaful entity.
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Additional requirements for takaful entities Chapter 6
Distribution of a surplus or funding a deficit in a takaful fund Part 6.6

Rule 6.6.1

Part 6.6 Distribution of a surplus or
funding a deficit in a takaful fund

Guidance

1. Takaful entitiedy definition are cebperative in nature and, as such, participants
(policyholders) are entitled to a return of any surpluses oftakaful funds
operated by theakafulentity.

2. A takaful entityis also required, under ISRile 3.1.3, to disclose iits financial
statements all matters set ouSAOIFI 12 and 13, which includes among other
matters the basis for treating insurance deficits and surplusé¢akafal fund

6.6.1 Policies about surpluses and deficits

(1) Everytakafulentity musthavea written policy, or subject taule 6.6.2,
policies, for determining the surplus or deficit arising fromtatsaful
businessthe basis of distributing that surplus or deficit between the
participants and the shareholders, and the method of transfamng
surplus or deficit to the participants.

(2) The policy or policies must comply with all releva@AOIFI standards
i ncluding Financial Accounting Stanc
for Determining and Allocating Surplus or Deficit in Islamic Insueanc
Compani eso.

(3) Each policy mu s t be appr®hverdi 6lay t
supervisory board

6.6.2 When 2 or more policies permitted

More thanl policy may be developed where ttekaful entityoffers
differentcategoriesf takaful business

6.6.3 Copies of policies to be given to Regulatory Authority

(1) A takaful entity must provide a copy dfie policy referred to in
rule6.6.1 to the Regulatory Authorityimmediately following its
approval by t Bb a tsigpénasbrydoardbut within y 6 s
1 business dagfter the day the approval is given.
Examples
See examples to rule 3.9.1 on meaning of ow

(2) A takaful entitymust not amend the policy once it has been provided to
the Regulatory Authority without the approval of theShar i 6 a
supervisory boaré@nd theRegulatory AuthorityA revised copy of the
policy must be provided to thRegulatory Authorityimmediately
following that approval.
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Chapter 6
Part 6.6

Rule 6.6.4

Additional requirements for takaful entities
Distribution of a surplus or funding a deficit in a takaful fund

6.6.4

6.6.5

6.6.6

3)

1)
(2)

3)

A takaful entitymust ensure that a copy of each policy approved under
rule6.6.1 orrule 6.6.3(2) forms part of each and every insurance policy
sold by thetakaful entity

Guidance

In considering whether to approve any changes pwlicy underule 6.6.3(2), the
Regulatory Authoritywill consider the impact of the proposed amendments on
existing policyholders of thiakaful entityaffected by the proposed amendments.

Surplus or deficit to be determined annually

On anannual basis,every takaful entity must determia@y surplus or
deficit arising on each separasdaful fund

A takaful entitymust not distribute a surplus or deficit fromakaful

fund it has established and maintains where thkaful business
attributed to thigakaful fundis long term insurance businesstil the

value of this surplus or deficit has been determined bapgroved
actuaryin accordance withule 9.1.3(4) (h).

Any distribution must be performed withinrdonthsof the reference
dateof the actuarial investigation referred to in (2).

Reports of distributions of surplus or deficit to Regulatory
Authority

A takaful entitymust report to thRegulatory Authorit all distributions
of profit or surplus (however called or described) to policyholders
within 15business daysf the date of declaration of the distribution.

When distributions not permitted

A takaful entity nmust not make any distributions to participants,
regardless of the rules governing thkaful entity if the takaful entity
does not, or through the payment of the distribution, would not, meet its
minimum capital requirement

page 52

Insurance Business Rules 2006 V16

Effective: 28/Mar/19-14/0ct/20



Matching and valuing assets and liabilities of insurers Chapter 8

General Part 8.1
Rule 8.1.1
Chapter 8 Matching and valuing assets and

liabilities of insurers

Part 8.1 General

8.1.1

8.1.2

8.1.3

Application of ch 8
ThisChapterapplies to every insurer (other than a QFC captive insurer).

Purpose of ch 8

The purpose of thi€haptelis to set out rules for:

(@ matchingan nsurer s assets with its 11
(b) the consistent valuation of those assets and liabilities;

(c) investment concentration limits of insurers that are limited liability
companies incorporated under the Companies Regulations 2005;
and

(d) theuse of derivatives.

Guidance

This Chapteris not intended to establish a basis of accounting for general purpose
financial statements of insurers. It does not prevent an insurer from adopting a method

of valuing assets and liabilities that might be coestd excessively prudent if used
in the insurerés financial statements.

fal)

Val ue of i nsurerd6s assets to match i

(1) An insurer must hold supporting assets of a value at least equal to the
amount of its insurance liabilities.

(2) The assets:

(&) musthave characteristics of safety, yield and marketability that are
appropriate to the nature, scal e
business;

(b) mustbe diversified,
(c) mustbe adequately spread; and

(d) mustbe of a sufficientmount, and of an appropriate currency and
term, to ensure that the cash inflows from the assets meet the
expected cash outflows from the i/

they fall due.
(3) In determining the expected cash outflows for subrulg(dR the
i nsurer mu st take into account any

contracts of insurance.
(4) This rule does not apply to assets held to cover Hid&zd liabilities.
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Chapter 8 Matching and valuing assets and liabilities of insurers
Part 8.1 General
Rule 8.1.4
(5) However, this rule applies to assets held to covegulaeanteed portion
of any indexlinked longterm insurance contract that includes a
guarantee of investment performance or some other guaranteed benefit.
8.1.4 Asset admissibility and investment criteria
(1) Aninsurer may invest in assets and instrumentg if the insurer:
(@) can identify, measure, monitor, manage and report on the risks
arising from the assets and instruments; and
(b) can take those risks into account in the assessment of its solvency
needs in accordance with these rules.
(2) Invegments must be made by the insurer in such a way:
(a) as to ensure the security, quality, liquidity and profitability of its
portfolio of assets; and
(b) as to avoid:
(i) overreliance or concentration on a particular asset class,
region, issuer or grquof issuers; and
(i) excessive accumulation of risk in the portfolio.
(3) Assets and securities that are not admitted to trading on a regulated
financial market must be kept to prudent levels.
(4) Assets held by the insurer to cover technical promsionust be
invested:
(a) as appropriate to the nature and duration of its insurance liabilities;
(b) in the best interest of all policyholders and beneficiaries; and
(c) taking into account any policy objectives disclosed by the insurer.
Guidance
For investments of assets held by an insurer to cover technical provisions, the
Regulatory Authority expects the investments to be made in liquid assets like:
1 cash and cashquivalent instruments;
2 time deposits;
3 readily tradable securities;
4  shares in publicly listed companies;
5 liquid corporate or sovereign bonds.
8.1.5 Use of derivatives
(1) An insurer must not use a derivative instrument for speculation or
proprietary trading.
(2) An insurer may use a derivative instrument:
(a) to mitigate or reduce financial risks;
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Matching and valuing assets and liabilities of insurers Chapter 8
General Part 8.1

Rule 8.1.6

(b) for sound hedging; or
(c) for efficient portfolio management.

8.1.6 Investment concentration limits for companies

(1) Foraninsurer that is a limited liability company incorporated under the
Companies Regulations 2Q0Bvestments representing a concentration
of exposures to single or related counterparties (whether on -or off
balance sheet and including infyeoup entities) must not exceed
whichever is the lesser of the following amounts:

@ 20% of t helcableassetser 6s app

() the insurerdos eligible capital
Example

An insurerbés deposits in the same bank wil!/
limit because it is an exposure to a single counterparty.

(2) Applicable asset®f an insurer means the ing er 6 s t ot al ass
reinsurance receivables, premiums receivables, deferred acquisition
costs, fixed assets, intangible assets and other assets that are not held for
investment purposes.

Example

In calculating the value of applicable assets, itemd sag deferred tax assets,
prepayment s, advances and accrued income s|
total assets.

(3) Assets that are excluded from eligible capital in accordance with
paragraph (G) of the table in rule 4.2.2 are not subject to the
concentration limit.
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Chapter 8 Matching and valuing assets and liabilities of insurers

Part 8.2 Measuring assets and liabilities

Rule 8.2.1

Part 8.2 Measuring assets and liabilities
8.2.1 Assets may be valued lower

An insurermay measure the value of an asset at less than the value
determined in accordance with tii&apter

8.2.2 Liabilities may be valued higher

An insurermay measure the value of a liability at more than the value
determined in accordance with tii&apter

8.2.3 Approximation of values

An insurermay use approximate methods to measure an asset or a
liability, where the result obtained by the use of that approximate
method would not be materially different from the result obtained by
applying a measurement thed prescribed in thi€hapter

8.24 Directions by Regulatory Authority

Notwithstanding any other provision of thzhapter the Regulatory
Authority may, by written notice, direct ansurerto measure an asset
or a liability in accordance with princigg specified by thRegulatory
Authority in that written notice.

Guidance

Rule 8.2.4 may be used where fRegulatory Authorityhas any concerns over any
asset, or class of assets, for example reinsurance assets that may be limited risk transfer
arrangemets, being counted as an asset at full value.
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Matching and valuing assets and liabilities of insurers Chapter 8
Classification of insurance contracts Part 8.3

Rule 8.3.1

Part 8.3 Classification of insurance

8.3.1

8.3.2

contracts

Classification of contracts

An insurermust, in its own records, classify albntracts ofmsurance
carried out by it asisurerand all reinsurance contracts entered into by
it as cedant, according to themategoryto which thecontracts of
insuranceelate.

Classification of contracts falling into 2 or more categories

Where acontract of insuranceelates to more thafth cateyory, the
insurermust record separately the portions of ¢batract of insurance
that relate to eactategory except that immaterial portions need not be
separately recorded.

Guidance

A portion of acontract of insurancensuring a risk of acategoryother than the
principal categoryto which the contract relates, will not normally be regarded as
material if the interest that it insures is both related and subsidiary to the principal
interest or interests insured under the contract, and constitutebdes% of the
gross written premiumander the contract.
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Chapter 8 Matching and valuing assets and liabilities of insurers

Part 8.4 Basic principles of recognition and measurement

Rule 8.4.1

Part 8.4 Basic principles of recognition and
measurement

8.4.1 Recognition of assets and liabilities

An insurer must, except where thi€hapter provides otherwise,
recognise its assets and liabilities in accordance with a basis of
accounting set out irule 8.4.2, and the values attributed to those assets
and liabilities must be measured in accordance with that basis of
accounting.

Guidance

The ceptions provided in thi€hapterrelate to the following:

a. specificRulesin respect of certain assets and liabilities, intended to achieve a
regulatory objective not achieved by application of either or both of the bases of
accounting set out irule 8.4.2;

b. assets and liabilities that are not dealt with in either or both of the bases of
accounting set out irule 8.4.2;

c. the overriding power of thRegulatory Authorityset out irrule 8.2.4, to require
aninsurerto adopt a particular measuremémta specific asset or liability.
8.4.2 Permitted bases of accounting
An insurermust adopfl of the following as the basis of its accounting:
(@ inthe case of takafulentity, the standards of th/®AOIFI;
(b) in any other case:
() IFRS
(i) UK GAAP or US GAAP; or

(i) any other accounting standards or principles prescribed in
Rulesmade by thé&kegulatory Authority

8.4.3 Assumptions and methods on which valuations depend

An insurermust, where the valuation of an asset or liability is dependent
upon the adoption of assumptions or the adoption of a calculation
method, ensure that any change in the assumptions or methods adopted
is reflected immediately in the value attributed to dseet or liability
concerned. The recognition of the effects of changes in assumptions or
methods may not be deferred to future reporting periods.

8.4.4 Actuarial principles

The Regulatory Authoritymay also specify actuarial principles to be
used by arnsurerin measuring assets and liabilities.
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Matching and valuing assets and liabilities of insurers Chapter 8
Basic principles of recognition and measurement Part 8.4

Rule 8.4.5

8.4.5 Derecognising liabilities

(1) An insurance liability (or a part of an insurance liability) must not be

derecognised until the obligation giving rise to the liability expires or is
discharged ocancelled.

(2) To avoid doubt, if reinsurance covering the liability (or part of the
liability) is purchased, the liability must not be derecognised unless the

purchase results in the discharge or cancellation of the obligation giving
rise to the liabiliy.
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Chapter 8 Matching and valuing assets and liabilities of insurers
Part 8.5 Discount rate

Rule 8.5.1

Part 8.5 Discount rate

8.5.1 Calculating liabilities

In calculating the present value of an insurance liability, the discount
rate must be a prudent estimate of the yield expected to be earned by
assets of the insurer that are sufficient in valugappropriate in nature

to cover the provisions for the liability being discounted.

Guidance

The Regulatory Authority expects that the insurer, in its approach to estimating a
suitable yield for the discount rate, will have adequate regard to the protite of
liabilities (for assetiability matching purposes) and the quality of the assets backing
those liabilities.
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Matching and valuing assets and liabilities of insurers Chapter 8

Recognition and measurement of insurance assets and liabilities in respect of Part 8.6

general insurance business

Rule 8.6.1

Part 8.6 Recognition and measurement of

8.6.1

8.6.7

8.6.8

8.6.9

8.6.10

insurance assets and liabilities in
respect of general insurance
business

Application of Part 8.6

This Partapplies to assets and liabilities in respeajerieral insurance
business

Treatment of premium liability

An insurermustrecogniseas a liability thegpremium liability, which is

the value of future claims paymeratsd associated direct and indirect
settlement costs, arising from future events insured under policies that
are in force as at trelvency reference date

Guidance

The liability referred to imule8.6.7 is commonly representedibgurersas2 separate
provisions, the unearned premium provision andghemium deficiency provision.

The sum of the provisions is sometimes referred to as the unexpired risk reserve,
though this term is also sometimes used to describe the premium deficiency provision
alone.

Treatment of value of future claims payments

An insurer must recogniseas a liability the value of future claims
payments and associated direct and indirect settlement costs, arising
from insured events that have occurred as adhency reference date
Guidance

The liability referred to inrule 8.6.8 is commonly referretb as the liability for
outstanding claims. Somiasurersrepresent this liability a8 separate provisions,
being the liability in respect of reported claims, the liability in respect of claims
incurred but not reported, and the liability in respect ¢lesaent costs, also known
as loss adjustment expenses.

Treatment of expected recoveries

An insurermustrecognises an asset the value of reinsurance and other
recoveries expected to be received in respect of claims referred to in
rule8.6.7 andule 8.6.8.

Valuation of expected future payments

Where thisPartrequires annsurerto recognise as a liability ¢hvalue
of expected future payments, that liability must be measured as the net
present value of those expected future payments.
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Chapter 8 Matching and valuing assets and liabilities of insurers
Part 8.6 Recognition and measurement of insurance assets and liabilities in respect of
general insurance business

Rule 8.6.11

8.6.11  Valuation of expected future receipts

Where thisPartrequires annsurerto recognise as an asset the value of
expected future receipts, that asset must be measured as the net present
value of those expected future receipts.
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Matching and valuing assets and liabilities of insurers Chapter 8

Recognition and measurement of assets and liabilities in respect of long term Part 8.7

insurance business

Rule 8.7.1

Part 8.7 Recognition and measurement of

8.7.1

8.7.9

8.7.10

8.7.11

assets and liabilities in respect of
long term insurance business

Application of Part 8.7

This Part applies to assets and liabilities in respectlafg term
insurance business

Treatment of policy benefits due before solvency reference
date

An insurermustrecogniseas a liability the amount gfolicy benefits
that are due for payment on or beforedbk/ency reference date

Treatment of net value of future policy benefits

An insurermustrecogniseas a liability the net value of futugmlicy
benefitsunder policies that are in force as atdbbsency reference date
taking into account all prospective liabilities as determined by the policy
conditions for each existing contract, and taking credit for premiums
payable after theolvency reference date

Measuring net value of policy benefits as liability
In measuring the liability mentioned in rule 8.7.10, the insurer must:
(&) use actuarial principles;

(b) provide for all liabilities based on assumptions that meet the
general requirements foprudent assumptions in rule 8.8.1
(including appropriate margins for adverse deviation of relevant
factors that are sufficient to ensure that there is no significant
foreseeable risk that liabilities to policyholders for lgegn
insurance contracts witiot be met as they fall due); and

(c) take into account:

(i) all guaranteed policy benefits including guaranteed
surrender values;

(i) vested, declared or allotted bonuses to which policyholders
are already either collectively or individually contrzeity
entitled;

(i) all options available to the policyholder under the terms of
the contract;

(iv) discretionary charges and deductions fruoticy benefitsin
so far as they do not exceed the reasonable expectations of
policyholders;
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Chapter 8 Matching and valuing assets and liabilities of insurers
Part 8.7 Recognition and measurement of assets and liabilities in respect of long term
insurance business

Rule 8.7.12

(v) expenses, including commissions; and

(vi) any rights under contracts of reinsurance in respelnof
term insurance business

8.7.12  Valuation of future payments

Where thisPartrequires annsurerto recognise as a liability the value
of expected future payments, that liability must be measured as the net
present value of those expected future payments.

