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LENMBAGA PERKHIDMATAN KEWANGAN LUAR PESISIR LABUAN |

(LABUAN OFFSHORE FINANCIAL SERVICES AUTHORITY)

Circuilar No.: 82/2008/ALTC/LIIA

14 March 2006
Chairman

Association-of Labﬁan Trust Company (ALLTC),
Labuan International Insurance Association (LIIA)

Dear SiHMadam,' o

Guidelines On General Reinsurance Arrangements’
The above matter refers.

We are pleased ta Inform you that in order to further enhance the operations
of offshore: insurance, LOFSA has decided to introduce the "Guidelines on
General Reinsurance Arrangement” (Guidelines). The Guidelines cover four
main areas in determining the adeguacy of reinsurance arrangements,
namely: .

i. Apprapriateness of retention level;

ii. Security of reinsurers;

iii. Spread of reinsurers;

iv. Appropriateness of reinsurance contracts,

The above Guidelines would be effective from 1 January 2007. This isto. .
allow all offshore insurers and reinsurers to be familiar with the requirements
of the Guidelines.

Attached is a copy of the Guidelines for disiribution fo your members. Please
contact our officers Encik Mohamad Akbal Mohd Yurios at 087-591336 or Cik
Essah Abd Manaf at 087-591312 if you require any further clarification.

Please be guided accordingly.

“Yours sincerely,

Director

Reguilation Depariment
3eM0B-RG

Tingkat 17, Menare Pejobat Utama, Ujana Kewangan, Jolan Merdeka, 87000 Wiayah Perseluiuan Lobuan, Malaysia,

Tel )+ 6-087+591 200 Fals: + 6087 - 413 28
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LABUAN OFFSHORE FINANCI
SERWVICES AUTHORITY, MALAYS A

GUIDELINES ON GENERAL REINSURANCE ARRANGEMENTS

Introduction
1. The guidslines are inmated to assist offshore Insurars in the preparation of

thelr reinsurance prngramma and facllltate the proper conduct of reinsurance
placements to ensure prudence and professlonalism.

2. Section 24(1)(&} of the 'Offshora‘ Insurance Act 1980 (OlA) requires every
offshore insurer. to conduct its business with due difigence and care in accordance
" with sound insurance principles. In this regard, it is the responsibllity of the offshore
insurer to daslgn its refnsurance programme in line with its axposure and porifolio of
business, taking into account, among ather things, the Insurancs risk profile and

concentration of business,

Scope

3. The guidelines, which are applicable io all lypes of reinsurance arrangements,
excopt financial reinsurance, serve as a guide and not intended to be exhaustive.
Each reinsuranoce arrangement is unique and may require a modified approach to be
adopted conslstent with the nature ‘of reinsurance. K covers four éspmts In
determining ihe adeguacy of reinsurance arrangemsits, namaly:

i Abprapriateness of retention level
4. The retention capacity of an offshore insurer largely depends on its financial
strength. Clear retention limits should be set {for each class of business and for -
categories of risks within each class of business. The primary considerations in
setting retention-include: protection of the insurers capital, stabilisation..of financial

~ results and avallability of cashflow to meet large claims. The retantion stratagy an
offshore insurer must 1ake into account not only single risk claims but also multi-risk
events. The cffshare insurer shall ensure that its reinsurance arrangements provide
adequate protestion for all ¢lasses of businass underwritten to enable it to pay its
liabilities as they falt due,
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if. Security of relnsurers

5. Oftishore Insurers should take all appropriate steps to assess adequately the
soundness of the reinsurers they cede their insurance risks. The selection of
reinsurers should be based on information relevant to ascerfaining the reinsuret’s
reliability and security. The main factors which Insurers should consider when

assessing a potentlal reinsurer are as follows:

: Legal and statutory framewaork

L

The reinsurer has been Iegalty set up in accordance with the laws
of its home country and has been authorised to cary on
reinsurance business in other countiies inciuding Malaysia. it fs
under proper regulation and supervision by its horne authority.

