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RBC 2 — YE2017 Impact Study – 

First Impressions 

By the European Chamber of Commerce in Singapore (EuroCham). 

Introduction 

The Financial Services Committee (FSC) of the European Chamber of Commerce in Singapore 

(EuroCham) represents the European financial services industry in Singapore. EuroCham engages with 

market participants, regulatory authorities and other stakeholders on important issues concerning the 

financial services industry. 

Singapore is a well-established Financial Hub in Asia. Specifically, for the insurance & reinsurance 

industry, Singapore is considered as a highly-mature market; with a facilitative business climate and an 

effective regulatory environment. 

For the latter, EuroCham has identified the future Risk Based Capital framework for insurers and 

reinsurers (RBC 2), as one of the key change enablers for the industry in the next years.  

The efforts made by the Monetary Authority of Singapore (MAS) to revise the current risk-based capital 

framework are largely supported by the EuroCham FSC Members.  

RBC 2 is intended to update the existing capital framework for insurers in Singapore to enhance its risk 

sensitivity and coverage considering evolving market developments, ensuring that the framework is in line 

with international standards and best practices.  

Concurrent to this, the insurance industry is preparing for another major regulatory shift – with the 

introduction of the new International Financial Reporting Standard for Insurance Contracts (IFRS 17).  

This standard is aimed at introducing a series of new concepts, with side effects expected to expand 

beyond accounting and reporting. 

While the main components of the RBC 2 framework have been finalised and RBC 2 will be implemented 

in 2020 with the first set of quarterly returns prepared on RBC 2 basis due in April 2020, based on the 

technical specifications issued by MAS on 6 May 2019 for the YE2018 Parallel Run, MAS intends to 

consult the industry within the first half of 2020 in a few areas such as treatment of infrastructure 

investments and securitised assets, and calibration of the general insurance catastrophe risk 

requirement.  

Therefore, the purpose of this paper is to contribute views on some of these areas based on the results of 

YE2017 Impact Study and continue to engage in a dialogue with MAS about the latest developments on 

RBC 2. In this paper, we share our observations and insights gained from interviews with insurers and 

reinsurers operating in both Singapore and the EU. 

  



 

 

This paper addresses three objectives: 

 Presenting a general view on the proposed RBC 2 framework ― by emphasizing specific issues 

and challenges that have arisen during the YE2017 Impact Study;  

 Proposing a different approach in relation to risk mitigation techniques, for recognition and 

valuation; and 

 Understanding how RBC 2 can support Singapore insurer’s asset diversification and capital 

optimization through Infrastructure assets.  

  



 

A State of Play Based on YE2017 Impact Study: Challenges 

and Opportunities 
 

Based on the YE2017 Impact Study, EuroCham FSC members have been able to see the MAS taking a 

more balanced approach, as compared to other Asian jurisdictions which are also undergoing RBC 

changes. 

In the members’ view, the current state of the proposed RBC 2 framework is considered as a well-

defined, risk-based capital standard that are mostly in line with international best practice.  

The feedbacks described below are based on the proposed framework as per the YE2017 Impact Study – 

Final Technical Specification document dated September 7th, 2018. 

EuroCham FSC members have expressly endorsed specific points that have been welcomed during the 

YE2017 Impact Study: 

Reference date for facultative reinsurance business premium ageing is more consistent with the 

reinsurance business  

EuroCham FSC members welcome the change which took into consideration their commentary in relation 

to the ageing of facultative reinsurance business premium. The commentary addressed the concept to also 

be based on billable date, which assumes the same stance as direct insurance business premium. 

The proposed treatment of collaterals is in line with the insurer’s underlying objective for such 

financial instruments 

Under the previous RBC1 framework’s charged assets definition, collaterals posted were subject to 

Financial Resource Adjustments. As such, this overly penalizes an insurer’s solvency position as losses 

or liabilities that are reflected on balance sheet are deducted from financial resources again.  

With the legislative enhancements to the current framework introduced by MAS ahead of RBC 2 

implementation in December 2018, EuroCham FSC members believe insurers will now be able to report a 

fairer and more realistic solvency position. 

As a next step we would encourage the MAS to consider the following measures: 

Valuation of cost of guarantee 

For life insurance products with investment guarantees which have non-linear payouts, MAS has issued a 

guideline on 1 April 2013 which requires the use of internal model. For the rest, MAS does not have 

explicit requirements with regards to how options and guarantees should be valued. 

MAS believes that the adoption of international best practices will be beneficial for the Singapore 

insurance industry. However, whilst more sophisticated methods to value options and guarantees are 

welcome, there is a need to consider this holistically with the rest of the RBC 2 framework. The 

methodology should also commensurate with the nature, size and complexity of insurance products being 

offered in the Singapore market. 