8.7.13  Valuation of future receipts

Where thisPartrequires annsurerto recognise as an assie¢ value of
expected future receipts, that asset must be measured as the net present
value of those expected future receipts.

8.7.14 Limit of operation of rule 8.7.10

Rule 8.7.10 does not require arsurerto obtain a valuation by an
actuary or actuargeperforming theactuarialfunction of the liability
referred to in thatule, at asolvency reference dather than the
I n s uanmual éeporting date.

Guidance

An insurerconductinglong term insurance busingssrequired to provide financial
condition reporbn itsinsurance liabilitieghat is prepared by an actuary or actuaries
who are performing thactuariaffunction The relevant provisions aretout inpt 9.1

8.7.15 Negative values for reservesd long-term insurance

An insurer must not calculate a negative value for its mathematical
reserves for a lorterm insurance contract unless:

(a) the calculation is based on assumptions that meet the general
requirements for prudent assumptions in rule 8.8.1;

(b) the contract does not have a guaranteed surrender value at the
actuarial valuation date; and

(c) the total mathematical reserves established by the insurer have a
value of at least:

@ i f t he i #esnuins@ande £ontractsingclude linked
long-term contrac® the sum of the surrender values of all
its linked longterm contracts at the actuarial valuation date;
and

(i) in any other case zero.
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Matching and valuing assets and liabilities of insurers Chapter 8
Methods, assumptions and projections Part 8.8

Rule 8.8.1

Part 8.8 Methods, assumptions and
projections

8.8.1 Methods and assumptions that may be used

In measuring londerm insurance business liabilities, an insurer must
use methods and prudent assumptions that:

(a) are appropriatetotheat ur e, scale and compl ex
business

(b) are made using professional judgement, training and iexer;

(c) are made having regard to reasonably available statistics and other
information;

(d) are neither deliberately overstated nor deliberately understated;
(e) are consistent from year to year and without arbitrary changes;

() areconsistentwit t he i nsurerds method of v
(g) include appropriate margins for adverse deviation of relevant
factors;

(h) recognise the distribution of profits or emerging surplus in an
appropriate way over the duration of each contract of insurance;
and

(i) are in accordance with generally accepted actuarial practice.

8.8.2 Projecting cash flows
In projecting cash flows in relation to its lotgrm insurance business,
an insurer must take into account the nature of the projections and the
factors relevanto its insurance business, including:
(a) expected investment earnings;
(b) expected reinsurance recoveries;
(c) mortality and morbidity;
(d) expenses;
(e) options and guarantees; and

(f) persistency.

Guidance

1 Investment earnings|f the cash flowto be valued depends on future investment
earnings, the assumption for investment earnings should reflect the expected
investment earnings applicable to the assets on which the cash flows depend.

2 Reinsurancé An insurer should value reinsurance cash asing methods and

assumptions that are at least as prudent as the methods and assumptions used to
value the underlying contracts of insurance that have been reinsured.
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Chapter 8
Part 8.8

Rule 8.8.2

Matching and valuing assets and liabilities of insurers
Methods, assumptions and projections

Mortality and morbidity Assumptions about mortality and morbidity should use
prudentrates of mortality and morbidity that are appropriate to the country or
territory of residence of the persons whose life or health are insured.

Expensed An insurer should make provisions for expenses, implicitly or
explicitly, in its mathematical reserves of an amount that is no less that the
amount expected, on prudent assumptions, to be incurred in carrying out-ts long
term insurance contracts.

Options and guarante@df an insurer establishes its mathematical reserves for a
long-term insurance contract, the insurer should include an amount to cover:

(@) any increase in liabilities that might be the direct result of the policyholder
exercising an option under that contract, and

(b) all vested, declared or allocated bonuseswhich policyholders are
collectively or individually entitled under their contracts.

If the surrender value of a contract is guaranteed, the amount of the mathematical
reserves for that contract at any time should be at least equal to the value
guaranted at that time.

Persistency Assumptions about voluntary discontinuance rates in the
calculation of the mathematical reserves may be made if the assumptions meet
the general requirements for prudent assumptions ir8ralé.
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Actuarial reporting Chapter 9
Insurers that are required to have approved actuaries Part 9.1

Rule 9.1.1

Chapter 9 Actuarial reporting

Guidance for Chapter 9

Insurers that conduct long term insurance business, and certain insurers that conduct

general insurance business, are required to appoint an individual to exercise the

actuarial function (armmpproved actuary An insurer that isequired to appoint an

approved actuary must have the approved actuary prepare and submit a report, called
afinancial condition report in accordance witltart9 . 1, t o t he insureros
body and the Regulatory Authority every year. An insurer thatat required to

appoint an approved actuary must consider every year whether to obtain an actuarial

report in accordance withart9.2, and must actually obtain such a report at least every

3 years.

Note for ch 9

Seealso CTRL,div4 . 1. E, f & genaahobligatiensin relatién to its actuarial
system.

Part 9.1 Insurers that are required to have
approved actuaries

9.1.1 Applicationd pt 9.1
This Partapplies to an insurer that is required to have an approved
actuary.
Note For the insurers that are required to have an approved actuary, see CTRL,
r4.1.10.

9.1.2 Financial condition reports

(1) The approved actuary for the insurer must annuedlyry out an
actuarial investigatioto enable him or her to prepare a report about the
i nsurer 6s f i nfiaamaal canditionrepod.i t i on ( a
Note Approved actuarys defined in the glossary.
Guidance

An actuarial investigation is a fudinalysis of individual policy and claims data and
other relevant information using actuarial techniques to estimate technical provisions.

(2) Theinsurer must ensure that the actuary is given appropriate access (that
is, such access as the actuary redsgnbelieves to be necessary to
prepare the report) &

(&) all relevant data, information, reports and staff of the insurer; and
(b) so far as possible, any contractor of the insurer.

(3) The actuary must prepare, sign and date the report.

(4) The actiary must give the report to the insurer sufficiently in advance

of the insurerdés next annual return

body a reasonable opportunity to consider and use it in preparing the

i nsurerds next annual prudenti al ret
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Chapter 9 Actuarial reporting

Part 9.1 Insurers that are required to have approved actuaries
Rule 9.1.3
5) The insurerds governi

ning body must gl
Regul atory Authority on or before th

(6) In this rule®

next annual return datdor an insurer means the date on which it must
give its next annual prudgal return to the Regulatory Authority under
rule 1.4.2.

9.1.3 Requirements for financial condition report

(1) A financial condition report must set out an objective assessment of the
overall financial condition of the insurer concerned.

(2) For an inseer conducting long term insurance business, such a report
must include an objective assessment of the financial condition of each
long term insurance fund established by the insurer.

(3) In preparing a financial condition report, an approved actuary actist
in accordance witlhe relevant professional actuarial standards, and
must use appropriate actuarial valuation principles, techniques and
methodologies.

(4) The actuary must ensure that the report covers at least the following
matters (so far as relent):

(@ an overview of the insurerds busin
(b)) an assessment of the insurerds rec
including the experience during the year ending on the valuation
date;

(co an assessment of indumncebdilitiesthatof t he
fall within rule 8.7.9 and rule 8.7.10;

(d) for an insurer to which subrule (5) applies, an assessment of the
val ue of ibhsbranceiliabistiashaefal @ithin rule 8.6.7
and rule 8.6.8usingtherelevantprofessional actuarial standards
and appropriate actuarial valuai principles, techniques and
methodologies

() an assessment o f whet her the 1ins
liabilities referred to in paragraphs (c) and (d) were adequate,
especially ifthere has been a change in the assumptions or the
valuation method from that adopted at the previous valuation;

() an explanation, in relation to the valuation of those liabilitie®, of
(i) the assumptions used in the valuation process;

(i) theadequacy and appropriateness of data made available to
the actuary by the insurer;

(i) how the actuary assessed the reliability of the data;
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Actuarial reporting Chapter 9
Insurers that are required to have approved actuaries Part 9.1

Rule 9.1.3

(iv) the model or models used by the actuary;
(v) the approach taken to estimate the variability of the ettima
and
(vi) the sensitivity analyses undertaken;
(g) a determination of the value of the surplus in each long term
insurance fund established by the insurer;
Note In relation to the distribution of a surplus, se&.6.2 and 5.5.4.

(h) in the case o& takaful entity, a determination of the value of any
surplus or deficit in each takaful fund established and maintained
by the entity, if the takaful business attributed to the fund is long
term insurance business;

Note In relation to the distribution af surplus, see.6.4(2).
() an assessment of asset and liability management, including the

insurerds investment strategy,;

) an assessment of the insurero6s cur
and a discussion of its approach to capital management;

(Kl an assessment of the insurerds pri
its premiums;

(D) an assessment o f the suitability

reinsurance arrangements, including the documentation of those
arrangements and the existence angact of any limited risk
transfer arrangements;

(m) an assessment of the suitability &

management policy.
(5) This subrule applies to an insurer if it engages in general insurance

business ardl

(@) more than 15% ofthe nsur er 6s gross outstand
attributable to contracts of insurance for general insurance
business in PINS category 1; or

(b) more than 20% of the insurerdés gr

attributable to contracts of insurance for gaheinsurance
business in PINS category 4.

(6) The actuarg

(@ must consider the implications and outlook for the insurer of each
matter mentioned in subrule (4); and

(b) if the implications for the insurer are adverse, must make
recommendations to adelts the problem.
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Chapter 9

Actuarial reporting

Part 9.1 Insurers that are required to have approved actuaries
Rule 9.1.4
(7) Afinancial condition report for a branch must be prepared in relation to
the insurerdos QFC operations, but mu
position of the head office.
Guidance
An authorised firmbs aihg expevt ephioratc dddress vy may
any matter required by a financial condition report which the actuary does not feel
qualified to comment on. However, any third party opinion relied on for a financial
condition report should be clearly identified in theadp
9.14 Regulatory Authority may direct more frequent financial
condition reports
(1) The Regul atory Authority may direct
approved actuary is to prepare a financial condition report more
frequently than rule 9.1.@) requres if the Regulatory Authority
considers it necessary or desirable, for the prudential supervision of the
insurer, to receive such a report more frequently.
(2) The authority must give such a direction in writing.
(3) An insurer must comply with a dicgon under subrule (1).
9.15 Regulatory Authority may direct special review
(1) The Regul atory Authority may direct
approved actuaty
(&) is to carry out a review of matters specified by the authority
relating to theinser 6 s operati ons, ri sk maneée
affairs; and
(b) isto prepare a report on the basis of that review.
(2) The insurer must bear the cost of the review.
(3) An insurer must comply with a direction under subrule (1).
(4) Thei nsurer6s approved actuary must gi
the Regulatory Authority and the insurer within 3 months of the date of
the direction, unless the authority grants an extension of time in writing.
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Actuarial reporting Chapter 9

Insurers that are not required to have approved actuaries Part 9.2
Rule 9.2.1
Part 9.2 Insurers that are not required to

9.21

9.2.2

9.2.3

(1)

(2)

3)

have approved actuaries

Applicationd pt 9.2

This Partapplies to an insurer that is not required to have an approved

actuary.

Note For the insurers that are required to have an approved actuary, see CTRL,
r4.1.11.

Actuarial reporting requirements for general insurance
business
The governing body of ainsurerto which thisPartapplie®

(&) must consider annually whether to commission an independent
actuary to report on its business; but

(b) must commission such a report at least awy 3 years.

Qualifications etc of independent actuary

If an insurer decides to commission an actuarial report, it must appoint,
to prepare the report, an individual who

(a) has the qualifications set out in subrule (2); and

(b) satisfieslhe criteria set out in subrule (3).

The qualifications ake

(&) that he or she has appropriate formal qualifications and is a
member of a recognised professional body;

(b) t hat he or she has at | east 5
actuaral services toinsurers either in the QFC or in other
jurisdictions; and

(c) that the experience is sufficiently recent to ensure that he or she is
familiar with current issues in the provision of such services to
insurers

The criteria are the following:

(a) that he or she does not exercise gbmior executive functiothe
executivegovernanceunction or the non-executive governance
function for the insurer or aelated body corporatéexcept a
related body corporatthat is asubsidiaryof the insurer);

(b) that he or she is ndt

(i) an approvedauditor (under the QGopanies Regulations,
article 85(1), or the Limited Liability Partnerships
Regulations, article 37) for the insurer;
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Chapter 9 Actuarial reporting
Part 9.2 Insurers that are not required to have approved actuaries

Rule 9.2.4

(i) an employee or director of an entity of which that auditor is
anemployeer director, nor

(i) apartnerof that auditor.

9.24 Actuarial reports
(1) The actuary who prepares an actuarial report forRarsmust sign it.

(2) The insurer concerned must ensure that the actsi@iyen appropriate
access (thats, such access as the actuary reasonably believes to be
necessary to prepathe report) 0

(a) all relevant data, information, reports and staff of the insurer; and
(b) so far as possible, any contractor of the insurer.

(3) The report must give details, for each categorygeferal insurance
businesghat the insurer conducts, of the following matters:

(&) recent trends in the business;

(b) the actuaryds estimate of the vall
assets arisingin respect of those liabilities, determined in
accordance witiChapter8;

(c) if the assumptions or the valuation method used for that estimate
differ from those adopted for the previous valuation of those assets
and liabilities, the effect, as at the eain which the actuary signs
the report, of those changes on the value of those liabilities and
assets;

(d) the adequacy and appropriateness of the data that the insurer made
available to the actuary;

(e) the procedures that the actuary useasgess the reliability of that
data;

(H the model or models that the actuary used;

(g) the assumptions that the actuary used in the valuation process
(including, without limitation, assumptions made as to inflation
and discount rates, future expensessaand, if relevant, future
investment income);

(h) how the actuary estimated the variability of the estimate;

(i) the nature and findings of sensitivity analyses that the actuary
undertook.

(4) Thei nsurerds governing bodyeponitost gi ve
the Regulatory Authority on or before the date on which the insurer must
give its next annual prudential return to the authority under rule 1.4.2.
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Actuarial reporting Chapter 9
Insurers that are not required to have approved actuaries Part 9.2

Rule 9.2.5

9.2.5
1)

(2)

3)

(4)

Additional powers of Regulatory Authority

If at any time the Regulatory Authority bedies it is necessary that an
insurerto which this Part applies should obtain an actuarial report
relating to the n s uaperatians, risk management or financial affairs,
it may direct the insurer to do so at then s u ex@ensé. s

The insured

(8 must appoint, to prepare the report, an actuary who has the
gualifications, and satisfies the criteria, in rule 9.2.3; and

(b) must notify the authority of the name, qualifications and
experience of the actuary appointed.

If the authority is nosatisfied that the actuary appointed by the insurer
has those qualifications or satisfies those criteria, the authority may
direct the insurer to appoint an actuary nominated by the authority to
prepare the report.

The insurer must submit the repastthe authority within 3 months of
thedirection unless the authority allows an extension of time in writing.
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Chapter 10

Insurers that are members of groups

Rule 10.1.1

Chapter 10 Insurers that are members of
groups

10.1.1  Application of ch 10

This Chapterapplies to every insurer (othinan a QFC captive insurer)
that is a member ofgroup.

10.1.2 Purpose of ch 10

This Chapterimposes additional requirements on an insurer that is a

member of gyroupto ensure that:

(a) the insurer is capitalised adequately to protect itself agdiest t
risks arising from its membership of tgeoup, and is otherwise
protected against those risks;

(b) it can be properly supervised by the Regulatory Authority;

(c) it provides the authority with information about the structure and
financial position of thgroup and

(d) it assesses the effect of, and notifies the authority of, certain
transactions within thgroup.

Guidance

1 An insurer is exposed to risks through the relationships that it has with other

insurance and nemsurance companies in gsoup.

2 An insurer is also subject to reporting requirements in relation to changes in its

controllers. Those requirements are et in GENE UnderGENE an insurer
may also be required to provide reports in relation tockose linkst has.
10.1.3 Ch 10 in addition to other Regulatory Authority powers
A power of the Regulatory Authority under tiihapteris in addition
totheat hori tyds ot her powers.
10.1.4 Powers under FSR not affected

Nothing in thisChapteraffects:

@ the Regulatory Authorityds po
action to protect the interests ofmsu er 6 s pol i cyh
financial systemor

(b) its powers under FSR, article 48, to obtain documents and
information.

10.1.5 Group structure
(1) The struct ur grouprhusttbdteansparest and enusbonet
hinder the effective supervision of the insurer.
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Insurers that are members of groups Chapter 10

Rule 10.1.6

(2)
3)

(4)

10.1.6

(1)

(@)
3)

10.1.7

(1)

The structure and risk prodilof thegroupmu st not hi nder
stability and solvency.

The overall governance, higavel controls and reporting lines within
thegroupmust be clear so far as they affect ithaurer

Example

The insurer must not be subject to matec@htrol or influence from another group
member that is exercised through informal or undocumented channels.

