


AILA 2006 Insurance Law Intensive
- 25 & 26 May 2006

Insurance Development In S.E.Asia & China
What is being written? Who is writing it and
opportunities for insurers, reinsurers and
their service providers.

Ken Brown - ACE Insurance Limited

Singapore

ACE Insurance



l

Assessment Items:
Region
Factors: Direction of the Insurance Industry
Insurers in Asia
Multinationals
Strategy and Function

Brandassurance
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S.E.Asia: Singapore, Malaysia, Philippines, Thailand,
Indonesia, Vietham.

Greater Asia: Spans, Pakistan to South Korea &
China to Indonesia

The countries within Greater Asia represent
11% of the World Land Mass
49% of the World Population
10% of the World GDP
5% of the World Non-Life Premium
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Landscape
1994 China Macro economic adjustment
1997 economic crisis
Low interest rates and downward real estate pricing
Merger and Acquisition
SARS
Bird Flu and pandemic risk

= Insurance market generally follows the social and economic
climate/characteristics of the region

= Highly adaptable and change focused dynamic
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2004 2005 2006 2007

Proj. Proj.

Industrial Asia 2.5 2.7 2.8 2.2
Japan 2.3 2.7 2.8 2.1
Australia 3.6 2.5 2.9 3.2
New Zealand 4.3 2.0 0.9 2.1
Emerging Asia 8.4 8.3 8.0 7.7
China 10.1 9.9 9.5 9.0
India 7.4 8.0 7.3 7.0
NIEs 5.9 4.5 5.2 4.5
ASEAN-4 5.8 5.2 5.7 5.7
Asia 7.1 7.1 6.9 6.6

Sources: IMF, APDCORE database; and staff estimates



Figure 7. World Marketed Energy Consumption,

1970-2025
Cluadrillion Btu
8OO _ T
History Projections
G645
598
600 + 553
504
286 412
400 348
243 = —
207
200

a
A
o

e &%‘3 S _@ga"-‘* w@’b q?m“-* @"fﬂ %@“ @m‘"}

Sources: History: Energy Information Administration (EIA),
International Energy Annual 2002, DOEEIA-0Z219(2002)
(Washington, DC, March 2004), web site www.eia.doe.gov/
iza/. Projections: ElA, System for the Analysis of Global
Energy Markets (2005).



Reconciling Economic & Industry Risks
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2006 Outlook — IMF Assessment May 2006
Growth for the Greater Asia Region: 7%
Japan domestic demand increased
Inflation remain subdued

Risks:

High Oil Prices

Tightening global financial conditions
Global account balances

Pandemic — Avian Flu

Key Areas: Macroeconomic
Central Banks. Balance between inflation & domestic demand
Governments strengthen fiscal position
Governments invigorate domestic demand



Characteristics:
Demographics

population size and age distribution

impacts life and personal lines businesses
Property and Casualty

= location of population (and associated assets)

=« tendency to cluster in mega-cities
= often in disaster-prone areas

Accident and Health
= accumulated risks
= expansion and concentration of exposure
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Rise of the Middle Class
Sheer size and velocity of development

Rise of the Internet Consumer
Create mindset of customization, immediacy and
commoditization

Combination of these two events
Unprecedented challenge
= Insurance Companies
= Insurance Regulators
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MasterCard International “benchmark” of Asian Middle Class is income
excess of US$ 5,000/annum

Today, 329 million in Asia meet this threshold — core of that group (250
million) in Korea, Taiwan, Singapore and Hong Kong

Current middle class estimates as of 2005:

China: 80 million
Thailand: 15 million
India: 12 million (200 million with income of $1,500/annum)

Malaysia: 9 million

Economists expect this large base to be the fastest growing segment in
2006-driver of overall Asian economic growth:
Goldman Sachs projects Asia (ex-Japan) economic growth to be 7.5% vs. 4.1%
worldwide (numbers prior to China restatement of 2005 GDP)
Large component of that growth is increased consumer consumption
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As we have seen elsewhere in the world, growth in consumer
consumption is driven by ease of access:

Ease of access to capital

Ease of access to information/choices

Increased travel
China: 29 million overseas travelers; projected to increase to 50 million by
2010

Increased debt
Asia (ex-Japan) household debt as % of total debt outstanding is 27% in
2005 vs. 18% in 1999 (Lehman Bros)

Increased asset accumulation
Need to protect those assets

Challenge to educate on insurance needs, challenge to meet their
buying needs

12
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Capital
Dynamic
Adaptable
Mobile
Global

Hungry for returns and service measuring best risk-adjusted
return, across all industries and economies

.. Challenge: How to measure, assess and deliver capital in the
form that a customer values?

13
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Global and Local determinants:
Social / Cultural / Political / Religious / Financial

People and Trade:
Social People and Trade:
Demographics - consumption generation
Appeal of the growth potential

“Tri-polar” — trading goods between China, India and SE Asia
Monetary co-operation

Emerging Middle Class and urban population

Government:

Regulation of the insurance industry i.e. risk based capital,
ownership laws etc

Protectionist and restrictive trade barriers Compulsory insurance
Catastrophe funds and pools

14
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World’s Largest 20 Public Companies: By 2004 Total Revenues'’

Rank Company Revenues Home Country
(US$ Billions)

1 Wal-Mart 287.98 u.s

2 BP 285.05 U.K

3 Exxon Mobil 270.77 u.S

4 Shell 286.69 Netherlands/U.K

5 General Motors 193.51 u.S

6 DaimlerChrysler 176.68 Germany

7 Toyota 172.61 Japan

8 Ford 172.23 u.s

9 General Electric 152.86 u.s

10 Total 152.60 France

11 Chevron 147.96 u.S

12 Conoco 121.66 u.s

110.64
108.27

Volkswagen
CitiGroup

Germany

16 u.S

NTT 100.54 Japan

IBM U.S

N
o

96.29

Rankings shown are based on
Total Revenue which includes
recurring premium, new business
premium, fee income, investment
returns. Alternative ranking
metrics may include:

* New Business Premium

* Total Sum Assured

* Total Assets

» Total Policy Count

» New Business Policy Count

Insurers can be quite creative in

choosing a metric that shows
them as being #1

Source: RFK Consulting, Fortune 500
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World’s Largest 20 Public/Mutual Insurance Companies: By 2004 Total Revenues

Rank Company Revenues Home Country
(USS$ Billions)

1 AXA 121.60 France
2 Allianz 118.94 Germany Rankings shown are based on
3 ING 105.89 Netherlands Total Bevenue.whlch includes
4 AlG 97.99 U.S recurring premium, New

, business premium, fee income,
S Generalll 83.27 Italy investment returns. Alternative
6 Berkshire Hathaway 74.38 u.S ranking metrics may include:
7 Aviva 73.03 U.K . _ll\_lewIBSusinZss Predmium
8 Munich Re 60.71 Germany :Tg::I A:g;tsssure
9 Nippon Life (V) " 60.52 T dapan T Total Policy Count
10 Zurich Financial 59.68 Switzerland  New Business Policy Count
11 State Farm (M) 58.82 u.s
12 Prudential UK 47.05 U.K Insurers can be quite creative

in choosing a metric that shows
them as being #1

14 MetLife 39.53 u.s

16 CNP 36.94 France
Aegon 35.46 Netherlands

19 Prudential US 28.34 u.s

. Source: RFK Consulting, Fortune 500
16 20 New York Life (M) 2717 u.S



Relationship Between Life Insurance Premiums and Income Growth
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Emerging Markets Relative to Industrial Countries, 1994 Share Within Emerging Markets, 1994
Global Global _ .
Global Global  Non-life Life _ Non-life Life
Populaton GDP  Premium Premium Population  GDP  Premium Premium

