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extension is fully earned by the end of the next anniversary date of the
policy.

3. In the case of investment-linked insurance business, the Computed Amount shall
be the aggregate of amounts provided under paragraphs 2(ii) to (iv) above.

4. In the case of professional life reinsurance business, the Computed Amount shall
be the aggregate of amounts provided under paragraph 1 and 0.1 percent of the sums

at risk for reinsurance accepted on a risk premium basis.

5. The Computed Amount for general business shall be the higher of the following:
() the aggregate of 25 per cent of the first RM50,000,000 of net premium
and 20 per cent of the balance amount of net premium; or
(i) the aggregate of 26 per cent of the first RM25,000,000 of net incurred

claims and 23 per cent of the balance amount of net incurred claims.

6. An insurer shall maintain at all times the following minimum MOS calculated in
accordance with the above paragraphs:
(i) RM50 million® in the case of licensed direct insurers and locally-
incorporated professional reinsurers; and

(i) RM10 million in the case of branches of foreign professional reinsurers.

3 With effect from 1 January 2001.
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APPENDIX Il — SPECIFICATION OF ASSETS FOR THE PURPOSE OF
SUPPORTING AN INSURER’S MARGIN OF SOLVENCY (ISSUED PURSUANT TO
SECTION 46(2) OF THE INSURANCE ACT 1996)

1. Section 46(2) of the Insurance Act 1996 (Act) provides that the Bank may specify
the class or description of assets of an insurer or the extent of a class or description of
assets of an insurer which may be taken into account for the purpose of the insurer’s

margin of solvency.

2. Pursuant to section 46(2) of the Act, an insurer is required to maintain assets of a
value at least equivalent to its margin of solvency in the manner as stipulated in the
attached specification. Further, pursuant to section 44(a) of the Act, an insurer shall
value such assets in accordance with Part VI of the Insurance Regulations 1996

(Regulations).

Coverage and Commencement Date

3. This specification is applicable to insurers carrying on insurance business and

comes into effect immediately, unless otherwise stated.

Definitions

4, In this specification, unless the context otherwise requires:

“Admitted assets” means the class or description of assets specified herein and with
values within the limits specified herein.

“Cash and deposits” means:

(1) cash, bank balances and deposits* issued by any financial institution licensed
under the Banking and Financial Institutions Act 1989 (BAFIA), the Islamic
Banking Act 1983, and the Offshore Banking Act 1990, or any development

4 Including fixed deposits, call deposits, negotiable instruments of deposit, bankers’ acceptances

and money market instruments.
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financial institution prescribed under the Development Financial Institutions Act
2002, as well as any other institution as approved by the Bank.; and

(i)  principal protected ringgit (RM)- or foreign currency (FX)°- denominated
investments-linked to derivatives (ILDs)®, offered by any financial institution
licensed under the BAFIA.

“Derivative” is as defined in “JPI/GPI 20: Guidelines on Derivatives” and is subject to
the conditions and limits specified therein.

“Equity instrument” means an ordinary share, a preference share, a transferable
subscription right, a warrant or a similar investment of a body incorporated in Malaysia,

which is quoted on the Main Board of Bursa Malaysia.

“Group of borrowers” means natural persons or corporate entities, as the case may

be, which are:

(1) related corporations or relatives as defined under the Act;

(i) associate companies and for the purpose of determining an “associate”, the cut-
off level is the ownership or control, directly or indirectly, of not less than twenty
per cent of the issued capital; or

(i) in the position of a partner in a partnership or a “controller” or an institution
controlled as defined under the Act.

However, where a borrower is obtaining a credit facility for its own use and not for the
use of the other entities referred to above, and where the credit facility is extended to it
on the basis of its own financial strength without recourse to any other person within the
group of borrowers, such a credit facility need not be aggregated with other credit

facilities extended to the group.

s Such investments can only be financed from an insurer's existing foreign currency account

maintained with on-shore commercial or Islamic banks in Malaysia and not through conversion of RM.
Specifically, interest rate derivatives, equity derivatives, commodity derivatives, fixed income
derivatives. In addition, FX derivatives are allowed for FX-denominated ILDs.
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“Low risk asset” means:

(i)

(i)
(iii)

a security, bill, certificate or loan or any other paper issued or guaranteed by the
Federal Government;

a security, bill, certificate or loan or any other paper issued by the Bank; and

such other assets as specified in Appendix IV.

"Margin of solvency" is computed in the manner as prescribed in the Insurance

(Amendment) Regulations 1999.