There must be clear and certain protocols for the performance of
functions for the insurer at tlggouplevel.

Guidance

Theseniormanagementf aninsurerthat is a member ofgroupremains responsible
for its regulatory compliance, even if parts of it are delegated or outsourced to other
groupmembers (see CTRL, pt 2.3).

Direction regarding capital resources

If the Regulatory Authority considers that an insurer should hold
additional capital (above the amount of capital that the insurer would
otherwise be required by these rules to hold) to cover risks arising
because ofgrougmembershg,he aworify snay direct the
insurer to increase its capital:

(&) to an amount; and

(b) within a period;

that the authority specifies in the direction.

Example of when Regulatory Authority might give direction regarding capital
resources

The Regulatory Authotmight impose an additional restriction or requirement on an
insurer:

1 if the groupis conducting an intrgroup transaction that may adversely affect
the solvency or financial position of the insurer

9 if there are risks that arise from the existenca nbnregulated entity within or
connected to thgroup and may adversely affect the solvency position of the
insurer

1 risk transfer or reinsurance arrangements within ¢reup that impose
disproportionate risks on the insurer.

A direction under dorule (1) may specify that the additional capital is
to take a particular form.

An insurer must comply with a direction under subrule (1).

Intra-group transactions

An insurer must ensure that any material transaction with another
member ofts group

@is entered #Hrethgtdam &msdar m@Gand
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Chapter 10 Insurers that are members of groups

Rule 10.1.8

(b) is on fair and reasonable terms.
Guidance

A single transaction or series of connected transactions that constitute a sale, purchase,
exchange, loan or extension of creditiestment or guarantee involving 0.5% or less
of an insurerds eligible capital as at the
quarters end on 31 March, 30 June, 30 September am&Imber) before the
effective date of the transaction would matrmally be considered material for the
purposes of this rule.

(2) The insurer must ensure that its books, accounts and records clearly and
accurately disclose the nature and details of the transaction, including
any accounting information necessary wnunstrate that the terms
were fair and reasonable.

1018 Certain transactions to be inquired
governing body

(1) An insurer that is incorporated in the QFC must not enter into a
transaction of a kind described in subrule (2) unlesgot®rning body
is satisfied, after reasonable inquiry, that the transaction does not
adversely affect the interests of policyholders.
Note CTRL, r2.2.2(1) (a), requires thgoverning bodyof an authorised firm to

be mindful of the legitimate interestsmdlicyholders and other stakeholders
when making decisions.

(2) The kinds of transaction are the following:

(&) an intragroup transaction (including a sale, purchase, exchange,
loan, guarantee or investment) the amount of which is 3% (or
more) of the insurerds eligible ca

(b) aloan to gersomotrelatedto the insurer, if there is an agreement
or understanding that thpgoceeds of the loan, or a substantial part
of those proceeds, will be used to make loans to purchase assets
of, or make investments in, anotlggoupmember, and the amount

of the |l oan is 3% (or more) of the
(c) anintragroup reinsurance agreement, or a modification to such an

agreement , if the reinsurance pr el

liabilities is 5% (or more) of the

(d) areinsurance agreement, or a modification to such an agreement,
involving the transfer of assets from the insurer fpeasonnot
relatedto it, if:

(i) there is an agreement or understanding between the insurer
and thapersonthat any part of the assets will be transferred
to 1 or more othepersors relatedto the insuer; and

(i) the reinsurance premium or chanc
is 5% (or more) of the insurero:
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Insurers that are members of groups Chapter 10

Rule 10.1.9

(e) an intragroup management agreement, service contract or cost
sharing arrangement.

(3) Areference in subrule (2)toamrsiur er 6s el i gi bl e capit
to that capital as at the end of the last standard quarter before the relevant
transaction.

(4) An i n sgovereing Gedymay delegate its responsibility under
subrule (1) to the iIinsumesmudGser §8nirors

management strategy and internal control framework permit the
governing bodyo do so.

(5) Inthisrule:
loan includes the extension of credit.

standard quartermeans each-ionh period ending on 31 March,
30June, 30 September and 31 Beber.

10.1.9 Directions about certain intra-group matters

(1) The Regulatory Authority may give an insurer a direction in relation to
any of the following matters:

(@ the i nsur er 0 sgrouptransattioms;nt of i ntr a
(b) the i nsurerdés treat mengrougf ri sk co
(c) supervisory reporting and disclosure of information by the insurer;

(d) any other matter relevant to the supervision of the insurer.
Example of when Regulatory Authority might give direction

The Regulatory Authority might impose an additional restriction or requirement on an
insurer:

1 if the groupis conducting an intrgroup transaction that may adversely affect
the solvency or financial position of the insurer

1 if there are riskshat arise from the existence of a r@gulated entity within or
connected to thgroup and may adversely affect the solvency position of the
insurer

1 risk transfer or reinsurance arrangements within ¢reup that impose
disproportionate risks on thesurer.

(2) An insurer must comply with a direction under subrule (1).
10.1.10 Notices to provide information about group financial
resources

(1) The Regulatory Authority may, by written notice, require an insurer to
give it, within 90 days or a stated®ter reasonable period, a statement
of the consolidated f igoegmadeag: positi

(a) as at a date specified in the notice, and
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Chapter 10 Insurers that are members of groups

Rule 10.1.10

(b) in accordance with principles stated in the notice.
Guidance

An insurerwould normally be allaved to comply with a notice under rul®.1.10 by
providing a copy of a statement made up in compliance with an equivalent or
substantially equivalent regulatory requirement to whichrthereror asubsidiaryor
associateis subject in anothejurisdiction. If the statement is not in English, the
insurermust also provide a certified translation of the statement into English (see
GENE r5.1.2).

(2) The Regulatory Authority may, by written notice, require an insurer to
give it, within 90 days or a statstiorter reasonable period, information
about any of the following:

(@ another entity or ogobppr entities
(b) the structure of itgroup;

(c) the relationships between entities ingtsup;

(d) the procedures and controls to manage group risk igrthes

(e) any other matter relevant to the supervision of the insurer.
Example of when Regulatory Authority might require additional information
The Regulatory Authority might require an insuregiee it additional information:

1 if the groupis conducting an intrgroup transaction that may adversely affect
the solvency or financial position of the insurer

9 if there are risks that arise from the existence of aregnlated entity within or
conneted to thegroup and may adversely affect the solvency position of the
insurer.

(3) An insurer must comply with a requirement under subfiler (2).
Note See FSR, art 48 (Power to obtain documents and information).
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Transfer of insurance business Chapter 11
Transfer of insurance business—general Part 11.1

Rule 11.1.1

Chapter 11 Transfer of insurance business

Part 11.1 Transfer of insurance businessad

1111

11.1.2

11.1.3
1)

(@)

11.14

general

Applicationd ch 11

This Chapterapplies to every QFC insurer (other than a QFC captive
insurer).

Note QFC insureris defined inr 1.2.3.
Guidance

1. A transfer of insurance business, retevant schemeds the transfer of all the
rights and obligations associated with this business frorsurer (the transferor)
to andher insurer (the transfere&)hen the transfer is complete, the transferee
insureris augmented by the assets and liabilities (and all future and past incidents
attaching to those assets and liabilities) of the transferor insurer so that the
policyholders and reinsurers continue to be subject to the same terms and
conditions as those @inally agreedA transferor may transfer all its insurance
business, or only some (such as a class or classes of insurance business).

2. Transfers of insurance business can be undertaken for a variety of reasons,
including restructuring (for example, érig a line of business), assisting a QFC
insurer in financial difficulty, and ptecting policyholdersA relevant scheme
does not refer to the ceding (reinsuring) of some or all of its policyholder
liabilities to another insurer (reinsurer).

Purposed ch 11

The purpose of thiChapteris to make rules under théinancial
Services Regulationsrticle 103 modifying those regulatiorart16
(Control of Business Transfers) in relation to the requirements for a
relevant scheme.

Special meaning of insurer in ch 11

A reference in thi€hapterto aninsurer includes, but is not limited to,
a QFC insurer.

In this rule:

QFC insurermeans amuthorised firnwith anauthorisatiorto conduct
insurance business.

Note Insurance businesss defined inr 1.2.4.

Special meaning of insurance business in ch 11

A reference in thiChapterto insurance businessncludes, but is not
limited to, insurance business as defined in rule 1.2.4.
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Chapter 11 Transfer of insurance business

Part 11.2 Scheme report
Rule 11.2.1
Part 11.2 Scheme report

11.2.1  What scheme reports must include

(1) Thescheme reporprepared in accordance with Article 97 of &R
must be in written form and include the following matters:

(&) a rationale for the proposeelevant scheme

(b) the terms of the agreement or deed under wthehproposed
transfer is to be carried out;

(c) the categories of insurance business to be transferred,;

(d) the amount of technical provisions, premiums, claims incurred and
details of assets to be transferred,;

(e) particulars of any other arrangements necessary to give effect to
the proposedelevant scheme

(2) Thescheme repomnust also include a written actuarial report on the
relevant schemeonfirming that:

(@ there will be no materially adverse consequsntem the
proposed transfer to the policyholders of either the transferor or
transferee insurer; and

(b) the transferor and/or transferee insurer continue to meet, if
applicable, theiminimum capital requiremerdfter taking the
proposed transfer intacaount.

(3) Thescheme repornust also include a summary of ttedevant scheme
which contains, at a minimum, the following advice for affected
policyholders:

@ that the insurer proposes to tran
policies toanother insurer, on or after a specified date;

(b) the full name and contact details of the other insurer;

(c) the effect of the transfer (this explanation may be brief and may,
for example, explain that from the date of the transfer all rights and
liabilities under the policies will be transferred to the other insurer,
so that premiums will have to be paid to, and claims will have to
be lodged with, that insurer);

(d) any action the policyholder will need to take before or as a result
of the transfer @r example, any changes in arrangements relating
to paying premiums or lodging claims);

(e) how therelevant schemeompares with possible alternatives;

(f) if the policyholder does not need to take any action before or as a
result of the transfer, notoof such to the policyholder;
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Transfer of insurance business Chapter 11
Scheme report Part 11.2

Rule 11.2.1

(9)
(h)

details of the compensation offered to policyholders for any loss
of rights or expectations;

how the policyholder can obtain further information and inspect
relevant documents as may be available for public ingpecti
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Chapter 11 Transfer of insurance business

Part 11.3 Notification of proposed transfer
Rule 11.3.1
Part 11.3 Notification of proposed transfer

11.3.1 Parties that must ensure notification requirements met

(1) Whichever party to theelevant schemis a QFC insurer must ensure
that the notification requirementsinnle 11.3.2 are met.

(2) If both parties to theelevant schemare QFC insurers, the transferor
must ensure that the notification requirementaia11.3.2 are met.

11.3.2 Notices of intention

(1) The QFC insurer must provide a notice of intention regarding the
proposed transfer, which must include, at a minimum, details of the
place or places, dates (which must not be for a period less than 30 days)
and times that an affected policytier may obtain a copy of tlelevant
schemend any associated documentation.

(2) The QFC insurer must publish the notice of intentior inational
papers in thestateapproved by th&kegulatory Authority(1 being in
English andL in Arabic).

11.3.3 Provision to policyholders of scheme report summary

The QFC insurer must provide the summary of siekbeme report
referred to irrule 11.2.1(3), to every policyholder resident in tB¢ate
who is affected by theelevant scheme
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Insurers in run-off Chapter 12
Application and purpose Part 12.1

Rule 12.1.1

Chapter 12 Insurers in run-off

Part 12.1 Application and purpose

12.1.1

12.1.2

12.1.3

12.1.4

Application of Chapter 12
This Chapterapplies to:

(8 every QFC incorporatedinsurer (other than aQFC captive
insure); and

(b) everybranchin respect of itQFCinsurance businesgperations

Meanings of terms relating to run-off
In this Chapter

(@ aninsurerin runoff means arinsurerthat has ceased to effect
contracts ofinsurancen respect of the whole orategoryof its
insurance busineg®r, in the case of &ranch the whole or a
categoryof its QFCinsurance businegsand aakaful fundin run
off and along term insurance funth run-off are construed
accordingly; and

(b) going into ruroff or placinginsurance businegsto runoff means
ceasing to effeatontracts ofmsuranceand placing sakaful fund
or a long term insurance fundnto runoff are construed
accordingly.

Compliance with Chapter 12 by insurer directed to go into
run-off

An insurerin run-off by virtue of adecision or notice of thRegulatory
Authority to the effect that thaasureris to cease to effecbntracts of
insuranceshall comply with thisChapterexcept to the extent the
Regulatory Authorityacting under its powers in thESR directs
otherwise.

Guidance

1. The purpose of thi€hapteiis to set out prudential provisions applyindrsurers
that cease to effeatsurance businessither wholly or in respect of a particular
category The provsions are also applicable tekaful fundsand long term
insurance fungl but do not (because of the effectrofe 12.1.2) apply to non
QFCinsurancebusines®f abranch

2. Aninsurermay be in ruroff because of a decision or notice of fRegulatory
Authority under its powers in thESR requiring aninsurerto cease to effect
certaincontracts of msurance

Certain contracts to be disregarded

For the purposes of thiShaptey in determining whether ansureris
effecting contracts ofinsuranceor has ceased to effecontracts of
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Chapter 12
Part 12.1

Rule 12.1.4

Insurers in run-off
Application and purpose

insurance including contracts of msuranceeffected through #akaful
fundor along term insurance fundontracts ofnsuranceffected under

a term of an existingontract of insurancwill be ignored unlss the
Regulatory Authoritydecides otherwise in respect of any particular
contract.

Guidance

The effect ofrule 12.1.4 is to disregard, for the purposes of determining whether the
Chapter applies, contracts of nmsurancethat are effected by thénsurer as a
consequence of a term of an existeuptract of insuranceéA contract will normally

only be regarded as being effected under a term of an existing contracini$uher
does not have discretion to decline to effect the new contract or if it would be
unreasonable for thesurer having regard to the interests of the policyholder, to
decline to effect it.
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Insurers in run-off Chapter 12
Insurers ceasing to effect contracts of insurance in a category Part 12.2

Rule 12.2.1

Part 12.2 Insurers ceasing to effect

12.2.1

12.2.2

12.2.3

contracts of insurance in a
category

Application of Part 12.2

This Partapplies to annsurerthat ceases or decides to cease to effect
new or to reneveontracts ofnisurance

(@ inacategoryin which theinsurerhas previously effectadsurance
businessor

(b) in respect of a takaful fund orlang term insurance fundn a
category in whib the insurer has previously effected insurance
business through that takaful fundleng term insurance fund

Insurers to give notice of decision to cease business

An insurerto which thisPartapplies must, within 28 days of a decision
to ceased effect newcontracts ofinsurancen a category notify the
Regulatory Authority of its decision, in a notice specifying the
following details:

(&) the effective date of the decision to cease effeatimgtracts of
insurance

(b) thecategoryto which the decision relates;

(c) where relevant, théakaful fundor long term insurance funtb
which the decision relates.

Insurers in run-off not to effect certain contracts

An insurerwho has provided a notice to tRegulatory Authorityin
accordance withule 12.2.2 must not effect argontracts ofnsurance
in that category without the written permission of thRegulatory
Authority. Where the nate referred to imule 12.2.2 relates totakaful
fundorlong term insurance furaf theinsurer the restriction set out in
thisrule applies only to thatakaful fundor long term insurance fund
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Chapter 12 Insurers in run-off
Part 12.3 Run-off plans

Rule 12.3.1

Part 12.3 Run-off plans

12.3.1  Application of Part 12.3
This Partapplies to:

(@ insurersthat go into, or are in, ruaff, or that maintairtakaful
fundsor long term insurance fulsdhat are in rusoff;

(b) insurerghat make a decision to go into raff or to place @gakaful
fund or long term nsurance funthto runoff; and

(c) insurerswhose authorisation to effecontracts of msurancen
respect of their entirmsurance business in respect of the entire
business of takaful fundorlong term insurance fund withdrawn
by theRegulatory Authority

12.3.2 Insurer voluntarily in run-off to provide run-off plan

If an insurerdecides to go into ruoff or to place aakaful fundor a
long term insurance fundto run-off, theinsurermust, at the same time
as he notice referred to iule 12.2.2, provide thRegulatory Authority
with a written ruroff plan in respect of thensurance businedseing
placed into ruroff.

12.3.3 Insurer directed to go into run-off to provide run-off plan

If the Regulatory Authorg wi t hdr aws an i nsurerds
effect contracts ofinhsur ance i n respect of t he
category of, insurance business or the whole,gategory of, insurance

business of a takaful fund lmmg term insurance funthe insurer must,

within 28 days after the day the insurer is given the written notice of
withdrawal of authorisation (or, if later, the period specified in that

notice), provide th&®egulatory Authoritywith a written ruroff plan in

respect of that ingance business.

