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Japan experienced a low interest rate environment

A Interest rates remain low for a long time

Governement/ Treasury Bonds 10 year Interest Rate
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Stock market has been also disappointing

A Low interest rate coincided with poorly-performing stock prices
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Negative spread problems in 1990s

A After the collapse of the bubble economy, Japan experienced a long-lasting, severe investment environment
with low interest rates and poor performing stock prices. This, combined with a market dominated by long -
term insurance products with high guaranteed returns, led to negative spread problems in the mid 1990s,
although most Japanese life insurers endured the severe business environment.
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Measures to reduce negative spreads

A The following are some examples of the measures taken by our company to
reduce negative spreads during the difficult time.

Pal

A Reduce guaranteed interest rate

AN

A Secure mortality profit by enhancing protection -oriented products

A Reduce operating expenses and personnel expenses

A Change investment strategies to match the characteristics of
Insurance liabilities, and sophisticate risk management

Pal

A Accumulate additional policy reserves and enhance capital
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Measure |: Lowering guaranteed interest rate

A Reduced the guaranteed interest rate gradually for new policies
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Regulatory incentives to reduce assumed interest rate

StandardrResernvervaluation Trends in the Standard Interest Rate

SYSTEMISINCENCO6 4%

Investment return

A This system requires to calculate the -
) ) . 0 Y. AN D7 7%
minimum policy reserve by using an 3%t e’ :
" Na ’ D

interest rate prescribed by the P

supervisory authority. (based on 10 )

T

year Japanese government bonds) 2%

A Where pricing is detached from the
statutory interest rate, they may be 1%
significant additional reserving costs

1996 1999 2001 2010

Contnuity testitaimech anISMieNEN ECIhE EfECTIGIate change

A This amended Insurance Business Law also requires life insurance companies to
conduct future cash flow tests to ascertain whether there would be any difficulty with
the firm continuing its operations

A Japand6s Actuarial Standards of Practice
future new business when conducting the
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Measure |l: Securing maortality profit

A Secured stable mortality profit
A Continued to develop protection-oriented products

Stable-mortaity/ | Projit Protecton] Soriented Qroducts

(Billions of Yen) Customers can select insurance products
from a well-balanced product portfolio
2005 2010
Whole life Dread Disease
Mortality profit 540 437.4 Term life Nursing care
Death coverage
Saving and
istri Medical coverage retirement
B 36 s 231.2 ? coverage
earnings
Medical Endowment
Cancer Annuity




Measure lll: Reducing expenses

10

A Reduced operating expenses and personnel expenses
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Personnel expenses

OpEerating EXPENSES
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Measure V. Changing investment strategies

11

A Changed investment strategies with more focus on ALM
- increase in yen-denominated fixed income asset
- extend asset duration

Breakdown of asset portfolio

2000 2005 2010
Loans receivable 29% 20% 18%
Domestic stocks 17% 22% 13%
Foreign securities 11% 10% 12%

B hedged foreign bonds is included in the bond category.

(Market Conditions)

Long-term interest rates 1.28%| 1.77%| 1.25%
Nikkei Stock Average ¥13,000| ¥17,060| ¥9,755
Shift to long-term assets

| 2000 | 2005 | 2010 |
| Average asset duration | 6.1years 8.0years 10.9yeard
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Measure V: Enhancing risk management

A For the purpose of internal management, developed and used both an RBC
model (early warnings ) and an economic model (long -term vision )

Regulatey/ ReqUIrEMentsand

Internal Vianagement
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A Stress Tests: Verify the adequacy of

the ability to respond to a variety of
events that could have a significant
effect on profits

Aims
Regulatory i Ordering early remedial
Requirements actions
1 Confirming whether
RBC model business activities can be
continued for one year
Early
e warnings U Assessing the amount of
) : .
risk stricter than
“E’ RBC regulation requires
= model
c
S
= Long-term || i Ensuring
g el appropriateness of ALM
[ . policies from medium-
= Economic and long-term
model perspectives

Stress'scenario

1. Recessions in
developed countries

Decline in
IEES
rates

2. Collapse of a
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P JPY bubble economy
depreciation; in developing
countries

ooooooooooooo lo-ooo-ooo-.oo-.o'

<o
z
»
w
%




Measure VI: Accumulating policy reserves

A Accumulated additional policy reserves, corresponding to the estimated future

ef fect o f

Anegative spreadso

Accumulanenieiradditenal REJUCHONIGIHE
POICYNESEIES Negauyverspread

Policy Reserves

Approx.
¥40trillion

U Reserves set aside by "lockin
met hodid i n accor (
laws and regulations

- For example, policies issued in
1990 are still evaluated at 6 percent,
their guaranteed interest rate.

ianl

Additional policy
reserves

Approx.
¥1.2trillion

s

U Accumulated additional policy
reserves approx. ¥1.2 trillion since
2006

Negative Spread

Improvement Effect

In terms of 2010
¥60
Amount e
billion

Average guaranteed

interest rate 24BP
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Measure VII: Enhancing capital H

A Enhanced capital by accumulating internal reserves and pursuing external
foundation funds

Enhancement of capital (Trillions of Yen)

The foundati on
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Recovery from negative spread problems

A After more than a decade struggle, negative spread problems have been almost
overcome: Investment return > Average guaranteed interest rate

Measures to

Reduce
guaranteed
interest rate

reduce
Negative
Spread

Secure

mortality
profit, and

reduce

EXPEenses

irends-onnvestment-gains

Change
Investment

Strategies, and
sophisticate risk
management

Accumulate

additional-policy

reserves and

enhance capital

(Billions of Yen)

2000 2005 2006 2007 2008 2009 2010

Difference between investment
return and average guaranteed (1.01%) (0.44%) | (0.09%) | +0.08% | (0.10%) | (0.14%) | +0.07%
interest rate

N N
Impact of Negative Spread (340) (150) (30) +30 ) ( 40) ( 60)

L Z
Undistributed earnings 249 237 293 281 185 255 231
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Rapit aging Y

A Japan was in the lower-rankings until the 1980s, in the middle in the
1990s, and is already the highest in the early 21st century

(%) Percentage of 65 Years and Over Population (1950 - 2010)
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(Source: Statistic Bureau, Data is based on United Nations, "World Population Prospects,” The 2010 Revision
Note: Data for Japan is based on "Population Cens.!



Llower fertility rate

=Slrends-innumber of BIfths

A Total fertility rate has dropped from 4.54 in 1947, to 1.91 in 1975,

and to 1.26 in 2005
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l'oNger lifespan +

A Japanese life expectancy is among the highest in the world.
A Many Japanese women live alone for around 10 years after their
husbands pass away.

(Year)
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Source: Ministry of Health, Labour and Welfare and National Institute of Population and Social Security Research ; courtesy of Swiss Re Japan.
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Savings higher as age increases

A Savings per household by age in 2010
7 million yen for a householder under age 30
A Imes larger at 23.14 million yen for a householder age 60 or older

A Liabilities to be higher as age increases up to the ages 40 to 49,
at which age they peak and begin to decrease

(million yen)

(Source: Annual report on the family income and expenditure survey. Income and expenditure,
Statistics Bureau, Ministry of Internal Affairs and communications 2010 )
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