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Abstract

The “Insurance Bureau, Financial Supervisory Commission, Executive
Vuan” (Insurance Bureau) engaged PricewaterhouseCoopers (PwC) Taiwan to
perform a research study on the impact of SFAS No.40 - “Principles of
Accounting Treatment for Insurance Contracts” to insurance regulation
and statutory reports (the Study). PwC s final report, besides the scope
of interim report, covers the following:

1. The accounting treatment of investment contract and the
measurement of its liability: In accordance with SFAS No. 40, we -
sumnarized the accounting treatment of SFAS No. 34 to
non-insurance contracts. We also described the initial and
subsequent measurement of financial liabilities and the
recognition of revenue and expense.

9 The revision of the format of insurance statutory return ~ filing
manual and risk basis capital report: PwC suggests the revision
of the insurance statutory return based on the revised “Rule for
the Preparation of Financial Statement by -General Insurance
Institutions” ; PwC also suggests to revise the rule for reserve
provisions ~ how to amend the impact of the related regulation to
the insurance statutory return and the revised filing manual.

3 TFRS 4 experience regarding the insurance statutory return for
other countries: we gathered and summarized the experience of
othercountrieswithIFRSinsurancestatutoryreturns;weanalyzed
Taiwan’ sstatusand;moposedsuggestionsforfuturedirectionfor
Insurance Bureau. In addition, we also proposed explanations and
suggestions for the impact of the difference between General
Acceptable Accounting Principles in the Republic of China and
Statutory Accounting Principles regarding the reserve for asset
valuation and interest rate stabilization.

The Study has been reviewed by industry practitioners ° ¥e exchanged views
and opinions with industry practitioners‘by holding a seminar and taking
into consideration their input in our research study. The final results
of the Study is summarized as follow:
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(1)Comparing the differences with IFRS4 and Insurance Statutory
return for resources for Insurance Bureau making related
regulations amendment, please refer to Charpter 2 of the Study
Report.

(2)Amending “Rule for the Preparation of Financial Statement by Life
Insurance and General Insurance Institutions” regarding to
Generally Accepted Accounting Principles. Please refer to
Charpter 3 of the Study Report.

(3)Amending “Regulations Governing the Setting Aside of Various
Reserves by Insurance Enterprises” and related regulations.
Please refer to Section 4, Charpter 4 of the Study Report. : —

(4)Accouting treatment and reserves measurement in accordance with
SFAS No. 40, the insurance products are treated as inyestment
contracts if unqualified to meet the requirement of transferring
significant risks. Please refer to Section 3, Charpter 5 of the
Study Report.

(5)Amending the format of insurance statutory return ~ filing manual
and risk basis capital report. Please refer to Section 1, Charpter
6 of the Study Report. ‘

(6)Providing IFRS 4 experience regarding the insurance statutory
return for other countries (e.g. Hong Kong, Singapore and UK) ,
please refer to Charpter 7 of the Study Report.
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The “Insurance Bureau, Financial Supervisory Commission, Executive Yuan”
(Insurance Bureau) engaged PricewaterhouseCoopers (PwC) Taiwan to perform a
research study on the impact of SFAS No.40 - “Principles of Accounting
Treatment for Insurance Contracts” to insurance regulation and statutory
reports (the Study). PwC s final report, besides the scope of interim report,
covers the following:

1. The accounting treatment of investment contract and the measurement
of 1ts liability: In accordance with SFAS No. 40, we summarized the
accounting treatment of SFAS No. 34 to non-insurance contracts. We also
described the 1initial and subsequent measurement of financial
liabilities and the recognition of revenue and expense.

2. The revision of the format of insurance statutory return ~ filing manual
and risk basis capital report: PwC suggests the revision of the
insurance statutory return based on the revised “Rule for the
Preparation of Financial Statement by General Insurance Institutions” ;
PwC also suggests to revise the rule for reserve provisions ~ how to
amend the i1mpact of the related regulation to the insurance statutory
return and the revised filing manual.

3. IFRS 4 experience regarding the insurance statutory return for other
countries: we gathered and summarized the experience of other
countries with IFRS insurance statutory returns; we analyzed Taiwan’ s
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status and proposed suggestions for future direction for Insurance
Bureau. In addition, we also proposed explanations and suggestions for
the impact of the difference between General Acceptable Accounting
Principles in the Republic of China and Statutory Accounting Principles
regarding the reserve for asset valuation and interest rate
stabilization.

The Study has been reviewed by industry practitioners - We exchanged views and
opinions with industry practitioners by holding a seminar and taking into
consideration their input in our research study. The final results of the Study
1s summarized as follow:

(1)Comparing the differences with IFRS4 and Insurance Statutory return
for resources for Insurance Bureau making related regulations
amendment, please refer to Charpter 2 of the Study Report.

(2)Amending “Rule for the Preparation of Financial Statement by Life
Insurance and General Insurance Institutions” regarding to Generally
Accepted Accounting Principles. Please refer to Charpter 3 of the Study
Report.

