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Snapshot of Sri Lanka

PR Social indicators
060660 Population (millions)
eeooe0ee Labourforce participation rate

Unemployment rate

Literacy rate (2019)

Economic indicators

GDP (USD billions)

—ay

Annual real GDP growth

Per capita GDP (USD)

Covid-19 stats
Total cases
% of total population
% of active cases

Death rate

Sources: Central Bank of Sri Lanka, World Bank, Worldometer, Sri Lanka Tourism Development Authority

Sri Lanka
2019 2020
21.8 21.9
52.3% 50.1%
4.8% 5.5%
92.9% N/A
2019 2020
84.0 80.7
2.3% (3.6%)
3,852 3,682
31-Dec-20 31-Oct-21
43,299 541,073
0.2% 2.5%
17.9% 2.7%
0.5% 2.5%

Singapore Malaysia
2020 2020
5.7 32.4
68.1% 68.4%
4.1% 4.5%
97.5% 95.0%
2020 2020
340.0 336.7
(5.4%) (5.6%)
59,798 10,402
31-Oct-21 31-Oct-21
198,374 2,471,642
3.5% 7.6%
15.8% 2.7%
0.2% 1.2%

Note: Labour force participation rate is the proportion of the population ages 15 and older that is economically active

Taxes lesg

subsidies
Agriculture g8 8%
(o)

Services

58.7% Within the service sector, the

Insurance industry experienced
a 6% increase in premium
income from 2019 to 2020

despite Covid-19

Sectoral
composition of
GDP (2020)

Tourist arrivals and earnings from tourism
2.3

.0 Tourism which is a key source of foreign

exchange for Sri Lanka was one of the
hardest hit sectors due to Covid-19 and
subsequent travel restrictions

0.5

1.0 1.7 2.4 3.0 S5 9 4.4 3.6 0.7

2012 2013 2014 2015 2016 2017 2018 2019 2020

Earnings from tourism (USD billions) = —@—Tourits arrivals (millions)



Actuarial Association of Sri Lanka

Honourary
members [5]

Fellows
[16]

ore than 20| Lessthan5

Membership
category

Years of
experience

[99]

10to 20

Ordinary [99] (23]

members [54]

sonws) [N - o
IAl (India) - 11%

AlA (Australia) . 5% Membership at other institutes Pensions

21%

Data & analytics 19%

14% Areas of practice

Netherlands I 1% Health care 7%

74%

Actuarial

Association of
S L Sri Lanka

AASL was established in 2008, with eight
members and have now grown to 99
members in 2021

The aim of the AASL is to promote the
Actuarial profession and regulate the
practice of members in Sri Lanka

The number of Actuarial practitioners per
million population in Sri Lanka is ~5.4 vs
175 in Singapore and 30 in Malaysia



http://www.actuaries.org.lk/index.php
https://www.linkedin.com/company/actuarial-association-of-sri-lanka/
mailto:actuarialassociationsl@gmail.com
https://www.facebook.com/ActuarialAssociationofSriLanka
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Evolution of the Sri Lankan insurance industry

1962

1987

1989

2000

2001

2002

2005

2006

2006

2007

Insurance industry regulated by the Controller of Insurance of the
Ministry of Finance under the Insurance Act of 1962

Government established the Strike, Riot, Civil Commotion & Terrorism
Fund (SRCCT) as insurers found it difficult to obtain reinsurance cover
against these risks

The Insurance Association of Sri Lanka was formed with two state and
three private insurers

The Insurance Act enacted by the parliament in August

Insurance Board of Sri Lanka (IBSL) was established in May as the
regulator of the Sri Lankan insurance industry

January: Motor insurance tariff deregulated
April: Up to 100% of foreign equity participation in was allowed
insurance companies

The tariff on Fire insurance was abolished

The National Insurance Trust Fund was established and the SRCCT
Fund absorbed by it

February: Aviva acquired 51% stake in Eagle Insurance
December: Janashakthi acquired National Insurance Corporation