12.3.4  What run-off plans must cover

An insurer must ensure a ruoff plan provided to theRegulatory
Authority in accordance with thi$art covers the period until all
liabilities to policyholders relating to thasurance business run-off
are met and includes:

(@ an explanation of how, or the extent to which, all liabilities to
policyholders will be met in full as they fall due;

(b) an explanation of how, or the extent to which, theurerwill
maintain its compliance with the requirementshase rulesintil
such time as all liabilities to policyholders are met;
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Insurers in run-off Chapter 12
Run-off plans Part 12.3

Rule 12.3.5

12.3.5

12.3.6
1)

(@)
3)

12.3.7

(c) a description, appropriate to the scale and complexity of the
insu r ebusiness, of the n s ubusness strategy;

(d) financial projections showing, in a form appropriate to the scale
and complexity of thé n s u operatidns, the forecast financial
position of thansureras at the end of each reporting periodry
the period to which the ruoff plan relates;

(e) an assessment of the sensitivity of the financial position of the
insurerto stress arising from realistic scenarios relevant to the
circumstances of thasurer

(f) details of the planned ruoff reinsurance protections and the

extent to which the planned reinsurance protections match the run

off realistic scenarios;
(g) deails of the claims handling and reserving strategy; and
(h) details of the cost of the management of theafiin

Application of run-off plan to fund

Where an n s uinserantedusiness run-off relates to aakaful fund

or along term insurace fundof thatinsurer the runoff plan must deal
with the matters set out mle 12.3.4 so far as they relate to thekaful

fund or long term insurance fund

Insurer to monitor run-off plan etc

This rule applies to an insurer that hasegiva ruroff plan to the
Regulatory Authority

The insurer must monitor the matters provided in theoffiplan.

If there is a significant departure from the +ufffi plan, the insurer must
tell the Regulatory Authorityimmediately, but by no later than the
secondusinesslayafter the day the departure happens or starts.

Regulatory Authority may direct insurer to amend run-off
plan

Where aninsurerhas notified a matter to tHeegulatory Authorityin
accordance withule 12.3.6, theRegulatory Authoritymay by notice in
writing require theinsurerto provide an amended ruif plan. The
insurermust provide ammended rwoff plan within 28 days of receipt
of the notice, unless the notice specifies a longer period.
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Chapter 12 Insurers in run-off

Part 12.4 Provisions in respect of contracts relating to insurance business in run-off

Rule 12.4.1

Part 12.4 Provisions in respect of contracts
relating to insurance business in
run-off

12.4.1  Applicationd pt 12.4
This Partapplies only to aimsurert h a t

(@ is in runoff as regards its entire insurance business or the entire
insurance business of a takaful fundamg term insurance fund

(b) has provided a notice to tl&egulatory Authorityin accordance
with rule 122.2 in respect of its entin@surance business the
entireinsurance businesd atakaful fundor long term insurance

fund; or
(c) has received a written notice from tiegulatory Authority
withdrawing the 1 nsurentracssofaut hor i

insurancdn respect of its entirexsurance businesy the entire
insurance businesd atakaful fundor long term insurance fund

12.4.2 Insurer with business in run-off to notify authority of
certain contracts

(1) An insurer to which thi®artapplies musi

(&) within 10business dayafter the day its insurance business enters
into run-off, tell theRegulatory Authorityabout the existence and
principal features of any notifiable contract that existed at the time
the business entered into raff; and

(b) within 10 business dayafter the day it enters into a notifiable
contract in relation to its insurance business in runoff, tell the
Regulatory Authorityabout the existence and principal features of
the contract

(2) To remove any doubt, subrule (b) applies whether or not the
insurance business is conducted through a takaful fund or long term
insurancdundthat is in ruroft.

(3) Inthisrule:
notifiable contractmean$

(&) a contract with persorrelatedto the insurer, other tharcantract
of insuranceeffected by thénsurer before going into ruoff;

(b) acontract with anpersorrelating to the management of all or any
of theinsurance business in Haff;

(c) a corract with anypersonfor reinsuranceof all or any of the
insurancebusiness in rwoff; or
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Insurers in run-off Chapter 12

Provisions in respect of contracts relating to insurance business in run-off Part 12.4

Rule 12.4.3

12.4.3

1)

(2)
3)

(d) any other contract with personmentioned in paragraph (b) or (c)
or apersonrelated to such person

Request for additional information about contract notified

underr 12.4.2

TheRegulatory Authoritynay, bywrittennotice given to an insurer that
has notified the authority about a contract under rule 12.4.2, require the
insurer to give the authority, within a stated reasonable period,
additiond information about the contract.

The insurer must comply with the requirement.
The power given by subrule (1) is additional to the Regulatory

A ut h o othetpowérs.

Note See ed-inancial Services Regulationart 48 (Power to obtaidocuments
and information).
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Chapter 12 Insurers in run-off

Part 12.5 Limitations on distributions by QFC incorporated insurers in run-off

Rule 12.5.1

Part 12.5 Limitations on distributions by
QFC incorporated insurers in run-
off

1251 Insurer in run-off not to make distributions

(1) An insurerincorporated in theQFC in runoff must not makeany
distribution to shareholdse or members of tha@surer whether by way
of dividends or otherwiseor any payment of management fees (other
than fees payable under a contract notified tdRbgulatory Authority
in accordance withrule 12.4.2), without the written consent of the
Regulatory Authority

(2) Any such distribution or return of capital or payment of management
fees must be made within the period, if any, specified in the written
notice of consent given by tiiegulatory Authaty.
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Schedule 1 Guidance about what should be
i ncluded I n I nsureros

management policy
(seer 2.3.15))
Note for sch 1

This Schedulesets out in detail what the Regulatory Authority expects to see in an

i nsurer 6s ri sk mamaddealsnveatn & rislp thdt the ipsurer i5a ¢ h
required to address under r 2.3.1 by first describing the risk and then stating what, in
t h e a ustvibwg should pedncluded in the policy in relation to the risk.

Part S1 Credit risk

S1.1 What is credit risk ?
(1) Creditriskis:
(@) the risk of default by debtors, borrowers and other counterparties; and
(b) the risk of the loss of value of assets due to deterioration in their credit quality.

(2) Credit risk results from financial transactions with debtors, borrowers, securities
issuers, brokers, policyholders, reinsurers and guarantors.

(8) Credit risk includes on-balance-sheet and off-balance-sheet exposures from
guarantees, derivative contracts and performance-related obligations to counterparties.
It can increase the risk profile of an insurer and can adversely affect the insurer's
financial viability.
S1.2 Risk management policy o credit risk
(1) Aninsurer’s risk management policy for credit risk should include:

(@) a mandate setting out the acceptable range, quality and diversification of credit
exposures (including those to reinsurers, brokers and policyholders) and
investments;

(b) limits for credit exposures at individual and consolidated levels to:
(i) single counterparties and groups of related counterparties;
(ii) intra-group asset exposures to subsidiaries and related entities;
(iif)  single industries; and
(iv) single regions;

(c) a process for approving changes in the credit mandate and changes in limit
structures;

(d) aprocess for approving requests for temporary increases in limits and a process
to ensure excesses are brought within the pre-approved limits within a set
timeframe;

(e) a process for reviewing and, if necessary, reducing or cancelling exposures to a
particular counterparty if it is known to be experiencing problems;

(f) a process to monitor and control credit exposures against pre-approved limits;

(g) a process to review credit exposures (at least annually, but more frequently if
there is evidence of a deterioration in credit quality);
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(h) a management information system that is capable of aggregating exposures to
any 1 counterparty (or group of related counterparties), asset class, industry or
region in a timely manner; and

(i) a process of reporting to the governing body and senior management:
(i) any breaches of limits; and
(i) large exposures and other credit risk concentrations.

(2) Actual and potential credit exposures to reinsurers arising from current or possible
future claims should be included in the insurer’s risk management policy.

Part S2 Balance sheet and market risk

S2.1 What is balance sheet and market risk?
Balance sheet and market risk includes:
(&) investment risk;
(b) asset-liability management risk;
(c) liquidity risk; and
(d) derivatives risk.

S2.2 What is /investment risk ?

(1) Investment risk is the risk of an adverse movement in the value of an insurer’s assets,
including off-balance-sheet exposures.

(2) Investment risk includes:
(&) equity risk;
(b) interest rate risk;
(c) foreign exchange risk;
(d) credit risk; and
(e) investment concentration risk.

(3) Because of the nature of insurance business, there is a close relationship between

investment risk and asset-liability management risk.
S2.3 Risk management policy 8 investmentris k

(1) Aninsurer’s risk management policy for investment risk should include:

(@) the insurer’s investment objective;

(b) formulation of an investment strategy, including allowable asset classes,
strategic asset allocation, asset allocation ranges, benchmarks, risk limits and
target currency exposures and ranges;

(c) a process for how individual asset classes will be managed, including which of
those tasks will be done internally and which will be outsourced to investment
managers;

(d) the responsibilities of individuals and committees within the insurer (such as the
investment committee and the asset-liability committee) for deciding and
implementing the investment strategy, and for monitoring and controlling
investment risk, including reporting lines, decision-making powers and
delegations;

(e) a process for the selection of qualified and competent investment managers;
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(f) limits and other restrictions on the actions of investment managers, whether
internal or outsourced, and the means by which compliance with those limits are
monitored;

(@) modelling and stress-testing of the effect of the current and alternative
investment strategies on financial outcomes and asset-liability management;

(h) processes for:

(i) ensuring the continuing appropriateness of the investment strategy,
including the timing and nature of strategy reviews;

(i) ensuring the continuing appropriateness of the investment
implementation process, including the timing and nature of reviews of
investment managers and the manager configuration;

(iii) monitoring compliance with the investment strategy; and

(iv) making contingency plans to mitigate the effects of deteriorating
investment conditions;

(i) the segregation of duties; and

() performance monitoring and its role in the oversight and control of the investment
process.

For paragraph (1) (b), the investment strategy should be formulated taking account of
the investment objective, the insurer’s capital position, the term and currency profile of
its expected liabilities, liquidity requirements and the expected returns, volatilities and
correlations of asset classes.

What is asset-liability management risk ?

Asset-liability management risk is the risk of an adverse movement in the relative
values of assets and liabilities of an insurer due to changes in general market factors,
such as interest rates, inflation and, if relevant, foreign exchange rates.

The expected payment profile of an insurer’s liability portfolios is a crucial part of asset-
liability management, because it determines the exposure of the portfolios’ value to
interest rates. Property business, such as household insurance, is typically short-term.
Liability business, such as public liability, is typically long-term. The interest rate
sensitivity of assets and liabilities is broadly determined by the timing of cash flows,
although that will not always be the case (for example, in the case of floating-rate notes
or options).

Assets and liabilities are well managed if their changes in value in response to market
movements are highly correlated. If assets and liabilities are not well managed, the
possibility of a reduction in asset value that is not offset by a reduction in liability value,
or an increase in liability value that is not offset by an increase in asset value, becomes
significant.

Because of the nature of insurance business, there is a close relationship between
investment risk and asset-liability management risk.
Risk management policy & asset-liability management risk

An insurer’s risk management policy for investment risk should include details about
how:

(@) the insurer’s investment and liability strategies allow interaction between assets
and liabilities;

(b) the correlations between assets and liabilities are taken into account;

(c) cash outflows to policyholders and other creditors will be met by cash inflows;
and

(d) the valuations of assets and liabilities will change under an appropriate range of
scenarios.
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S2.6 What is /liquidity risk ?

(1) Liquidity risk is the risk of the insurer not having sufficient cash or liquid assets to
meet its cash outflows to policyholders and other creditors as they fall due.

(2) The nature of insurance activities means that the timing and amount of cash outflows
are uncertain. This uncertainty may affect the ability of an insurer to meet its obligations
to policyholders or require an insurer to incur additional costs through, for example,
raising additional funds at a premium on the market or through the sale of assets.

S2.7 Risk management policy & liquidity risk
An insurer’s risk management policy for liquidity risk should include:

(@) consideration of the level of mismatch between expected asset and liability cash
flows under normal and stressed operating conditions;

(b) the liquidity and realisability of assets;
(c) commitments to meet insurance and other liabilities;
(d) the uncertainty of the incidence, timing and magnitude of insurance liabilities;
(e) the level of liquid assets required to be held by the insurer; and
(f) other sources of funding, including reinsurance, borrowing capacity, lines of
credit and intra-group funding.
S2.8 What is derivatives risk ?
Derivatives risk is the risk from transactions in derivative instruments such as
forwards, futures, swaps, options, contracts for differences and other similar
instruments.
S2.9 Risk management policy & derivatives risk
An insurer’s risk management policy for derivatives risk should include:
(@) the insurer’s objectives and policies in using derivatives;

(b) aframework with limits on the use of derivatives consistent with the insurer’s risk
tolerance;

(c) appropriate lines of authority and responsibility for transacting derivatives,
including trading limits;

(d) consideration of worst-case scenarios and sensitivity analysis; and
(e) a process for reporting of scenarios and analysis.

Part S3 Reserving risk

S3.1 What is reserving risk ?

(1) Reserving risk is the risk that the reserves set aside by the insurer for its insurance
liabilities (net of reinsurance and other recoveries for those liabilities) will be inadequate
to meet the net amount payable when the insurance liabilities crystallise.

(2) Inthis Part, insurance liabilities includes:
(@) the liability for claims incurred up to the reporting date;
(b) the premium liability; and

(c) for long-term insurance business—the net value of future policy benefits and
reinsurance recoveries anticipated for those liabilities.
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S3.2 Risk management policy & reserving risk

(1) Aninsurer’s risk management policy for reserving risk should include:

(@) aprocess for the ongoing review and appraisal of the insurance liability valuation
framework (including the assumptions made and reinsurance recoveries
estimated);

(b) procedures and controls to ensure that the provision for insurance liabilities is, at
all times, sufficient to cover any liabilities that have been incurred, or are yet to
be incurred, on contracts of insurance accepted by the insurer, as far as can
reasonably be estimated;

(c) the methods to be applied in estimating the provision for insurance liabilities,
including provisions for individual notified incurred claims;

(d) the methods to be applied in estimating the amount of the asset for reinsurance
recoveries that are expected to arise on crystallisation of the gross insurance
liabilities (the manner of estimating those assets must be consistent with the
manner of estimating the gross liabilities, unless there is a sound justification for
doing otherwise);

(e) procedures and controls to ensure that the selected approaches are applied
accurately and consistently;

(f) procedures to review and monitor, on a regular basis, the out-turn of provisions
made in previous years for insurance liabilities (gross and net of reinsurance
recoveries);

(g) procedures to ensure that in-house or external specialists selected have the
appropriate level of skill and experience and have available the necessary
information to carry out the estimation required;

(h) suitable controls to ensure that the data used in determining the insurance
liabilities are extracted from the underlying records accurately and to the
necessary level of detail; and

(i) scenario testing for several years into the future, particularly for an insurer
conducting long-term insurance business.

(2) For paragraph (1) (a), in conducting a review and appraisal of the insurance liability
valuation framework, consideration should be given to emerging pricing and claim
payment trends.

(3) For paragraph (1) (c), in determining a provision estimation method, an insurer may
consider alternative approaches before selecting those regarded as most appropriate
to the nature of the business.

(4) For paragraph (1) (h), the level of detail of the data used in determining the insurance
liabilities should be sufficient to ensure that the data available covers the whole of the
insurer’s liabilities and exposures under insurance contracts.

(5) In addition to the actuarial advice an insurer is required to obtain under Chapter 9, an
insurer should consider the use of actuaries or other appropriately qualified and
experienced loss reserving specialists to estimate insurance liabilities periodically
through the year.

(6) The insurer should undertake periodic testing of its reserving processes and the level
of its reserves, including continual reassessment of assumptions used, and testing the
sensitivity of the valuation of insurance liabilities to stress arising from realistic
scenarios relevant to the circumstances of the insurer.
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Part S4 Insurance risk
S4.1 What is /insurance risk ?
Insurance risk is the risk that inadequate or inappropriate underwriting, product
design, pricing and claims settlement will expose an insurer to financial loss and
consequent inability to meet its liabilities.
. atis underwriting risk
S4.2 What a ting risk ?
(1) Underwriting risk is the risk arising from the process by which an insurer determines:
(@) whether or not to accept a risk; and
(b) the terms and conditions to be applied, and the premium to be charged, if the
risk is accepted.
(2) Weaknesses in underwriting and in its procedures and controls can expose an insurer
to the risk of operational losses that may threaten its solvency position.
S4.3 Risk management policy & underwriting risk
An insurer’s risk management policy for underwriting risk should include:
(a) a statement of the insurer’s willingness and capacity to accept risk;
(b) the nature of insurance business that the insurer is to underwrite including:

(i) classes of insurance;

(ii) the areas where it conducts business;

(iii) the types of risks included and excluded; and

(iv) the criteria for the use of reinsurance in the different classes of insurance;

(c) details of the formal risk assessment process in the underwriting of insurance,
including:

(i) the criteria used for risk assessment;

(i) the methods for monitoring emerging experience; and

(iii)  the methods by which the emerging experience is taken into consideration
in the underwriting process;

(d) the process for setting approval authorities and the limits to those authorities
(including controls surrounding delegations given to intermediaries of the
insurer);

(e) risk and aggregate concentration limits; and

() methods for monitoring compliance with policies and procedures regarding
underwriting, such as:

(i) internal audit (but only if it is established that the internal audit function
has the appropriate skills and experience to perform such activities);

(i) reviews by area heads or portfolio managers;

(i) peer review of policies (including details of the staff responsible for
undertaking the peer review, the frequency of such reviews and the
reporting arrangements for the results); and

(iv) in the case of reinsurers—audits of ceding companies to ensure that
reinsurance assumed is in accordance with contracts in place.