6.3bn US$36.5tn US$1. $1.7 tn 54bn US$8.4 tn US$123 bnUS$188 bn
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.Total for 2005 . Increase for 2010 . Increase for 2015

Japan
Hong Kong
Taiwan
South Korea
Singapore
China
Thailand
Indonesia
Vietnam
India
Malaysia

Philippines

Projected Aging Market Size in Asia

\H(_(

VHV.HV

0% 5% 30 0 25 50 75

10%
19 Percentage of Population over Age 65

19% 20% 25%

100 125 150 175
Total Population over Age 65 (millions)

Total Population

. Increase for 2020 5 10 ‘15 20

127 126 124 122

69 70 7.0 7.1

228 234 239 243

48.6 49.7 50.3 50.9

44 47 48 5.0

1308 1350 1392 1430

641 669 69.6 71.9

225 238 250 261

83.6 89.1 94.7 100

1092 1163 1227 1287

253 275 29.6 31.6

82.8 89.6 96.3 103

Sources: RFK Consulting,
United Nations; Government
of Taiwan; ABeam Analysis
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Top 40 Life Insurers in Asian Countries: By 2004 Premium Income
(excludes 26 life insurers in Japan with premium income > US$1 billion)

Rank Company Premium Income Country Rank Company Premium Income Country
(US$ Billions) (US$ Billions)

1 China Life 18.01 China 21 Allianz Life Korea 1.862 Korea

2 LIC of India 17.25 India 22 Westpac 1.84 Australia

3 Samsung Life 15.64 Korea 23 AIA Hong Kong 1.80 Hong Kong

4 Cathay Life 9.75 Taiwan 24 AXA National Mutual 1.62 Australia

5 Korea Life 8.24 Korea 25 Tai Kang Life 1.61 China

6 Ping An Life 7.42 China 26 AlA Thailand 1.47 Thailand

7 Kyobo Life 7.17 Korea 27 DongYang 1.45 Korea

8 AMP 6.68 Australia 28 Shinhan 1.43 Korea

9 NAB/MLC 5.59 Australia 29 Manulife Hong Kong 1.38 Hong Kong
10 AIG Nan Shan 5.29 Taiwan 30 AIA Korea 1.37 Korea

11 Shin Kong 4.62 Taiwan 31 Hungkuk 1.28 Korea

12 China Pacific 4.20 China 32 Fubon Life 1.20 Taiwan

13 Chunghwa Post 3.64 Taiwan 33 SK Life 1.20 Korea

14 ING/ANZ 3.19 Australia 34 Mass Mutual Mercuries 1.10 Taiwan

15 Great Eastern 3.10 Singapore 35 Kuo Hua Life 0.99 Taiwan

16 ING Antai 2.61 Taiwan 36 Citicorp Life Australia 0.99 Australia
17 Generali China Life 2.44 China 37 Allianz President 0.97 Taiwan

18 ING Life Korea 2.32 Korea 38 Great Eastern Berhad  0.97 Malaysia
19 New China Life 2.30 China 39 China Life 0.96 Taiwan

20 Colonial/CBA 2.19 Australia 40 HSBC Life 0.94 Hong Kong
20

Source: RFK Consulting, Finance Asia, August 2005
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Life Insurance Market 2004 Non-Life Insurance Market 2004
Country Relative Market Share and Growth Country Relative Market Share and Growth
Total Asia Life Premiums = US $578 Billion Total Asia Non-Life Premiums = US $197 Billion
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With two exceptions, each market has at least 20 competitors (even very small
markets)

A few very large traditional domestic life insurers

A few very large foreign life insurers

Many, many mid-size and small domestic and foreign life insurers

Most product categories and distribution channels exist in most markets

Foreign insurers are generally increasing premium market share and profitability at a
faster rate than domestic insurers
However, there are a few foreign insurers that have had difficulty with market positioning
and turnaround execution

