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Section One

Insurance Landscape in Malaysia
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Malaysia Deposit Insurance Corporation’s (“MDIC”) member institutions (“MI”)
currently comprise of 42 Licensed Conventional and Islamic Banks and 50
Insurance Companies and Takaful Operators respectively
PIDM
Membership (92)

Takaful and Insurance
Benefits Protection Systems
(50)

Deposit Insurance
System (42)

Conventional
Banks (26)

Islamic
Banks (16)

Insurance
Companies (35)

Takaful
Operators (15)

Domestic
Conventional
Banks (8)

Domestic Islamic
Banks (10)

Life Insurers (15)

Family Takaful
Operators (11)

Foreign
Conventional
Banks (18)

Foreign
Islamic Banks (6)

General
Insurers (20)

General Takaful
Operators (4)

* Numbers in bracket denotes the number of banks/ insurers/takaful operators
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The Malaysian insurance industry achieved significant progress in the
past few decades – regulation evolved from detailed and prescriptive
rules to a principles-based approach
•
•
•
•

Growth in domestic insurers
Some market consolidation –
insurers reduced to 60
Central Bank took over the
supervision from MOF in 1988

1960s
•
•

•

Dominated by foreign
insurers, with > 90 players
However, some companies
wound up due to unsound
practices
Ministry of Finance (MOF)
enacted Insurance Act 1963

•
•
•

1980s
•
•

•

Adopted risk-based capital regime,
implemented Risk-Based Capital
Framework in 2009 to align capital
required with underlying risk exposure
Relaxation of foreign ownership limit
Establishment of MDIC in 2005
Failure of Tahan Insurance (May 2009)

1990s
Failure of Mercantile (1994)
Insurance Act 1996 –
improvement to supervision to
increase, enhance management
efficiency and raise public
awareness
Set up of Insurance Guarantee
Scheme Fund (“IGSF”)
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2000s

The Malaysian insurance industry went through another wave of
regulatory reforms which promotes great efficiencies

2010 and beyond
• Introduction of Takaful and Insurance Benefits Protection System
(TIPS) in 2010
• MDIC designated as Resolution Authority
• Financial Services Act 2013 replaced Insurance Act 1996
• Other regulatory developments:
 Splitting of license for composite insurers
 Phased liberalization of motor tariff
 LIFE framework
• Another wave of M&A
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Mercantile Insurance (1994)
Background
• Largest general insurer and motor insurer in Malaysia, with 263,000 policy owners
How was it resolved? – Gone concern resolution
• Wound up by Central Bank of Malaysia
• All eligible claims were funded by the Insurance Guarantee Scheme Fund (IGSF) - made up of
more than 50,000 (with face values of more than RM1.2 billion)

Tahan Insurance Malaysia Berhad (2009/2010)
Background
• Incorporated in 1973 as a composite insurer
• Divested its life business in 2004 to focus on expanding its general insurance business
• Small general insurer in Malaysia (market share of 1%), > half of its business comprised of
motor business
How was it resolved? – Going concern resolution
• Central Bank of Malaysia assumed control of Tahan in 2009 to safeguard the interest of
policyholders
• BNM’s appointee will oversee the property, business and affairs of Tahan to ensure smooth
operations
• Tahan was put up for sale and acquired by an existing general insurer in 2011
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The main reasons for failure include:

Unable to
restore capital
plans

Weak
capitalisation –
fell below
statutory
requirements

Weak
underwriti
ng, high
risk profile,
high
liabilities

Weak parent
unable to
pump in
capital
Fraud

Following these events, the safety net arrangement within the financial sector was further strengthened with the
introduction of TIPS, which replaces the IGSF.
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Section Two

Achieving a State of Readiness
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Malaysia has transitioned from having an Insurance Guarantee
Scheme Fund to an Insurance Compensation Scheme and finally – a
Resolution Authority


Prior to 2009
(Pre-TIPS)


Central Bank of Malaysia established an Insurance Guarantee Scheme Fund (“IGSF”) - provide
compensation upon failure of insurance companies
For general insurance:
 funded by levies assessed annually
 the fund is used to settle claims of failed general insurance companies
For life insurance:
 funded by fines collected from non-compliance
 no life insurance failure to date

2009

Consider establishing an insurance compensation scheme – broader function that IGSF, among
others complement supervisor’s efforts to promote sound risk management

2010




2011 & 2012

2013
onwards

Establishment of Takaful and Insurance Benefits Protection System (“TIPS”) in December
MDIC designated as Resolution Authority

