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* NAIC (National Association of Insurance Commissioner), SAP
(Statutory Accounting Principal), Schedule DB

 Purposes (1) hedging (2) income generation (3) replication (4)
Investment

 Insurance companies are subject to strict regulations regarding the
permitted use of derivatives

« On Schedule DB, “hedging effective” or “hedging other”

 Derivatives used in effective hedges are valued and reported in
"hedge accounting”

* |t requires prior approval of derivatives use plan (DUP) and written
guidelines

 Derivatives are seen as an efficient tool for asset and liability
management (ALM)

 Can be considered as a substitute of Reinsurance
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« The notional value (i.e. total value of options, forwards, futures and

foreign exchange currencies) of insurance industry derivatives tops
$2.3 trillion.

« The top 10 users of derivatives account for 66% total industry
notional value

« Life insurers accounts for 95% of total notional value compared to
5% of P/C

« 49% of total notional value to swaps, 44% options, 3% futures, 3%
forwards

« Swaps to manage interest rate, credit, duration and currency risks,
while options are preferred to manage equity/index risk
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« Global views on the impact of overall general usage of derivatives for
hedging is POSITIVE!!l ©

Global

B Increase
B No significant change
B Decrease

B No definitive view

Sourse: 2017 Milliman'’s survey of derivative usage by the largest 50 insurance companies based
in North America, Europe, and Asia.
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* NAIC report , A.M. Best report (2018)

 Smith and Stulz (1985)

« Cummins and Weiss (1991)

« Colquitt and Hoyt (1995)

e Cummins, Phillips, and Smith (1997)

- WHHEHBHDAI AMFES 2785t 20 240 FEAIY HHZ 2l 7
M et (1999)

« Guay and Kothari (2003)

« Embedded Derivatives and Derivatives under International Financial
Reporting Standards (2009)

« Zou (2010)

« |[FRS® Standards Effects Analysis (2017)

- HAD|AF E|ATFIHNE SHE M (2007)

« Milliman’s global derivative survey (2017)

- MXSHENE RO E-A LS EF (2018)
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