Many traditional domestic insurers find it difficult to evolve perhaps due to weak
independent governance, embedded self-interests, few resources with broad market
experiences, and a lack of imperative as recurring business hides the decline in new
business share

Margins are under pressure in most markets

A few foreign insurers are at early stages of developing “regional operating models”

22
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- Efficiency of Multinational Insurers as Number of Countries Increase -

1.8 7 Diseconomies of Scale

(expense growth exceeds premium growth)

1.6

1.2 7

0.6 T

Economies of Scale
(premium growth exceeds expense growth)

0 T T T T T T T T
1.9 2.4 2.9 3.4 3.9 4.4 4.9 5.4 5.9

0.2 T

International Diversity

Source: RFK Consulting, Katrishen & Scordis, Temple University, 1998
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Process Performance of Average Company Relative to Cross-Industry Best Practice

(findings from process mapping interviews of 40 insurance companies across China, Indonesia and Thailand)

O Indigenous Insurers @ Multinational Insurers % Cross-Industry Best Practices
Market Analysis @ @
Brand Management Q) O
Product Development O O

Marketing O |
Channel Management
Sales
Underwriting and Issuance O
Customer Management @ @
Billing and Collections )
Policy Administration
Benefits Processing
Funds Management
Business Planning

Human Resource Management O
Information Systems

Management

o
® OO0
® 00
226 26 2426 2 X4 2 24 X4 26 X X ¢

e
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Source: RFK Consulting, Deloitte Consulting, 1999



Stages in Multi-Country Organization

Asia RHO

Home Office Home Office

1 ~ 4 Asian Countries Many Asia

Home Office Home Office

Large Country Asia RHO Asia RHO
Operation

Rest of Asia J
apan, China HK Taiw Many
Korea

Source: RFK Consulting, ABeam Consulting, 2005
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Regional Office Roles Balanced Across Key Obijectives

o
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©

3 Apply Extract

2 Knowledge Potential

o & Methods Synergies

g

Core Centric Network Centric

26 Source: RFK Consulting, ABeam Consulting, 2005
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Trade-off in Staffing Country Management Positions

Asian Culture

+ Understands company values

+ Strong internal network

+ Shorter transition to understand
market

- Occasionally challenges in
Inter-Asian acceptance

Propensity to be placed in roles in

+ Understands local culture values

- Lack of corporate network

- Difficulty in aligning local and
company practices and values

Sales, CIO, HR and Administration

External Hire

Internal Posting

Propensity to be placed in roles in CEO, CFO, COO and Marketing

+ Understands company values

+ Strong internal company
network

- Longer transition to understand
market and become effective

- Can be difficult to repatriate

27

+ Understands Western values

- Lacks corporate network

- Short transition to be effective in
market (assuming local
experience)

+ Repatriation not necessarily
expected

Western Culture

Source: RFK Consulting, ABeam Consulting, 2005
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Tendencies in Organization Structure

USA British French
O
Structured individualism, _
Speed, drive Casual leadership Autocratic
German Asian French & Asian
O 080 O
@) @)
0 0 6} OOO 6}
. . (0] (0]
(0] (0]
® o

Hierarchy and consensus

Consensus rule

Autocratic and consensus?

Source: RFK Consulting, When Cultures Collide, Managing Successfully Across Cultures, Richard D. Lewis, 1996
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Hofstede Research into Relative Tendencies across Common Cultural Dimensions

Power Distance South Korea Thailand Taiwan
10

Japan P 0
Long-Term o
Orientation Masculinity

Avoiding Individualism
Uncertainty Oriented
Malaysia Philippines Singapore Hong Kong Australia

10

100 10i 10“ 'ii

Source: RFK Consulting, Cultures and Organization, Geert Hofstede,1991; ABeam Analysis
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Asia: The Land of Opportunity for Insurers?

Definitely, there is significant upside for premium growth across a highly diverse Asian market
A key challenge is that the market life cycle is much faster and shorter than in historical Western markets

Expansion in Asia: Too Little, Too Late?