Levy based on flat-rate



Implementation of Differential Levy System for Insurance Companies in 2013, followed by the
roll out of Differential Levy System for Takaful Operators in 2016
Establishment of Target Fund for General Insurance, Life Insurance and Takaful Protection Fund
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Essential elements of Takaful Insurance Protection System (TIPS)

Protection
scope & limit

• Protection: Based on benefits and not by type of insurance
policies
• Excludes investment portion of investment-linked policies

Membership,
funding & levy

• All general and life (both conventional & takaful) companies compulsory
• Differential levy system, based on individual member risk profiles
• Ex-ante – to cover operational expenses and build funds to meet
policy liabilities

Resolution

• Common intervention and resolution powers
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Over the past decade, we have laid the foundations to manage financial
sector resolutions. We continue to develop and strengthen our
operational readiness in terms of infrastructure, policies and procedures
and people:
1

2

Robust risk assessment system to monitor the health of member
institutions
Intervention and failure resoltuion (“IFR”) framework
including key policies and procedures as well as IFR systems

3

Reviewed and updated the legislation twice, to ensure it has the
necessary powers to carry out our mandate effectively

4

Carry out simulations to test readiness in terms of people and
processes
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In fulfilling our mandate, we continuously enhance, develop and implement
tools, framework and infrastructure to strengthen our resolution readiness
1 Robust risk assessment system to monitor the health of member institutions (MIs):
To complement the Central Bank of Malaysia’s efforts to promote sound risk management

•

2 Enhance and develop key IFR tools and system:
•
•
•

•

Evaluation model for prompt and effective assessment of the quantitative costs of
resolving a MI – facilitates MDIC’s determination of the quantitative “ resolution cost ”
Systemic Impact Assessment Framework which assesses the qualitative cost of a
resolution i.e. the systemic impact of a resolution on the financial system
Premium Reimbursement Information Management System for the purpose of
determining the reimbursement of unearned premiums for owners of insurance policies
in the event of a payout
Claims Management System for the purpose of monitoring the claims progress and
amount payable to owners of insurance policies in the event of a payout

3 Regulations/Legislative amendments:
•
•

Issued amended MDIC Act to incorporate insurance specific requirements
Reviewing the needs to reinforce our existing resolution powers and tools
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MDIC has carried out simulation exercises to ensure operational readiness and
prompt intervention and failure resolution actions will be taken in the event of a
MI’s failure
4 It is crucial to continually evaluate and update our systems, policies and procedures, as well as
communications and coordination protocols. MDIC carried out simulation exercises, focused
on specific phases of the resolution lifecycle and on different resolution options:

Planning

Execution

• Perform Due Diligence and
Preparatory Examinations
• Early intervention triggers

• Non-viability triggers
• Least-cost analysis
• Determine and implement IFR options
• Intervention preparedness assessment

POST MORTEM
•

Identify and address gaps in relevant Policies and Procedures
• Identify operational impediments and challenges
• Legal due diligence and considerations
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Section Three

Charting the Future
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Despite the uncertainties globally in the resolution space, coupled
with the absence of a resolution regime, we continue to ready
ourselves for any eventuality

Interim resolution approach for insurer members
(“IM”)
Determine
preliminary resolution
strategies for our IMs
based on existing
information we have

Guided by FSB and
IAIS principles and
guidelines continuation of life
insurance policies

Going concern vs.
gone concern options
- prefer going concern
options but need to
prepare for both

Perform simulations to assess the credibility of the strategies
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While we prefer going concern options, we also have to be prepared for a
liquidation. As such, we are developing reimbursement system and
infrastructure to facilitate seamless payout for policy owners/claimants

The key systems in development include:
Premium Reimbursement Information
Management System (PRIMS)

Claims Management System (CMS)

Ascertain the quantum payable by MDIC
in respect of prepaid premiums

Ascertain the quantum of protected
benefits payments under TIPS and to
assist in monitoring the claims process

Integrates with Payment
and Accounting System

Integrates with the Call
Centre

MDIC acknowledges the importance of resolution planning, which is ALL
about preparedness. It provides a structured framework and approach to
facilitate early planning and decision making
Non-Viability
Triggers

Orderly Resolution
Continuous Robust Risk
Assessment & Monitoring

• PIDM’s Risk Assessment
and Monitoring
• Differential Levy System

Intervention Monitoring

▪ Increased
monitoring
activities

Key
benefits
and
strategic outcomes of
Resolution Planning :
1. Enhanced readiness

▪ Early
Intervention
activities

▪ Going Concern
Resolutions
▪ Liquidation &
Reimbursement

2. Ensure resolvability in
the long run
3. Ensure continuity of
critical economic
functions
4. Minimise systemic risks
and severe disruptions

Current (without Resolution Planning)
Resolution strategy options and plan will be formulated
by PIDM at point of heightened risk / stress levels,
under time constraint. No input from MIs.

