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EXECUTIVE SUMMARY

Insurance companies are facing greater challenges in their businesses,
particularly in terms of volatility of assets and diversity of insurance risks, as well
as keener competition from other financial institutions.

While the existing statutory solvency framework, which relies on undisclosed
margins and approximations, has served its purpose well, it is not sufficiently
transparent or risk-focused to adequately reflect the true financial conditions of
the insurance companies in the new e nvironment.

To address these inadequacies, the Authority proposes to adopt a risk-based
capital (RBC) framework, which was formulated in close consultation with
insurance practitioners and representatives from the actuarial and accounting
professions.

The proposed framework, based on emerging international standards and good
practices in developed countries, is risk-focused. It reflects the relevant risks that
the insurance companies face. The minimum capital prescribed under the
framework, which includes a consistent approach to the valuation of assets and
liabilities, will serve as an effective buffer to absorb losses. With greater
transparency, it will facilitate comparisons across insurance companies. It will
also provide clearer information on the financial strength of insurers, and facilitate
early and effective intervention by the Authority, if necessary. Under the new
framework, the requirements have been aligned across financial institutions as
far as possible, so as to minimize capital arbitrage in an increasingly integrated
financial landscape.

In May 2003, the Authority issued a consultation paper on the proposed
amendments to the Insurance Act required to establish the new RBC framework.
The Authority has considered the feedback received during that consultation
phase carefully, and made necessary changes to the Insurance (Amendment)
Bill 2003.

This consultation paper seeks to obtain feedback on operational details, and the
draft regulations, notice and guidelines relating to the new RBC framework for
insurance companies.
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1 BACKGROUND

11 While the existing statutory solvency framework, which relies on
undisclosed margins and approximations, has served its purpose well, it is not
sufficiently transparent or risk-focused to adequately reflect the true financial
conditions of insurance companies in the new environment. With the financial
services sector becoming increasingly volatile, diverse and competitive, there is a
need for a more transparent and risk-focused regime.

1.2 The Authority has therefore proposed to adopt a riskbased capital
(RBC) framework. This new framework seeks to amend the existing valuation
methodology for assets and liabilities, fine-tune the operations of life insurance
funds, establish new capital requirement rules, update the role of actuaries, and
introduce a new set of statutory reporting standards.

1.3 The Authority has been working closely with the insurance industry in
formulating the proposed RBC framework. Following the announcement of the
RBC concept in the 2001 exposure draft, work groups consisting of insurance
practitioners and representatives from the actuarial and accounting professions
were formed to look into various valuation and capital treatment issues. The work
groups issued 3 discussion papers between July 2001 to December 2002 on the
valuation of assets and liabilities, capital requirements for life insurance business,
and capital requirements for general insurance business. The Authority has also
engaged insurance companies in carrying out tests on the proposed framework
since mid-2002. Draft amendments to the Insurance Act (IA) necessary to
establish the RBC framework were released for consultation in May 2003.
Careful consideration was given to the feedback received during that consultation
phase. Necessary changes were subsequently made to the Insurance
(Amendment) Bill.

14 This consultation paper will describe, and seek the public’'s feedback

on, the significant features of the new RBC framework and the regulations, notice
and guidelines created for this framework.

2 VALUATION OF ASSETS AND LIABILITIES
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2.1 Before we discuss the amount of capital requirements for an insurer,
we need to first determine the value of its assets and liabilities.

2.2 The proposed valuation regime makes a fundamental shift away from
the current philosophy, which is built upon estimations of asset and liability
values with undisclosed margins and approximations, to one that emphasizes
greater transparency and provides a more accurate picture of the insurer's
financial position. This is achieved by using more realistic valuation methodology
and bases. More assumptions will need to be made in the valuation process.
This shift will inevitably place greater reliance on the professional judgement of
actuaries and accountants. The Authority will therefore continue to work closely
with the two professions to fine-tune the valuation standards in relation to
insurance business.

2.3 We will now highlight some of the key features of the proposed assets
and liabilities valuation rules. Details of the rules can be found in the draft
regulations, notice and guidelines in the Annexes 1, 4 and 5.

Valuation of assets

2.4 The “lower of book or market” rule used currently in asset valuation
usually does not portray an insurer's true financial strength. To arrive at a
realistic valuation, the proposed asset valuation rules will need to adopt the
market values of assets.

25 In addition, all assets of an insurer will be reflected in its balance sheet.
Issues relating to eligibility of assets such as over-concentration in certain type of
assets, or excessive exposure to certain counter-parties, will be dealt with in the
capital requirement rules instead.

Valuation of liabilities

2.6 The Authority made its first move to a more realistic valuation of
insurance liabilities in 2001 when it imposed new valuation requirements on the
general insurance sector. General insurers are required to determine best
estimates (BE) of their insurance liabilities, and additional provisions for adverse
deviation (PAD) that reach at least the 75% level of sufficiency. The requirements
apply to both the risks related to insurance services that have yet to be provided
(the “premium liabilities”) and claims that have been incurred but not yet settled
as at valuation date (the “claims liabilities”).

Monetary Authority of Singapore 2
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2.7 We propose to extend the new valuation requirements of insurance
liabilities to life insurance business. The net premium valuation method using
prescriptive valuation assumptions will be replaced. In its place, insurers will
determine BE, and additional PAD. The BE shall be determined by first projecting
future cash flows using realistic assumptions (including assumptions on
expenses, mortality and morbidity rates, lapse rates, etc.), and then discounting
these cash flow streams at appropriate interest rates. PAD is determined by
using more conservative assumptions in the projection to reflect the inherent
uncertainty of the BE.

2.8 The policy liability for any policy (be it a participating policy, a non-
participating policy or an investment-linked policy) will simply be the sum of its
BE and PAD. For participating policies, policy liability should include provision for
future payments arising from both guaranteed and non-guaranteed benefits.

2.9 The policy liability of a life insurance fund made up solely of non-
participating or investment-linked policies is calculated by aggregating the policy
liabilities of all policies in the fund. On the other hand, for a life insurance fund
that consists of participating policies (or more commonly know as the
participating fund), the policy liability of the fund is derived not only by
aggregating the policy liabilities of all policies in the fund, but is also dependent
on the value of assets backing the liabilities and the extent to which benefits are
guaranteed. This is best discussed in conjunction with changes proposed on the
operations of the participating fund.

3 OPERATIONS OF THE PARTICIPATING FUND

3.1 The Insurance (Amendment) Bill 2003 that will come into effect in 2004
introduces some significant modifications to the participating fund, one of which
is the establishment of a “surplus account”.

The “Surplus Account” and policy liability of participating fund

3.2 To add greater clarity in relation to allocation to shareholders and
capital support provided by them, each life insurer shall establish a “surplus
account” within its participating fund. Any allocation of the participating fund to
shareholders via the “90/10 rule” of bonus distribution will be credited to this
account, which is separately maintained. Shareholders may withdraw the
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balances in the surplus account if they are not required to meet capital
requirements. This account will also keep track of any future capital support that
shareholders may provide to satisfy the fund’s capital needs.

3.3 The surplus account defines the part of the participating fund that
belongs to shareholders. Therefore, the remaining assets of the fund, after
deducting the interest of other creditors, are available to meet the policy liabilities
of the fund. We call this the “policy assets” (PA).

3.4 Policy liability of a participating fund is generally set to be equal to PA,
subject to two floors—

First, policy liability of the fund must not be less than the funds
“‘minimum condition liability” (MCL), a measure representing
guaranteed policy benefits. The calculation of MCL requires
discounting of guaranteed liabilities of policies of the fund (including
non-participating policies, if there is any) using a risk-free interest
rate.

Next, policy liability of the fund must not be less than the aggregate
of the policy liability of each and every policy in the fund. This
means both guaranteed and nonguaranteed benefits are
accounted for. Valuation of participating policy for this purpose
would be based on an insurer's own best estimate of the
investment return of the fund.

35 A participating fund is deemed to be unable to support its liabilities in
relation to insurance policies when PA of the fund falls short of either of the two
floors used in determining the policy liability of the fund described in paragraph
3.4. Shareholders must then provide capital support to the fund. This is achieved
by deducting from the surplus account an amount equal to the shortfall. Such
deductions may be recoverable in the future when the PA no longer falls short of
the two floor values. However, should there be insufficient balance in the surplus
account for such a deduction, a top up of the surplus account must be made from
shareholders’ resources through a transfer of assets to the participating fund.

Bonus distribution

3.6 The second significant change to the operations of participating fund
relates to bonus distribution. While the “90/10 rule” remains, the net premium
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valuation method will no longer be used to determine the cost of bonus. In its
place, the cost of bonus will be calculated using the MCL basis.

3.7 The responsibility of approving bonus distributions will also shift from
the appointed actuary to the board of directors. This is to reflect the current
market practice, which is in line with the emphasis to strengthen corporate
governance of insurers in Singapore. Before approving any bonus distribution,
the board of directors will need to take into consideration the written
recommendations of the appointed actuary.

3.8 The detailed rules governing the operations of the surplus account can
be found in the draft Insurance (Valuation and Capital) Regulations in Annex 1.

4 FUND SOLVENCY REQUIREMENT AND CAPITAL
ADEQUACY REQUIREMENT

4.1 Having determined the value of an insurer's assets and liabilities, we
are ready to discuss the capital required of an insurer’s operations.

4.2 The proposed capital requirement framework takes into account
emerging international standards and good practices of developed countries.
This framework is built on several principles. It is risk-based, as it reflects
relevant risks faced by the insurance company. The new capital requirements,
whose derivations are consistent with the approach used in assets and liabilities
valuation, will serve as an effective buffer to absorb losses. The framework will
facilitate comparisons across companies. The requirements have also been
aligned, as far as possible, across financial institutions so as to minimize capital
arbitrage in an increasingly integrated financial landscape. The new framework
should serve as an early indicator of financial strength or weakness, and facilitate
progressive intervention by regulators, if necessary.