(3)Amending “Regulations Governing the Setting Aside of Various Reserves
by Insurance Enterprises” and related regulations. Please refer to
Section 4, Charpter 4 of the Study Report.

(4)Accouting treatment and reserves measurement in accordance with SFAS
No. 40, the insurance products are treated as investment contracts if
unqualified to meet the requirement of transferring significant risks.
Please refer to Section 3, Charpter 5 of the Study Report.

(5)Amending the format of insurance statutory return ~ filing manual and
risk basis capital report. Please refer to Section 1, Charpter 6 of
the Study Report.

(6)Providing IFRS 4 experience regarding the insurance statutory return
for other countries (e.g. Hong Kong, Singapore and UK) , please refer
to Charpter 7 of the Study Report.
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NSRRI ok B BRI EHE 0 ERE @AM kAR EE
( Monetary Authority of Singapore, MAS ) ¥ 3% A - H &AL
BARE R0 T & - BRIEH Aok 4%k (Insurance Act) REHE
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&5 S KA JIALRAKE AFR
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Insurance (Valuation and Capital ) Regulations @ H & &Ki#
FERENBELE 45 MHRET ¢
1. R ¥EH s %% (Insurance Act) % 1T BT > RHBaEE
Zyx @B is Bk —EASEEI RMKBELER > BpA
2FEAEME (F0RIERFETE) FFBEARRE R
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FIRST SCHEDULE — continued

INSURANCE ACT
(CHAPTER 142)

INSURANCE
{ACCOUNTS AND STATEMENTS)
REGULATIONS

RETURNS ON FUND SOLVENCY REQUIREMENT
AND CAPITAL ADEQUACY REQUIREMENT

NAME OF REGISTERED INSURER

FORM 21 — STATEMENT IN RELATION TO FUND SOLVENCY
REQUIREMENT OF INSURANCE FUND

SINGAPORE INSURANCE FUND OFFSHORE INSURANCE FUND
General [ ]| General ]
Life Life
Participating I:l Participating I:‘
Non-Participating I:l Non-Participating I:‘
[nvestment-Linked I:l Investment-Linked I:‘
(Tick (/) one only)

Co Code Year Month

- Row
D t A t
esctiption No. moun

(i) Financial Resources of Insnrance Fund

Balance in the surplus account (of participating fund) 1

Add:

Allowance for provision for non-guaranteed benefits

(of participating fund): (lower of 3 or 4) 2
Policy liabilities — minimum condition liability 3
50% of aggregate of provisions for non-guaranteed
benefits and PAD 4

Surplus of insurance fund (of any other insurance

fund) 5

Less:

Reinsurance adjustment 6
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FIRST SCHEDULE — continued

o Row
Description No. Amount
Financial resource adjustment: (8 to 12) 7
(a) loans to, guarantees granted for, and other
unsecured amounts owed to the registered
insurer 8
(b) charged assets
(c) deferred tax assets 10
(d) intangible assets 11
(e) any other assets as may be specified by the
p 12
Authority
Financial Resources of Insurance Fund
1+2+5-6-7) 13
(ii) Total Risk Requirement of Insurance Fund
A. Component 1 Requirement — Insurance Risks
Life Insurance Risk Requirement
(for participating fund only): (15 + 18) 14
(a) Policy Liability Risk Requirement:
(zero or 16 — 17, whichever is higher) 15
Modified minimum condition liability 16
Minimum condition liability 17
(b) Surrender Value Condition Risk
Requirement: (zero or 19 — 20, whichever is
higher) 18
Aggregate of surrender values of policies of
the insurance fund 19
Higher of 21 or 22: 20
Sum of total risk requirement and minimum
condition liability of the insurance fund 21
Policy liabilities of the insurance fund 22
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FIRST SCHEDULE — continued

e Row
Description No. Amount

Life Insurance Risk Requirement (other than
participating fund) (24 + 27) 23
(a) Policy Liability Risk Requirement:

(zero or 25 — 26, whichever is higher) 24

Modified policy liabilities 25

Policy liabilities 26
(b) Surrender Value Condition Risk

Requirement: (zero or 28 — 29, whichever is

higher) 27

Aggregate of surrender values of policies of

the insurance fund 28

Sum of total risk requirement and policy

liabilities of the insurance fund 29
General Insurance Risk Requirement
(for general business): (31 to 32) 30
(¢) Premium liability risk requirement 31
(p) Claim liability risk requirement 32
Total C1 Requirement (14 + 23 + 30) 33

B. Component 2 Requirement — Investment Risks
and Risks arising from Interest Rate Sensitivity
and Foreign Currency Mismatch between Asset
and Liabilities

Equity Investment Risk Requirement: (35 to 36) 34

(a) Specific Risk Requirement 35
(b) General Risk Requirement 36

Debt Investment and Duration Mismatch Risk
Requirement: (38 or 43), whichever is higher 37

(&) Sum of: (39 + 42) 38

Debt investment risk requirement in an
increasing interest rate environment (40 to 41) [ 39

Debt specific risk requirement 40

Debt general risk requirement 41

Liability adjustment requirement in an increasing
interest rate environment 42
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FIRST SCHEDULE — continued