b. Financial capacity and resources

The reinsurer must has strong financial staternents and accounts,
ie., interm of assets, premiums, solvency margin, technical
provisions and profitability. In addition, articles on the reinsurer in
the specialist press and evaluations by analysts and international
rating agencies are useful to assee;.s the capacity and financiat
strength of the reinsurer; and

Detajls regarding the gensral methods of valuation of technical
pravisions should be ascertained where possible, The provisions In
relation 1o the business written and its risk exposure (e.9. in long-

" tail business) should provide an indication on its payment ability.

c. structural indleators -

Pue regard should be given to the financial sirength of Ifs parent
company-and octher companies within the group; and

Information on change In ownership and relevant business
relaﬁbnships with other companies such as sirategic alliances and
intra~group retrocessions should he monitored to ensure that the
relnsurer is independent in its underwriting policy.

F-6989
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d. Independent and fit and proper Bbard of Directors
- The reputation and intagrﬁy of its Board, and the
conscientiousness, competenice and stability of management and
experienced underwriters are indicators of management quality of
the reinsurer.

e. Market behaviour
- The reinsurer's past and present behaviour,” ils permansnt
- ~presence In the market and commitment including:spesd of . claim ... - .
payment, can bs indications of a reliable reinsurer; and -
- Substantial business volume from a8 correspondingly large nurmber
of renowned cedents of international repute can be an indication of
canfidencs In 2 solid relnsurer, '

f. Legal, economic and political conditions in the home country of
the reinsurer

- ‘The political and currency stabilily of the home country of the |
rainsurer; and '

- Reinsurance activities including transfer of claims payments and
the movement of its capltal should not be restricted; '

8. The offshore Insurer is responsible for the regular update of information
compiled on its reinsurers, The offshore insurer should also keep abreast with
developments in the international reinsurance markeis especially developrnents
relating to the reinsurers on its panel. ' '

iii.  Spread of reinsurers
e ee 7. - To avold. exposure fo excessive credit risk concentration. of reinsurers,
' reinsurance protectian should be well-spread among a number of reinsurers,

iv.  Appropriateness of reinsurance comtracts

8. The terms and conditions of reinsurance contract must be checked very
carefully to ensure that there Is a clear understanding of the classes of business
heing coverad, the types of loss to which the treaty applies and the way In which the
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amount recoverable by the Insurer is calculated. As addlitional protection, the
offshore insurer shall ensure that the proportional treaty reinsurance contract
contains an etrors and omissions clause, which provides that cover, continues to be
valid Where errors that are inadvertently made, are rectlfied immediately upon
discovery. '

Relnsurance placements
8. The offshore ingurer shall ensyre prompt placement of all its reinsurance
requirements. For facuitative relnsurance cum‘lrmatlon of the necessary relnsurance

facilliies shall be obtained before accoptance of any rsk exceeding the Insurers .0 U e

gross automatic capacity. The ofishors insurer should alse ensure that persons
representing the reinsurer ase properly authorised to accept reinstirance on behalf of
the reinsurer.

10. Heinsurance programmes must be scrutinised properly to ensure that there
are no gaps in cover or shortfall in placements and the offshore insurer must
diligently communicate to the reinsurer all material facis relating to the risk being
reinsured. This Is to avoid undue exposiye.

11.  Where placements are made through brokers, the offshere insurer shaould
ensure that the brokers possess appropriate gualifications.

Responsibility of the Board

12. Tha Board is ultimately responsible for the relnsurance programme of an
coffshore insurer. The reinsurance arrangemsnts Including facultative placements
should be in aceordance with the limits and criteria approved by the Beard.

Implementation Date

13. The guidelines shall be observed by all offshore insurers licensed under the
OlA.in respect of frealy. and,fécu!tativa relnsurance placements with effect from |
January 2007. '

Labuan Offshore Financial Services Autharlly
24 January 2006