4.3 The proposed framework consists of two requirements: the Fund
Solvency Requirement (FSR), applicable to each insurance fund established and
maintained under the IA; and the Capital Adequacy Requirement (CAR),
applicable to each insurer’'s Singapore operations. This framework will replace
the current solvency margin requirements.
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Components of the capital requirements

4.4 Risks arising from an insurer’'s assets and liabilities are grouped into
the following three components:

Component 1 (C1) requirement:

This component relates to insurance risks undertaken by an
insurer. For general insurance business, the requirement is
calculated by applying specific risk charges on an insurers
premium and claims liabilities. The risk charges applicable to
different business lines vary according to volatility of the underlying
businesses. For life insurance business, the requirement is
calculated by applying specific risk margins to key parameters
affecting policy liabilities such as mortality, morbidity, expenses and
policy termination rates.

Component 2 (C2) requirement:

This component relates to risks inherent in an insurer's asset
portfolio. It is calculated based on an insurer's exposure to various
markets including debt, equity, property, and foreign exchange.
The C2 requirement also reflects the extent of the mismatch
between assets and liabilities.

Component 3 (C3) requirement:

This component relates to concentration risks in certain types of
assets, counterparties or groups of counter-parties. It is calculated
based on an insurer's exposure in excess of the prescribed
concentration limits.

4.5 We define “total risk requirement” (TRR) as the sum of C1, C2 and C3.
The amount of capital available to meet TRR is called “financial resources” (FR).
The following paragraphs will describe what the FSR and CAR are, and how FR
should be derived.

Fund Solvency Requirement

4.6 To satisfy the FSR for each insurance fund, an insurer shall maintain
an insurance fund’s FR in excess of the fund’'s TRR. For all insurance funds
(except for a participating fund), the FR is simply the excess of the fund’s assets
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over its liabilities. However, for a participating fund, FR will consist of two
components, namely:

Balance of surplus account; and
Provision for non-guaranteed benefits.

4.7 The inclusion of the provision for non-guaranteed benefits as part of
FR is to recognise the ability of the participating fund to adjust future bonus rates
for participating policies to absorb adverse fluctuations. The size of this
component of capital depends on the value of PA (which is the amount of assets
available to back the policy liabilities of the fund), MCL (the amount of guarantee
that the fund has made), and the aggregate of provision for non-guaranteed
benefits from all participating policies of the fund (an amount linked to future
bonus assumed in the valuation).

4.8 Some deductions will be made to FR for assets that are of poor quality
and not free from encumbrance. These deductions include those made against
future tax benefits, charged assets, and most financial reinsurance
arrangements.

Capital Adequacy Requirement

4.9 To satisfy the CAR, an insurer shall maintain a Capital Adequacy Ratio
(CARatio) of at least 100% and a FR for its Singapore operations not falling
below $10m. The CARAatio is defined as:

ER for an insurer’s Singapore operations
TRR for an insurer’s Singapore operations

4.10 The denominator is determined by aggregating all TRRs from each
insurance fund that an insurer maintains. An insurer incorporated in Singapore
will also add to the denominator, risk requirements relating to assets and
liabilities outside of insurance funds (including those relating to the insurer’s
overseas branches).

4.11 The numerator is calculated as the sum of 3 components, namely
“Tier 1 resources”, “Tier 2 resources” (applicable to insurers incorporated in
Singapore) and the provision for non-guaranteed benefits (applicable to insurers
who maintain a participating fund).
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4.12 Tier 1 resources are those capital instruments that are able to absorb
losses on an on-going basis. They should not have any maturity date, nor should
they be redeemable at the option of the holder of the instruments. They should
be issued and fully paid-up, and non-cumulative in nature. They should be
ranked junior to policyholders, general creditors, and subordinated debt of the
insurer. Tier 1 resources should neither be secured nor covered by a guarantee
of the issuer or related entity or other arrangement that may legally or
economically enhance the seniority of the claim vis-a-vis the policyholder. Tier 1
resources will generally be represented by the aggregate of the surpluses of an
insurer’s insurance funds. In addition, a Singapore incorporated insurer may add
to its Tier 1 resources its paid-up ordinary share capital, its surpluses outside of
insurance funds, and irredeemable and non-cumulative preference shares.

4.13 Tier 2 resources are capital instruments that are “less permanent”
compared to Tier 1 resources, but may be available to serve as buffer against
losses made by the insurer. Examples of these instruments include cumulative or
redeemable preference shares and certain subordinated debt.

4.14 Three further adjustments are required to be made to the CARatio.
First, inadmissibility adjustments similar to those required under the FSR should
be made to the numerator. Next, total Tier 2 resources recognised for the
computation of total FR cannot exceed 50% of Tier 1 resources. And lastly, as
the provision for non-guaranteed benefits is not available to absorb losses not
related to the participating fund, the CARatio calculated will be limited by the
following ratio:

FR (excluding FR relating to participating fund)
TRR (excluding TRR relating to participating fund).

4.15 The new capital regime will facilitate early and progressive intervention
by the Authority. The CARatio allows the Authority to define “trigger points” for
regulatory actions. A “financial resources warning event” will occur when an
insurer's CARatio falls below 120%, in which case the insurer must notify the
Authority and submit a plan on how it intends to bring the CARatio back up above
the 120% level.

Some further comments

4.16 The prescribed FSR and CAR are not allencompassing and may not
capture certain risks that are specific to particular insurers. Therefore, the new
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section 18(4) introduced by the Insurance (Amendment) Bill 2003 gives the
Authority the flexibility to adjust the FSR or CAR having regard to “risks arising
from the activities of the insurer and such other factors as the Authority considers
relevant”. Examples of such risks include operational risk, weak corporate
governance and internal control, and lack of access to additional capital. The
Authority will assess the need for, and the quantum of, additional capital for
specific insurers via its risk-based supervisory process.

4.17 The insurance industry has provided the Authority with feedback over
the past years on the discussion papers issued and the tests conducted. After
reviewing the feedback and considering the broader operating environment, we
are proposing three exemptions:

Offshore insurance fund (OIF) of registered reinsurers in
Singapore. As reinsurers are subjected to significantly lower
solvency requirements under the current solvency margin
framework compared to direct insurers, reinsurers will be
significantly impacted by the introduction of the RBC framework.
The Authority has therefore decided to allow reinsurers more time
to meet the RBC requirements by implementing the framework in
phases. For year 2004 and 2005, reinsurers’ will be exempted from
complying with the FSR for their OIFs. The Authority is also
considering extending this exemption beyond year 2005 to any
foreign-owned reinsurer or reinsurer operating as a branch in
Singapore if it can be demonstrated that—

the reinsurer has strong group-wide financial position;

the reinsurer is subjected to consolidated supervision of an

acceptable standard in its home jurisdiction; and

the reinsurer's home regulator is willing to cooperate with the

Authority in the supervision of the reinsurer.
In the meantime, the Authority expects all reinsurers to have in
place a robust risk management system. The Authority reserves the
right to revoke the exemption to comply with the FSR for the OIF
where we have any concern based on our ongoing supervisory
review.

Application of RBC framework on specialist insurers. The Authority
recognises the uniqueness of the risk profiles facing specialist
insurers such as financial guarantee insurers, credit and political
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risk insurers, marine mutuals and Lloyds syndicates. Therefore,
exemptions will be granted to these entities in 2004 and 2005 from
complying with the FSR and CAR as the Authority studies how best
to fine-tune the RBC model for them. These entities will continue to
be required to comply with the current solvency requirements.

Application of RBC framework to captive insurers. Captive insurers
are set up primarily to insure risks from within their related
companies. To the “clients” of a captive insurer, the benefit of
enhanced transparency offered by the RBC framework may be less
significant compared to the cost involved in implementing the RBC
framework. The Authority therefore intends to exempt captive
insurers from complying with the FSR and CAR, but they will need
to continue to comply with the current solvency re quirements.

4.18 In conjunction with the launch of the RBC framework, the Authority will
be lowering the minimum paid-up capital requirement to:

$5m for any direct insurer who is subjected to the full RBC framework and
underwrites only a single low risk line of business (such as investment-
linked life business or short-term accident and health insurance business);
and

$10m for any other direct insurer who is subjected to the full RBC
framework (i.e. any other company registering as direct life or general
insurer).

The minimum paid-up capital requirement for insurers not subjected to the full
RBC framework (i.e. those mentioned under paragraph 4.17) will remain at the
current level.

5 REPORTING REQUIREMENTS

5.1 Other than modifying the annual statutory returns to reflect the
changes in the valuation and capital requirements, the Authority has also taken
this opportunity presented by the establishment of the RBC framework to review
other aspects of the existing reporting requirements.
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5.2 One of the key changes proposed is the removal of the “revenue
account” concept. Currently, the value of a life insurer’s policy liabilities cannot be
determined from the statutory balance sheet (the current Form 1) because the
“balance of revenue account” merely shows the net cumulative inflow of policy
monies into the insurance fund. Under the proposed framework, however, policy
liabilities and surpluses will be explicitly shown on the balance sheet. In addition,
a new Form 2, containing a single profit and loss statement for both life and
general insurance business, will replace the current Form 2 and Form 6 that
relate to the revenue account.

5.3 To provide the Authority and other users of the statutory returns a
better insight into the financial condition of insurers, additional annexes to the
balance sheet and profit and loss statement have also been drawn up.

6 TRANSITIONAL ARRANGEMENTS

6.1 To ensure smooth transition to the RBC framework, the Authority will
put in place transitional arrangements to allow insurers to make the necessary
changes to their internal systems. We shall now discuss these transitional
arrangements for reporting and capital requirements.

Reporting requirements
6.2 For the 2004 accounting period, insurers will be required to submit—

annual statutory returns and quarterly returns relating to the 2004
accounting period using the current basis, format, and mode of
submission, and according to existing deadlines; and

balance sheets as at 31 December 2004 using the new valuation
basis and reporting format.

Otherwise, submission based on the new basis and format will not be mandatory
during 2004. However, for insurers that are ready to adopt the new framework,
they may make additional submission of the quarterly returns based on the new
basis and format.