On

Every country is now a competitive, crowded, insurance market with product, pricing and channel pressures
from disciplined and undisciplined, domestic and foreign insurers — imperative for effective strategy and execution

Vietnam, India, and regions in China are still not yet fully contested ... but enter with care (there will be losers)

Acquisitions are more probable in the future than Greenfield unless discovery of unmet consumer needs (Hartford) or
introduction of newer business models (ACE)

Being a Multinational

Early entrants in new markets across Asia did not proactively think about ‘methods’ for protecting home office, transferring
knowledge and extracting synergies...nor did they need to given the immaturity of the markets at the time... but they are starting
to now

The proliferation of insurance operations in Asia has created an acute shortage of skills — key issue in compliance era

Operating models will evolve from discrete country units to ‘regional systems’ to concentrate skill shortages; standardize
processes and systems to mitigate risks; concentrate transaction volumes for control/scale economies

Life Insurance Multinationals That Matter

Multinationals that matter are more considered about what “value-added” they can apply across countries
Domestic insurers now thinking about international expansion should understand their reasons

= Is it simply the prestige and ego to publish in the annual reports?

= What is it that will differentiate your new insurance operation in the marketplace?

= Will international operations simply be immaterial relative to the home market and destroy value?

Source: RFK Consulting
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In terms of strategies (hard factors):
management of backend/ operations
distribution and marketing decisions
operational efficiencies
service delivery etc

Function:
client identification
delivery
assessment
management

31
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(Millions) As % of
Internet Users  Population

US 170.1 60.6%
Japan 72.8 57.2%
UK 32.3 53.4%
Australia 11.9 59.2%
China 94 7.2%
India 21.3 2.0%
S. Korea 31.6 65.6%

CAGR
2004-2008

2.6%
5.6%
4.4%
3.4%

14.3%
23.8%
4.2%

Source: eMarketer, May 2005 (data based on 2004 results)

This does not necessarily mean consumers will buy insurance via internet, but it does
mean their buying habits and expectations will be driven by their internet experience

32
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Reflects much of Asian culture
Reliant on relationships and trust
Personal relationships — agency model
Can this model respond to the rapid change coming?
= Capital intensive infrastructure to support field staff/branch offices
and large number of agents
= Law of large numbers — significant increase in agency recruitment
will be needed to service growing consumer base

No question that Asian Consumer Insurance needs and buying

habits will look much different in the next 5 years
Does the distribution model need to look different as well?

33
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New Asian consumers will have access to more
iInformation

= Bring greater pressure on pricing

= Bring greater pressure on product offerings with
desire for “customization”

Those companies with greatest flexibility will be in the
best position to succeed

Issue of trust/relationship will be critical-particularly for
first-time insurance buyers

Asia will become larges stage for “brandassurance”
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Entity that has an established Brand that signifies trust and
quality to its customers

Embodies the concept of Financial Supermarket — allows
customers to choose when they want to buy and where they
want to by

Financial Services become an extension of the shopping
experience

Very effective strategy to mitigate commoditization
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Tesco UK considered leader in this field
Offer mobile/telecom services with 750,000 subscribers in UK

Offered insurance and banking products for past eight years:
= 5.1 million customers — adding 90,000/month
= 1.4 million motor insurance customers
= 150,000 life customers

Popular concept in Latin America with largest local and
international retailers

Mexico Liverpool
Brazil C&A, Carrefour
Chile Falabella
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This channel may prove to the biggest threat or the biggest
opportunity

Regulatory perspective: protecting the consumer while
encouraging more options

Company perspective: channel conflict and potential
partnerships

Consumer perspective: access to more products and more
ways to buy

37
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The new era of Asian consumer is coming

Historical methods will be challenged:
Sales
Customer management

Regulatory oversight

Those countries and companies that embrace the change
will prosper
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