10/ 10/ 2001
Insurers fear mass pullout fromannuity scheme

Habhaj an Si ngh

| NSURERS f ear they may face a mass pul | out by Enpl oyees Provi dent Fund
(EPF) contributors who have signed up for the nowdi sconti nued annuity
schene marketed by them

The conpani es said there could be aliquidity problemif the 286, 000 or
so participants decide to wi t hdraw because nost of the prem uns coll ected
have been i nvest ed. The si x conventional and two Takaful insurers involved
in marketing the schenme have collected a total of RM.7 billion in
prem uns.

They are al ready thi nking of seeking some flexibility fromBank Negara
Mal aysia for the return of policyhol ders' noney in the event of a
wi t hdrawal rush, industry sources said.

"But this is only a worst case scenario. The need for tine to refund the
noney was al ready di scussed when the schene was initially suspended, " said
one i nsurance executive.

Whi |l e there has been an increase in withdrawals, the situationis
manageabl e for now, he added.

The EPF-initiated annuity schene was introduced i n July 2000, but ran
i nto strong opposition fromworkers' unions nonths later whichledtoits
suspension on May 8 this year.

Last week, Prinme M nister Datuk Seri Dr Mahat hir Mohamad sai d t he EPF
woul d conme out with its own annuity plan; on Monday, the fund announced
t hat t he suspended schene woul d no | onger accept new parti ci pants.

However, the existing policyholders will continue to be serviced as per
agreed ternms and condi tions.

As a result, some participatinginsurers, especially the snaller ones,
are worried that they may not be able to neet investnent targets working
only with their present premn um base.

But an official fromthe annuity insurer consortiumsaid nenbers’

i ndi vidual investnent strategies are not likely to be affected.

"It is possible to operate a static fund and invest it well. Under
certain circunstances, it is probably easier to handle a static
portfolio," said Gegory John Murray fromMal aysi an Assurance Al |l i ance
Bhd.

They can take the long-termview and invest in financial instrunents
i ke bonds that prom se good returns over the | ong haul.

"A survey of the annuity policyhol ders shows that their average age is
35-37 years. This nmeans that the bulk of insurers' liability does not
begin to come due for at | east another 20 years,"” he said.

Anot her insurer |ikew se said the halt in new prem uminfl ows woul d not
hi nder the conpani es fromearni ng a decent return on i nvest nments.

"There is no issue with the continuation of investments on our part. The
annuity schene is a single premi umproduct. As we receive contri butions,
they are i nvested according to the appropri ate guidelines," he said.
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