WCI was the last Gl class to be de-tariffed in January

Sources: Insurance Regulatory Commission of Sri Lanka

2011

2012

2015

2015

2016

2016

2017

2018

2021

2023

Regulatory changes

The life insurance portfolio of Asian Alliance was acquired by Softlogic

AIA Group acquired AVIVA NDB

January: Fairfax Group acquired Union Assurance
October: The Gl portfolio of AIA was acquired by Janashakthi

February: An amendment to the Insurance Industry Act, requiring the
segregation of composite insurers came into effect

December: IBSL issued Solvency Margin (Risk Based Capital) Rules
2015 by Gazette effective from Jan 2016

An amendment to the Insurance Industry Act, requiring existing
insurers to be listed in the stock exchange came into effect

The Gl portfolio of Asian Alliance was acquired by Fairfax Group

The “Insurance Board of Sri Lanka” was renamed the “Insurance
Regulatory Commission of Sri Lanka” (IRCSL)

Janashakthi General was acquired by Allianz Lanka

IRCSL is aiming to modernize the regulatory and supervisory
framework as part of the Financial Sector Modernization Project in SL

IFRS17 is scheduled to come into effect on 1 January

Market developments Other developments



Sri Lankan insurance industry vs other Asian markets

Life Insurance (2020, USD millions)

24% Singapore
35.0
20% Sri Lanka
0.5
16% (@)

: Vietnam
Malaysia
12% 50 O 5.2

8%

Premium growth (2019 vs 2020)

Pakistan
4% 14 India
81.1 Philippines
) s
0%
. Indonesia
4% 11.4
8% Thailand
16.5

-12%
-1.0% 0.0% 1.0% 2.0% 3.0% 4.0% 5.0% 6.0%
Penetration (2020)

Sources: Allianz Global Insurance Map
Note: Penetration is the GWP as a % of GDP; Bubble size represents the GWP in USD millions

7.0%

Premium growth (2019 vs 2020)

General Insurance (2020, USD millions)

6%
Thailand
8.1
3%
) Vietnam
Pakistan 1.5
O% g U U
-3% ‘ Malavsi
_ Sri Lanka alaysia
Indonesia 0.6 4.2
4.6 '
-6%
9%
Q Philippines
12% 1.7
-15%
0.0% 0.5% 1.0% 1.5%
Penetration (2020)



An overview of the Sri Lankan insurance industry

GWP and growth (2016 - 2020, USD millions) Insurance penetration and density (2016 - 2020) Total assets (2016 - 2020, USD billions)
1,108 4.20
1,071 1,073 1.39% .
0 .
Lony  127% 1.31%
1.19% ' 3.42
066y 0-70%  0.70% 0.72%  0.70%
/
0.69%
053%  054%  0.56% 0.59%
Year 2016 2017 2018 2019 2020 Year 2016 2017 2018 2019 2020 Year 2016 2017 2018 2019 2020
0, 0, 0, 0, 0, H 0, [») 0, () 0
ATotal 16.4%  15.3% 9.7% 8.6% 6.0% ?Uesn;;ty 447 499 45.6 49. 50.5 ATotal 10.5%  13.4% 9.9% 12.6%  16.2%
A Life 18.2%  12.8%  12.2%  10.6%  16.0% A Life 15.1% 6.7% 5.6% 4.7% 10.2%
AGI 14.9%  17.3% 7.7% 7.1% (2.2%) AGI 12.0%  11.1% 8.5% 10.1%  14.4%

(" Life Insurance  m General Insurance  EmTotal Insurance

Sources: Insurance Regulatory Commission of Sri Lanka



An overview of the Sri Lankan insurance industry

Distribution channels (2016 vs 2020) GWP by class of business (2016 - 2020, USD millions)

Life Insurance

Banca Other .
0% Calpg;es 420.2 464.5 438.4 484.8 547.8
. . 0
%'r;;) —f—- —f3—- - 2%, mo = Unit-linked
Brokers 28% 27% 26% 24% 21%
0.5%
Life Insurance Participating
2016
m Non-
Agents participating
87.6%
2016 2017 2018 2019 2020
0 /_gtgf/r General Insurance
er .07
a 8.3% [ ‘ 503.5 579.9 524.2 553.5 527.7
9% 9% 9% 10% 8% Miscellaneous
| ] ] ]
Direct 10% 10% 9% 9%
| . .
General 43.3% General Dlrec(:)t ® Marine
Insurance Insurance 45.5% i
Ire
2016 2020
H Health
Agents Agents
H Motor

27.2% 25.1%

2016 2017 2018 2019 2020

Sources: Insurance Regulatory Commission of Sri Lanka
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Organisational and participation strategies - Life Insurance

GWP by insurer (2016 - 2020, USD millions) Number of policies lapsed (2016 - 2020)
Implementing the Sales Force New policies lapsedas a 15.4% 1409
Automation platform and = Increasing risk awareness, % of total new policies 7

strategic partnerships with

i especially during the
local banks likely helped SLIC

9.5%

117.4 ° , ic, i i
gain market share in 2020 pandemic, innovative products Total policies lapsed as a —\
1102_5 and digitization resulted in a % of total policies inforce 9.0% 9.0% 8.4% 7 8% )
— ] 16% growth in the Sri Lankan 7.1%
| 83.3 | life market, one of the highest
| i | .
a . 6971 compared to other Asian  Softlogic, AIA & Union are 2016 2017 2018 2019 2020
N 0 — i I markets considered, by their peers as T
2016 - 2019 I N ] | leading innovators in the Sri
2020 [local | - — Lankan life insurance market The downward trend in the number of
5020 [foca.] = '. known for their technology policies lapsed in the last five years is
[foreign] ! | ecosystem, innovative products likely a sign of growing public
! | and digital capabilities confidence over life insurance and the
| | demand for it in Sri Lanka
| |
' ' WI il - :
3.7
| | m ﬁ—ﬂi Tﬁi T T . 02
Insurer Ceylinco SLIC | Softlogic AlA Union | HNG Life Janashakthi LOLC Arpico Allianz Cooplife Amana LIC Sanasa MBSL
("g%g‘g;‘sr‘are 21.4% 18.7% 15.2% 13.6% 12.7% 5.3% 3.7% 3.1% 1.8% 1.4% 0.8% 0.7% 0.7% 0.7% 0.0%
A 2019vs
2020 17.9% 29.9% 25.0% 1.5% 12.5% 6.0% 7.3% 20.7% 14.1% 5.1% 0.2% (9.9%) 19.2% 29.3% (25.1%)
5-year CAGR 10.1% 12.8% 29.1% 8.6% 12.2% 11.5% 6.4% 14.3% 25.7% 9.1% 13.5% (1.7%) 10.8% 17.2% (35.4%)

Sources: Insurance Regulatory Commission of Sri Lanka; NMG Asia Life & Health Reinsurance Study



Organisational and participation strategies — General Insurance

GWP by insurer (2016 - 2020, USD millions)

Net Combined Ratio (2016 - 2020) ---

|
= Increased capital requirements, high NetCombinedRatio 99.9% 100.9% 102.5% 104.2% I
ek emerfgt;ed asatop combined ratios and thin margins has led | 88.6%
tier insurer after acquirin 9
eracquiring to local market divestiture and Net Expense Ratio | 92:2% 34.9% 37.5% 37.9% | |
Janashakthi in 2018 1 39.5% |
consolidation ' |
103.1 99.4 l I
— — : = Number of small and medium scale
] I ) o . . Net Claims Ratio |
insurers capitalise on their partnerships 0
73.7 with banks, leasing companies, telecoms 2016 2017 2018 2019 y 2020 !
63.5 and other affinity groups to optimize -r -
201672019 N distribution Amana is the only Favourable claims
m 2020 [local] ( ( takaful operator in the experience in Motor
2020 [foreign] Sri Lankan market .
Fairfax Group acquired 303 29.9 anddHeglth dulrmi Fhe
the Gl portfolios of i i 25.6 24.4 pandemic resu tedina
, . 22.7 decrease in the
Union Assurance and . Rati
Asian Alliance to form 8.7 8.7 Combined Ratio
Fairfirst HTF'- 4.8 13
[ 1 [ 11 e [
Insurer SLIC Ceylinco Allianz Fairfirst Pl LOLC Continental HNB Gl Cooperative Amana Orient Sanasa MBSL
("g%g‘g;‘sr‘are 20.8% 20.0% 14.9% 12.8% 6.1% 6.0% 5.2% 4.9% 4.6% 1.8% 1.7% 1.0% 0.3%
A 2019vs
2020 6.7% 1.5% (23.4%) 6.1% (0.1%) 13.3% (3.9%) 4.3% 1.9% 1.1% 4.0% 0.1% 161.5%
5-year CAGR 6.3% 5.2% (0.9%) 7.5% 8.1% 16.0% 11.7% 11.3% 15.3% 2.7% 19.0% 23.6% (28.7%)

Sources: Insurance Regulatory Commission of Sri Lanka

Notes: Allianz includes Janashakthi General in 2016 and 2017; Fairfirst includes Union General in 2016



Implementation of RBC

= The Solvency Margin (Risk Based Capital) Rules 2015

came into effect from 1 January 2016 replacing the

factor-based solvency regime

Sri Lanka currently uses a formula-based RBC regime

comparable with the first iteration of RBC seen in other

Southeast Asian markets

The market has not yet moved to RBC2, however, this Permanent capital

is anticipated in the near future. This is likely to include
a recalibration of risk factors and potentially some

fully available to
cover losses

=

structural changes to the framework. It is unclear if

stress testing will be included

Financial requirements of RBC

Supplementary capital which is
less reliable than Tier 1 capital,
but still provides some degree
of loss absorbency on a going
concern basis

Minimum Capital Requirement

Supervisory target CAR

Enforcement strategy additional margin

LKR 500 million
(USD 2.7 million)

120%
160%

Components of the Capital Adequacy Ratio

Total Available
Capital

Tierl

Tierll

Deductions

Capital Adequacy

Intangible or illiquid
assets that are not
generally available to
cover losses

Risk-based Capital
Required

Credit Risk

Concentration Risk

Market Risk

Liability Risk

Reinsurance Risk

Operational Risk

General insurance industry is
commonly exposed to
concentration risk due to
premium outstanding for
longerthan 60 days, this was
exacerbated during the
pandemic when the IRCSL
directed that insurers provide
an additional three-months for
policyholders to pay premiums
in order to avoid the risk of
non-coverage

A |nterest Risk

= (Credit Spread Risk

= Equity Risk

= Property Risk

= Gold Risk

M Unit Trust & Mutual Risk




Implementation of RBC

Capital Adequacy Ratio by insurer (2019 - 2020, %)

Life Insurance
Industry average = 366%

459% 488%

421%

. 341% _ _ _ 338%

T T T T304%

709%

198%

731%

SLIC

Ceylinco Softlogic AlA Union

General Insurance
Industry average = 249%

HNG Life

304%

Janashakthi

301%

LOLC

291%

223%
183%
SLIC Ceylinco Allianz Fairfirst Pl LOLC Continental
12019 2020 = = =|Industry average CAR -

Sources: Insurance Regulatory Commission of Sri Lanka

Arpico

Allianz Cooplife Amana

281%

Sanasa

= Supervisory target CAR [120%)]

HNB Gl Cooperative Amana Orient

- = = Enforcement strategy additional margin [160%]

Sanasa

MBSL

311%

MBSL



Adoption of IFRS 17

Gap & impact
analyses

Solution design

A majority of general insurers
and some of the smaller life
insurers have either started

or are yet to start the gap
and impact analysis

About a third of the
insurers operating in Sri
Lanka are currently in the
solution design or
implementation stage

Implementation

Foreign insurers and large
Sri Lankan insurers seem to
be ahead of the adoption
process in comparison to
smaller local insurers

= |nstitute of Chartered Accountants of Sri Lanka (CA Sri Lanka)
issued SLFRS 17 in 2020, in line with IFRS 17

= |tis scheduled to come into effect on 1 January 2023

A Sri Lankan perspective

The decision of deferring the
effective date, is currently under
review of the IRCSL

Life insurance industry likely to seek
deferment on transition to IFRS 17

“Multi national companies
have shared knowledge with
the industry”

“Historical Data will be a
significant challenge due
to manual procedures”

20 July 2021 0857am  C[3-0

e

aill - 350

A A

“A delay in adopting IFRS 17 could
sideline Sri Lanka, consequently
creating certain implications on

reinsurance”

“Companies who planned to
implement new systems will
be able to consider IFRS 17
requirements however,
smaller companies will be
adversely impacted”

[

“Companies will need
to have in-built
actuarial models”

I

“Limited knowledge and
expertise within the
market is a challenge
for adoption”




Navigating the Covid-19 pandemic

Leading opportunities

Distributed organisation model 25%
Heightened awareness & demand 17%
More digital customer/distribution 17%
Operational technology and improvement 13%
Competitive opportunities 8%

More working from home.

Coverage to better fit needs 4% Sri Lankans expect the WFH
Product innovation 4% model embraced during the
Strong customer outcomes 4% lockdown to be an
Cost reduction 4% opportunity that can be
Industry collaboration 4% adopted in the long term

Leading achievements

r
! Business & service continuity 23%
|
| Upgrade technology & online capabilities 20% X
| Efficient work from home environment 18% \
| |
X Staying accessible & connected ¢ 8 !
Operational improvements 5%
. The human touch.
Proactive customer engagement 5%
\ Customer and employee
1 1 o)
Flexible adaptive coverage 5% orientated activity
Claims management 5% dominated the leading
Regular effective communication 3% actions taken by insurers
Customer support 3% in Sri Lanka

Sources: NMG Covid-19 Pulse 2020

Leading concerns

New business processing = Regulatory responses
Policy cancellations = Potential loss of customers
Servicing = Business continuity

Impact on classes of business

Increasing risk awareness and growing public confidence resulted
in a 16% premium growth & a marginal increase in market
penetration in Life insurance

Lower claims frequencies during lockdowns had a positive impact
on Motor. In contrast, restrictions on motor vehicle imports and the
decrease in purchasing power of potential policyholders is expected
to significantly impact Motor new business volumes

Claims experience in the Health portfolio improved during the
pandemic due to reductions in admissions for elective and other
non-emergency treatments



Digitisation and innovation

Challenges to digital distribution (pre-pandemic)

Lack of customer awareness & trust | 4.0
""""""" companycurwre ([N ;0
Lack of knowledge/ expertise 3.4
Financial constraints to invest 3.1
Competitive pressure | 2.1

1.4

H

Regulation

. Internal challenges |:| External challenges

= Unlike in most other markets, in Sri Lanka, digitisation appears to be more advanced
in life than general insurance

= Insurers may not be proactively promoting an independent digital channel to avoid
conflict with other channels

= During the pandemic, insurers increasingly digitised different aspects of the insurance
value chain (e.g.: customer on-boarding, premium collection, claims handling etc.)

Sources: NMG digital and data-driven innovation study

Insurance innovation in Sri Lanka

Customer Apps

Direct Digjtal
Distribution

Price Comparison

Usage-based
Insurance

Insurance X-Sell

Allianz - Solera
Softlogic - LifeUp

Many insurers offer a hybrid
experience combining digital
transactions with facetime
with the sales force

InsureMe.lk
Clicktoinsure.lk

Fairfirst - Pay As You Go
(Motor)

Dialog - Per Day Insurance
Mobitel - minsurance
PickMe - Pramuka
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