With Resolution Planning
Resolution planning is undertaken at Business-As-Usual. Preferred Resolution Strategy
and Operational Plan will be formulated by PIDM together with MIs.
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5. Minimise loss to public
funds and maintain
public confidence
6. Protection of
policyholders

Additionally, integrating all data sources will enhance the efficiency and
effectiveness of our analysis and decision making. We have embarked on
developing an Integrated Data Warehouse (“IDW”)
What is IDW?
• IDW is a platform to aggregate and integrate data from multiple data sources to optimise usage
of data to enhance efficiency and effectiveness of analysis, and decision making.
Key objectives of IDW:
• Improve visibility and usability of data by centralising, integrating and optimising usage of data
from multiple data sources to provide a holistic view of member institutions, industry and the
economy.
• Enhance data analytics capability of data users in MDIC through access to a wider suite of data
to facilitate more comprehensive and effective analysis of member institutions across different
risk spectrum (i.e. from Business As Usual stage to resolution), as well as to provide greater
insights in decision making.
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In achieving resolution readiness, we foresee that the following
challenges - industry transformation but also the slower pace in
resolution planning vis-à-vis the banks
Climate Change– have our
insurers appropriately priced
climate change risk

Fully digital insurers – any
difference when resolving
them compared to
traditional insurers

Product innovation –
reassessment of
insured benefits

Digitalisation –
impact on payout
expectation

Potential
challenges
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Regulatory &
Accounting changes –
complicate data
recording for
resolution
(identification of
protected benefits);
may result in technical
defaults

Thank you!
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PIDM has in place a robust risk assessment, intervention and resolution framework that
focuses on early detection and prompt corrective actions to fulfil its mandates to minimize
cost to the financial system
Early Intervention
Trigger

Non-Viability
Notice by BNM
Non-Viable MIs

Viable MIs
PIDM’s
Intervention
Risk Category

PIDM’s
Activities

Category 1
Low

Category 2
Medium

Category 3
High

Continuous Robust Risk Assessment & Monitoring
Premiums and Levies administration and surcharge (if any)

PIDM’s
Intervention
and Resolution
Actions

PIDM’s Intervention Actions
•Financial Guarantee
1 •Due Diligence
•Preparatory Examination •Asset Carve-Out

2

3 PIDM’s Resolution Actions:

•Agency Arrangement
•Restructuring
•Financial Assistance •Bridge Institution
•Closure &
•Purchase &
Liquidation
Assumption
Mechanisms:
•Assumption of Control •Receivership
BNM’s
activities and
SIG rating

Continuous Supervisory Oversights and Regulatory Actions by BNM
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IFR Framework: Financial Safety Net

Working arrangement between MDIC and BNM for IFR
activities is formalised in the Strategic Alliance Agreement
Viable MIs
MDIC’s
Intervention Risk
Categories

Low Risk

EIT

Medium
Risk

NVT

High
Risk

Non- Viable MIs

Resolution

Continuous Supervisory Oversights and Actions by BNM

BNM

• Informs MDIC upon provision of liquidity support to MIs.
• Consults MDIC prior to implementation of material prompt corrective measures or
supervisory actions on MIs.
• Provides MDIC information on conditions affecting financial system stability.

• Provides all necessary support and information to facilitate
MDIC’s conduct of DD and prep exam.
• Consults MDIC on matters relating to non-viability notice.
• Provides necessary approvals and exemptions to facilitate
smooth implementation of MDIC’s IFR actions.
• Assists and facilitates procurement of all other necessary
exemptions and approvals for MDIC.
• Initiates contacts on foreign central banks where necessary.
• Exempts MDIC’s BI from all such prudential and supervisory
regulations and governance.