6.3 The Authority expects to roll-out a new web-based returns submission
platform in the first half of 2004. Insurers may test the new platform over the rest
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of 2004 to get accustomed to the new reporting basis and format. The use of this
platform will become mandatory for the submission of the year-end 2004 balance
sheet (to be submitted by 31 March 2005) and any subsequent annual or
quarterly returns.

Capital requirements

6.4 During 2004, the existing solvency requirements will remain in-force.
An insurer may, however, opt to be assessed under the new RBC requirements
when it is ready. The insurer should give prior notice to the Authority on its
implementation of the new framework. The insurer will not be allowed to switch
back and be assessed under the previous capital requirements.

6.5 All insurers (except those who qualify for exemption as described in
paragraph 4.17) will be assessed based on the new RBC requirements from 1
January 2005 onwards.

7 INSURANCE REGULATIONS AND NOTICES

7.1 The Authority will be amending some of the existing regulations and
notices in conjunction with the introduction of the RBC framework. The following
draft regulations and notice are included in this consultation paper for the public’s
comments:

Draft Insurance (Valuation and Capital) Regulations attached as
Annex 1 (this replaces the parts on valuation and solvency margin
rules in the current Insurance Regulations);

Draft Insurance (Accounts and Statements) Regulations attached
as Annex 2 (this replaces the existing Insurance (Accounts and
Statements) Regulations);

Draft Insurance (Actuaries) Regulations attached as Annex 3 (this
replaces the existing Insurance (Actuaries) Regulations and
Insurance (Duties of Actuary) Regulations); and

Draft Notice on the Valuation of Policy Liabilities of Life Business
attached as Annex 4

Draft Guidelines on the Valuation of Policy Liabilities for General
Business attached as Annex 5.
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7.2 The Authority will also review existing regulations and notices to
ensure that they are consistent with the new RBC framework.

8 REQUEST FOR COMMENTS

8.1 The Authority invites interested parties to provide their views and
comments on the draft regulations and notices relating to the new RBC
framework. Written comments should be submitted by 9 January 2004 to:

Insurance Supervision Department
Monetary Authority of Singapore
10 Shenton Way

MAS Building

Singapore 079117

Email: rbccon03@mas.gov.sg
Fax: (65) 6229-9694

8.2 Please note that all submissions received may be made public unless
confidentiality is specifically requested for the whole or part of the submission.
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ANNEX 1: INSURANCE (VALUATION AND
CAPITAL) REGULATIONS

DISCLAIMER: This version of the Bill isin draft form and subject to change. It
is also subject to review by the Attorney-General’s Chambers.

No. S000 —
INSURANCE ACT
(CAP 142)
INSURANCE (VALUATION AND CAPITAL) REGULATIONS
2004
ARRANGEMENT OF REGULATIONS
PART |
PRELIMINARY
Regulation
1. Citation and commencement
2. Definitions
PART 11

FINANCIAL REQUIREMENT BEFORE REGISTRATION,
FUND SOLVENCY REQUIREMENT, AND CAPITAL

ADEQUACY REQUIREMENT
3. Paid-up capital requirement
4. Fund solvency requirement and capital adequacy requirement

PART IlI

OTHER FINANCIAL REQUIREMENTS

5. Reduction in paid-up ordinary share capital or share premium account
6. Preference shares and qualifying Tier 2 instruments

PART IV

VALUATION OF ASSETS
1. Application of this Part
8. Valuation of assets
9. Equity securities
10. Debt securities
11. Land and buildings

12. Loans

13. Cash and deposits

14. Outstanding premiums and agents' balances
15. Deposits withheld by cedants

16. Reinsurance recoverables

PART V



VALUATION OF LIABILITIES
17. Application of this Part
18. Vauation of liabilities
109. Valuation of liabilities of general business
20. Valuation of liahilities of life business
21. Treatment in relation to reinsurance
22. Surplus Account
23. Determination of liabilities in connection with winding up

24. Surrender values of life policies
25. Amount of paid-up policy to be obtained in exchange for life policy
(pre-2005)

First Schedule - Financial Resources

Second Schedule - Total Risk Requirement

Third Schedule - C1 Requirement - Insurance Risk

Forth Schedule - C2 Requirement - Investment Risks and Risks
arising from Interest Rate Sensitivity and Foreign Currency Mismatch
Between Asseats and Liabilities

Fifth Schedule - C3 Requirement - Concentration Risk

Sixth Schedule

In exercise of the powers conferred by sections 17, 18 and
64(1) of the Insurance Act, the Monetary Authority of Singapore
hereby makes the following Regulations:

PART |
PRELIMINARY

Citation and commencement

1. These Regulations may be cited as the Insurance (Valuation
and Capital) Regulations 2004 and shall come into operation on
[date].

Definitions
2. (1) In these Regulations—

“associates’ has the same meaning as in section 27(4)(d) of the
Act;

“appointed actuary” means the actuary appointed by an insurer
for the purpose of section 31 of the Act;

"collective investment scheme" has the same meaning as in
section 2 of the Securities and Futures Act (Cap. 289);

“commodity”, in relation to a forward contract or futures
contract, means —



(a) afinancia instrument; or
(b) gold, any class of ail or any other physica commodity;

“counterparty” means any person who is under a financia
obligation to the insurer;

“debt security” includes any debenture, bond and note;

“derivative” includes any warrant, convertible security,
forward contract, futures contract, swap, contract for
differences and option;

“equity security” includes any stock, share, depository receipt
and unit in a collective investment scheme;

“financia resources’ has the meaning given to it in the First
Schedule;

“forward contract” means a contract the effect of which is that
one party to the contract agrees to deliver a specified
commodity, or a specified quantity of a specified
commodity, to another party to the contract at a specified
future time and at a specified price payable at that time, and
includes an option on a forward contract but does not
include a futures contract;

“futures contract” means a contract the effect of which is
that—

(a) one party to the contract agrees to deliver a specified
commodity, or a specified quantity of a specified
commodity, to another party to the contract at a
specified future time and at a specified price payable
a that time under the terms and conditions set out in
the business rules and practices of the futures
exchange, recognised trading system provider, or
overseas futures exchange at which the contract is
made; or

(b) the parties to the contract will discharge their
obligations under the contract by settling the difference
between the vaue of a specified quantity of a
specified financial instrument at the time of the making
of the contract and at a specified future time, such
difference being determined in accordance with the
business rules and practices of the futures exchange,
recognised trading system provider, or overseas
futures exchange at which the contract is made,

and includes an option on a futures contract;



"government debt security” means a debt security which is
either —

(a) issued or fully guaranteed by the Government;

(b) issued or fully guaranteed by a central government or
central bank of a country or territory which has arating
of investment grade; or

(o) issued or fully guaranteed by a central government or
central bank of a country or territory which does not
have a rating of investment grade and denominated in
the national currency of that country and has a residual
maturity of one year or less;

“investment-linked fund” means an insurance fund established
and maintained under section 17 of the Act which comprises
wholly of investment-linked policies;

“investment grade” means a credit rating set out in Table 16 of
the Sixth Schedule issued by the corresponding credit rating
agency in that Table or any better credit rating;

“minimum condition liability”, in relation to a participating
fund, means the sum of—

(@) the liability in respect of each non-participating policy
of the fund determined in the manner provided in
regulation 20(1); and

(b) the liability in respect of each participating policy of
the fund determined in the manner provided in
regulation 20(1) as if it were a non-participating policy
and shall not include any provision for non-guaranteed
benefits,

“money market debt security” means any debt security with a
maturity of one year or less, and includes banker's
acceptances, commercial papers, certificates of deposits,
government or treasury bills and notes, with a maturity of
one year or less,

“non-participating fund” means an insurance fund established
and maintained under section 17 of the Act which comprises
wholly of non-participating policies;

“ordinary share’” means any share other than a preference
share;

“participating fund” means an insurance fund established and
maintained under section 17 of the Act which comprises
wholly or partly of participating policies,



“preference share’, in relation to a registered insurer
incorporated in Singapore, has the same meaning as in
section 4(1) of the Companies Act (Cap. 50);

“preference share’, in relation to a registered insurer
incorporated outside Singapore, means a share, by whatever
name called, which does not entitle the holder thereof to
right to vote at a general meeting, other than

(@) during such period as the preferential dvidend or any
part thereof remains in arrear and unpaid, such period
starting from a date not more than 12 months, or such
lesser period as the constitution of the registered
insurer may provide, after the due date of the dividend;

(b) upon any resolution which varies the rights attached to
such shares; or

() upon any resolution for the winding up of the
registered insurer,

or to any right to participate beyond a specified amount in
any distribution whether by way of dividend, or on
redemption, in awinding up, or otherwise;

“policy assets’, in relation to a participating fund, means the
total assets of the fund as at valuation date less—

(@) the balance in the surplus account established and
maintained in accordance with regulation 22; and

(b) other liabilities, as calculated in the manner provided
in Form 1 of the First Schedule to the Insurance
(Accounts and Statements) Regulations 2004;

“public authority” means any body corporate constituted under
any Act or under the law of any other country or territory for
the purpose of carrying out a public function;

“qualifying Tier 2 instrument” has the meaning given to it in
the First Schedule;

"recognised exchange" means any overseas securities exchange
or an overseas futures exchange regulated by a financia
services regulatory authority of a country or territory
specified in Table 9 of the Sixth Schedule;

“recognised multilateral agency” means an organisation listed
in Table 10 of the Sixth Schedule;

“reinsurance recoverables’ means any amount that an insurer is
contractually entitled to recover, but has yet to recover,



from its reinsurance counterparty in respect of claims that
has been paid by the insurer;

“share’ has the same meaning as in section 4(1) of the
Companies Act (Cap. 50);

“gpecia risk” means—

(@) liability under a marine and aviation policy, being
liability which consist of or include those arising from
the insurance of a marine hull or aircraft hull; or

(b) any other risk which by reason of its exceptional
nature and amount, the Authority permits to be treated
as a special risk;

“total risk requirement” has the meaning given to it in the
Second Schedule; and

“unit”, in relation to a collective investment scheme, has the
same meaning as in section 2 of the Securities and Futures
Act (Cap. 289); and

“valuation date€’ means the date on which the assets and
liabilities of aregistered insurer are valued.