S4.4 What is product design risk ?
Product design risk, in relation to an insurance product, means the risk arising from:

(@) the introduction of a new insurance product; or

page 96 Insurance Business Rules 2006 V16

Effective: 28/Mar/19-14/0ct/20



Guidance about what should be included in insurer’s risk Schedule 1
management policy

(b) the enhancement or variation of an existing insurance product.

S4.5 Risk management policy & product design risk
An insurer’s risk management policy for product design risk should include:
(@) the product classes and types of risks in which the insurer chooses to engage;
(b) setting a business case for new or enhanced products;
(c) market testing and analysis;
(d) cost-benefit analysis;

(e) requirements for limiting risk through measures such as diversification,
exclusions and reinsurance (including confirmation that the existing reinsurance
will provide protection or new reinsurance protection is being provided);

(f) processes to ensure that policy documentation is adequately drafted to give legal
effect to the proposed level of cover under the product;

(@) an implementation plan for the product, including milestones;

(h) clearly defined and appropriate levels of delegation for approval of all material
aspects of product design;

(i) post-implementation review; and
() methods for monitoring compliance with product design policies and procedures.

S4.6 What is pricing risk ?

Pricing risk, in relation to an insurance product, means the risk arising from
inaccurately estimating:

(&) the claims and other business costs arising from the product; and
(b) the income from the investment of the premium received for the product.

S4.7 Risk management policy & pricing risk
(1) An insurer’s risk management policy for pricing risk should include:

(@) clearly defined and appropriate levels of delegation for approval of all material
aspects of pricing;

(b) a process for the reflection of emerging experience in price adjustments;
(c) profit-loss analysis, including monitoring the effect of price movements;
(d) price discounting authorities;

(e) a process for the insurer's product pricing to respond to competitive and other
external environmental pressures;

(f) a process for monitoring, and the ability to monitor, deviations of actual price
from the technical underwriting pricing;

(@) methods for monitoring compliance with pricing policies and procedures for
proposed pricing variations; and

(h) the relationship between pricing, product development and investment
management so that they are appropriately aligned.

(2) The Regulatory Authority expects insurers to consider doing the following in relation to
pricing insurance products:

(@) incorporating ongoing actuarial review of, and actuarial involvement in, the
pricing process;

(b) undertaking independent reviews of:
(i) pricing for schemes; and
(i) pricing for larger or more complex risks.
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S4.8 What is claims settlement risk ?

(1) Claims settlement risk is the risk arising from the process by which insurers fulfil their
contractual obligations to policyholders.

(2) The claims settlement process is triggered when a loss occurs and a claims naotification
is made to the insurer. The process begins with verifying the contractual obligation to
pay the claim under the policy, and is followed by:

(@) an assessment of the amount of the liability (including loss adjustment
expenses); and
(b) the prompt and efficient handling of the claim within the terms of the policy.

(3) Weaknesses in claims settlement and in its procedures and controls can expose an

insurer to additional or increased losses that may threaten its solvency position.

S4.9 Risk management policy & claims settlement risk

An insurer’s risk management policy for claims settlement risk should include:
(@) clearly defined and appropriate levels of delegation of authority;
(b) claims settlement procedures and controls, including loss estimation and

investigation procedures;
(c) criteria for accepting or rejecting claims;
(d) dispute resolution procedures; and
(e) methods for monitoring compliance with claims settlement procedures, such as:
(i) internal audit (but only if it is established that the internal audit unit has the
appropriate skills and experience to perform such activities);

(i) reviews by area heads or portfolio managers;

(iii) peer review (including details of the staff responsible for undertaking the
peer review, the frequency of such reviews and the reporting
arrangements for the results);

(iv) assessments of brokers’ procedures and systems to ensure that the
quality of information provided to the insurer is of a suitable standard; and

(v) in the case of reinsurers—audits of ceding companies to ensure that the
value of claims paid is in accordance with contracts.

Part S5 Reinsurance risk
S5.1 What is reinsurance risk ?
Reinsurance risk is the risk that the reinsurance cover obtained by the insurer is
inadequate.
S5.2 Risk management policy & reinsurance risk
An insurer’s risk management policy for reinsurance risk should include:
(@) the insurer’s objectives (within its risk tolerance) for reinsurance management;
(b) the process for selection of reinsurance brokers and advisers;
(c) the processes for prudent and sound selection, management and monitoring of
its reinsurance programme;
(d) managerial responsibilities and controls;
(e) the methods for determining all aspects of a reinsurance programme, including:
(i) identification and management of aggregations of risk exposures;
(i) selection of probable maximum loss factors;
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(i) selection of realistic adverse scenarios, return periods and geographical
aggregation areas; and

(iv) identification and management of vertical and horizontal coverage of the

programme;

(f) the process for ensuring that there is accurate and complete reinsurance
documentation;

(g) the selection of participants in reinsurance contracts, including the criteria and
procedures to ensure, and monitor, their diversity and creditworthiness;

(h) the procedures for identifying actual and potential credit exposures to individual
reinsurers or groups of connected reinsurers on programmes that are already in
place; and

(i) the processes for entering into a limited risk transfer arrangement.
Part S6 Operational risk
S6.1 What is operational risk ?
(1) Operational risk is the risk of financial loss resulting from:
(@) inadequate or failed internal processes, people and systems; or
(b) external events.

(2) Operational risk includes:

(@) business continuity risk;

(b) technology risk;

(c) outsourcing risk;

(d) fraud risk;

(e) legal risk;

(f) project management risk; and

(g) any other risks that the insurer, having regard to its strategic plan and business
plan, and the nature, scale and complexity of the insurer's business and
operating environment, determines should be included.

S6.2 What is business continuity risk  ?

(1) Business continuity risk is the risk of unexpected financial and non-financial losses
(such as loss of data, premises and reputation) due to disruptions in an insurer’s critical
business operations.

(2) Disruptions may occur as a result of power failure, denial of access to work areas, fire,
fraud, loss of key staff, failure of computer or data system, destruction of major
equipment and security breaches arising from technology risk.

Note

CTRL, r 4.1.4 (3) (c) requires an insurer to include, in its risk management strategy,
contingency planning, business continuity, crisis management and fraud management.
Under CTRL, r 2.2.8 an insurer must review its business continuity procedures at least
once every 18 months.

(3) Ciritical business operations are the business functions, resources and infrastructure
that may, if disrupted, have a material impact on the insurer's business functions,
reputation, profitability and policyholders.
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S6.3 Risk management policy 9 business continuity risk
An insurer’s risk management policy for business continuity risk should:
(@) describe the process for identifying and analysing:

(i) events that may lead to a disruption in business continuity;

(i) the likelihood of those events occurring;

(iii) the processes most at risk; and

(iv) the consequences of those events;

(b) include a plan (business continuity plan or BCP) describing:

(i) objectives and procedures for crisis management and recovery in order
to minimise financial, legal, regulatory, reputational and other material
consequences arising from the disruption of its business;

(i) procedures to be followed if business continuity problems arise;

(iii) detailed procedures for carrying out the BCP, including manual
processes, the activation of an off-site recovery site (if needed) and the
persons responsible for activating the BCP;

(iv) a communications strategy and contact information for relevant staff,
suppliers, regulators, market authorities, major clients, the media and
other key staff;

(v) a schedule of critical systems covered by the BCP and the timeframe for
restoring those systems;

(vi) the pre-assigned responsibilities of staff;

(vii) procedures for staff awareness and training on all aspects of the BCP;
and

(vii) procedures for regular testing and review of the BCP; and

(c) procedures for backing up important data on a regular basis and storing the data
off site.
S6.4 What is technology risk ?

(1) Technology risk is risk:

(@) that arises from the use of communication information technology infrastructure;
and

(b) that generates events that may lead to the disruption or damage of an insurer’s
information systems or data.

(2) Technology risk is determined by the type and nature of threats targeting and affecting
the insurer's environment. Insurers rely heavily on technologies such as the internet
and applications. In a highly interconnected and market-driven world, an insurer should
have a reliable, flexible, complete and integrated set of operating processes to deal
with technology risks.

S6.5 Risk manage ment policy d technology risk
An insurer’s risk management policy for technology risk should include:
(@) information technology policies and procedures to identify, assess, monitor and
manage technology risks;
(b) arrangements for adequate information technology infrastructure that:

(i) meet its current and projected business requirements (both under normal

circumstances and in periods of stress);
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(i) ensure data and system integrity, security and availability; and
Example
The IT infrastructure is able to keep secure, and protect, personal information and

data (including financial and medical data) in accordance with the requirements
under the Data Protection Regulations 2005 and any other relevant laws.

(i) support integrated and comprehensive risk management;

(c) the use of appropriate technology to manage adequately the financial, medical
and personal information held by an insurer;

(d) procedures and controls on data security to enable it:

(i) toreport, in atimely manner, security breaches to affected customers and
to the Regulatory Authority; and

(i) to meet other reporting requirements;

(e) processes to assess the risks associated with major breaches in data security
and to mitigate the effects of such breaches on its resources, operations,
environment and operations;

(f) as part of business continuity planning, measures to be taken in case of breaches
of data security; and

(g) measures that ensure that group structures are not used to circumvent
prohibitions on the sharing of personal information.

What is outsourcing risk ?

Outsourcing risk is the risk posed to an insurer’'s business by non-performance, or
poor performance, by a service provider of a function transferred to the service provider
under a material outsourcing arrangement (within the meaning of CTRL).

An insurer should not outsource a function if the outsourcing would result in unduly
increasing the operational risk of the insurer.

Note  An insurer must assess the risks that an outsourcing poses to its business (see CTRL, r
5.2.1 (2) (b)) and the governing body of the insurer must review, at least once every
2 years, the insurer’s outsourcing procedures for assessing the feasibility of a proposed
outsourcing and the risks that the outsourcing poses to the insurer’s business (see CTRL,
r5.1.2 (4) @) (i)).
Financial firms frequently decide to outsource aspects of their operations to other
parties, related or not. Outsourcing can bring significant benefits to an insurer in terms
of efficiency, cost reduction and risk management. However, the process of
implementing outsourcing arrangements and the outsourcing relationship itself may
expose an insurer to additional risk. It is therefore important that insurers take care to
supervise the conduct of activities that are outsourced.

Note CTRL, r 5.2.3 (1) requires an authorised firm to inform the Regulatory Authority before
entering into a material outsourcing arrangement.

The activities of service providers have the ability to undermine the risk management
activities of insurers. Insurers should take particular care in the outsourcing of activities
such as underwriting and claims settlement, where inappropriate performance of the
functions can expose the insurer to serious financial loss, for example through
acceptance of inappropriate insurance risks, mis-pricing, failure to obtain appropriate
reinsurance cover, or failure to detect invalid claims. These considerations apply to
such arrangements as binding authorities and other agencies appointed by insurers.

Insurers should take care to manage the risk that the sound and prudent management
of the insurer's business may be compromised by conflicting incentives in an
outsourcing agreement. In particular, insurers should consider whether the
remuneration structure creates any perverse incentives. For example, a service
provider with underwriting authority may have an incentive to accept poorer quality
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business if remuneration is based on commission (especially if bonuses are given for
volume) but is not affected by the performance of the insurance contracts accepted.

(6) Intra-group outsourcing may be perceived as subject to lower risks than using service
providers from outside a group. However it is not risk-free and an insurer must still
assess the associated risks and make appropriate arrangements for their
management.

S6.7 Risk management policy & outsourcing risk
An insurer’s risk management policy for outsourcing risk should include:

(@) a process for negotiating or assessing outsourcing agreements with service
providers;

(b) the setting and monitoring of authority limits and referral requirements;
(c) the identification and assessment of performance targets;

(d) the procedures for evaluation of performance against targets;

(e) the provisions for remedial action;

(f) the reporting requirements imposed on the service providers (including content
and frequency of reports);

(g) the ability of the insurer and its external auditors to obtain access to the service
providers and their records;

(h) the protection of intellectual property rights;
(i) the protection of customers’ and the insurer’'s confidentiality;

(i) the adequacy of any guarantees, indemnities or insurance cover that a service
provider agrees to provide;

(k) the ability of a service provider to provide continuity of business; and
() the arrangements to change, or terminate, outsourcing agreements.

S6.8 What is fraud risk ?
(1) Fraud risk means:

(@) risk from unauthorised activities such as those that breach the controls,
procedures, limits or other restrictions in an insurer’'s policies and procedures
and in legal and regulatory requirements; or

(b) risk associated with:

(i) a deceptive act or omission intended to gain advantage for the party
committing the fraud or other parties; or

(i) an intentional act undertaken for personal gain or to tamper with or
manipulate the financial or operational aspects of the business.

(2) Fraud risk exposes an insurer to financial losses if not managed properly.
(3) Fraud risk can result from:
(@) internal sources (such as redirection of premiums); and
(b) external sources (such as fictitious claims).
(4) Countering fraud is the concern of individual insurers and intermediaries who need to
understand, and minimise their vulnerability to, fraud.
S6.9 Risk management policy o fraud risk
An insurer’s risk management policy for fraud risk should include:
(@) internal controls and mitigation strategies;
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(b) segregation of duties at an operational level and in relation to functional reporting
lines;

(c) financial accounting controls;
(d) staff training and awareness; and
(e) appropriate processes for monitoring compliance with the insurer’'s procedures,
controls, limits or other restrictions (such as those placed on investment
managers or those making decisions on underwriting).
S6.10 What is /egal risk ?

(1) Legal risk is the risk of an insurer being exposed to losses, penalties or reputational
damage due to breaches of laws or regulatory obligations, inadequate reinsurance or
other contracts, or changes in the laws affecting the insurer.

Example of inadequate contracts

Reinsurance contracts that expose the insurer to significant legal risk because:

(@) the contract is not valid, binding or enforceable;

(b) the contract does not clearly set out the respective rights and obligations of the parties; or
(c) apolicy document inadequately sets out what exclusions apply.

(2) Legal risk includes risks arising from:
(@) fines, penalties or punitive damages from supervisory actions or civil litigation;
(b) legal costs from litigation; and
(c) expenses arising from private settlements.

S6.11 Risk management policy 9 legal risk
An insurer’s risk management policy for legal risk should include:
(@) processes for ensuring that documentation is accurate and complete;

(b) processes to ensure that policies are adequately drafted so that the insurer does
not have to pay out for risks not priced into the original premium; and

(c) procedures and controls for ensuring that the insurer complies with all legal,
prudential and other regulatory requirements.
S6.12 What is project management risk ?
Project management risk is the risk that projects involving an insurer will not achieve
the desired objectives or will have a negative effect on the adequacy of resources.
S6.13 Risk management policy & project management risk
An insurer’s risk management policy for project management risk should include:
(@) a method for the promulgation of project initiatives including:
(i) setting a business case for the project;
(i) cost-benefit analysis of the project; and
(iif) stakeholder sign-offs;
(b) clearly defined and appropriate levels of delegation of authority;
(c) ongoing monitoring of project objectives and timeframes; and
(d) post-implementation review.
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Part S7 Concentration risk
S7.1 What is concentration risk ?

(1) Concentration risk is the risk of over-reliance on, or excessive exposure to, a type of
risk, counterparty, asset class, industry or region as a result of credit, balance sheet
and market, reserving, insurance, reinsurance, operational and group risks.

(2) Concentration risk results from risk exposures with a loss potential that is large enough
to threaten the solvency position of an insurer.

(3) An insurer’s exposure to risks should not result in a concentration of risks that could
result in losses so large as to threaten its solvency position.

S7.2 Risk manag ement policy & concentration risk
An insurer’s risk management policy for concentration risk should include:

(a) identification of large risk exposures;

(b) a description of the way in which large risk exposures are being managed,
controlled and mitigated by the insurer;

(c) adescription of any limits put in place by the insurer to control concentration risk;

(d) identification of on-balance sheet and off-balance sheet exposures to
concentration risk;

(e) risk management procedures in relation to concentration risk; and

(f) processes to ensure that the insurer’'s exposures to large potential losses due to
concentration risk are in line with its risk tolerance.

Part S8 Group risk
S8.1 What is group risk ?

(1) Group risk is the risk of loss to an insurer as a result of its membership of a group or
linkages within a group.

