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Capital management intro

The elements of a good process are universal

Using capital management as an example

Mature, but still developing in areas

Some elements critical to whole business

Focus of this session:

/
Key learnings & thoughts Examples & anecdotes
(from industry surveys) of best (and not-so-best) practice
\_ SN
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Aus-based learnings

ICAAP = capital
management

APRA = regulator

Where the industry is focusing
and where it’s heading
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Timelines

introduced
: 2024
¥
A —
B e 1 RecoveryPlan
“ops 110 mome || e
introduced - a
2013
...\ 2014 Gl Industry 2020 Gl Industry 2020 Gl Industry 2023 Gl Industry 2025 Gl Recovery
— Survey (first) Survey Survey Survey (latest) Plan Survey (first)
2014 2017 2020 2023 v 2025

General Insurance Other industries:

ICAAP Reviews - over 15 general insures/reinsurers, including ORSA  Life Insurance - similar
reviews in Singapore & Hong Kong. regular Industry Surveys
& ICAAP Reviews.

Private Health Insurance - HPS 110
introduced 2023, Readiness Reviews

Discussions with APRA - on ICAAP expectations, outlook & and ICAAP Reviews since, first Industry
importance. Survey planned 2025.

Industry Surveys - every 3 years since 2014.

Recovery Plan Survey - first in 2025.
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Survey participant profiles

2023 ICAAP survey 2025 Recovery Plan survey
29 General Insurers 23 General Insurers
75% Total Industry Premium 70% Total Industry Premium
KMPG's 4th Survey of the Gl market KMPG's 1st Survey of the Gl market

KkbiG

2023ICAAP '
SurveyAnalysis BB, -

RecoveryPlan
Survey 2025

—

Both

u 77%. . 557) @

Direct Insurers Multi-line Company Direct Insurers Multi-line Company
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1. An Explainable Basis m

Target capital (% of MCR) Target capital factors - quantitative vs qualitative

Reinsurance protection

Risk scenario impacts

31%

Breach of regulatory capital

24%
17% Availability and ready access to capital in stress scenarios

Internal economic modelling

Below1.2 1.2to14 14to16 1.6t01.8 1.8t0 2 Above 2

DFA

[J
___38%
times minimum capital requirement
Credit rating agency expectations m
[]

Source: KPMG 2023 General Insurance ICAAP Survey
Peer Company practice

Source: KPMG 2023 General

Other D /o Insurance ICAAP Survey

Learning 1:
Have an explainable basis for targets or thresholds.
Having sophisticated models is just a bonus.
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1. An Explainable Basis

Basic High
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To think on... «°
Can you justify your target or threshold? Where are you on the scale?
Is the justification reviewed regularly, or was it done 10+ years ago in a document you can’t find?
What about your climate targets, responsible persons under FAR, key operations / suppliers under CPS 230, etc?
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2. Emerging risks & scenarios

Impacts of emerging risks over the next 3 years Risks covered in scenario testing

Economic scenario | 907
Natural hazard catastrophe |GGG 76%
Underwriting [ N N 697
Other catastrophe, e.g. terrorism, pandemic [ NG 622
Operational [ INEENEGGE 627
Cyber incident 95%
66% Reserving [INNNENEG 5?2
Funding / liquidity | EEE 349
Market / reputation | INEREEN 3%
Strategic NN 347

21% 9% 989%

0, 0,
Other ESG Artificial Geopolitical IFRS17 Cyber Climate New
Intelligence change regulatory

requirements

mnoimpact  mslight/moderate impact high impact/disruptive

Source: KPMG 2023 General Insurance ICAAP Survey

Regulatory change | 28%
Other ESG impacts 14%
Other [N 10%
New or emerging risks 1%

Policy wording / remediation i 3% Source: KPMG 2023 General

Artificial intelligence (% Insurance ICAAP Survey

Learning 2:

Have a robust approach to considering emerging risks.
Scenarios are more useful, more so when they go beyond the impact.
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2. Emerging risks & scenarios

