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Dear SirMiadam, = I"u T; kﬁf'L‘Eﬁ"'ﬂ'Tﬂtj
Guidelines On Genaral Reinsurance Arrangenents feitid DU i
The above makter rafers,

We are pieased to inform you thak in otder to further enhance ha operations
of offshore- insuranca, LOFSA has decided o iMroduce the “Guldelines on
Ceneral Reinsurance Arangement” (Gukdelines). The Guidelines cowver four
main aress in delermining 1he adeguacy of reinsuraice arrangaments,
rarme|y. :

I Approprlateness of refention laval;

it Becurity of reinswrars;

fii. Spread of (Eirnsurers;

. Appropriateness of relnsirance contracts.

The sbove Guldelines wolld be effective fram 1 Jansary 2007, This is o
allow all alfshare insurers and reinsurers i be familiar with the requirements
of fhe Guidelines,

Atsched is @ cony of the Guidalinas for distriution to your members. Please
coniact our oficers Encik Moharad Akbal Mohd Yunes at 087-581336 or Cik
Eassh Abd Manaf at DET-531312 if you requirs any further clarification.

Please ba gulded sccordingly.
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Tigkat 17, Merana Fejciof Uame, Ulna Kewangan, Jolan ek, ATOR0 Wimysh Pemebtuan Lebuar, Meltvea,
T+ 5-087 -89 20 Foks: +6-097-413 328



WAR-|A=Z80E |2:E0FH  FRCH- HIBTARA4E 7-T43  P.O0ZA006  F-003

Lepiian OPFFHORE FiMANMCLAL
SsERWIGFS aPdTHORITY, Mmala'fsih

GUIDELINES ON GENERAL REINSURANCE ARRANGEMENTS

Imtreduction

1. ‘fha guidelines are inHiatsd to aselst offshore Insurers 0 the preparation of
Hmeir reinsurancs programme end facliitate the proper eonduct of rainsUrance
placements 1o ensurs prudance and pro fesslonalism.

o Section 24(1)a) of the Diishare Insurance Act 1380 (OIA) requires ovary
ofishare Insurer o catduet jts businass with due diigence and care in accordanca

" wilh sound ineuranca prnciples. [n this regard, it 1s the responsibillty of the offshore
nsuner to daslon s refpeurance programme 10 line Wit 1IE Bxposurs anic) portiolio of
business, taking mto account, among other things, tHhe Insurmncs ek profile and
coneenlration of businass.

Scope

a, The guldelinas, which ane applicable to all lypes of reinsuranca arangemernts,
axcapt financial minsuranca, Sene a= 5 duidde and nof intended to he exioustive.
Ench relnsurance arangement is unigue snd may ragquire a modified approach to b
adepted conslstent with e hawure ‘ol reinsurance, ' it covers four aspéats In
datarmining ihe adequacy of relraurance arangamsmis, namealy:

L Appropriatengss af retenifon fevel

4. The retertion capasty of an oifshces insurer largely dopends on fis finanslal
strength. Clear ratantion limits should be set tor amch class of business and for
categorles of risks within caan class of bugness. Tha primary conslderafions in
ealting retantion inglude protection of the insurars capital, stakll'sedicn of financkal
rasulte and avaiiablity of cashiiow to meet lamge claims. The retention strategy T
affshora insurer must 1ake ite aceount not only single risk clalms but giso muiti-risk
avants, The clishora [rsurer shall ansure that [ts relnsurance arrangemenls provide
adeguata protection for ali classes of bualnass undarwrtten o enable it to psy its
fabilitiee as thay fall e,
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I Security afmrnsurérs

5. O¢fshore Insurers ahould take all approntate stepe to 2ssess adaquately tha
scundness of the relnsurers they cede ther msursncs rsks. The selecicn o
reinsyrers should be tased on information relevant o ascertairdng the renn SLErs
ralisbilty ard securlly, The main facinrs which Insurers should consider when
gssessing @ potential relnsurer are as follows:

g,  logal and statutory framework
- Tho reinsurer has been legally eat up fn accardanse with the laws
of s home courtry and hbas 'henn Autherlsed o canry on
reinsurance businses ih other counties inciuding Malay=ia. it Ja
under propar recaliatian and supervision by ks home authority.