(2) Group membership can be a source of both strength and weakness for an insurer.

(3) The purpose of requiring an insurer that is a member of a group to include group risk
in its risk management policy is to ensure that the insurer takes proper account of the
risks arising from its membership.

S8.2 Risk management policy & group risk
If an insurer is a branch, or part of a group, the insurer’s risk management policy for
group risk should:

(@) include a summary of the group policy objectives and strategies;

(b) state whether the local risk management strategy is derived wholly or partly from
the group-wide risk management strategy;

Note The governing body of an insurer must know the implications for the insurer of
any group-wide risk management strategy (see CTRL, r 4.1.5 (4)).

(c) summarise the linkages and significant differences between the local risk
management strategy and the group-wide risk management strategy, including
differences arising from local business and other conditions;

(d) outline the procedures and timing for monitoring by, or reporting to, the parent
entity or head office;

(e) describe the approach to reviews of the procedures in paragraph (d);
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() include, if applicable, a summary of the group policy objectives and strategies
relating to reinsurance;

(@) summarise the linkages between local and group reinsurance; and

(h) detail any arrangements relating to the existence of, and accessibility to, intra-
group reinsurance.

(2) If a part of an insurer’s risk management policy is controlled by another entity in the
group, or by the head office, the risk management policy must describe the
arrangement and how it works.

(3) Iftheinsureris a branch or is part of an insurance group and the head office or ultimate
holding company is outside the QFC, the risk management policy should include a
summary of the supervisory arrangements regarding risk management in the
jurisdiction where the head office or holding company is located.

S8.3 Specific obligations of group members

(1) If an insurer is a member of a group, the insurer’s senior management should monitor
any functions performed for the insurer at the group level.

Examples

9 group risk management

1 capital planning

1 liquidity

1 compliance.

(2) The insurer's senior management should establish and maintain procedures and
controls to identify and monitor the effect on the insurer of its relationship with the other
members of the group and the activities of those other members.

(3) The procedures and controls should include procedures to monitor:

(@) changes in relationships between group members;

(b) changes in the activities of group members;

(c) conflicts of interest arising within the group;

(d) events in the group, particularly those that might affect the insurer's own
regulatory compliance (for example, any failure of control or compliance in
another group member);

(e) the effect on it of:

(i) its relationship with the other members of the group;
(i) its membership in the group; and
(iii) the activities of the other members of the group; and

(f) theg r o ucpndpBance with:

(i) the supervision requirements applicable to it, including systems for the
production of relevant data; and
(i) group reporting requirements.

(4) The insurer should have procedures to insulate it, so far as practicable, from the
adverse effects of other group activities (for example, transfer pricing or fronting) or
group events that might expose the insurer to risk.

Examples

Such procedures could include:

i arequirement for transactions within the group to be at arm’s length

1 maintenance of “Chinese walls”

1 development of contingency plans.
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(5) The insurer’s senior management should take reasonable steps to ensure that:

(@) other group members are aware of the insurer's management and reporting
obligations in relation to group risk;

(b) group capital and group risk reporting requirements are complied with; and

(c) information about the group provided to the Regulatory Authority is accurate, and
is provided in a timely manner.
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Schedule 2 Capital

Stress and Scenario Testing
Guidance

1

Stress and scenario testing seeks to anticipate possible losses or risks that might
occur or become mange In applying them ainsurerneeds to decide how far
forward to forecast and may want to consider the following factors:

a. how quickly it would be able to identify events or changes in circumstances
that might lead to a loss occurring or risk crystallising

b. after the event or circumstance has been identified, how quickly and
effectively theinsurercould act to prevent or mitigate any resulting loss
occurring or risk crystallising and to reduce ésposureto any further
adverse event or change in cincstance.

For example, the time horizon over which stress and scenario testing would need
to be carried out for thesks arising from the holding of investments would
depend upon:

a. the extentto which there is a regular, open and transparent mattesén
assets, which would allow fluctuations in the value of the investment to be
more readily and quickly identified; and

b. the extent to which the market in those assets is liquid (and would remain
liquid in the changed circumstances contemplated istitess or scenario
test) which would allow thésurer if needed, to sell its holding so as to
prevent or reduce isxposurdo future price fluctuations.

Insurersshould focus on those scenarios and combinations of scenarios that are
consideed reasnably likely to occur.For this purpose other risks and losses
include business risk (i.e. the potential impact of changes in business plans, future
activities, and the business or economic environment).

In identifying what realistic combinations of |l@&ssor risks might occur or
crystallise, aninsurer should take into account scenarios in which expected
correlations occur and where they might break down.

In identifying scenarios and assessing their impactnsurershould take into
account how changes in circumstances might impact upon:
a. the nature, scale and mix of future activities; and
b. the behaviour otounterparties, and of thiasureritself, including the
exercise of choices (includingptions embedded ifinancial instruments
or contracts ofrisurance).
In determining whether it would have adequate financial resources in the event
of each identified adverse scenario,j@surershould:
a. only include financial resources that could reasonably be rafied as
being available in the circumstances of the identified scenario; and

b. consider any legal or other restriction on the purposes for which financial
resources may be used, including any restriction on the transfer@é-@e
of assets held overseas.
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Schedule 3 Risk based capital requirement

Part A3.1 Interpretation

A3.1.1 Definitions for Schedule 3
(1) InthisSchedule
counterparty graddor grade has the meaning given by subrule (2).

invested assaheans an asset, right or interest held by an insurer for the
primary purpose of generating revenue or for directly providing funds
to meet the insurerods cash outfl ows

(2) For thisSchedule the grade of an asset is its grade according lte t
rating of its counterparty, in accordance with table A3.1.1.

Table A3.1.1 Grade of assets according to counterparty ratings

Iltem @ Rating of counterparty by: Grade
of
asset

Standard & Moodydés A.M Fitch
Poor 6s Best

1 AAA Aaa A++ AAA 1

2 AA+ Aal A+ AA+ 2
AA Aa2 AA
AA- Aa3 AA-

3 A+ Al A A+ 3
A A2 A- A
A- A3 A-

4 BBB+ Baal B++ BBB+ 4
BBB Baa2 B+ BBB-
BBB- Baa3

5 BB+ or Bal or B or BB+or 5

below below below  below

(3) Unrated assets, exposures and countegsarnust be classified as
grade4.
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A3.1.2 Using different credit rating agencies

(1) An insurer must rely on the ratings issued by the same credit rating
agency for determining counterparty grades unless the insurer has good
reason to use a different credit rating agency or agenci
Examples of good reasons

1 If the rating agency usually used by the insurer does not issue a solicited credit
rating for a particular debt obligation and only 1 other rating agency issues a
solicited credit rating for the debt obligation

2 If the rating agency usually used by the insurer does not issue a solicited credit
rating for a particular debt obligation, any credit ratings issued by the other rating
agencies in tablA3.1.1 must be considered and the procedure in rule A@).2
used to detenine which rating agency will be used.

(2) If a counterparty or debt obligation has been rated by more traimg
agency and there are 2 or more ratings that lead to different capital
charges, the insurer must use the credit rating that results higtiest
capital charge.

(3) Aninsurer must not use the rating of an agency that is not inA8klel
unless the insurer has the written permission of the Regulatory
Authority.

Part A3.2 Asset risk component

Guidance
1. Assetrisk is the risk of los§ i

(a) another party fails to perform its financial obligations to the insurer
(including failing to perform them in a timely manner); or

(b)) there is an adverse movement in the va
that is not offset by a correspondimgpvement in the value of liabilities.

2. Asset risk includes an insurer failing to collect premiums due from customers or
a reinsurer failing to fulfil its financial obligation to repay an insurer upon
submission of a claim.

3. The purpose of the asseskicomponent is to require an insurer to hold capital
against these risks and potential unexpected losses. The basic calculation for this
component in rule A3.2.1 is modified by additional provisions that permit an
insurer to take account of reduced cta@k (for example, where an asset is
covered by guarantees or collateral). Invested assets that are linked to liabilities
of investmemndinked insurance contracts are exempted from the calculation, since
there is a direct correlation between the valdfdh®assets and the values of the
liabilities to which they are linked.

A3.2.1 Assetrisk component

(1) Ani n s uassetri6kscomponerns the sum of the amounts obtained
by multiplying the value of each asset of theurer graded according
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to the counterpartgrade of the asset, by the percentage applicable to
that asset, under:

(a) for assets that are not reinsurance adsttbleA3.2.1A;

(b) for assets that are reinsurance assets where the reinsurer is subject
to prudential supervision by a subrule (2) reguktor
tableA3.2.1B; or

(c) for assets that are reinsurance assets where the reinsurer is not
subject to prudential supervisidoy a subrule (2) regulatdr
tableA3.2.1C.

(2) A regulator is asubrule (2) regulatoiif it is located:
(@) in Qatar;
(b) in 1 of the member states of the European Union;

(c) in Australia, Canada, Hong Kong, Iceland, Japan, Norway,
SingaporeSwitzerland, the United States of America; or

(d) in any otherjurisdiction that is a signatory to thBlultilateral
Memorandum of Understanding on Cooperation and Information
Exchangenitiated by the International Association of Insurance
Supervisors.

Note 1 For the list of the member states of the European Union, see
http://europa.eu/abowu/countries/index_en.htm.

Note 2 For the list of signatories to théultilateral Memorandum of Understanding
on Cooperation and Information Exchange see
http://www.iaisweb.org/MMolsignatories505.

Table A3.2.1A Percentage applicable to assets that are not reinsurance assets

Iltem | Asset %
1 | cash, bank deposits and other cash equivalents 0.50

grade Isovereign bonds

2 | bonds that mature, or are redeemable, in lessthg 1.00
1 year issued by a counterparty with a rating of
grade 1 or 2 (excluding subordinated debt and
government debt obligations dealt with anywhereg
else in this table)

cash managemetrusts with a counterparty rating
of grade 1 or 2
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Item

Asset

%

unpaid premiums due 6 months or less previo
from a counterparty with a rating of grade 1, 2 or

bonds that mature, or are redeemable, in 1 year
more issued by a counterparty withasing of
gradel or 2 (excluding subordinated debt and
government debt obligations dealt with anywhereg
else in this table)

2.00

unpaid premiums due 6 months or less previo
from an unrated counterparty or a counterparty
a rating of grade 4 &

bonds issued by a counterparty with a rating
grade3 (excluding subordinated debt)

cash management trusts witltounterparty rating G
grade3

secured loans

4.00

unpaid premiums due more than 6 months previo
from a counterparty with eating of grade 1, 2 or 3

bonds issued by a counterparty with a rating
grade4 (excluding subordinated debt)

cash management trusts with a counterparty ratit
of grade 4

6.00

unpaid premiums due more than 6 months previo
from an unrated@ounterparty or a counterparty wi
a rating of grade 4 or 5

bonds issued by a counterparty with a rating
grade5 (excluding subordinated debt)

cash management trusts with a counterparty ratir
gradeb

listed subordinated debt

8.00

unlisted subordinated debt

preference shares

10.00
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Item | Asset %
8 | listed equity investment 16.00
listed trusts
9 | direct holdings of real estate 20.00
unlisted equity investment
unlisted trusts
10 | loans to: 100.00
(a) directors of the insurer;
(b) directors ofrelatedparties; or
(c) dependent relatives of such directors
unsecured loans to employees (except loans of |
thanQR3,600)
assets subject to a fixed or floating charge
11 | other noAreinsurance assets not mentioned in thi 20.00
table
Note Equity investmenis defined in the glossary.
Table A3.2.1B Percentage applicable to reinsurance assetsd reinsurer
supervised by subrule (2) regulator
Item | Asset %
1 reinsurance assets due from reinsurers witha | 1.00
counterparty rating ajrade 1
2 reinsurance assets due from reinsurers witha | 2.00
counterparty rating of grade 2
3 reinsurance assets due from reinsurers witha | 4.00
counterparty rating of grade 3
4 reinsurance assets due from reinsurers witha | 6.00
counterparty rating of grade 4
5 reinsurance assets due from reinsurers witha | 8.00
counterparty rating of grade 5
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Table A3.2.1C Percentage applicable to reinsurance assetso reinsurer not by
supervised by subrule (2) regulator

Item | Asset %

1 reinsurance assets due from reinsurers with a 1.20
counterparty rating of grade 1

2 reinsurance assets due from reinsurers with a 2.40
counterparty rating of grade 2

3 reinsurance assets due from reinsurers with a 4.80
counterparty rating of grade 3

4 reinsurance assets due from reinsurers with a 7.20
counterparty rating of grade 4

5 reinsurance assets due from reinsurers with a 9.60
counterparty rating of grade 5

A3.2.2  Effect of guarantee or collateral

(1) Assets that have been explicitly, unconditionally and irrevocably
guaranteed for their remaining term to maturity by a guarantor with a
counterparty rating igrades 1, 2 or 3 who is not eelatedparty to the
insurermay be assigned tlasset risk chargiat would apply to a debt
instrument issued from the guarantor.

(2) Where aninsurerholds collateral against an asset, and this collateral
takes the form of a charge, mortgage or other security interest in, or
over, cash, or any debt security whoseasdwas a counterparty rating
of grades 1, 2 or 3, thensurermay apply theasset risk chargelevant
to the collateral (instead of applying theset risk chargthat would
otherwise apply to the asset).

(3) The provisions irsubruleg1) and (2) above apply only to so much of
the asset that is covered by the guarantee or the collateral.

A3.2.3 Assets subject to mortgage or charge

(1) Subject taule A3.2.3(2), assets of thmsurerthat are under a fixed or
floating charge, mortgagar other security are subject to asset risk
chargeof 100% to the extent of the indebiess secured on those assets.
This would replace thasset risk chargiat would otherwise apply to
the secured assets.

(2) Where the security supports msured gsurance liabilitiestheasset
risk chargeof 100% is applicable only to the amount by which the
market value of the charged assets exceeds thes u supported
liabilities.
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A3.2.4

Excluded assets

An insurerneed not include an amount in the asset risk charge for any
asset excluded froraligible capitalin accordance with the table in
rule4.2.2.

Part A3.4 Off-balance sheet asset risk

A3.4.1

A3.4.2

A3.4.3

A3.4.4
(1)

component

Guidance

An insurer may be exposed to various investment risks through transactions or
dealings other than those reflected in its balance sheet. The purpose chilande
sheet asset risk component is to requirénaarerto hold capital to cover the risk of
default and deterioration in value of exposures thatitisairerhas because it is party

to a derivative contract.

When off-balance sheet asset risk component must be
calculated

An insurermust calculate an otbalance sheet asset risk component, if
theinsureris, as of thesolvency reference date party to a derivative
contract, including a forward, future, swap, option or other similar
contract, but not:

(@ a put option serving as a guarantee;

(b) a foreign exchange contract whittas an original maturity of
14 calendar days or less; or

(o) an instrument traded on a futures or options exchange which is
subject to daily marko-market and margin payments.

How to calculate off-balance sheet asset risk component

An insurermug calculate its ofbbalance sheet assetk component as

the sum of the amounts obtained by applyhmgdalculations set out in
rule A3.4.3 in respect of each derivative contract entered into by the
insurerthat meets the descriptioninle A3.4.1.

Amount of off-balance sheet asset risk component for
derivative contract

To calculate the amount of the dffilance sheet assietk component,

the asset equivalent value edchderivative (as determined in rule
A3.4.4) is multiplied by the asset rislomponent ashough the asset
equivalent value were a debt obligation due from the derivative
counterparty.

Asset equivalent value

The asset equivalent value is the current rtedtkaarket exposure of the
derivative (where positive) and a potehexposure adon.
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(2) The potential exposure adbeh is determined by multiplying the notional
principal amount of the derivative in accordance with the following
table, according to the nature and residual maturity of the derivative.

Residual maturity Interest rate | Foreign Equity Precious Other
contracts exchange & | contracts metal contracts
gold contracts
contracts (except
gold)
Less than 1 year Nil 1.0% 6.0% 7.0% 10.0%
1 year to less than 0.5% 5.0% 8.0% 7.0% 12.0%
5years
5 years omore 1.5% 7.5% 10.0% 8.0% 15.0%
Part A3.5 Off-balance sheet liability risk
component
Guidance

1 Aninsurermay be exposed to various investment risks through transactions or
dealings other than thoseflected in its balance she@the purpose of the off
balance sheet liability risk component is to requirérarerto hold capital to
cover the risk that it il be required to perform on a guarantee, letter of credit of
other credit substitute that it has entered into should the guarantéedefault
or fail to deliver.Although such items are not liabilities of thesureras at the
solvency reference datbey have the capacity to crystallise as liabilities at a
subsequent date and therefore to affect thes u catal position.

2 Credit substitutes do not includmntracts of nsurancefor credit and surety
insurance business.

A3.5.1 How to calculate off-balance sheet liability risk component

(1) Aninsurermust calculate its ofbalance sheet liability risk component
by applying, to the face value of any credit substitutkas issued
(including letters of credit, guarantees and put options serasg
guarantees) the asset risk component thatld be applied to the
obligation or asset over which the credit substitute has been written.