“Property” includes “immovable property” and other “approved property-related

investments” defined as follows:

(i)

(ii)

“‘immovable property” means a self-occupied property or investment property as

defined in Part VI of the Regulations and includes a property under construction

(work in progress) subject to the following conditions:-

(a) the property must be at least 75% completed;

(b) the book value of the property must be based on the progress payments
made to date; and

(c) the property must be excluded from an insurer’s list of admitted assets once
the insurer becomes aware of the fact that the property may not be
completed,;

“approved property-related investments” means private real-estate funds (fund),

and shares of unlisted single-purpose property holding companies (entity) whose

principal assets comprise of properties and which do not have significant liabilities

other than in relation to loan facilities taken for the purchase of property, which

meet the following conditions:

(a) the fund/entity shall be established or incorporated in Malaysia;

(b) investments in property shall be made in Malaysian property only;

(c) the fund/entity shall wholly own a property, including all rights, interests and

benefits related to the ownership of the property;
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(d) at least one of the main sponsors or managers of the fund should be a
financial institution licensed under the Banking and Financial Institutions Act
1989 or a subsidiary of the institution,

(e) inthe case of a fund, at least 80% of the fund should be invested directly in
completed and near-completed property (at least 75% completion) or shares
in single-purpose property holding companies’;

() in the case of investments by a fund in the shares of single-purpose
property holding companies, the companies should not have significant
liabilities other than in relation to loan facilities taken for the purchase of
property and the valuation of the acquiree companies must be backed by
the value of properties owned by the companies; and

(g) any borrowings of a fund to support its investments should not exceed 35%

of the net asset value of the fund at any point in time.

“Secured credit facility” means:

(i) a credit facility secured in the manner as prescribed in Part XI of the Regulations;

(i) a credit facility guaranteed by a person prescribed in Part XI of the Regulations;
and

(i)  such other assets as may be specified®.

“Unit trust scheme” as defined in section 2 of the Securities Commission Act 1993,
means any arrangement made for the purpose, or having effect of providing facilities for
the participation by persons as beneficiaries under a trust in profits or income arising
from the acquisition, holding, management or disposal of securities or any other
property, and shall include real estate investment trusts (REITSs).

7 Investments in shares of other than single-purpose property holding companies, even though

groperty-related, would not count towards meeting the minimum investment threshold of 80%.

Including a mortgage-backed security (MBS) issued by Cagamas which is secured by an
underlying pool of properties backing the mortgages that is ring-fenced and charged to bondholders, and
fulfil any other conditions as may be specified by the Bank in respect of specific MBS issues
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"9 means a credit facility other than a secured facility and

which carries a minimum rating of BBB or P3 or its equivalent by a rating agency

established in Malaysia or by any internationally recognised rating agency.

Holding of Admitted Assets

5. (i)

(ii)

(i)

(iv)

v)

An insurer shall maintain admitted assets of a value not less than the margin of
solvency within the insurance fund for each class of business.

Where an insurer is permitted under section 46(3) of the Act to maintain a part of
the assets supporting the margin of solvency of an insurance fund outside the
insurance fund concerned, such assets shall be in the form of admitted assets.
Admitted assets comprise assets listed in the First Schedule attached with values
not exceeding the specified limits and sub-limits.

An insurer is required to maintain low risk assets of a value not less than 10% of
its margin of solvency.

Investment in unsecured credit facilities which are downgraded below BBB or P3

will no longer qualify as admitted assets.

Foreign Assets

6. (i)

(ii)

An insurer, in respect of its insurance fund for foreign policies, may hold foreign
assets of the country in which it is carrying on business and such assets shall be
deemed as admitted assets for the purposes of computing the solvency margin of
the foreign insurance fund. However, where the assets supporting the foreign
liabilities are held in Malaysia and form part of the assets required to comply with
the margin of solvency requirement, they shall be held in the form of admitted
assets.

An insurer is also permitted to hold, for the purpose of investment, assets of its
insurance fund for Malaysian policies in a foreign jurisdiction with a sovereign

rating at least equivalent to the sovereign rating of Malaysia. Total foreign assets

9

Includes convertible debt securities and convertible loan stocks, both redeemable and

irredeemable. Upon conversion into equities, such securities shall be classified as “equity instruments”.
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held shall not exceed 10% of the margin of solvency of the insurance fund. This

restriction in terms of the location and value of foreign assets is applicable to both

the insurance fund for Malaysian policies and the shareholders’ fund,
notwithstanding whether the foreign assets are held to support the margin of
solvency.

The 10% limit above is not applicable to investments in foreign assets of funds

backing the foreign currency (FX)-denominated education policies'® and non-unit

fund of FX investment-linked policies.

The board of an insurer shall be responsible for establishing sound investment

policies and strategies in respect of its foreign investments, including ensuring

that:

(a) investments are appropriately diversified so that excessive reliance is not
placed on investments of any particular category or description, or in any
one jurisdiction; and

(b) investments in foreign assets held to meet an insurer's MOS shall be in
assets of sound quality, having regard to the appropriateness of the
investment risks assumed relative to the insurer's obligations to
policyholders. This includes, but is not limited to, risks associated with
duration mismatches, the credit-worthiness of significant counterparties and
market volatilities.

The appropriateness of an insurer's policies and internal compliance with the

policies shall be subject to the Bank’s supervisory review and assessment.

Relaxation of Limits

7. () Aninsurer may exceed the limits and sub-limits specified in the First Schedule, as

(ii)

the case may be, in respect of a class or classes of assets, only with the prior
written approval of the Bank.
An insurer seeking approval under paragraph 7(i) shall state the reasons and

provide evidence that such relaxation of limits will be beneficial to the insurer.

Effective 9 April 2008
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APPENDIX lll - APPLICATION OF PROVISIONS RELATING TO SECTION 46 OF THE INSURANCE ACT 1996

Life

insurance fund

Business | Business
within outside
Malaysia | Malaysia ‘
Surplus Surplus Surplus Surplus Surplus Surplus Nil
1. Rectify deficiency in the Malaysian general fund through —
a. transfer/assignment of assets from the foreign general fund;
b. transfer/assignment of assets from the shareholders’ fund;
c. transfer of assets from the Malaysian life fund.
Surplus Deficit Surplus Deficit Surplus Deficit
2. Rectify deficiency in the foreign life fund through —
a. transfer/assignment of assets from the Malaysian life fund;
b. transfer/assignment of assets from the shareholders’ fund.
1. Rectify deficiency in the foreign life fund through —
a. transfer/assignment of assets from the Malaysian life fund,
b. transfer/assignment of assets from the shareholders’ fund,
c. transfer of assets from Malaysian general fund.
Surplus Deficit Deficit Surplus Deficit Surplus
2. Rectify deficiency in the foreign general fund through —
a. transfer/assignment of assets from the Malaysian general fund;
b. transfer/assignment of assets from the shareholders’ fund.




Deficit

Surplus

Surplus

Deficit

Surplus

Deficit

Appendix [l
Page 2/2

1. Rectify deﬁciency inﬁthe'Malaysian life fund th\rough -

a. transfer/assignment of assets from the foreign life fund;
b. transfer/assignment of assets from the shareholders’ fund.

2. Rectify deficiency in the Malaysian general fund through —
a. transfer/assignment of assets from the foreign general fund;
b. transfer/assignment of assets from shareholders’ fund;
c. transfer of assets from the foreign life fund.

Deficit

Deficit

Deficit

Deficit

Surplus

Deficit

1. Rectify deficiency in the Malaysian life fund through —
a. transfer/assignment of assets from the shareholders’ fund.

2. Rectify deficiency in the Malaysian general fund through —
a. transfer/assignment of assets from the foreign general fund
b. transfer/assignment of assets from the shareholders’ fund.

3. Rectify deficiency in the foreign life fund through —
a. transfer/assignment of assets from the shareholders’ fund.
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APPENDIX IV — SPECIFICATION OF LOW RISK ASSETS

‘Low Risk Asset’ under the Specification of Assets for the Purpose of Supporting an
Insurer's Margin of Solvency (Appendix Il) includes:

a Cagamas Tier-1 notes and bonds issued prior to 4 September 2004

Sukuk Bank Negara Malaysia - ljarah;,

ABF (Asian Bond Fund) Malaysian Bond Index Fund'?;

a RM-denominated bond issued by:

0w =

(i) a multilateral development bank;

(i)  a multilateral financial institution;

(i) a foreign sovereign with a sovereign rating of at least AA-">": and

(iv) a foreign quasi-sovereign agency which meets the following criteria'®?:

(a) the agency has either an explicit guarantee from its government or is
wholly or majority-owned by its government and has a local currency
credit rating of no more than one notch below the sovereign rating of its
government. In the absence of a local currency credit rating, a foreign
currency credit rating at least equivalent to the sovereign rating of its
government is acceptable; and

(b) the RM-denominated bonds are rated AAA, or both the agency and the

sovereign of incorporation of the agency are rated at least AA-.

" Investments in Cagamas papers issued after 4 September 2004 shall be classified as ‘credit

facilities’, unless otherwise specified.

The classification reflects the risk of the underlying portfolio of the fund assets, which comprises
substantially securities issued or guaranteed by the Federal Government of Malaysia. The Bank may
review the classification of the ABF Malaysia Bond Index Fund should there be any substantial change in
the underlying portfolio composition.

3 In the event that that the issuer no longer qualifies under the criteria specified, the bond shall be
reclassified as an ‘unsecured credit facility’.
b The rating shall be assigned by an internationally recognised rating agency.



Limits for Admitted Assets ™

(Last Revised on 9 April 2008)

First Schedule

Limit for aggregate

Sub-limit for individual

No. Class of asset investments in a particular |investments/exposures to individual
asset class counter-parties
1 |[Low risk assets Minimum limit of 10% No sub-limit
2 |Cash and deposits
(a) Cash and deposits issued by any financial institutions No limit No sub-limit
licensed under the BAFIA, the IBA, or the OBA
(b) Cash and deposits issued by any financial institutions 5% 2%
licensed under the DFIA
3 |[Properties 20%
(a) Immovable properties No sub-limit
(b) Other approved property-related investments The lower of -
(a) 5% of the margin of solvency
(MOS); or
(b) 5% of the total issue of the fund, or
the investee company's equity at the
date of investment
4 ([Secured and unsecured credit facilities
(a) for general insurance funds
(i) Total credit facilities 50% W
(i) Sub-limit for unsecured credit facilities 40% '°
(b) for life insurance funds
(i) Total credit facilities 70% 5%'° of the MOS for total credit
facilities, and 2.5%"® for unsecured
(i) Sub-limit for direct loans secured or guaranteed in 20% credit facilities to any one borrower or
accordance with Part Xl of the Insurance Regulations group of borrowers
1996 (excluding policy loans)
(iii) Sub-limit for unsecured credit facilities with rating 30%
below 'AA' or its equivalent J
5 |Policy loans 20% No sub-limit
6 |Equity instruments 30% The lower of -
(a) 5% of the MOS; or
(b) 5% of investee company's equity
7 |Unit trust schemes 10% The lower of -

(a) 5% of the MOS; or
(b) 5% of the total issue of the trust
fund at the date of investment




Limits for Admitted Assets ™

(Last Revised on 9 April 2008)

First Schedule

Limit for aggregate Sub-limit for individual

No. Class of asset investments in a particular |investments/exposures to individual

asset class counter-parties
8 |[Derivatives see note 7 5% of the MOS for aggregate exposure
to any one approved counterparty from
open derivative positions on OTC
contracts
9 |Other assets:-
(a) Outstanding premium on life policies on which future 20% No sub-limit
liabilities may be met out of the assets of the fund
(b) Reinsurance deposits with ceding companies which 20% No sub-limit
are not yet due for repayment
(c) Outstanding premiums and agents' balances in 20% No sub-limit
respect of:
(i) motor business which are outstanding for not
more than 14 days
(i) non-motor business which are outstanding for not
more than 60 days
(d) Claims recoverable and amounts due from reinsurers No limit No sub-limit
or ceding companies which are outstanding for not
more than 3 months
(e) Investment income accrued and investment income No limit No sub-limit
outstanding for not more than 3 months
(f) Ml Zero Coupon Bonds No limit No sub-limit
(g) Cash proceeds from sale of assets which are No limit No sub-limit
outstanding for not more than 15 days

10 |(Islamic investment instruments corresponding to any of Same limit as for the Same sub-limit as for the
the foregoing classifications corresponding class of asset corresponding class of asset

11 |Foreign assets other than under paragraph 6(i) of the 10% '8 No sub-limit
"Specification of Assets for the Purpose of an Insurer's
Margin of Solvency"

Note:

14. Limits stipulated are as a ratio of the margin of solvency (MOS) of an insurance fund. Unless otherwise stated, the limits
stipulated are maximum limits.

15. Not applicable to credit facilities granted to Telekom Malaysia Bhd. (Telekom), Tenaga Nasional Bhd. (Tenaga), Petroliam
Nasional Berhad (Petronas), Cagamas Berhad (Cagamas) and Khazanah Nasional Bhd. (Khazanah) and the special purpose
vehicles (SPVs) of these corporations. In the case of credit facilities issued by SPVs of the named corporations, the limits
applicable are subject to provisions for ultimate recourse by investors to the named corporations under the terms of issue in the
event of default on the credit facilities

16. The sub-lirnit for unsecured credit facilities granted to Telekom, Tenaga, Petronas, Cagamas and Khazanah and the SPVs of
these corporations is 20% of MOS each. In the case of credit facilities issued by SPVs of the named corporations, the limits
applicable are subject to provisions for ultimate recourse by investors to the named corporations under the terms of issue in the
event of default on the credit facilities

17. Subject to the conditions and limits stipulated in Garis Panduan JPI/GPI 20 issued on 28 August 1999.

18. Not applicable for the investment of funds backing foreign currency denominated (FX) education policies and non-unit fund of FX

investment-linked policies.