B. Finaneial capacity and resources

- Tha raimaurce must has strong financlal staternents and accounts,
e, Interm af asests, proprums, solverey margin, technical
provisions and profitabllity. In additan, articles on the relnsurer in
the specialist press and evaluations by anaksis and imtemational
rating agenclés ars usaful lo Esseﬁa tha capacity and financial
strength of the minsuren and

. Detejls regarding the general methods ol valuztion of technical
provigions should ba ascertained whae posshble, The provisisns In
rojation 1o the bPusiness writtan and s sk axposure (e.0. 0 long-

* tall business) should provide an indieation on its payrment ability.

[ Struetural indleators -
- Pue regard should be given i the financial sirength of ii= parent
comipany and cthar companias within the growp; and R A
. |nfopmation en changs I ownershlp and Televant business
relaflanships with othar eamaanies such as strategic allances and
intra-group refrocessions showd be monitored fo ensura that the
relnaurer s independent if #s undanvriting policy.
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d.  Independent and fit snd proper Board of Directars
- The reputsfion azd Inegity of 7s Board, and the
conacientiousness, compstence and sEbity ol marayeent end
exparienoed underwniers are Indicztors of managemeant ouality of

the reinsurer.

B, Market behaviour
-  The minsurers past and present behaviowr itg permansnt
~-preaance |n the merket and commiiment including -spesd. of- claim ...
paadﬂeﬁt. cap be mdicetlons of a reffabile peinstirer; and '
- Substantial business voalume from & consspondingly large number
of rencowred cedants of intetnatioral mepule can be an indication of
canfidence [n a solid reinsurer.

f. Legal, economie and polltical copditlons In the homea soubiry of
the reinslrer

- The poliical and eurancy stabilty of the home courtry of the
reinsurar; and '

- RAsinsurapoe activities including transfer of alefms paymenis and
the movenent of its capltal should not be restricted; '

B. The offshore Imsurer iz respenstbla for the ragqular update of information
pompied on itz relnsurers.  The riffzhewe  magrar should Rlzo kesp abreesst wiln
devalopments in the Imwrnatanal reinsvrance markets aspecislly dovelopments
ralading to the minsurers on iz pansl, ' .

if.  Spread of reinstrers
” - \7. .- To avoid_esposure to excessive cradit riek concenfrelion of reinsurera,
" rsinsurance pretectian should be wall-spresd among & numbar of reinsurers,

iv. Appropristensss of ralnsurance coniracis
B. The ferms and conditionz of reinsurance corirect must be chockod very
carefully to emsure that thars |5 a clasar upderstanding of the classes of buslness

hajng coveres, tha types of Inss to which the treaty appiies and the way tn which the
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emount recoverabfe by the insurer 15 caloculatad. As sddtional prolection, the
offshars Ineurar shel ensure that the pmﬁ-:rtiunal trealy reinsurance oconiract
sontaines an effore and omisslons clause, whish provides that cover, continues 1o ba
valid where erross thet are insdvertartty made, are rectfled Immedalely wpon

discoueny,

Aelnzurance placemeants

8, The offzhore inzucer ahall ensure prampt plecemant of all s reinsurance
raquiroments., For fa:ultaﬂva rEInsuraru:a. uunnrma"rhn of the recessnny rélnsuranca
facilliios uhE‘" b ﬂl'.:!-ﬂmﬂd belore u:ﬂﬂp!m‘u:n of any rlak excoeding the Ineureds
grass sutomallc capzelty. The offshors msurer shauld also ensure fhat perecns
reprazantng the einsUrar ara propery alghersed o aesept minsurances on behalf of
fhe refnsurer.

10, FAninsurancs proqrammes Mest be scrutinfzed propedy to ensure that thera
ore No gops in oover or shorllaf in placements and the offshore iraurar most
diigently communkale io the reinsurar ail mataral facies miating to the risk baing
relraured. Thia Js to avoid undue expaslre.

11,  Whem plagements are made Irough hmokers, the ofehors Ingurar should
enaure that the brekears peesess approprale qualiflcalions.

Respansibility of the Board

7. The Bosrd {3 uliimately respensibie for the relnsimnes programme 6 sh
cifshore Insdrer. "The relneyranés arvandemsnta including fasulisiive placamems
should be in accordance whh tha limita and sriterla approved by the Baam,

Implemantabion Dabe

13, Tha guidslines shell be obhserved by all cifshore Ingurers Beensed under the
014 in respeet of Wroaty, and facultative selnsurance placaments with_eifect from |
Januany 2007,

Lzbuan Ofishore Fancial Services Authortly
24 Janitary 2006
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