(2) Where the credit substitute is supported by collateral or a guarantee, the
provisions ofrule A3.2.2(1) and A32.2(2) may be applied by the
insuret
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Part A3.7

Guidance

Aninsuremay be exposed to the risk that the cost of future claims in resppoteral
insurance businesgill exceed the cost implicit in the premiurbsing chargedThe
purpose of the premium risk component is to requir@surerto hold capital against
this risk in accordance with the calatibns set out in ruld3.7.1. The basic
calculation model in e A3.7.1 applies different factors to the premium in respect of
eachPINS categorybased on the different perceived risk of variability associated with

Premium risk component

each.
A3.7.1  Application of pt A3.7
This Partapplies to general insurance business.
A3.7.2  Premium risk component
(1) An i n s u premiuinsrisk components the sum of the amounts
obtained by multiplying the insurer
within each PINS category by the percentage applicable to that liability
under table A3.7.2.
Table A3.7.2 Percentage factord premium risk component
Iltem | PINS Direct Reinsurance: | Reinsurance:
Category insurance % | proportional non-
% proportional %
1 PINS 16 18 21
category 1
2 PINS 13 15 18
category 2
3 PINS 16 18 21
category 3
4 PINS 21 23 26
category 4

(2) Inthisrule:

net premium liability means premium liability less any expected
reinsurance and nemeinsurance recoveries in respect of that premium
liability as at the solvency reference date.

Note Premium liabilityis defined in r 8.6.7 argblvency eference datés defined

in the glossary.
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A3.7.3
1)

(2)

A3.7.4
1)

(2)

Insurer may apply for different percentages

The Regulatory Authority may, on application of an insurer conducting
business in PINS category 1, give written consent to the use of
percentages othénan those in table A3.7.2 if the authority is satisfied
that:

(a) adequate mortality and morbidity information exists in respect of
that business; and

(b) the information provides a reasonable basis for reliance on
actuarial principles.

The perceraiges that may be used must be those stated in the notice but
may not be lower than:

(@) 12% in the case of direct insurance and proportional reinsurance;
and

(b) 16% in the case of ngoroportional reinsurance.

Certain contracts not included

If an insurer underwrites contracts of insurance in PINS category 1 that
are longterm insurance contracts, the insurer need not calculate a
premium risk component in respect of those contracts.

For contracts of insurance in PINS category 1 that angrterm
insurance contracts, the insurer must calculate a-temmg insurance
risk component.

Part A3.8 Outstanding claims risk

A3.8.1

A3.8.2
1)

component

Guidance

An insurermay be exposed to the risk that the cost of claims in respeyneEfral
insurance businessill exceed the amounts recorded as liabilities inithes ur er 6 s
balance sheefhe purpose of theutstanding claims risk componésatto require an

insurerto hold capital against this risk in accordance with the caticuls set out in

rule A3.8.2.This calwlation only applies to liabilities in respect of outstanding claims
(premium liabilitiesaddressed in the premium risk componerRantA3.7).

Application of pt A3.8
This Partapplies to general insurance business.

Outstanding claims risk component

An i n s u outstariliag claims risk componens the sum of the
amount s obtained by mul tiplying
outstanding claims that falls within each PINS category by the
percentage applicable to that liability undigble A3.8.2.
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Table A3.8.2 Percentage factord outstanding claims risk component

Iltem | PINS Direct Reinsurance: | Reinsurance:

Category insurance % proportional non-
% proportional %

1 PINS 11 12 14
category 1

2 PINS 9 10 12
category 2

3 PINS 11 12 14
category 3

4 PINS 14 15 17
category 4

(2) Inthisrule:

net liability for outstanding claimsmeans the liability in respect of
future claims referred in rule 8.6.8, less any expected reinsurance and
norreinsurance recoveries in respect of that liability as at the solvency
reference date.

Note Solvency reference daie defined in the glossary.

A3.8.3 Insurer may apply for different percentages

(1) The Regulatory Authority may, by written notice, allow the insurer to
use percentages other than those in table A3.8.2 if the authority is
satisfied that:

(a) adequate mortality and morbidilyformation exists in respect of
that business; and

(b) the information provides a reasonable basis for reliance on
actuarial principles.

(2) The percentages that may be used must be those stated in the notice but
may not be lower than 8%.

A3.8.4 Certain contracts not included

(1) If aninsurer underwrites contracts of insurance in PINS category 1 that
are longterm insurance contracts, the insurer need not calcatate
outstanding claims risk componentrespect of those contracts.

(2) For contacts of insurance in PINS category 1 that are -kengp
insurance contracts, the insurer must calculate a-tkenmg insurance
risk component.
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Part A3.9 Long-term insurance risk
component

Guidance

The purpose of the loagrm insurance risk component isremuire annsurerto set

aside capital to address the risk that the net present value ofgotiayebenefitswill

vary from the amounts recorded a@drterm insurance liabilitiesn thei nsur er 6 s
balance sheet.

A3.9.1 Application of pt A3.9
This Partapplies to longerm insurance business.

A3.9.2 Long-term insurance risk component

An i n domg-teem imsurance risk componenis the sum of the
following amounts, so far as they relate to the iargn insurance
business of the insurer:

(@ 1.25% of the amount of provisions in respect hhgterm
insurance businegbat isinvestmeninked insurancewhere the
contracts are subject to a capital guarantee;

(b) 0.5% of the amount of provisions in respedboig-term insurance
businesghat isinvestmeninked insurancewhere the contracts
are not subject to a capital guarantee;

(c) 3% of the amount of provisions in respectafg-term insurance
busines®ther than business described in paragréahand (b);

(d) the amount obtagd by multiplying the amount of capital at risk
under rule A3.9.3 by 0.1%;

(e) if the insurer issues policies that are contingent on modatig
amount of anticipated claims cost arising from a 0.5 per thousand
increase in the rate of lives insured dywver the following year.

A3.9.3 Capital at risk

(1) Capital at riskof an insurer means the total amount of sums assured on
long-term insurance contracts issued by the insurer, less:

(a) the total amount of mathematical reserves for tlvosgracts; and

(b) anyexpected reinsurance and A@insurance recoveries as at the
solvency reference date

(2) For an annuity, the sum assured must be taken to be the present value of
the annuity payments.

(3) The contribution of each contract to dapat riskmust be determined
separatelylf the capital at risk calculated for a contract is less than zero,
the capital at risk for that contract is taken to be zero.
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Schedule 3 Risk based capital requirement

Part A3.10 Insurance concentration risk
component

A3.10.1 Application of pt A3.10

This Partapplies to general insurance business.

Note For a QFC insurer that carries on letegm insurance business, the capital
charge relating to possible insurance concentration risk is included in the
long-term insurance risk componentRartA3.9.

Guidance

1 An insurer is exposed to the possibility of very large losses arising from its
portfolio as a result of exposures to extreme events such as natural catastrophes,
marntmade disasters and other rmatural perils. While such events occur rgrel
their financial impact on an insurer can be significant and can result in insolvency.

2 The insurance <concentration ri sk compone
maximum event retention (after taking into account acceptable reinsurance
recoveries) plushe cost of 1 reinstatement of those reinsurance arrangements if
the reinstatement reinsurance cover has not beepgiieoy the insurer.

3 Specialist insurers, such as providers of medical indemnity, may not necessarily
be exposed to large losses dughe aggregation of claims linked to a single
catastrophaype event like a pandemic. However, these insurers may still be
exposed to insurance concentration risks and large losses arising from groups of
claims relating to a common dependent source. Fanpbkeg a medical insurer
covering thousands of lives through a company scheme may face a large number
of claims arising from employees6 <cl ass
procedure.

A3.10.2 Insurance concentration risk component
(1) Theinsurance cacentration risk componentor an insurer is:
MER+CoR(if any) - RP(if any)
where:
MER has the meaning given in rule A3.10.3.

CoRor cost of reinstatemenin relation to an extreme event, means:

(a) the rate that an insurer has, under contract, agreed tahpay
reinsurer concerned to reinstate the reinsurance cover relating to
the extreme event; or

(b) if the insurer has not agreed on the rate for the reinsurancécover
the insurerds estimate of the cost
currentreinsurance market conditions (but no less than the original
rate of reinsurance cover).

RP or reinstatement premiumsfor an insurer that also writes
reinsurance, means the amount of inward reinstatement premiums from
cedants in respect of catastroph@sarance cover if the insurer has a
binding netting arrangement with the cedant.
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(2) Aninsurer must seek advice from its approved actuary about estimating

its MER if the insurer

(a) issues policies that do not have a maximum amount insured
(b) insures risks in multiple lines of business; or

(c) has a complex portfolio of insurance risks.

A3.10.3 Maximum event retention
(1) MER or maximum event retentionin relation to an extreme event, is
the maximum amount of loss to which the insurer will beosed due

to an accumulation of exposures, after netting out any potential

reinsurance recoveries.

Guidance

An insurer should at a minimum calculateMER that relates to an accumulation of

exposures to a single extreme event. However, the Regulatdmgrifytmay require

an insurer with a complex portfolio of insurance risks to use a wifgbertfolio

estimation approach.

(2) In calculating its MER, an insurer must:

(a) set the amount based on the accumulation of exposures of the
insurer to a singlextreme event;

(b) assume a return period of 1 in 250 years (or greater), where the
return period is the expected average period within which the
extreme event will r@ccur; and

(c) take into account:

(i) its risk profile and risk tolerance;
(i) its daims history (using available internal and external data);
(i) the capital resources available to it;
(iv) its current and future solvency needs;
(v) its reinsurance programme;
(vi) the classes of insurance business underwritten by it; and
(vii) the areas where it conducts business.
(3) If an insurer is exposed to more than 1 extreme event, its MER is the
largest of the MERSs calculated by the insurer for those events.
(4) Despite anything in this rule, the Regulatory Authority meyuire the
insurer to make adjustments in calculating its MER.
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Glossary

(r1.1.2)

AAOIFI means the Accounting and Auditing Organisationl$tamic
Financial Institutions.

actuarial function means the controlled function described in CTRL,
rule 3.1.11.

approved actuaryor an insurer means an individual approved by the
Regulatory Authority t@xercise the actuarial function for the insurer.

asset risk componeritas the meaning given in rule A3.2.1.
authorisationmeans an authorisation granted under FS#Rt5.

authorised firm (or firm) means a person that has been granted an
authorisation in ecordance with FSRRart5.

carrying out a contract of insurancemeans the regulated activity
described in thé=inancial Services RegulationSchedule3, Part2,
paragraph 3.

Note Regulated activitys defined in this glossary.

categoryof contracts of isurance means a category of such contracts
described in FSRSchedule3, Part3, paragraph 10.

contract of insurancemeans thespecified productiescribed in FSR,
Schedules, Part3, paragraph 10.

counterpartymeans a person with whom an inswenducts, or intends
to conduct, insurance or associated business

CTRL means th&overnance and Controlled Functions Rules 2012

effecting a contract of insurance means the regulated activity
described in thd-inancial Services RegulationSchedule3, Pat 2,
paragraph 2.

eligible capitalhas the meaning given by rule 4.2.1.
equity investmenincludes:
(&) an equity share;

(b) participation in aollective investment scherfvehether or not the
underlying investments are themselves equity investments);

(c) participation in a joint venture; and
(d) a certificate oinudarabaor musharaka

extreme evenineansan unusual higimpact or catastrophic event the
occurrence of whictk oul d have a significant
solvency.
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financial condition reporthas the meaning given by rule 9.{12.

firm (or authorised firm) means a person that has been granted an
authorisation in accordance with FSRrt5.

FSR means thé&inancial Services Regulations
general insurance businedsas the meaning given by rule 1.213.
general insurance contradbas the meaning given by rule 1.216.

general insurer means an insurer that conducts general insurance
business.

governing bodyhas the meaning given by CTRL, rule 2.2.1.
group risk has the meaning given 8chedulel, guidance S8.1.
insurance businessas the meaning given by rule 1.2.4.

Note Insurance businessas a special meaning in ch 11 (see r 11.1.4).

insurance concentration risk componenin relation to an insurer, has
the meaning given in rul&3.10.2.

insurance liabilities of an insurermeans liabilities of the insurer
arising out of its general insurance business and-temg insurance
business.

insurance risk requiremenhas the meaning given in rule 3.6.1.
insurer (or QFC insurer) has the meaning given by rule 1.2.3.
Note Insurer has a pecial meaning in ch 11 (see r 11.1.3).

internal mode| for an insurermeans the model approved by the
Regul atory Authority for cal-<<ul ati ni
based capital requirement.

Note An approved internal model may be useddplace specified components
of the operational, investment and insurance risk requirements of an insurer
(see r 3.8.1(b)).

investmentlinked insurancemeans insurance where the benefits under
a contract of insurance are wholly or partly determined l®reete to:

(a) the value of, or the income from, property of any description
(whether or not specified in the contracts); or

(b) fluctuations in, or in an index of, the value of property of any
description (whether or not so specified).

investment risk equirementhas the meaning given in rule 3.5.1.
ISFI means théslamic Finance Rules 2005

Islamic financial businesshas the meaning given b$FI, rule1.2.1.
Islamic financial institution has the meaning given b$FI, rule1.2.2.
long term insurance bainesshas the meaning given by rule 1.225.

V16 Insurance Business Rules 2006 page 123

Effective: 28/Mar/19-14/0ct/20



Glossary

long term insurance contrachas the meaning given by rule 1.229.

long term insurance fundmeans a fund established by an insurer for
the purposes dthapters.

long-term insurance risk componentas the meaning given in
rule A3.9.2.

lower tier 2 capitalmeans capital that is lower tiercapital under the
table in rule4.2.2.

MCR means minimuntapital requirement.

minimum capital requirement(MCR) has the meaning given in
rule3.3.1.

month means calendar mordhthat is, the period beginning at the start
of any day of one of the 12 named months of the year and ending:

(a) at the end of the dayelore the corresponding day of the next
named month; or

(b) if there is no corresponding d&yat the end of the last day of the
next named month.

owner s éoqguity takaful entity, means
assets, less its liabilities, thakamot attributed to a takaful fund of the
entity.

Note Takaful entity andtakaful fund are defined in r 1.2.7.
PINS categorywhether or not followed by a numbdras the meaning
given by rulel.2.8.

policy benefitmeans an amount payable undeoatract of insurance
as a result of the occurrence of an event insured against under the
contract.

premium liability has the meaning given in rule 8.6.7.

profit equalisation reservefor a takaful entity, means the amount
appropriated out of themudarabaincome, before allocating the

mudarid s s har e, to maintain a certain

i nvest ment account holders and to in
QFC means Qatar Financial Centre.

QFC captive insuremeans an authorised firm that has an aightion

for captive insurance business unG&Pl.

QFC insurer (orinsurer) has the meaning given by rule 1.2.3.