KPMG 2023 General Insurance
ICAAP Survey

Impact of stress / scenario tests on the
capital position

KPMG 2025 General Insurance
Recovery Plan Survey

1 00% Estimated impact on capital and liquidity

position

Allowance for the stress / scenario to

1007%

o Assess the effectiveness of the trigger
develop over time / multi-year scenario 86% framework 1%
Combination of two or more stress Measure the impacts and effectiveness of 0
scenarios impacting at the same time 0 each recovery & exit actions 69%
. o . T .
Reverse stress testing Include systemic & idiosyncratic stresses 69%
. . . . How recovery & exit actions could be
o
A scenario covering operational risk implemented 62%

Cyvnoaantad cnanifin vancviam aatinne

Features of stress & scenario testing
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2. Emerging risks & scenarios

KPMG 2023 General Insurance
ICAAP Survey

590/0 How recovery & exit actions could be

LAMNTULTGU OYTUIIILV ITGLUUVTI Yy auvuuvlio

relevant to that stress / scenario

KPMG 2025 General Insurance

Recovery Plan Survey

implemented

( Expected effectiveness of recovery
actions

The speed at which recovery actions
are expected to be carried out

Specific stress scenarios for non-
financial risks

0 )
/ Key dependencies
Timeline for implementation of actions

) Preparatory measures

Allowance for recovery actions to
develop over time

Any barriers to implementation

Impact on other strategies /
ramifications other than just on capital

\ Execution risks

62%
62%
04%
46%
31%
31%

Features of stress & scenario testing
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2. Emerging risks & scenarios

Basic High
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To think on... «®
For your emerging risks, could you do a little more? Where are you on the scale?
Is emerging risk identification and awareness done by one team? Or across the business?
Does analysis focus on impact alone? What about secondary and reputation impacts, interrelatedness, use of experts, etc?
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Poll Question:
Which of the following challenges are you currently seeing affect
your organisation’s risk and/or capital management?

Please answer by the end!
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3. Board Involvement

The Board is well-informed
and heavily involved

The Board is well-informed,
regularly discusses and
actively'challenges
management.

The Board is well-informed
and may from time to time
ask questions.

The Board relies
heavily on
management and
largely endorses
management’s work.

Source: KPMG 2023 General Insurance ICAAP Survey
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3. Board Involvement

actively

0% The Board is well-informed

and heavily involved challenge
ICAAP

The Board is well-informed,
regularly discusses and
actively challenges
management.

0 Thﬁ Boar? is wtqll-in]:ortmed
and may from time to time
45% ask que)étions.

'll;he Blc)ard relies

eavily on

21% management and
largely endorses
management’s work.

Source: KPMG 2023 General Insurance ICAAP Survey
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3. Board Involvement

actively

0% The Board is well-informed

and heavily involved challenge
ICAAP

The Board is well-informed,
regularly discusses and
actively challenges
management.

Branches The Board is well-informed
45% and may from time to time
25% ask questions.

The Board relies

Branches nesviy on
management and

0
21% M% largely endorses
management’s work.

Source: KPMG 2023 General Insurance ICAAP Survey
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3. Board Involvement

Actively involved

Initial Plan Design in pla;ﬁ;iéesign o

Relied on management-led design

Actively challenges and Actively discusses and asks Relies on Yet to be
Yea I’|y Review makes suggestions for clarification management decided

26% 35% 22% 17%

Involved in Testing or Yes
Simulation of Plan Activation 22%

Source: KPMG 2025 General Insurance Recovery Plan Survey

Learning 3:
Have a level of Board involvement appropriate to the topic.
Some aspects of a topic are more important to discuss than others.
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3. Board Involvement

Ownership &
Oversight of ICAAP

Setting risk appetite

& capital targets (NOA

Stress & scenario
testing

Review & challenge

%

To think on... e
To what level is a topic tabled vs presented vs discussed vs challenged?
Does your Board spend too much time discussing the detail? Are they overwhelmed by too much information?
Is your Board involved in the stress and scenario testing? At what stage?
Is the Board’s involvement evidenced?
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4. Staying on top of developments

ICAAP maturity
| |
Risk Assessment ﬁ |
Capital management and - J _
oversight Uz | | il
Stress and scenario testing I |
Capital recovery and restoration I |
SN
Embadeing | | m
Learning 4:

Stay on top of developments, keep up with improvements.
Being proactive and thorough earlier means less issues later.
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Summary of learnings

Have an explainable basis for targets or thresholds.
Have a robust approach to considering emerging risks.
Have a level of Board involvement appropriate to the topic.

Stay on top of developments, keep up with improvements.
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