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Since the release of the RBC 2 Consultation Paper (RBC 2 CP) in June of this year,
the risk based capital reform has been a widely
in the Singapore market. Extensive discussions have been carried out to co
ordinate industry feedback and suggestions. The consultation paper as published
was succinct, therefore many insurers have been calling for more
MAS so they could more fully assess the impact.

At the annual Li
Actuarial Society on Thursday 8th November, the
Deputy Director of the Insurance Department of MAS,
Lee Wai Yi gave a regulatory update and addressed
some of the concerns on the RBC 2 CP.

Implementation timeline will be
extended

The implementation timeline has been one of the
insurers’ biggest concerns. Many share the view that
the reform should not be rushed into, and several high
impact features be tested well ahead of
implementation.

During the Life Conference, MAS a
industry’s call for extending the RBC
timeline. Instead of pushing for the first RBC 2
reporting in YE 2013, MAS decided that by the end of
2013 the fundamental components of the new RBC
framework should be set and at least one
impact study (QIS) should have been run. A second
QIS might be run in 2014. MAS has not yet committed
on a final implementation deadline. It might be
possible that implementation will be phased over one
or two years and that it might be split
and small companies.

In particular 2013 will be used to
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In particular 2013 will be used to
collect information on operational risk and further
risks from insurers
set the standard formula calibration factors
gather information on diversification impacts
work on the
measures such as the liquidity or matching
premium
set the amount of negative reserves that would be eligible as available capital
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How will RBC 2 impact the capital position of
an insurance company?

It was emphasized that MAS sees RBC 2 as a measure to extend range of risks
monitor and improve comprehensiveness of risk measures as opposed to a
statement that the industry is under-capitalized. Although MAS expects that the
required capital for insurers will increase, Lee Wai Yi has reassured that RBC 2
does not intend to boost capital requirements for insurance companies.

Major industry concerns from consultation
feedback

One of the major concerns of industry is that MAS would not allow for
diversification benefits in the calculation of required risk capital. From last
Thursday’s update we understand that MAS is willing to allow for
diversification as long as there is sufficient demonstration that it is relevant.
However, the benefits might not be as extensive as under Solvency II.

The formula for calculating operational risk published in the RBC 2 CP has been
strongly debated. Lee Wai Yi clarified that MAS will consider an explicit risk
charge for operational risk. The calculation methods allowed and the calibration
are still to be set. As suggested in several consultation feedback papers, MAS is
considering the reward of good risk management practice within an insurer by
lowering their operational risk capital charge.

For the discounting of technical provisions MAS has suggested in the
consultation paper to base it on 30y government bonds. In the following
months MAS will look into illiquidity premium as a countercyclical measure.

In the event of the prescribed capital requirement level being breached,
oversight by MAS will likely be in extending timescales for companies to
remediate, rather than pressing for immediate capital input to rebalance
solvency.

Stress Testing is considered as an essential part
of ERM and ORSA

MAS confirmed that a consultation paper on ERM is to be issued before the
year end. The paper will be guided by IAIS principles. Stress testing will also be
an essential part of the ORSA/ERM requirements.
In the last months MAS has consulted the insurance industry and especially the
appointed actuaries on the prescribed industry wide stress tests. MAS is
considering the streamlining the number of scenarios and some scenario
calibration. The specified scenarios are to be issued by the end of this month.
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Contact us

If you would like further information in relation to the issues outlined above,
please call your usual PwC contact or any of the individuals listed below:

Your PwC contacts

Actuarial Services Financial Services

Shuyen Liu
Partner
+86 10 6533 2592
shuyen.liu@cn.pwc.com

Roy Clark
Partner
+65 6236 7368
roy.j.clark@sg.pwc.com

Bob Gibson
Director
+65 6236 4068
bob.gibson@sg.pwc.com

Kwok Wui San
Partner
+65 6236 3087
kwok.wui.san@sg.pwc.com

Janka Schuld
Manager
+65 6236 7153
janka.schuld@sg.pwc.com

Woo Shea Leen
Partner
+65 6236 3908
shea.leen.woo@sg.pwc.com

Ben Cheng
Manager
+86 21 2323 3447
ben.cheng@cn.pwc.com

Ang Sock Sun
Partner
+65 6236 3638
sock.sun.ang@sg.pwc.com

This publication has been prepared for general guidance on matters of interest only, and does not constitute
professional advice. You should not act upon the information contained in this publication without obtaining
specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or
completeness of the information contained in this publication, and, to the extent permitted by law,
PricewaterhouseCoopers does not accept or assume any liability, responsibility or duty of care for any
consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this
publication or for any decision based on it.
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