(2) In these regulations—

(@) any reference to a policy of a fund (whether it is a
participating, a non-participating, or an investment-linked
fund), shall be construed as a reference to a policy for
which the participating, non-participating or investment-
link insurance fund, as the case may be, is established or
maintained by an insurer under the Act.

(b) any reference to a registered insurer incorporated in
Singapore includes a registered insurer which is a society
registered under the Co-operative Societies Act (Cap.
62).

PART II

FINANCIAL REQUIREMENT BEFORE REGISTRATION,
FUND SOLVENCY REQUIREMENT, AND
CAPITAL ADEQUACY REQUIREMENT

Paid-up capital requirement

3—(1) For the purposes of section 9(1)(c) of the Act, the
Authority shall not register any applicant as a direct insurer or
reinsurer under section 8 of the Act unless that applicant has a



paid-up ordinary share capital (or its equivalent recognised by the
Authority as applicable to the applicant under the laws of the
country or territory in which the applicant is incorporated, formed
or established) of no less than—

(@) in the case of a applicant applying to be a direct insurer
carrying on only one of the types of insurance business
listed in Table 1 of the Sixth Schedule, $5 million;

(b) in the case of any other applicant applying to be a direct
insurer, $10 million; and

(0) inthe case of an applicant applying to be a reinsurer, $25
million.

Fund solvency requirement and capital adequacy requirement

4.—(1) For the purposes of section 18(1)(a) of the Act, the fund
solvency requirement in respect of an insurance fund established
and maintained by a registered insurer under the Act shall be such
that the financial resources of the fund is not less than the total risk
requirement of the fund and such requirement shall be maintained
at al times.

(2) For the purposes of section 18(1)(b) of the Act, the capital
adequacy requirement of a registered insurer shall be such that the
financial resources of the insurer is not less than—

(@) the sum of—

(i) the aggregate of the total risk requirement of all
insurance funds established and maintained by the
insurer under the Act; and

(ii) where the insurer is incorporated in Singapore, the
total risk requirement arising from assets and
liabilities that do not belong to any insurance fund
established and maintained under the Act; or

(b) the minimum amount, which is—

() in the case of a direct insurer carrying on only one of
the types of insurance business listed in Table 1 of
the Sixth Schedule, $5 million; and

(i1) in any other case, $10 million;
whichever is the higher and such requirement shall be maintained at
all times.

(3) A registered insurer shal immediately notify the Authority
when the insurer becomes aware that —



(@ it has faled to or is likely to fail to comply with
paragraph (1) or (2); or

(b) a financial resources warning event has occurred or is
likely to occur.

(4) Where the Authority is notified by an insurer under paragraph
(3) or becomes aware, of any inability by an insurer to comply with
paragraph (1) or (2), the Authority may:

(a) require the insurer to comply with such directions as the
Authority may impose, and in particular--

(i) to submit to the Authority financia statements on a
monthly basis or a such other intervals as the
Authority may require, until the insurer satisfies the
fund solvency requirement or the capital adequacy
requirement for 90 consecutive days or such other
period as may be determined by the Authority;

(ii) to submit to the Authority a plan on how the insurer
intends to satisfy the fund solvency requirement or
the capital adequacy requirement set out in paragraph
(1) and (2) respectively;

(i) to stop renewing or issuing further policies of one or
more classes of business; and

(b) require the insurer to carry on its business in such manner
and on such conditions as the Authority may impose.
(5) If the Authority is notified by an insurer under paragraph (3)
or becomes aware, that a financial resources warning event has
occurred, the Authority may:

(a) direct the insurer to submit to the Authority a plan on how
the insurer intends to stop the financial resources warning
event from continuing; and

(b) requirethe insurer to carry on its business in such manner
and on such conditions as the Authority may impose.

(6) For the purposes of this regulation, a financial resources
warning event shal be deemed to have occurred where the
financial resources of the insurer is less than—

(@ 120% of the amount calculated in accordance with
paragraph (2)(a); or
(b) the minimum amount in paragraph (2)(b),
whichever is the higher.



PART IlI
OTHER FINANCIAL REQUIREMENTS

Reduction in paid-up ordinary share capital or share premium
account

5—(1) A registered insurer incorporated in Singapore shall not
reduce its paid-up ordinary share capital or share premium account
without the prior written approval of the Authority.

(2) A registered insurer incorporated outside of Singapore shall
not reduce its paid-up ordinary share capital (or its equivalent
recognised by the Authority as applicable to the insurer under the
laws of the country or territory in which the insurer is incorporated,
formed or established) or share premium account (or its equivalent
recognised by the Authority as applicable to the insurer under the
laws of the country or territory in which the insurer is incorporated,
formed or established) without giving prior notice to the Authority.

(3) In this regulation, a “share premium account” is an account
set up in the manner provided in section 69 of the Companies Act

(Cap. 50)
Preference shares and qualifying Tier 2 instruments

6.—Where aregistered insurer which is incorporated in Singapore
issues any preference share or any qualifying Tier 2 instrument, the
insurer shall, prior to the date of issue of the preference share or
instrument, notify the Authority.

PART IV
VALUATION OF ASSETS

Application of this Part

7. This Part applies to the valuation of any asset of an insurance
fund established and maintained under section 17 of the Act.

Valuation of assets

8—(1) Unless otherwise specified in this Part, a registered
insurer shall value an asset of an insurance fund in accordance with
Accounting Standards as defined in section 4 of the Companies
Act (Cap. 50).

(2) The following items shall not be treated as assets of an
insurance fund:
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(a) assets comprised in the deposit made by the insurer under
section 14 of the Act;

(b) intangible assets, including the goodwill of the insurer.

Equity securities

9.—(1) A registered insurer shall value an equity security as
follows:

(@) where it is listed on a securities exchange, at its market
value; and

(b) whereitisnot listed on any securities exchange, at its net
realisable value.

(2) In determining the net realisable value of an equity security
which is not listed on a securities exchange, the insurer shall take
into account the following :

(a) the amount of consideration it would receive by selling
the equity security;

(b) the net tangible asset value of the equity security.

Debt securities

10.—(1) A registered insurer shal value a debt security as
follows:

(a) whereitislisted on any securities exchange, at its market
value; and

(b) whereit is not listed on any securities exchange, at its net
realisable value.

(2) In determining the net realisable value of a debt security that
is not listed on a securities exchange, the insurer shall take into
account the following:

(@) the prevailing interest rate;
(b) the likelihood of default by the issuer;
() cash flows that are expected to arise from the debt
security.
Land and buildings

11.—(1) A registered insurer shall value any land or building at
its estimated market value.

(2) In edtimating the market vaue of any land or building, the
insurer shall take into account the last available valuation report
made by a qualified property valuer, the prevailing market for such
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land or building and any damage or improvement affecting the land
or building from the date of the last available valuation report.

(3) An insurer shal obtain a new vauation from a qualified
property valuer—
(a) at least once every three years; or

(b) where the vaue of the land or building has been
substantially impaired by any event.

L oans

12. A registered insurer shall value loans made to other persons
by aggregating the principal amounts outstanding under al loans
less any provision for doubtful debts.

Cash and deposits

13.—(1) The vaue of any cash and deposit, other than a
negotiable certificate of deposit, with afinancial institution shall be
the nominal amount of such cash or deposit after deducting any
amount deemed uncollectible from the financial institution.

(2) A registered insurer shall value a negotiable certificate of
deposit at its market value.
Outstanding premiums and agents balances

14. A registered insurer shall value the outstanding premiums and
agents balances by aggregating the principal amount outstanding
after deducting any provision for doubtful debts.

Deposits withheld by cedants

15. A registered insurer shall value deposits withheld by cedants
by aggregating the amount of deposits outstanding after deducting
any amount deemed uncollectible from the cedant.

Reinsur ance recover ables

16. A registered insurer shall value reinsurance recoverables by
aggregating the amount of reinsurance recoverables outstanding
after deducting any provision for doubtful debts.



PART V
VALUATION OF LIABILITIES

Application of this Part

17. This Part applies to the valuation of any liability of an
insurance fund established and maintained under section 17 of the
Act.

Valuation of liabilities

18.—(1) Unless otherwise provided for in this Part, a registered
insurer shall value any liability of an insurance fund in accordance
with the Accounting Standards as defined in section 4 of the
Companies Act (Cap. 50) and sound actuarial principles.

(2) The Authority may, by notice in writing, specify the bases,
methodologies and other details of a technical nature to be
complied with in relation to the determination of liabilities in
respect of a policy and in respect of an insurance fund.

Valuation of liabilities of general business

19.—(1) Subject to regulation 21, a registered insurer shall
calculate the liabilities in respect of policies of an insurance fund
established and maintained under the Act for the genera business
of the insurer as the sum of—

(@) premium liabilities, which shall be an amount not less
than —

(i) the unearned premium reserve of the fund calculated
as the aggregate of unearned premium reserves for
each policy of the fund determined in the manner
provided in paragraph (4); or

(ii) the unexpired risk reserve, calculated as the sum
of—

(A) the value of the expected future payments arising
from future events insured under policies in
force as at the valuation date, and includes any
expense expected to be incurred in administering
the policies and settling relevant claims; and

(B) the provision for any adverse deviation from the
expected experience, calculated based on 75 per
cent level of sufficiency,

whichever is the higher; and



(b) claims liahilities, which shall be an amount not less than
the sum of—

(i) the value of the expected future payments in relation
to al clams incurred prior to the valuation date
(other than payments which have fdlen due for
payment before the valuation date), whether or not
they have been reported to the insurer, and includes
any expense expected to be incurred in settling these
clams; and

(ii) the provision for any adverse deviation from the
expected experience, calculated based on 75 per cent
level of sufficiency.

(2) A registered insurer shall make separate calculations of the
unearned premium reserve, the unexpired risk reserve and the
claims liabilities in the same manner provided in paragraph (1) for
each type of business described in Form 6, 6A, or 6B, as the case
may be, in the Insurance (Accounts and Statements) Regulations
2004 that the insurer underwrites.

(3) In determining the liabilities in respect of policies under
paragraphs (1) and (2), an insurer shall take into account any nor-
reinsurance recovery, such as salvage and subrogation.

(4) The amount of unearned premium reserve for a policy in
respect of general business shall be —

(a) subject to sub-paragraphs (b), (c), and (d), an amount
calculated on a basis not less accurate than the 1/24th
method;

(b) inthe case of adirect insurer underwriting risks relating to
cargo policies, an amount not less than 25% of the
premiums for those policies or an amount calculated on a
basis not less accurate than the 1/24th method;

() in the case of an insurer carrying on the business of
reinsurance of liabilities under insurance policies, —

(i) an amount not less than 25% of the premiums in the
case of marine and aviation policies and 40% of the
premiums in other cases; or

(i) an amount calculated on a basis not less accurate
than the 1/24th method; and

(d) calculated —

(i) where the 1/24th method or some other more accurate
method is used, using an amount of premiums written
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which is reduced by the actual commissions payable;
or

(i) in any other case, usng an amount of premiums
written without any deduction for commissions
payable therefrom.

(5) For the purposes of paragraph (4) —
"marine and aviation policy" means a policy of insurance —

(@ upon goods, merchandise or property of any
description transported on board vessels, aircraft or
other means of conveyance including incidental transit
before and after shipment;

(b) upon the freight of, or any other interest in or relating
to vessels, aircraft or other means of conveyance;

(¢) upon vessdls or aircraft, or upon machinery, tackle
furniture or equipment of vessels or aircraft;

(d) against damage arising out of or in connection with the
use of vessel or aircraft, including third-party risks; or

(e) againgt risks incidental to the construction, repair or
docking of vessdls, including third-party risks; and

"premiums’ means the amount of the premiums written in the
accounting period deducted for any premium refund.

Valuation of liabilities of life business

20.—(1) Subject to regulation 21 and paragraph (4), a registered
insurer shall value the liability in respect of a non-participating
policy as the value of expected future payments less expected
future receipts arising from the policy, and includes any expense
that the insurer expects to incur in administering the policy and
settling the relevant claims, with additional provision made for any
adverse deviation from the expected experience.

(2) Subject to regulation 21 and paragraph (4), a registered
insurer shall value the liability in respect of an investment-linked
policy as the sum of—

(a) the unit reserve, calculated as the value of the underlying
assets backing the units relating to the policy; and

(b) the non-unit reserve, calculated as the value of expected
future payments less expected future receipts arising from
the policy (other than those that relate to the unit reserve),
and includes any expense that the insurer expects to incur



in administering the policies and settling the relevant
clams, with additional provision made for any adverse
deviation from the expected experience.

(3) Subject to regulation 21 and paragraphs (4) and (7), a
registered insurer shall value the liability in respect of a
participating policy as the sum of—

(@) the value of expected future payments less expected
future receipts arising from guaranteed benefits of the
policy, and includes any expense that the insurer expects
to incur in administering the policies and settling the
relevant claims; and

(b) the value of expected payments arising from non
guaranteed benefits of the policy and any provision for
adverse deviation from the expected experience.

(4) A registered insurer shall not value the liability in respect of
any policy to be less than zero.

(5) A registered insurer shall calculate the liability in respect of
the policies of a non-participating fund or an investment-linked
fund as the sum of the liability in respect of each policy of that
fund determined in the manner provided in paragraph (1) or (2)
respectively.

(6) A registered insurer shall calculate the liability in respect of
the policies of a participating fund as—

(a) the sum of the liability in respect of each policy of the
fund determined in the manner provided in paragraphs (1)
and (3);

(b) the minimum condition liability of the fund; or
(c) thevaue of policy assets of the fund,
whichever is the highest.

(7) Where the liability in respect of the policies of a participating
fund determined in the manner provided in paragraph (6) is greater
than the sum of the liability in respect of each policy of the fund as
determined in the manner provided paragraphs (1) and (3), the
insurer shall make such adjustments as may be necessary to the
components for the vauation of the liability in respect of a
participating policy referred to in paragraph (3)(b), for al or part of
the participating policies of the fund such that the sum of the
liability in respect of each policy of the fund equals to the value
determined in paragraph (6).
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Treatment in relation to reinsurance
21.—(1) In determining—

(a) theliabilitiesin respect of the policies of the life business
for the purposes for regulation 20(1), (2) and (3); or

(b) the minimum condition ligbility of a participating fund,

a registered insurer may make deductions to the liabilities in
respect of reinsurance, and where such deduction is made, it shall
be —

(i) the amount of qualifying reinsurance deposit up to a
maximum of the value of liabilities ceded; or

(i) the adjusted reinsurance ceded,
whichever isthe higher.

(2) In determining the unearned premium reserve in respect of
general business referred to in regulation 19(1)(a)(i), a registered
insurer may make deductions to the premiums in respect of
reinsurance, and where such a deduction is made, it shall be—

(@) the sum of—

(i) for reinsurances or retrocessions of specia risks, the
payment made to the reinsurance counterparty in
respect of such reinsurances or retrocessions; and

(ii) for other reinsurances or retrocessions, the payment
made to the reinsurance counterparty in respect of
reinsurances or retrocessions, multiplied by the
reinsurance counterparty factor; or

(b) the amount of qualifying reinsurance deposit,
whichever is the higher.

(3) In determining the unexpired risk reserve in respect of
genera business referred to in regulation 19(1)(a)(ii), a registered
insurer may make deductions to the reserve in respect of
reinsurance and the reduction in such reserve shall be proportional
to the reduction the unearned premium reserve after adjusting for
reinsurance determined in the manner provided in paragraph (2).

(4) Subject to paragraph (5), in determining the claims liabilities
in regulation 19(1)(b) in respect of general business carried on by
an insurer, a registered insurer shall calculate the amount of claims
liabilities net of reinsurance ceded—
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(@ by making separate estimates of the gross claims
payments and recoveries from reinsurance counterparty;
and

(b) take into account the likelihood of default by the
reinsurance counterparty.

(5) Where a comparison of the manner in which liabilities are
reinsured during the period to which the data on claims payment
used to determine claims liabilities relates with the manner in
which liabilities are reinsured as at valuation date and such
comparison shows that the manner in which liabilities are reinsured
has not changed materially, the insurer may calculate the amount of
claims liabilities net of reinsurance ceded using data on claims
payments net of reinsurance without making separate estimates of
the gross clams payments and recoveries from reinsurance
counterparty

(6) Where a registered insurer incorporated outside of Singapore
treats the liabilities in respect of any policy of its insurance
business in Singapore as liabilities in whole or in part of the head
office or a branch outside Singapore of the insurer, the insurer may
make a deduction in respect of such liabilities where the following
conditions are satisfied:

(@) there shall be a written arrangement between the branch in
Singapore and the head office or the branch outside
Singapore, stating that the insurer treats the liabilities of
the insurance business of the branch in Singapore as
liabilities in whole or in part of the head office or a branch
outside Singapore of the insurer; and

(b) any release of reinsurance deposit retained by the branch
in Singapore under any such arrangement shall be released
only in accordance with the written arrangement.

(7) Where a registered insurer makes a deduction which
satisfies the conditions set out in paragraph (6), the insurer shall —

(@) regard the written arrangement between the branch in
Singapore and the head office or the branch outside
Singapore as a contract of reinsurance of those liabilities;
and

(b) the head office or the branch outside Singapore shall be
treated as if they were separate insurers.

(8) For the purposes of this regulation —
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“adjusted reinsurance ceded” means the product of the value
of liabilities ceded by way of reinsurance and a relevant
reinsurance counterparty factor;

“qualifying reinsurance deposit” means a deposit from a
reinsurance counterparty that satisfies the following
conditions:

(a) the deposit is held by the insurer as security for the
whole of the liabilities of the reinsurance counterparty
under the contracts of reinsurance to which the deposit
relates,

(b) the reinsurance counterparty may not withdraw the
deposit so long as any such liability is secured thereon
but may reduce the deposit in the event of and in
proportion to, a reduction in such liability;

(¢) in the case of an insurer registered to carry on life
business, the deposit relates only to that business and
the deduction relates to liabilities secured thereon; and

(d) in the case of an insurer registered to carry on general
business, the deposit relates only to that business and
the deduction relates to premium liabilities secured
thereon,

“reinsurance counterparty factor” means—

(@ in the case where the registered insurer has a
reinsurance arrangement with a registered insurer or a
foreign insurer carrying on insurance business under a
foreign insurer scheme established under section 35B
of the Act, 100%;

(b) in the case where the registered insurer has reinsurance
relating to special risks, 100%;

(0 in the case where the registered insurer has a
reinsurance arrangement with an authorised reinsurer,
50%; and

(d) in any other case, 0%.

Sur plus Account

22.—(1) For the purpose of section 17(6)(a) of the Act, a
registered insurer shall establish and maintain a surplus account by
keeping the assets of the surplus account for a participating fund
separate from other assets of the fund and identifying the particular
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assets that form part of the surplus account in its books, accounts
and records.

(2) For any participating fund established before 1% January 2005,
a registered insurer shall assign, as the balance in the surplus
account as at 1% January 2005, the value of —

(a) zero; or
(b) the total assets of the fund less the sum of—
(i) the minimum condition liability of the fund; and

(ii) other liabilities as calculated in the manner provided
in Form 1 in the First Schedule to the Insurance
(Accounts and Statements) Regulations 2004,

immediately prior to 1% January 2005,
whichever is the lower.

(3) For any participating fund established on or after 1% January
2005, aregistered insurer shall assign, as the balance in the surplus
account, the value of zero at the establishment of the fund.

(4) For the purposes of section 17(7) of the Act, a registered
insurer may, in addition to an allocation made under section
17(6)(c) of the Act, make the following alocations to the surplus
account:

(a) an amount relating to investment income earned on assets
representing the balance in the surplus account;

(b) a recovery of any amount transferred out of the surplus
account on or after 1% January 2005 pursuant to paragraph
(7) if it has not been transferred back into the surplus
account previoudly.

(5) The amount of a participating fund deemed to be allocated by
way of bonus to participating policies under section 17(6)(b) of the
Act by aregistered insurer shall be, —

(@) where the dlocation is not immediately paid out but is
accrued as additional future obligations under the
policies, the increase in minimum condition liability as a
result of such alocation; or

(b) where the alocation is immediately paid out when the
allocation is made, the actual amount paid out.

(6) A registered insurer may transfer any asset which is not part
of the participating fund to the surplus account where such transfer
isto—
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(@) comply with paragraph (9);
(b) satisfy the fund solvency requirement of the participating
fund; or

(¢) reduce the likelihood that the fund solvency requirement
of the participating fund is breached.

(7) Where the liability in respect of the policies of the
participating fund of a registered insurer as calculated by an
insurer in the manner provided in regulation 20(6) is more than the
policy assets of the fund, the insurer shall immediately transfer out
of the surplus account an amount no less than the difference
between the liability in respect of the policies of the fund and the
policy assets of the fund so as to meet such deficiency of policy
assets in satisfying the liabilities in respect of policies of the fund.

(8) A registered insurer shall deduct from the surplus account

(@) any amount withdrawn from the fund in accordance with
section 17(9) of the Act;

(b) any expense or loss relating to the investment of assetsin
the surplus account; and

() where the balance in the surplus account is negative, the
interest that would have been earned on such negative
balance calculated, on a monthly basis, using the average
rate of investment return on the policy assets of the fund,
subject to a minimum rate of zero.

(9) Where the balance in the surplus account is negative, the
insurer shall immediately make payment into the surplus account
such that the balance in the surplus account is at least zero.

Determination of liabilitiesin connection with winding up

23.—(1) This regulation shall apply to any registered insurer and
to any Singapore insurer which has ceased to be so registered but
remains under any liability in respect of Singapore policies or
offshore policies.

(2) For the purposes of section 42(4) of the Act, in proceedings
under any written law relating to companies for a winding up by the
court of an insurer to which this regulation applies, any liability of
the insurer in respect of policies shdl, in determining whether the
insurer is unable to pay its debts, be determined in the same
manner as set out in this Part.

(3) Where, in any winding up of an insurer, any liability of the
insurer in respect of Singapore policies or offshore policies is
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required to be valued, the liability shall be determined in the same
manner as set out in this Part.

Surrender values of life policies

24.—(1) Where a policy owner surrenders a life policy under
section 60(1) of the Act, the surrender vaue of the life policy
referred to in that section shall be at least—

(@) in the case of a policy issued prior to I January 2005,
and where the policy is—

(i) an endowment policy, an amount equal to 80% of the
liability of the registered insurer in respect of that
policy, determined in accordance with paragraph (2);
or

(if) a whole life policy, an amount equa to 95% of the
liability of the insurer in respect of that policy
determined in accordance with paragraph (2),

less any monies due under the policy to the insurer; or

(b) in the case of a policy issued on or after 1% January 2005,
the amount that the insurer is contractualy liable for on
the surrender of the policy,

at the date of the surrender.

(2) For the purposes of paragraph (1), the liabilities of a
registered insurer shal be determined under the net premium
valuation method using—

(a) for policies introduced before 1% January 1994 —

(i) the A1924-29 Ultimate Mortality Table set out in
Table 2 of the Sixth Schedule for both male and
femde lives;, and

(i) aninterest rate of 4% per annum; and
(b) for policiesintroduced on or after 1% January 1994, —

(i) the 1992 Commissioner’s Valuation Table set out in
Table 3 of the Sixth Schedule; and

(i) an interest rate of 4% per annum.
(3) For the purposes of this regulation and regulation 25—

“adjusted value of premiums payable after the valuation date”
means the actual value of premiums adjusted—

(@) by assuming that the policy provides only for such
premiums as are sufficient to provide for the risk



incurred by the insurer in issuing it, without provision
for any other outgoings such as bonuses and office
expenses, and

(b) where the premiums are payable for a whole life
policy or endowment policy (with or without other
benefits), by making whichever of the following further
adjustments that will produce a lower adjusted value:

() to assume that the policy is issued one year
after the actual date of its issue (but without
thereby postponing the time when the premiums
cease or any policy moneys become payable if
that time is fixed by reference to the date of
issue) and to calculate the premiums referred to
in (a) accordingly;

(i) to add to the premiums referred to in @) such
amount as would have at the date of issue of the
policy resulted in a capitalised value equal to
3% of the policy moneys (taking any annuity at
the capitalised value it would have on becoming
payable); and

“net premium valuation method” is a valuation method where
the liability in respect of a policy shall be taken as equal to
the amount (if any) by which the value, as at the valuation
date, of policy moneys which would be paid out under the
policy, according to the contingencies on which they are
payable, exceeds the adjusted value of premiums payable
after the valuation date (if any), according to the
contingencies upon which they are respectively payable.

Amount of paid-up policy to be obtained in exchange for life
policy (pre-2005)

25.—(1) Where a policy owner exchanges a life policy issued
before I January 2005 under section 60(3) of the Act for a paid-
up policy, the paid-up policy shal be for the amount determined,
as at the date of exchange, by the following formula:

A

B

Where A is the surrender value in dollars of the policy
exchanged, less any sums due under the policy to
the insurer; and
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B isthe value of liabilities of the insurer in respect
of a paid-up policy for one dollar payable on the
like contingencies as the policy moneys under the
policy exchanged.

(2) A registered insurer shall calculate the surrender value
referred to in the formula in paragraph (1) in the manner specified
under regulation 24 for surrenders under section 60(1) of the Act,
and the liabilities referred to in the formula shall be valued on the
basis as set out in regulation 24(2).
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FIRST SCHEDULE

FINANCIAL RESOURCES

Financial resources

1.—(1) “Financia resources’, in relation to an insurance fund established and
maintained by a registered insurer under the Act, means —

(@) inthe case of a participating fund, the sum of—
(i) the balance in the surplus account; and

(i) a provision for non-guaranteed benefits calculated in accordance
with sub-paragraph (9); and

(b) inthe case of any other insurance fund, the surplus of the assets of the
fund over its liahilities,

less any inadmissibility adjustment.

(2) “Financia resources’ in relation to a registered insurer, means the sum of the
following items:

(@) Tier 1 resource calculated in accordance with sub-paragraph (3);

(b) where it is a registered insurer incorporated in Singapore, Tier 2
resource calculated in accordance with sub-paragraph (5);

(c) wherethe insurer is a direct insurer registered to carry on life business
and has established and maintained any participating fund, the
aggregate of the provisions for non-guaranteed benefits calculated in
accordance with sub-paragraph (10) for each participating fund.

(3) Subject to sub-paragraph (6), “ Tier 1 resource” of aregistered insurer means
the sum of the following items:

(@) the aggregate of the surpluses of the assets over the liabilities of al
insurance funds (other than a participating fund) established and
maintained under Act by the insurer;

(b) the balances in the surplus account of each participating fund;

(c) whereitisaregistered insurer incorporated in Singapore, the sum of—
(i) its paid-up ordinary share capital;
(ii) its share premium account as defined in regulation 5;

(iii) any unappropriated profit or loss that is not already accounted for
under sub-paragraphs (a) and (b); and

(iv) itsirredeemable and non-cumulative preference shares;

(d) any other capital instrument approved by the Authority as a Tier 1
resource in respect of the insurer,

less any inadmissibility adjustment.



(4)

In approving a capital instrument for the purposes of sub-paragraph

(3)(d), the Authority shall have regard to whether the following criteria are

satisfied:

(@)
(b)
(©)

(d)

(€)

(f)

(9)
(h)

()

the instrument shall be issued and fully paid up in cash;
the dividends or coupons on the instrument shall be non-cumulative;

no dividend, coupon or principal or any part thereof, shal be paid
under the instrument so long as such payment would result in the
insurer being insolvent;

the holder of the instrument shall have a priority of claim, in the event
of a winding up of the insurer, which is lower than that of policy
owners, general creditors, and holders of instrument qualifying as Tier
2 resource of the insurer (except where such persons rank equaly with
or behind the holder of the instrument);

the holder of the instrument shall waive its right to set-off any amount
it owes the insurer against the amount owed to it due to the instrument;

the instrument shall not be secured nor covered—
(i) by aguarantee of the insurer or any of its related corporation; or

(i) under any arrangement that legally or economically enhances the
priority of the claim of a holder of the instrument vis-avis
creditors of the insurer;

subject to (h), the instrument shall not have a maturity date;

where the instrument is redeemable, the instrument may only be
redeemed—

(i) at theinitiative of the insurer after aminimum of 5 years after the
issuance of the instrument unless —

(A) the instrument was issued for the purpose of a merger or
acquisition by the insurer and the merger or acquisition is
aborted;

(B) the instrument was an instrument enjoying tax incentives
under the Income Tax Act (Cap. 134) or its equivaent
recognised by the Authority as applicable to the insurer
under the laws of the country or territory in which the
instrument is issued; and

(i) with the prior approval of the Authority;

the agreement governing the issuance of the instrument shall not
contain any provision that mandates or creates an incentive for, the
insurer to repay the outstanding principal of the instrument early, other
than a provision that—

(i) makes the instrument redeemable by the insurer no earlier
than 10 years after the issuance of the instrument; and

(i) if the insurer choose not to call when it has the opportunity
to, the dividend or coupon rate payable under the
instrument increases by no more than 1% per annum;

the insurer shall have discretion over the amount and timing of
dividends and coupons due under such instrument, subject only to



(K
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(m)

(n)

(0)

(p)
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prior waiver of distributions on any share, other than a preference
share;

any dividend or coupon to be paid under the instrument shall only be
paid to the extent that the insurer has profits distributable under written
law, determined from the latest statement of accounts lodged with the
Authority in accordance with section 36 of the Act or such other
subsequent audited statement of accounts provided to the Authority;

the dividend or coupon rate of the instrument shall not be linked to the
credit standing of the insurer and shall be fixed a the time of the
issuance of the instrument;

the main features of the instrument, in particular, the items in sub-
paragraphs (€) and (d), shal be disclosed accurately and in a manner
that is easily understood by an investor;

the terms and conditions governing the instrument shall not be changed
without prior approval of the Authority;

external written legal and accounting opinions shall be obtained by the
insurer on the instrument stating that it has complied with sub-

paragraphs (a) to (n);
an appropriate memorandum relating to the instrument shal be

submitted to the Authority stating how sub-paragraphs (a) to (0) have
been complied with.

(5) Subject to sub-paragraphs (6), (7) and (8), “Tier 2 resource” of a
registered insurer means the sum of the following items—

(@)
(b)

its irredeemable and cumulative preference share;

any qualifying Tier 2 instrument approved by the Authority as a Tier 2
resource in respect of the insurer.

(6) A registered insurer may include asits Tier 1 resource—

(@)

(b)

irredeemable and non-cumulative preference share capital under sub-
paragraph (3)(c)(iv) and capital instruments approved by the Authority
under sub-paragraph (3)(d) up to a combined amount not exceeding
30% of the total Tier 1 resource; and

capital instruments approved by the Authority under sub-paragraph
(3)(d) up to an amount not exceeding 15% of the total Tier 1 resource,

and any excess shall be treated as part of its Tier 2 resource.

(7) The Tier 2 resource of a registered insurer shall not exceed its Tier 1

resource.

(8) The aggregate amount of qualifying Tier 2 instruments under the Tier 2
resource of aregistered insurer shall not exceed 50% of its Tier 1 resource.

(9) For the purpose the sub-paragraph (1)(a)(ii), the provision for non-
guaranteed benefits of a participating fund shall be calculated as—

(@)

the difference between—

(i) the liability in respect of the policies of the participating fund
determined in accordance with regulation 20(6); and

(i) the minimum condition liability of the participating fund, or
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(b) 50% of the aggregate of the value of expected payments arising from
non-guaranteed benefits of each participating policy and any provision
for adverse deviation from the expected experience for each
participating policy of the participating fund, determined in accordance
with regulation 20(3)(b),

whichever is the lower.

(10) For the purpose of sub-paragraph (2)(c), the provision for non-guaranteed
benefits shall be—

(@) where the direct insurer is incorporated outside of Singapore and has
not established and maintained any insurance fund other than
participating funds, the same as that calculated in accordance with sub-
paragraph (9);

(b) in any other case, the amount calculated in accordance with sub-
paragraph (9) with such necessary adjustments to ensure that the
unadjusted capital ratio of the insurer is not greater than its adjusted
capital ratio.

(12) In this paragraph—

“adjusted capita ratio”, in relation to an insurer, means the ratio of the
financia resources of the insurer (excluding the financial resources of any
participating fund) to the total risk requirement of the insurer (excluding
such requirement arising from any participating fund);

"charged asset” means any asset which is subjected to a charge under which
a third party has a right of retention or sale of the asset upon default of
the insurer;

"credit facility” means—

(@) the granting by a financial ingtitution of advances, loans and other
facilities whereby a registered insurer has access to funds or
financial guarantees; or

(b) the incurring by a financia institution of other liabilities on behalf
of aregistered insurer;

“inadmissibility adjustment” means the sum of the following items:

(@) any loan to, guarantee granted for, and other unsecured amount
owed by a related corporation or reflected in the books of the
insurer to be due and owing from the head office of the insurer to
theinsurer;

(b) any charged asset, except where —

() theinsurer has not drawn down on the credit facility if the
charge is created to secure a credit facility;

(i) a liahility is incurred by the insurer in respect of the
charged asset for use in the conduct of the insurance
business of the insurer; or

(i) the asset is provided as a collateral for a transaction for
which the insurer is required to calculate a derivative
counterparty risk requirement in accordance with
paragraph 8 of the Fourth Schedule;

(c) any asset or reduction in liability in relation to future tax
obligations;
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(d) any asset or reduction in ligbility, arising from a reinsurance
arrangement where the most significant objective of the
arrangement (as determined according to criteria specified by the
Authority) is deemed not to be the transfer of insurance risks,
except to the extent as permitted by the Authority;

(e) any intangible asset (including goodwill); and

(f) any other assets that the Authority may specify for the purpose of
this sub-paragraph; and

“unadjusted capitd ratio”, in relation to an insurer, means the ratio of the
financial resources (including the financia resources of any participating
fund) of the insurer to the total risk requirement of the insurer (including
such requirement arising from any participating fund).

Qualifying Tier 2 Instrument

2.—(1) “Quadifying Tier 2 instrument” means an instrument, of an amount
specified under sub-paragraph (2), that satisfies the following criteria:

(@)
(b)

(©)

(d)

()

(f)

(9)

the ingtrument shall be issued and fully paid-up;

the instrument shall be available to absorb losses of the insurer without
the insurer being obliged to wind-up its operations;

the holder of the instrument shall have a priority of claim, in the event
of a winding up of the insurer, which is lower than that of policy
owners and general creditors (except where such persons rank equally
with or behind the holder of the instrument);

the holder of the instrument shall waive its right to set-off any amount
it owes the insurer against the amount owed to it due to the instrument;

the instrument shall not be secured nor covered
(i) by aguarantee of the insurer or any of its related corporation; or

(i) under any arrangement that legally or economically enhances the
priority of the clam of a holder of the instrument vis-avis
creditors of the insurer;

subject to (), the instrument, or any part of the instrument, shall have
not less than 10 years to maturity at the time the instrument is first
issued;

where the instrument is redeemable, it may only be redeemed—

(i) at theinitiative of the insurer after a minimum of 5 years after its
issuance unless —

(A) the instrument was issued for the purpose of a merger or
acquisition by the insurer and the merger or acquisition is
aborted;

(B) the instrument was an instrument enjoying tax incentives
under the Income Tax Act (Cap. 134) or its equivaent
recognised by the Authority as applicable to the insurer
under the laws of the country or territory in which the
instrument is issued; and

(i) with the prior approval of the Authority;
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(n)
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the agreement governing the issuance of the instrument shall not
contain any provision that mandates or creates an incentive for, the
insurer to redeem the instrument early, except such provision that—

(i) makes the instrument redeemable by the insurer no earlier
than 10 years after the issuance of the instrument; and

(i) if the insurer choose not to redeem when it has the
opportunity to, the dividend or coupon rate payable under
the share of instrument(if any) increases by no more than
1% per annum;

the issuance agreement shall provide the insurer an option to defer any
dividend or interest payment on the instrument, and this option shall be
available where—

(i) theinsurer has not paid or declared a dividend on its ordinary and
other classes of preference shares in the preceding financia year;
or

(i) the insurer determines not to pay a dividend on such shares in the
current financial year;

the dividend or coupon rate of the instrument shall not be linked to the
credit standing of the insurer and shall be fixed a the time of the
issuance of the share or instrument;

the main features of the instrument, in particular the items in sub-
paragraphs (b) and (c), shall be disclosed accurately and in a manner
that is easily understood by an investor;

the terms and conditions governing the instrument shall not be changed
without prior approval of the Authority;

external written legal and accounting opinions have been sought by the
insurer on the instrument stating that it has complied with sub-

paragraphs (a) to (1);
an appropriate memorandum relating to the instrument shal be

submitted to the Authority stating how sub-paragraphs (a) to (m) have
been complied with.

(2) The amount of a qualifying Tier 2 instrument shall be—

(@)

(b)

in a case of an instrument which has no maturity or has a remaining
maturity of more than 5 years, the amount paid for principal of the
instrument; or

in a case of ainstrument which has a remaining maturity of 5 years or
less, the principal of the instrument reduced, at least on a yearly basis,
on astraight line basis over 5 years.



SECOND SCHEDULE

TOTAL RISK REQUIREMENT

Total risk requirement

1—(1) “Tota risk requirement” of an insurance fund established and
maintained under the Act or, for a registered insurer incorporated in Singapore,
arising from assets and liabilities that do not belong to any insurance fund
established and maintained under the Act (including assets and liabilities of any of
its branches located outside of Singapore) means the sum of the following:

(@) Component 1 (“C1") requirement relating to insurance risks calculated
in accordance with the Third Schedule;

(b) Component 2 (“C2") requirement relating to market risks, credit risks
and risks arising from the mismatch, in terms of interest rate sensitivity
and currency exposure, of the assets and liabilities of the insurer
caculated in accordance with the Fourth Schedule;

(c) Component 3 (“C3") requirement relating to concentration risks
calculated in accordance with the Fifth Schedule.

(2) The “tota risk requirement” of a registered insurer shall be the aggregate of
the total risk requirements of every insurance fund established or maintained by
the insurer under the Act and, where it is aregistered insurer incorporated in
Singapore, the total risk requirement arising from assets and liabilities that do not
belong to any insurance fund established and maintained under the Act (including
assets and liabilities of any of its branches located outside of Singapore).

(3) For an investment-linked fund, the part of the fund relating to the unit
reserves of the policies of the fund determined in the manner provided in
regulation 20 shall not be included in the calculation of the total risk requirement.

(4) For a registered insurer incorporated in Singapore, in determining the tota
risk requirement for assets and liabilities that do not belong to any insurance fund
established and maintained under the Act, the value of such assets and liabilities
(including that arising from insurance business) shall be determined in accordance
with Part IV and Part V of these regulations.

(5) Any asset, or any part of an asset, that causes an insurer’s C3 requirement
to increase shall be excluded from the calculation of C2 requirement.

(6) The contribution to the total risk requirement of any asset excluded from the
financial resources of the registered insurer shall be zero.
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THIRD SCHEDULE

C1 REQUIREMENT — INSURANCE RISKS

C1requirement

1. A registered insurer shall determine the C1 requirement of an insurance fund
established and maintained under the Act in the following manner:

(@) where the insurance fund is established and maintained in respect of
the general business of an insurer, the C1 requirement shall be
determined in the manner as provided in paragraph 3 of this Schedule;

(b) where the insurance fund is established and maintained in respect of
the life business of an insurer, the C1 requirement shall be determined
in the manner as provided in paragraph 4 of this Schedule.

2. A registered insurer incorporated in Singapore shal determine the C1
requirement arising from any insurance business of the insurer that does not
belong to any insurance fund established and maintained under the Act in the
same rmanner as its insurance business relating to an insurance fund established
and maintained under the Act.

C1requirement for general business

3.—(1) The C1 requirement of an insurance fund established and maintained in
respect of genera business is calculated as the sum of—

(@ premium liability risk requirement calculated in accordance with sub-
paragraphs (2) and (3); and

(b) clams liability risk requirement caculated in accordance with sub-
paragraphs (4) and (5).

(2) For each volatility category, there shal be calculated a premium liability risk
requirement for that category as —

(@) the product of—

(i) the premium liability risk factor for that volatility category set out
in Table 7 of the Sixth Schedule; and

(i) the such unexpired risk reserves determined in with the manner
provided in regulation 19(1)(a)(ii) relating to that voldtility
category,

less the premium liability relating to that volatility category; or
(b) zero,
whichever is the higher.

(3) The premium liability risk requirement of the insurance fund shal be the
aggregate of the premium liability risk requirements for each volatility category.

(4) For each volatility category, there shall be calculated a claims liability risk
requirement for that category as—

(@) the product of—
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(i) the claims liability risk factor for that volatility category set out in
Table 7 of the Sixth Schedule; and

(i) the such claims liabilities determined in the manner provided in
regulation 19(1)(b) relating to that volatility category, but shall
exclude such claims liahilities arising from any policy which the
maximum loss that may be incurred under the policy is aready
provided for,

less the claims liability relating to that volatility category; or
(b) zero,
whichever is the higher.

(5) The claims lighility risk requirement of the insurance fund shall be the
aggregate of the claims risk requirements for each volatility category.

(6) For the purpose of these regulations, “volatility category” refers to the
grouping of business lines in accordance with Table 8 of the Sixth Schedule, or
any other grouping that the Authority may allow.

C1requirement for life business

4.—(1) The C1 requirement of a non-participating fund or an investment-linked
fund shall be—

(a) the difference between—

(i) a modified liability in respect of policies of the fund where the
value is determined by adjusting assumptions used in the
valuation or making such other adjustments set out in Table 4 of
the Sixth Schedule; and

(i) the liability in respect of policies of the fund determined in the
manner provided in regulation 20; or

(b) zero,

whichever is the higher.

(2) The C1 requirement of a participating fund shall be—
(a) the difference between—

(i) a modified minimum condition liability of the fund where the
value is determined by adjusting assumptions used in the
valuation or making such other adjustments set out in Table 4 of
the Sixth Schedule; and

(i) minimum condition liability of the fund; or
(b) zero,

whichever is the higher.



FOURTH SCHEDULE

C2 REQUIREMENT — INVESTMENT RISKS AND RISKS
ARISING FROM INTEREST RATE SENSITIVITYAND
FOREIGN CURRENCY MISMATCH BETWEEN
ASSETSAND LIABILITIES

C2 requirement

1.—(1) A registered insurer shall calculate the C2 regquirement as the sum of the
following:

(@) equity investment risk requirement calculated in accordance with
paragraph 2;
(b) the sum of—

(i) debt investment risk requirement in an increasing interest rate
environment calculated in accordance with paragraph 3 and
liability adjustment requirement in an increasing interest rate
environment calculated in accordance with paragraph 4;

or

(i) debt investment risk reguirement in a decreasing interest rate
environment calculated in accordance with paragraph 3, and
liability adjustment requirement in a decreasing interest rate
environment calculated in accordance with paragraph 4,

whichever is the higher

(c) loan investment risk requirement calculated in accordance with
paragraph 5;

(d) property investment risk requirement calculated in accordance with
paragraph 6;

(e) foreign arrrency mismatch risk requirement calculated in accordance
with paragraph 7;

() derivative counterparty risk requirement calculated in accordance with
paragraph 8;

(g) miscellaneous risk requirement calculated in accordance with paragraph
0.

Swap positions
(2) A registered insurer shall deem a position in a swap as—

(@) a notional long position in a forward contract or an option, on a
security or index; and

(b) a notiona short position in a forward contract or an option, on a
security or index,



such that the combined payouts arising from the two notional positions match the
payouts arising from the swap exactly in terms of timing and amount.

(3 Where the notional position referred to in sub-paragraph (2) makes
reference to an interest rate instead of a specific security, the notional position
shall be deemed as a position in a government debt security.

Valuation of notional positions

(4) A registered insurer shall value a notional position in a security as the current
market value of the security, except in the case of a notional position derived from
a warrant or a convertible security, in which event the insurer shall value the
notional position as—

(@) the sum of the current market value of the underlying share and an
amount equal to any loss on conversion; or

(b) the current market value of the underlying share less an amount equal
to any profit on conversion, subject to a minimum value of zero.

C2 requirement for non-standard instruments

(5) Where a registered insurer holds a position in any security, futures contract,
forward contract, foreign exchange contract or any other financial asset for which
no method for computation of a C2 requirement has been prescribed in this
Schedule, the insurer shall—

(@) immediatedly consult the Authority; and
(b) either—
(i) add 100% of the current market value of the position to the
miscellaneous risk requirement calculated in paragraph 9; or

(i) calculate an appropriate C2 requirement for the position in the
manner that the Authority may otherwise direct.

Equity investment risk requirement

2—(1) Subject to sub-paragraph (3), in caculating equity investment risk
requirement, a registered insurer shall include—

(@) any position in an equity security, except, where the insurer elects to
include in the calculation of the debt investment risk requirement under
paragraph 3, any position in a collective investment scheme with a
mandate to invest in debt securities and debt derivative instruments
only;

(b) any position in an equity derivative;, and
(c) any position in a convertible security that—

(i) has less than 30 days remaining to the first date on which
conversion may take place; and

(i) is trading at a premium of less than 10%, where “premium”
means the excess of the current market value of the convertible
over the current market value of the underlying share, expressed
as a percentage of the current market value of the underlying
share.



(2) In the calculation of the equity investment risk requirement, the insurer shall
derive the “equity equivalent position” of every depository receipt, warrant,
convertible security or other equity derivative included as—

(@) in relation to a depository receipt, a warrant, a convertible security,
futures on a single stock, or a forward on a single stock, a notional
position in the underlying share;

(b) in relation to a future or a forward on a basket of shares or share
index, notional positions in the constituent shares of the basket of
shares or share index;

(c) inreation to a purchased call option or a written put option, a notional
long position in the underlying share; and

(d) inreation to a purchased put option or a written call option, a notional
short position in the underlying share.

(3) A long position and short position (including notiona positions arising from
the derivation of equity equivalent positions under sub-paragraph (2)) in the same
share may be excluded from the calculation of equity investment risk requirement
to the extent that the positions are matched.

(4) Theinsurer shall calculate the equity investment risk requirement as the sum
of—

(@) the equity specific risk requirement calculated in accordance with sub-
paragraph (5); and
(b) the equity general risk requirement calculated in accordance with sub-
paragraph (6).
Equity specific risk requirement
(5) To caculate the equity specific risk requirement, the insurer shall—

(@) calculate, for the position in each share (whether it is a long or short
position), the product of the—

(i) the absolute value of the current market value of the position;
and

(i) the appropriate equity specific risk factor set out in Table 11 of
the Sixth Schedule; and

(b) calculate the equity specific risk requirement as the aggregate of the
products calculated in sub-paragraph (a) for al shares.
Equity general risk requirement
(6) To caculate the equity genera risk requirement, the insurer shall—

(@) dlocate the position in each share to an appropriate country or
territory;

(b) calculate an overall net long or short position for each country or
territory by netting the long and short positionsin all shares allocated to
that country or territory;

(c) cdculate the equity genera risk requirement for that country or
territory as the product of—



(i) the absolute value of the current market value of the overall ret
long or short position caculated in accordance with sub-

paragraph (b); and
(i) the appropriate equity general risk factor set out in Table 11 of
the Sixth Schedule.

(d) calculate the equity general risk requirement as the sum of the products
calculated in sub-paragraph (c) for all countries or territories.

Adjustments for warrant or option

(7) The insurer shall restrict the absolute value of the equity investment risk
requirement arising from a warrant or a purchased option to the absolute value of
the current market value of the warrant or the purchased option, respectively.

(8) The insurer shall adjust the equity investment risk requirement arising from a
written option or a purchased option) by deducting an amount equals to the extent
to which the option is out-of-the-money, which is determined as—

(@) inthe case of a cal option, any positive excess of the value at which
the option will be exercised (“exercise value’) over the current market
value of the underlying share; and

(b) in the case of a put option, any positive excess of the current market
value of the underlying share over the exercise vaue,

restricted to an adjusted equity investment risk requirement of no less than zero.
(9) Any adjustment made pursuant to sub-paragraphs (7) and (8) shall be made

proportional to the equity specific risk requirement and equity genera risk

requirement arising from the warrant or option.

Interest rate add-on for equity derivatives

(10) The insurer shall calculate a risk requirement to cover the interest rate risk
in a position in an equity derivative (whether or not the equity derivative has been
treated or included as an equity position or equity derivative position) by including
the notional position in a debt security derived in accordance with sub-paragraph
(12) in the calculation of the debt investment risk requirement.

(11) For the purpose of sub-paragraph (10), the insurer shall derive the notional
position in an appropriate debt security as follows:

(@) the notiona position shall have a maturity equal to the period up to the
expiry of the equity derivative contract;

(b) thenotiona position shall be either—

(i) along position, in a case where the underlying equity position is a
short position; or

(i) a short position, in a case where the underlying equity position is
along position.
Debt investment risk requirement

3.—(1) