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Regulatory Overview

= Asian regulations continue to emerge with a focus on consumer
protection, market conduct and prevention of financial crimes

= Local regulatory objectives balanced between consumer protection,
market development and industry stability

= PCA seeks to take a leading role Iin the development of regulations

= International requirements also built into local compliance and
assurance arrangements

= Risk and compliance policies and processes incorporated into all
businesses supported by a strong compliance culture
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Regulatory changes in Asia (Insurance)

Overview and distribution of key & relevant regulatory themes*
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Key Themes:
« Enhanced Due Diligence

Risk Management j
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Fa ¥ « Sanctioned Countries
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. S : Complaints
| = Management
IndoneS|a v Product_Disclosure, §
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Product - Life (Linked™
may im.:l.ude ‘Data Privacy /
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*For the last 12 months. "Regulatory Themes” are based on the understanding of the scope and Conduct (may include
coverage of the relevant regulatory changes or developments identified for the period, other regulatory suitability)
themes pertaining to taxation, solvency, actuarial, etc. not represented here
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Examples of Recent Regulatory Developments

Hong Kong Indonesia

* Independent Insurance Authority
* |nvestment linked changes
* Risk Based Capital consultation

« Consumer protection
 New Insurance law
 Corporate Governance

« Concept papers on Life Insurance
& Takaful frameworks

* Financial Holding Companies

e Goods & Services Tax

* Financial Advisors Industry
Review (FAIR)

* Anti Money Laundering controls

* Risk Based Capital 2 regime
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Example: Hong Kong — Linked Products

Enhancing Agents’ Exam and Continuing Post-sales call to all OCI
Professional Development hours customers Guidance Note on
Audits and Mystery ILAS effective 1
— < I " Shopping by regulators 3% 6%, 9% illustration January 2015 *
ostsa eiuC:}[ Osmgr\slu nerabie Sales can only occur in Next phase of Mystery and include all fees and
Red Zone in banks Shopping charges in illustration
| | | | | | | | | >
2009 2010 2011 2012 2013 2014 2015
Present ILAS leaflets to Present Key Facts - . . -
customers Statement to customers ~ Customerstosign Disclosure of benefits (e.g. commission) and
Important Fact Statements Total Fee and Charges” received by banks /
insurers
* OCI Guidance Note on ILAS effective 15t January 2015
Product design Sales Process
« “Fair treatment of customers” principle e Sultability assessment and presentation with other non-ILAS

Insurance options

 Minimum death benefit not less than 105% of account value
 Adequate and clear information to clients

 Fees and charges should be fair to customers
* Disclosure of intermediaries’ remuneration to manage potential

« Appropriate remuneration structure for intermediaries to avoid mis-selling conflicts of interest
or aggressive selling, i.e no high commissions in initial years of policy term
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Example: Singapore FAIR

Financial Advisors Industry Review first announced
iIn 2012. Designed to:

= |mprove competence and quality of financial
advisory firms and representatives

= Make financial advice a dedicated service
= Lower distribution costs of insurance products
= |ncrease public access to insurance

= Promote a culture of fair dealing

Long consultation period to balance interests of
iIndustry stakeholders and consumers

Initial proposals for replacement of commission with
fee based advice have been dropped.

= Full regulatory implementation by 1 January 2016

Current proposals include:

Balanced scorecard for financial representatives
remuneration — comprises non sales related KPIs

Direct purchase with no commission - term and par
whole life products with total permanent disability
cover, and critical iliness rider attachments

Competency — minimum onboarding and ongoing
training requirements

Cap on commission for regular premiums (minimum
6 year spread with first year cap of 55%)

Restrictions on single product or product class
Incentives

Web aggregator — MAS provided
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Example: Malaysia Life & Takaful Concept Papers

First step, In a phased approach to liberalise the
Life Insurance & Takaful sectors:

= allow for greater operational flexibility to promote
product innovation while preserving the
policy/certificate value

= encourage diversified distribution channels to
widen outreach

= strengthen market conduct to enhance consumer
protection

Ultimate aim Is to achieve a higher insurance and
takaful penetration rate of 75% (currently at 54%)
while at the same time ensuring that consumers
continue to receive proper advice.

Removal of operating cost (commission and agency
related expenses) limits for unit linked

Minimum allocation of premium to policyholder’s unit fund

Commission limits for pure protection policies removed
subject to offering through direct channel

Alignment of bancassurance and corporate agents
commissions

Intermediaries remuneration based on a balanced
scorecard

Enhanced disclosure standards

Product aggregator
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Applications of International Regulations

Anti Money Laundering and Economic Sanctions Sanctions Checklist System

= Mandatory Group policies apply to all PCA entities 249 million records subject to

ongoing review

= Automated Sanctions checking system

3 million aerts

= Consistent training programmes 17
Sanctions matches

= Ongoing programme to remain best in class and

automate where possible 39 matches to black lists
* Implementation challenges: 12000 rcrs
— Cash based economies
— Common names Average of 9000 suspicious transactions

per quarter (50% Iincrease since 2012)
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PCA'’s approach to Risk and Compliance

Second lne of defence
= Three lines of defence ,
= Common risk framework across the e ) __f”.m?mm“'}““m |
G ro u p > PCA Chief Executive (CE) I | E
= Qversight from GHO to RHO to local 5 lle= Prudental Corporation Asia Umited Board of Directors —
" = : PCA Executive Committee -:-
businesses Y || ' . ;
. . g | | = l:l:g Deg:ncy i
= (Clear processes for escalation of issues S Remuneration | | Management i~ | AECA Rk Comna e ,
o o 3 (B I O s B (0
= Significant increase In risk and . i || [EE—— | pcamsorance || Esstspring
' Enncutive ria Lp( Risk Committee || I"Vestments
compliance resources over past 5 years Y | [ cmoees | | comie [ | Resoiory
& ) iy t f
g (paper based) it e ) PCA Regional Information and
a P('.‘.A"lr:::'r:ce Alloca ?ion | — Technology Risk Committee
(PAC) )
e Group Board/ J Regional— Insurance Busms l[ Eastspring ln:u-sﬂnents
Committee Board/Committee Committee Committee

" These committees escalate matenal issues to corresponding committees (e.g. STOC, GCRC, GORC, GERC, ERAC) at GHO where required.
* The DMC reports to the PCA CFO. The DMC ToR will be formally approved in Q4 2014

= = = % Secondary Reporting Lineé = = == == Regular Communication & Escalation
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Application of Three Lines Model: Mis-selling Risks

1st Line of Defence 2"d Line of Defence 3'd Line of Defence KPI Triggers
RISK MANAGEMENT RISK OVERSIGHT RISK ASSURANCE
Control Examples: Examples: Examples: = Policy Attrition Rate
* Product design * Product approval  Audit of controls and
* Recruitment controls * Regional complaints compliance framework _
e Training (new and monitoring = Year 1 Persistency
continuous) * Minimum standards
* Registration / Licensing e Compliance monitoring A "
. . . . ency Attrition
 Point of Sale controls * Risk based quality J Y
* Assessments / reviews assurance
« Complaints processing e Training = Cancelled from Inception
* Whistle blowing e Conferences
* Incentive structures  Inventory of controls _
e Independent risk « Key risk Indicators = Complaint Numbers
management e Scenario and stress testing
 EXit controls * Mystery shopping = Sales misconduct
« Conduct of business rules complaints
"'?:;'5:?/
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Misselling Risk Mitigation

Agent selection Agent training & B ' New agent
r process - licensing installation ‘

Group Code of Business Conduct

Vierilieiiig & Group Compliance Policy N
easurement Regional Compliance Standards Agent supervision
Controls inventory
Product Approval Process

I Key Compliance Risk Indicators 1
Compliance Assurance/ Internal Audits
Risk assessments L eader & staff
Disciplinary Updated misselling scenarios training &
process Suitablility standards development

Mystery shopping extension

L Maintenance Of - Point Of Sale - PI‘OdUC’[ diSClOSUI‘e J

contract activity controls
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Summary

= Asian regulations continue to emerge with a focus on consumer
protection, market conduct and prevention of financial crimes

= Local regulatory objectives balanced between consumer protection,
market development and industry stability

= PCA seeks to take a leading role Iin the development of regulations

= International requirements also built into local compliance and
assurance arrangements

= Risk and compliance policies and processes incorporated into all
businesses supported by a strong compliance culture

il
e eulg PRUDENTIAL

12 52 & R 8 = H