 



 

Allowing the usage of internal models for prudential purpose in the future 

Internal models are necessary for the full recognition of risk mitigation and diversification. From the past 

consultation papers, we recognise MAS’ consistent intention in looking into the use of internal models in 

the next phase of the RBC 2 review after the implementation of the standardised approach. 

In addition, since the full convergence to a single global insurance capital standard is unlikely, we support 

mutual recognition or equivalence recognition of individual jurisdictions' capital regime. 

Providing guidance on the insurance catastrophe risk   

General insurers have raised concerns on capital steering ― particularly, on uncertainty of the insurance 

catastrophe risk which was expected to be further clarified.   

In the latest YE2018 Parallel Run technical specifications, MAS has communicated that the insurance 

catastrophe risk requirement is being calibrated by the industry workgroup and expected to consult the 

industry within the first half of 2020. Insurers will be given sufficient time to implement this risk requirement, 

minimally a year after the RBC 2 implementation. 

Dovetailing with IFRS 17   

As of now, for major insurers, where IFRS 17 implementation projects are mostly driven globally, some 

concerns have been expressed on local reporting and reconciliation of results requirements to provide 

enough time to cater for it. 

As an example, divergences in terms of presentation (e.g. for the income statement, Gross Written Premium 

indicator vs. Insurance revenue) are to be expected. 

Other areas of concerns are originating from IFRS 17 interpretative nature. There remains substantial 

flexibility in areas such as how risk margins can be determined and the approach towards discounting, 

which will affect comparability and such comparability is important for capital solvency frameworks.  

As such, at this juncture, MAS has no plans to adopt IFRS 17 for regulatory capital purposes and this is not 

unique to Singapore as there are other regulators who have adopted this approach as well.  

 

Treatment of lease contracts under RBC 2 

Accounting Standards Council (ASC) in Singapore issued a new accounting standard on leases (FRS 

116), replacing FRS17 with effect from 1 January 2019. Under this new standard, for operating leases 

(such as office rent) the cumulative present value of rents based on tenure and renewal expectations will 

be recognised on balance sheet as lease asset, with a corresponding amount of lease liability.  

MAS has recently issued a survey to all direct insurers and reinsurers (other than marine mutual 

companies) to assess the impact of change in accounting treatment on insurers’ solvency position. 

In respect with this survey, EuroCham FSC members disagree with the risk computation treatment stating 

that C2 and C3 charges should apply to the lease asset. As a matter of fact, the value of lease asset does 

not drop due to a risk event, and the drop will be offset by a corresponding decrease in value in the lease 

liability. 



 

We draw the parallel between the lease asset and liabilities to the unit linked asset and liabilities, which 

are largely linked and pose no real risk to the running of the insurance company. We understand that 

MAS is currently reviewing the treatment in view of the survey results. 

 

Basis of applying matching adjustment and/or illiquidity premium  

The MAS identified and tested for 4 different bases for application of MA (Matching Adjustment) and/or IP 

(Illiquidity Premium) beyond the LLP (Last Liquid Point). 

The default basis recognises MA and/or IP in full up to LLP, and zero immediately thereafter. This creates 

a “kink” in the forward curve, and in turn some EuroCham FSC Members have observed unexplainable 

movements in projected reserves and other metrics. 

As such, EuroCham FSC members strongly supported the use of Basis 2, where the recognition of MA 

and/or IP is tapered towards zero in the UFR (Ultimate Forward Rate) segment, leading to a smooth 

forward curve and should be able to produce more economically sound results.  

MAS has addressed this issue in the recent YE2018 Parallel Run technical specifications, where the 

default basis allows for recognition of MA and/or IP in full up to LLP, and tapers to 10bps in 10 years after 

the LLP.  

Additionally, as explained in the technical specifications, instead of tapering to the UFR segment, a 

tapering period of 10 years was selected to reduce the likelihood of liabilities decreasing more than 

assets when credit spreads widen, which would result in financial resources increasing, and vice-versa. 

This is to avoid the MA/IP leading to over-correction or under-correction of solvency position. 

 

  



 

Harnessing Financial Risk Mitigation Techniques under RBC 
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Based on the current proposed framework for RBC 2, EuroCham FSC members have deplored a 

conservative stance towards risk mitigation techniques. 

Regarding risk mitigation techniques, there are at least two main groups of risk mitigation techniques: 

reinsurance arrangements addressing insurance liabilities/insurance risk and hedging instruments for the 

remaining parts of their balance sheet (mostly equity risk and foreign exchange risk). 