Description RN(;V.V Amount
(b) Sum of: (44 + 47) 43
Debt investment risk requirement in a
decreasing interest rate environment
(45 to 46) 44
Debt specific risk requirement 45
Negative of debt general risk requirement 46
Liability adjustment requirement in a
decreasing interest rate environment 47
Loan Investment Risk Requirement 48
Property Risk Requirement 49
Foreign Currency Mismatch Risk Requirement
(for Singapore Insurance Fund) 50
Derivative Counterparty Risk Requirement 51
Miscellaneous Risk Requirement 52
Total C2 Requirement
(34 + 37 + 48 + 49 + 50 + 51 + 52) 53
C. Component 3 Requirement — Concentration
Risks
Counterparty Exposure 54
Equity Securities Exposure 55
Unsecured Loans Exposure 56
Property Exposure 57
Foreign Currency Risk Exposure 58
Exposure to assets in miscellaneous risk
requirements 59
Exposure to non-liquid assets with Singapore
Insurance Fund (for general business) 60
Total C3 Requirement (54 to 60) 61
Total Risk Requirement of Insurance Fund
(33 + 53 + 61) 62
Names and
signatures of:
Director Director Principal Officer

Date:

2 AR AN BEHIBMEABRERL  EHEF R T
Capital adequacy ratio=Financial resources / Total risk
requirement
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% Financial resources Z HIKE K 2%84 5 B & #idg > 3%
st B3 23 W F AT
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FIRST SCHEDULE — continued

INSURANCE ACT
(CHAPTER 142)

INSURANCE
(ACCOUNTS AND STATEMENTS)
REGULATIONS

NAME OF REGISTERED INSURER

FORM 23 — STATEMENT IN RELATION TO
CAPITAL ADEQUACY REQUIREMENT
OF REGISTERED INSURER

(Lo (o L
Description RN?/ Amount
(i) Financial Resources of Registered Insurer
A. Tier 1 Resource
Aggregate of surpluses of all insurance funds 1
other than a participating funds
Balances in the surplus account of each
participating fund 2
Paid-up ordinary share capital 3
Unappropriated profit (loss)
Irredeemable and non-cumulative preference
shares 3
Any other capital instrument approved by the
Authority as a Tier 1 resource 6
Less:
Reinsurance adjustment
Financial resource adjustment: (9 to 14)
(&) loans to, guarantees granted for and other
unsecured amounts owed to the registered
insurer 9
(b) charged assets 10
(c) deferred tax assets 11
(d) intangible assets 12
(e) any other assets as may be specified by the
Authority 13
Total Tier 1 Resource (1 to 6 less 7 to 8) 14
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FIRST SCHEDULE — continued

o Row
Description No. Amount
B. Tier 2 Resounrce
Irredeemable and non-cumulative preference
shares not recognised as Tier 1 resource 15
Irredeemable and cumulative preference shares 16
Any qualifying Tier 2 instrument approved by the
Authority as a Tier 2 resource 17
Total Tier 2 Resource (15 to 17) 18
C. Aggregate of allowance for provisions for
non-guaranteed benefits of participating funds 19
Financial Resources of Registered Insurer (higher of
$5m or 14 + 13 + 19) 20
(i) Total Risk Requirement of Registered Insurer
(a) Total risk requirements of insurance funds
established or maintained under the Act 21
() Total risk requirements of assets and liabilities
that do not belong to any insurance fund
established and maintained under the Act 22
Total Risk Requitement of Registered Insurer
(21 to 22) 23
CAPITAL ADEQUACY RATIO (20/23) 24
Names and
signatures of:
Director Director Principal Officer

Date:

M8l % Capital adequacy ratio f&# 120% Financial
resources /&7 5 @ B # Aok HEF o Rk bR A0 A 2 KKl
RERE RN Exn @i ELHKM EEHMTAELRL
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(4) Accouting treatment and reserves measurement in
accordance with SFAS No.40, the insurance products are
treated as investment contracts if unqualified to meet
the requirement of transferring significant risks.
Please refer to Section 3, Charpter 6 of the Study
Report.

(5) Amending the format of insurance statutory return -
filing manual and risk basis capital report. Please
refer to Section 1, Charpter 7 of the Study Report.

(6) Providing IFRS 4 experience regarding the insurance
statutory return for other countries (e.g. Hong Kong,
Singapore and UK) , please refer to Charpter 8 of the
Study Report.

(4) Accouting treatment and reserves measurement in
accordance with SFAS No.40, the insurance products are
treated as investment contracts if unqualified to meet
the requirement of transferring significant risks.
Please refer to Section 3, Charpter 5 of the Study
Report.

(5) Amending the format of insurance statutory

return ~ filing manual and risk basis capital report
Please refer to Section 1, Charpter 6 of the Study
Report.

(6) Providing IFRS 4 experience regarding the
insurance statutory return for other countries (e.g.
Hong Kong, Singapore and UK) , please refer to
Charpter 7 of the Study Report
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