Note Insurer has a special meaning in ch 11 (see r 11.1.3).

reference datdor a financial condition report means the date on which
the actuay who prepared the report signed it.
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regulated activityneans an activity that is a regulated activity under the
Financial Services Regulations

Regulatory Authoritymeans the Regulatory Authority of the QFC.
relevant scheméas the maaning given in FSRrtcle 94(4).
risk-based capital requiremeritas the meaning give in rule 3.4.1.

risk management strategyf an insurer, means the document described
in Part2.2 and CTRL, rule 4.1.4.

scheme reportmeans the report that, under FSR, art 97, must
accompany a relevant scheme.

senior managementof an insurer, has the meaning given in CTRL,
rule2.3.1.

senior managerof an insurer meanan individual employed by the

i nsurer or a megmopwho isadsponsible alonew ur er 6 s
with others,for managing and supervising 1 or more elements of the

i nsurerod0s business.

solvency reference datéor an insurer means a date at which the
insurerds compliance with the capit:
rules is assessed.

takaful businesshas the maang given by rule 1.2.72).
takaful entity has the meaning given by rule 1.217j.
takaful fund has the meaning given by rule 1.237.

tier 1 capital means capital that is tier dapital under the table in
rule4.2.2.

tier 2 capitalmeans capital thas upper tier 2 capital or lower tiez
capital under the table in rule 4.2.2.

upper tier 2 capitalmeans capital that is upper tiec@pital under the
table in rule4.2.2.
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Endnotes
1 Abbreviation key
a = after ins = inserted/added
am = amended om = omitted/repealed
amdt = amendment orig = original
app = appendix par = paragraph/subparagraph
art = article prev = previously
att = attachment pt = Part
b = before r = rule/subrule
ch = Chapter renum = renumbered
def = definition reloc = relocated
div = Division s = section
eg = example sch = Schedule
g = guidance sdiv = Subdivision
glos = glossary sub = substituted
hdg = heading
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Surplus or deficit to be determined annually

r 6.6.4 hdg ins Rules 2015-3

r6.6.4 am Rules 2009-2; Rules 2014-3; Rules 2019-1
Reports of distributions of surplus or deficit to Regulatory Authority
r 6.6.5 hdg ins Rules 2015-3

When distributions not permitted

r 6.6.6 hdg ins Rules 2015-3

ch7 om Rules 2011-2

Matching and valuing assets and liabilities of insurers
ch 8 am Rules 2013-1

Application of ch 8
r8.1.1 am Rules 2011-2
sub Rules 2013-1

Purpose of ch 8

r8.1.2 ins Rules 2013-1
Value of insurero6s assets to match its
r8.1.3 ins Rules 2013-1
Asset admissibility and investment criteria
r8.1.4 ins Rules 2013-1
Use of derivatives
r8.1.5 ins Rules 2013-1
Investment concentration limits for companies
r8.1.6 ins Rules 2013-1
Measuring assets and liabilities
pt 8.2 hdg sub Rules 2013-1
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Assets may be valued lower

r 8.2.1 hdg ins Rules 2015-3
Liabilities may be valued higher

r 8.2.2 hdg ins Rules 2015-3
Approximation of values

r 8.2.3 hdg ins Rules 2015-3
Directions by Regulatory Authority

r 8.2.4 hdg ins Rules 2015-3
Classification of insurance contracts
pt 8.3 hdg sub Rules 2017-3
Classification of contracts

r 8.3.1 hdg ins Rules 2015-3
Classification of contracts falling into 2 or more categories
r 8.3.2 hdg ins Rules 2015-3
Recognition of assets and liabilities
r 8.4.1 hdg ins Rules 2015-3
Permitted bases of accounting

r 8.4.2 hdg ins Rules 2015-3
r8.4.2 am Rules 2015-3
Assumptions and methods on which valuations depend
r 8.4.3 hdg ins Rules 2015-3
Actuarial principles

r 8.4.4 hdg ins Rules 2015-3
Derecognising liabilities

r8.4.5 ins Rules 2013-1
Discount rate

pt 8.5 sub Rules 2013-1
Calculating liabilities

rg8.5.1 sub Rules 2013-1
Application of Part 8.6

r 8.6.1 hdg ins Rules 2015-3
r8.6.2 om Rules 2013-1
r8.6.3 om Rules 2013-1
r8.6.4 om Rules 2013-1
r8.6.5 om Rules 2013-1
r8.6.6 om Rules 2013-1
Treatment of premium liability

r 8.6.7 hdg ins Rules 2015-3
r8.6.7 am Rules 2017-3
Treatment of value of future claims payments
r 8.6.8 hdg ins Rules 2015-3
r8.6.8 am Rules 2017-3
Treatment of expected recoveries

r 8.6.9 hdg ins Rules 2015-3
r8.6.9 am Rules 2017-3

Valuation of expected future payments
r 8.6.10 hdg ins Rules 2015-3
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Valuation of expected future receipts

r 8.6.11 hdg ins Rules 2015-3
Application of Part 8.7
r 8.7.1 hdg ins Rules 2015-3
r8.7.2 om Rules 2013-1
r8.7.3 om Rules 2013-1
r8.7.4 om Rules 2013-1
r8.7.5 om Rules 2013-1
r8.7.6 om Rules 2013-1
r8.7.7 om Rules 2013-1
r8.7.8 om Rules 2013-1
Treatment of policy benefits due before solvency reference date
r 8.7.9 hdg ins Rules 2015-3
r8.7.9 am Rules 2017-3
Treatment of net value of future policy benefits
r 8.7.10 hdg ins Rules 2015-3
r8.7.10 am Rules 2017-3
Measuring net value of policy benefits as liability
r8.7.11 am Rules 2013-1
Valuation of future payments
r8.7.12 hdg ins Rules 2015-3
Valuation of future receipts
r 8.7.13 hdg ins Rules 2015-3
Limit of operation of rule 8.7.10
r 8.7.14 hdg ins Rules 2015-3
r8.7.14 sub RM2007/01
Negative values for reservesd long-term insurance
r8.7.15 ins Rules 2013-1
Methods, assumptions and projections
pt 8.8 ins Rules 2013-1
Actuarial reporting
ch9 sub Rules 2012-5
ra.1.1 am Rules 2011-2
Financial condition reports
r9.1.2 am Rules 2015-3
rg9.1.2g ins Rules 2015-3
Requirements for financial condition report
r9.1.3 am Rules 2015-3
r9.3.1 am RM2007/01
r9.3.2 am Rules 2011-4
r9.3.3 am Rules 2009-2
r9.4.2 am Rules 2011-4
r9.4.3 am Rules 2009-02
Insurers that are members of groups
ch 10 sub Rules 2013-1
r10.1.1 am Rules 2011-2
sub Rules 2013-1
r10.1.2 sub RM2007/01; sub Rules 2013-1
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om Rules 2011-2

r10.2.2 am Rules 2009-02
r10.3.1 am Rules 2011-2
r10.4.1 am Rules 2011-2; Rules 2011-4
pt 11.1 hdg sub Rules 2011-4
ri1.1.1 sub Rules 2011-4
r11.1.2 ins Rules 2011-4
r11.1.3 ins Rules 2011-4
r11.1.4 ins Rules 2011-4
What scheme reports must include
r11.2.1 hdg ins Rules 2015-3
Parties that must ensure notification requirements met
r11.3.1 hdg ins Rules 2015-3
r11.3.1 am Rules 2011-4
Notices of intention
r11.3.2 hdg ins Rules 2015-3
r11.3.2 am Rules 2011-4
Provision to policyholders of scheme report summary
r11.3.3 hdg ins Rules 2015-3
r11.3.3 am Rules 2011-4
Application of Chapter 12
r12.1.1 hdg ins Rules 2015-3
r12.1.1 am Rules 2011-2
Meanings of terms relating to run-off
r12.1.2 hdg ins Rules 2015-3
r12.1.2 am Rules 2011-2
Compliance with Chapter 12 by insurer directed to go into in run-off
r12.1.3 hdg ins Rules 2015-3
r12.1.3 am Rules 2011-2
Certain contracts to be disregarded
r12.1.4 hdg ins Rules 2015-3
r1z2.1.4 am Rules 2011-2; Rules 2011-4
Application of Part 12.2
r12.2.1 hdg ins Rules 2015-3
r12.2.1 am Rules 2011-2
Insurers to give notice of decision to cease business
r12.2.2 hdg ins Rules 2015-3
r12.2.2 am Rules 2010-4; Rules 2011-2; Rules 2011-4
Insurers in run-off not to effect certain contracts
r12.2.3. hdg ins Rules 2015-3
r12.2.3 am Rules 2011-2; Rules 2011-4
Application of Part 12.3
r12.3.1 hdg ins Rules 2015-3
r12.3.1 am Rules 2011-2; Rules 2011-4
Insurer voluntarily in run-off to provide run-off plan
r12.3.2 hdg ins Rules 2015-3
r12.3.2 am Rules 2011-2
Insurer directed to go into run-off to provide run-off plan
r12.3.3 hdg ins Rules 2015-3
r12.3.3 am Rules 2010-4; Rules 2011-2
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What run-off plans must cover

r12.3.4 hdg ins Rules 2015-3
Application of run-off plan to fund
r12.3.5 hdg ins Rules 215-3
r12.3.5 am Rules 2011-2

Insurer to monitor run-off plan etc
r12.3.6 sub Rules 2009-2
am Rules 2010-4

Regulatory Authority may direct insurer to amend run-off plan

r12.3.7 hdg ins Rules 2015-3
Applicationd s 12.4
ri2.4.1 am Rules 2009-2; Rules 2011-2

Insurer with business in run-off to notify authority of certain contracts
r12.4.2 sub Rules 2009-2
am Rules 2010-4; Rules 2011-2

Request for additional information about contract notified under r 12.4.2
ri12.4.3 sub Rules 2009-2
am Rules 2010-4

Insurer in run-off not to make distributions

r12.5.1 hdg ins Rules 2015-3
Gui dance about what should be incl udied
sch 1 sub Rules 2013-1
App 1,922 am Rules 2011-4

om Rules 2013-1

Interpretation
App3, g om Rules 2013-1
pt A3.1 hdg ins Rules 2012-5

Definitions for app 3
rA3.1.1 sub Rules 2012-5
am Rules 2013-1

Using different credit rating agencies

rA3.1.2 ins Rules 2013-1
Asset risk component
pt A3.2 sub Rules 2013-1
pt A3.2g sub Rules 2013-1
Asset risk component
rA3.2.1 am Rules 2009-2
sub Rules 2013-1
r A3.2.1A table am Rules 2015-1
Effect of guarantee or collateral
r A3.2.2 hdg ins Rules 2015-3
rA3.2.2 am Rules 2013-1
Assets subject to mortgage or charge
r A3.2.3 hdg ins Rules 2015-3
rA3.2.3 am Rules 2013-1

Excluded assets
rA3.2.4 sub Rules 2013-1
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Calculation of volatility risk component
s A3.3 om Rules 2013-1

Application of pt A3.7
r A3.3.1 sub Rules 2010-7
om Rules 2013-1

Premium risk component

rA3.3.2 om Rules 2010-7
When off-balance sheet asset risk component must be calculated
r A3.4.1 hdg ins Rules 2015-3
How to calculate off-balance sheet asset risk component
r A3.4.2 hdg ins Rules 2015-3
rA3.4.2 am Rules 2015-1
Amount of off-balance sheet asset risk component for derivative contract
r A3.4.3 hdg ins Rules 2015-3
r A3.4.3 am Rules 2013-1; Rules 2015-1
Asset equivalent value
r A3.4.4 hdg ins Rules 2015-3
How to calculate off-balance sheet liability risk component
r A3.5.1 hdg ins Rules 2015-3
rA3.5.1 am Rules 2013-1
s A3.6 om Rules 2013-1
rA3.6g am Rules 2011-2
om Rules 2013-1
rA3.6.1 am Rules 2011-2
om Rules 2013-1
r A3.6.2 om Rules 2013-1
r A3.6.3 om Rules 2013-1
r A3.6.4 om Rules 2013-1

Premium risk component
pt A3.7 sub Rules 2013-1

Application of pt A3.7
rA3.7.1 sub Rules 2013-1

Premium risk component
rA3.7.2 am Rules 2011-2
sub Rules 2013-1

Insurer may apply for different percentages
r A3.7.3 am Rules 2010-4

om Rules 2011-2

ins Rules 2013-1

Certain contracts not included

rA3.7.4 sub Rules 2013-1
r A3.7.6 am Rules 2010-4
om Rules 2013-1
r A3.7.9 am Rules 2009-2; Rules 2011-4

om Rules 2013-1

Outstanding claims risk component

pt A3.8 hdg sub Rules 2015-1
pt A3.8 sub Rules 2013-1
pt A3.8¢g am Rules 2015-1
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Application of pt A3.8

r A3.8.1 ins Rules 2013-1

Outstanding claims risk component

r A3.8.2 hdg sub Rules 2015-1

rA3.8.2 am Rules 2011-2; Rules 2015-1
sub Rules 2012-5; Rules 2013-1

r A3.8.2 table am Rules 2015-1

Insurer may apply for different percentages
r A3.8.3 am Rules 2010-4

om Rules 2011-2

ins Rules 2013-1

Certain contracts not included

r A3.8.4 sub Rules 2013-1
am Rules 2015-1
r A3.8.5 am Rules 2010-4
om Rules 2013-1
r A3.8.6 om Rules 2013-1
Long-term insurance risk component
pt A3.9 sub Rules 2013-1
rA3.9.4 om Rules 2013-1
rA3.95 om Rules 2013-1
rA3.9.6 om Rules 2013-1
Insurance concentration risk component
pt A3.10 ins Rules 2013-1
r A3.10.2 am Rules 2015-1
Reporting to Regulatory Authority
App 4 om RM2008/02
Glossary
glos ins Rules 2011-4
def AAOIFI

ins Rules 2015-3

def actuarial function
ins Rules 2012-5

def approved actuary
ins Rules 2012-5

def asset risk component
ins Rules 2013-1

def authorisation
ins Rules 2013-1

def authorised firm (or firm)
ins Rules 2013-1

def base capital requirement
ins Rules 2012-5
om Rules 2013-1

def category
ins Rules 2012-5
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def contract of insurance
ins Rules 2012-5

def CTRL
ins Rules 2012-5

def counterparty
ins Rules 2013-1

def eligible capital
ins Rules 2012-5

def equity investment
ins Rules 2013-1

def extreme event
ins Rules 2013-1

def financial condition report
ins Rules 2012-5

def firm (or authorised firm)
ins Rules 2013-1

def FSR
ins Rules 2013-1

def governing body
ins Rules 2012-5

def group risk
ins Rules 2013-1

def insurance concentration risk component
ins Rules 2013-1

def insurance liabilities,
ins Rules 2013-1

def insurance risk requirement
ins Rules 2013-1

def internal model
ins Rules 2013-1

def investment-linked insurance
ins Rules 2013-1

def investment risk requirement

ins Rules 2013-1
def ISFI

ins Rules 2015-3

def Islamic financial business
ins Rules 2012-3
am Rules 2015-3

def Islamic financial institution
ins Rules 2012-3
am Rules 2015-3

def long term insurance fund
ins Rules 2012-5

def long-term insurance risk component
ins Rules 2013-1

V16

Insurance Business Rules 2006

Effective: 28/Mar/19-14/0ct/20

page 141



Endnotes

def lower tier 2 capital
ins Rules 2012-5

def MCR
ins Rules 2013-1

def minimum capital requirement (MCR)
ins Rules 2013-1

def month
ins Rules 2019-1

def PINS category
ins Rules 2012-5

def policy benefit
ins Rules 2013-1

def premium liability
ins Rules 2013-1

def QFC
ins Rules 2012-5

def QFC captive insurer
ins Rules 2013-1

def reference date
ins Rules 2012-5

def Regulatory Authority
ins Rules 2012-5

def relevant scheme
ins Rules 2013-1

def risk-based capital requirement
ins Rules 2013-1

def risk management strategy
ins Rules 2012-5
sub Rules 2013-1

def scheme report
ins Rules 2013-1

def senior management
ins Rules 2013-1

def senior manager
ins Rules 2012-5

def solvency reference date
ins Rules 2012-5

def tier 1 capital
ins Rules 2012-5

def tier 2 capital
ins Rules 2012-5

def upper tier 2 capital
ins Rules 2012-5
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4 Editorial changes
INAP, rule 3.1.7, authorises certain editorial changes to Rules on publication
(provided that the changes do not change the legal effect of the Rules). In
version 12 of PINS, the following editorial changes were made:

1 the table of contents and page headers and footers were brought into line
with current practice

1 the following terms were changed from initial-capital to all lower case,
except where an initial capital is grammatically required:

Associate, Associates

Branch, Branches

Business Days

Close Links

Company

Controlled Function

Controller

Financial Instruments

Gross Written Premium

Group

I nsurer, I nsurer ds
Options

Original Maturity

Permanent Share Capital
Person

Readily Realisable Investments
Related

Rule (in cross-references within PINS)
Share, Shares

Special Purpose Vehicle
Subsidiary, Subsidiaries

I The words chapter, part, division and schedule in cross-references were
capitalised

I Chapter was inserted into chapter headings where it is not at present, and
Part into former section headings. Former references in the text to sections
are now references to Parts.

1 App in the headings to former Appendices 2 and 3 was replaced with
Schedule, and former references in the text to appendices are now to
Schedules.

1 The capitalisation of the text of certain headings was been changed to
conform to current practice (that is, only the first word now has an initial
capital, unless grammatically required)

1 Paragraphs formerly lettered with upper-case letters are now lettered with
lower-case letters, and references in the text have been changed
accordingly

1 “subrule” and “subrules”, “paragraph” and “paragraphs” were inserted into
cross-references where formerly omitted
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T CTRL was substituted for The Governance and Controlled Functions
Rules 2012 in rule 10.1.8 (1), note

9 Italics were removed from governing body in rule 10.1.8 (the term is
defined in the glossary)

1 Minimum Capital Requirement in rule 3.1.1 (guidance 1) and rule 3.2.1
was changed to all lower case and italics were removed (the term is
defined in the glossary)

“these rules” was substituted for PINS in rule 12.3.4 (b)
Shari da SupewsmowSbayi Baasdpervisory board

numerals were substituted for numbers formerly spelt out, and “%” for “per
cent”

1 conjunctions were omitted where formerly present in sequences of
paragraphs or subparagraphs preceded by “the following” or a similar
expression

9 in other sequences of paragraphs and subparagraphs, conjunctions were
omitted where formerly present except before the last paragraph or
subparagraph

1 “these rules” (however formerly capitalised or italicised) is no longer
capitalised (except where grammatically necessary) nor italicised

1 The following terms transliterated from Arabic are now in all lower case
and italicised:

0 Mudaraba
Mudarib
Musharaka
rabb ul maal

o
o
o
0 Zakah
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