Treatment of derivatives for risk mitigation 

As an example, the Equity put hedging strategy1 requires a number of specific conditions to allow capital 

relief: 

 The assets and the underlying assets of the long put have to be 100% matched in order for the 

insurer to recognize the capital relief. 

 The calculation of risk requirements considers derivatives’ capital relief only if the derivative is in-

the-money (i.e. for a put, the strike price is above the underlying asset market price).  

Intuitively, financial risk should be reduced along with the downside protection obtained from the put 

option.  

However, under the proposed derivative treatment, an insurer is unable to obtain any capital relief (with 

no reduction in risk requirements) at the outset of entering a hedge to mitigate financial risk until the 

financial event has occurred (i.e. the option is in-the-money).  

Besides regarding systematic hedging strategies, the hedge benefit should be recognized independently 

from moneyness of the derivative.  

In addition, it is unlikely for there to be options that are 100% matched with an equity portfolio – even a 

portfolio that tracks a particular benchmark will not be 100% matched to an option that tracks the same 

benchmark. Furthermore, the equity investments generally tend to be strongly correlated under stressed 

situation. 

We recommend the MAS consider allowing for capital relief ― ahead of financial risk occurring for 

hedging programs deemed systematic, with a sufficiently appropriate hedging horizon, and to consider 

allowing the recognition of capital relief when the underlying is reasonably well-matched to the equity 

portfolio.  

As of the current proposed framework, it may not allow insurers to fully harness the capital benefits of 

their hedging program.  

  

                                                           
1 As per RBC 2 proposed framework – Technical Specifications: 

Equity options section 
“For combination of long put and long outright position in underlying instruments; 
Risk Requirement = Market value of the outright multiplied by equity risk charge less the amount if the option is in-the-money” 

 



 

Regarding this specific point, the EuroCham FSC members are keen to present an interesting alternative 

to the proposed treatment. 

This alternative treatment would be based on allowing a capital reduction as long as the derivative 

instrument can be qualified as a hedging instrument and that this instrument is used as part of a long-

term hedging strategy (that will be required to be documented). 

If such instrument is used by the insurer, therefore, the economic effect (i.e. coverage/hedged amount) 

shall be used over its accounting value (fair value based on the moneyness). 

This alternative is aligned with the European Insurance and Occupational Pension Authority (EIOPA)’s 

position towards hedging instruments as stated, on the Solvency 2 directive (as described in Appendix 1). 

In the YE2018 Parallel Run technical specifications, MAS mentioned that there may be a refinement on 

the approach for derivatives where appropriate.  



 

RBC 2 and Alternative investments – Infrastructure Assets  
 

According to Asian Development Bank (ADB) estimates, Asia would need to double its current 

infrastructure investment to $1.7 trillion annually – or a total of $26 trillion from 2016 to 2030 to meet the 

demands of the region’s development. Current bank and capital market finance will not be enough to 

close the infrastructure gap. The unique characteristics of an insurance company’s investment portfolio 

with long dated assets and low level of forced liquidation makes them particularly suitable for holding 

exposure from such projects. The role of insurers would be complementary to that of banks and 

governments in providing longer term financing for infrastructure initiatives, as these investments 

represent a good match for the long duration obligation to policyholders. 

For an insurer, infrastructure assets provide the opportunity to minimise the duration mismatch, mainly 

caused by the lack of longer duration assets in the Asian traded markets. Further, some studies (including 

those carried out by EIOPA) as well as data collected from third parties such as Moody's2, have 

concluded that infrastructure corporate bonds display a lower spread volatility than those seen in other 

sectors as well as a lower default and higher recovery ratio (source Moody's Infrastructure default and 

recovery ratio 1983-2017).  

In October 2018, a circulation called “Singapore – gearing up to be Asia’s infrastructure exchange”3 from 

the Second Minister for Finance and Education pushed for Singapore to become a financial centre for 

Infrastructure projects. This presents the perfect backdrop for insurers to become one of the key sources 

of funding for infrastructure projects. 

Treatment under RBC 2 

Infrastructure debt may be eligible for applying Matching Adjustment (a positive adjustment to the risk-

free discount rates when discounting the liability cash flows – this has the effect of decreasing the 

insurer’s liabilities) if it meets a number of criteria, including but not limited to: 

 SGD or USD corporate bonds of investment grade quality if rated; or 

 Unrated SGD or USD corporate bonds of equivalent investment grade quality where the insurer 

has an internal rating model which meets the admissibility criteria set by the MAS. 

As mentioned in the YE2018 Parallel Run technical specifications, MAS is currently reviewing the 

treatment of infrastructure investments and would consult the industry within the first half of 2020. 

Recommendations 

Under the current Technical Specification for RBC 2, there is no material capital benefit for life insurers 

and reinsurers to source infrastructure assets – in fact, the typically unrated nature of the assets may 

pose additional modelling or capital requirements to the insurer compared with a rated corporate bond of 

similar credit quality.  This would be in spite of infrastructure assets offering a good match for insurance 

liabilities. 

EuroCham would encourage the MAS to help Singapore in becoming a centre for infrastructure projects, 

by encouraging Singapore based insurers to invest in quality infrastructure projects. 

  

                                                           
2 Source: Moody's Data Report 27 September 2018 - Infrastructure default and recovery ratio 1983-2017  
3 Source : www.mlaw.gov.sg/content/dam/minlaw/corp/News/Note on Infrastructure.pdf  

http://www.mlaw.gov.sg/content/dam/minlaw/corp/News/Note


 

Example of this include recognizing quality infrastructure investment with lower capital charges. For 

instance, EIOPA, based on the above mention conclusions, recommended the introduction of a new 

asset class of qualifying infrastructure investments, with: 

 A 25% reduction in the investment capital charges for qualifying infrastructure entity4 compared to 

the standard formula under the previous Solvency II regulation; and 

 That the capital charge for high quality infrastructure corporate equity should be 36% (plus 

symmetric adjustment) for both listed and unlisted infrastructure corporates (subject to the 

investment meeting set criteria), compared to 49% for Type 2 equity. 

The proposals were ultimately endorsed by the European Commission in 2017. 

RBC 2 is a great opportunity for the MAS to recognize that infrastructure’s inherent match to insurance 

liabilities, and in doing so encourage insurers to become a key source of funding for infrastructure 

projects. 

  

                                                           
4 To qualify as an infrastructure entity, the assets must fulfil a number of criteria including examples such as: 

1. Infrastructure revenues are within the total revenues of the infrastructure entity; 
2. The cash flows that the infrastructure entity generates for debt providers and equity investors are predictable; 
3. Assets and entity are in a jurisdiction where the regulatory or contractual framework provides a high degree of protection, including 

protection against termination, and that the substantial majority of revenue is derived from being in the EEA or the OECD; 
4. Diversification of revenues; and 
5. Historical performance of three years or longer or investment-grade quality. 



 

Appendix 1 – Financial Risk mitigation techniques – 

treatment under Solvency 2 

 

Under Solvency 2, hedging is positively evaluated by the regulator and considered as a Market Solvency 

Capital Requirement (SCR) relief or also known as “capital requirement reduction” – regardless of the 

moneyness of the option. 

The calculation of the SCR using the standard formula should allow for the effects of financial risk 

mitigation techniques through a reduction in requirements commensurate with the extent of risk 

mitigation and an appropriate treatment of any corresponding risks embedded in the use of financial 

risk mitigation techniques. These two effects should be separated.  

Exhibit 1: SCR.12.8. Technical Specifications — EIOPA  

However, as a principles-based framework, Solvency 2 is defining a distinct set of criteria for the hedging 

instruments to meet for a capital reduction.  As described below in section pertaining to Annex P 

(Principles for recognizing risk mitigation techniques in the SCR standard formula):  

Principle 1: Economic effect over legal form 

Principle 2: Legal certainty, effectiveness and enforceability 

Principle 3: Liquidity and certainty of value 

Principle 4: Credit quality of the provider of risk mitigation 

Principle 5: Direct, explicit, irrevocable and unconditional features 

Exhibit 2: Annex P ― Principles for recognizing risk mitigation techniques in the SCR standard 

formula 
 

Although all the above 5 principles are equally important to the directive, the major difference is nested 

within the 1st principle – advocating for the “economic effect” superiority over the accounting treatment – 

as quoted below: 

“Principle 1: Economic effect over legal form 

• Risk mitigation techniques should be recognized and treated consistently, regardless of their 

legal form or accounting treatment, provided that their economic or legal features meet the 

requirements for such recognition. 

• Where risk mitigation techniques are recognized in the SCR calculation, any material new risks 

shall be identified, quantified and included within the SCR. 

• The calculation of the SCR should recognize risk mitigation techniques in such a way that there 

is no double counting of mitigation effects.” 

Exhibit 3: Annex P – Principle 1 
 

In hindsight, Solvency 2 has been considered as beneficial as it triggered changes to the way insurers are 

determining their optimal asset allocation and enhancing the benefits brought by risk-mitigating strategies, 

once a strategic asset allocation has been defined. 