Regular Risk Assessment and Monitoring by MDIC & exercise of Early Intervention Powers
• Provide BNM with information related to MIs
• Provides input to BNM on applications for new licenses, significant merger,
acquisition or divestment affecting MIs.
• Consults BNM , prior to recommending to Board , any imposition of premium
surcharge on an MI.
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Resolution Actions by MDIC

• Consults BNM prior to exercise its early intervention powers,
including the conduct of DD and prep exam.
• Provides reports of the DD and prep exam to BNM.
• Consults BNM prior to implementation of IFR actions.
• Provides BNM periodic reports on progress of IFR actions.
• Issues joint public communication with BNM relating to IFR.
• Keeps BNM informed of major developments of IFR actions.

1 Special Examination Powers: Detailed assessments and investigations can

be undertaken when the MI’s financial stress increases
Special Examination powers are fundamental in facilitating PIDM’s readiness to determine and
implement Intervention and Resolution actions (e.g. payout or other going-concern resolution options).

PIDM may conduct a special examination of a
member institution where PIDM has reason to
believe that a due diligence or other
examination should be made for the purposes
of:

Exercise of its loss
mitigation and failure
resolution powers

Preparedness to
reimburse insured
depositors (“payout”)
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2

Loss Mitigation Powers: Intervention powers and actions
• For the purpose of or in connection with the implementation of any resolution actions; or
• For purpose of reducing or averting a risk to the financial system or a threatened loss to PIDM.
Actions prior to issuance of
Non-viability Notice by BNM
PIDM may acquire shares of a member institution.
PIDM may :
(a) provide loans or advances with or without security,
or guarantee with or without security any loan or advance provided
to a member institution.
(b) make a deposit with a deposit taking member.
(c) impose a premium surcharge on the member institution.

Existing
Shareholders

PIDM may acquire assets from a member institution.

Failed Bank comprises of:

PIDM may guarantee or assume all or part of the liability of a
deposit taking member in respect of a deposit.

PIDM may make a loan, whether with or without security, to a corporation other that a
member institution
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3

Resolution Powers for Going Concern and Gone Concern Resolution
Options
Resolution does not necessarily mean liquidation… For PIDM, the key to effective and orderly resolution is
to ensure continuity of critical functions to minimise contagion effects and systemic disruptions in the
financial system during crisis

Restructuring

Going Concern

Purchase &
Assumption /
Transfer of Business
or Shares
Continuation of
operations via
Bridge Institution

Resolution Options

Gone Concern
(Liquidation)

Run off of assets by
liquidators and
payout by PIDM

PIDM adopts a twin track approach in evaluating its Intervention and Failure
Resolution options that is least costly to the financial system
26

• Maintain public
confidence
• Ensure continuity of
critical economic
functions provided by
the troubled Member
Institution to avoid
adverse effects on
financial stability
• Minimise systemic risks
and severe disruptions
to the financial system
• Minimise loss to
financial system
(including loss to public
funds)

3

Resolution Powers: Prompt execution of resolution actions on nonviable member institutions
Actions after issuance of Non-Viability
Notice by BNM
Part VII of PIDM Act
(a) PIDM may acquire shares of a member institution from its existing shareholders.
(b) PIDM may reduce share capital and cancel shares of member institutions under
assumption of control (subject to conditions and with Court approval).
Existing
Shareholders

PIDM may subscribe to shares issued by the member institution (i.e. new money).

PIDM may:
(a) Require a member institution:
• To take any steps/action as PIDM considers necessary
• Cease soliciting , taking or repaying deposits
• Restructure the whole or part of its business.
(b) Terminate membership of member institution.
(c) Present a petition to the High Court for the winding up of the member
institution.
PIDM may:
(a) Assume control of the whole or part of the assets, liabilities, business and
affairs of the member institution.
(b) Apply to the High Court to appoint a receiver, manager or receiver and
manager to manager the whole or part of the assets, liabilities, business
and affairs of the member institution.
(c) Transfer such assets, liabilities, business and affairs of the member
institution to a Bridge Institution.
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Failed Bank comprises of:

As part of operational readiness, PIDM has developed the relevant
Intervention’s and Resolution’s Policies & Procedures

Due Diligence

Assessment Tools

Preparatory Examination
Least Cost Analysis

Going Concern

Intervention and
Resolution options /
mechanisms

Liquidation

Financial Assistance

Closure & Liquidation

Restructuring

Payout

Transfer of Business

Third Party Run-off Arrangement

Bridge Institution
Assumption of Control
Receivership
Asset Carve Out / Asset Management and Disposition
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CONFIDENTIAL

Impact of Climate Change Natural Disaster on the Financial System

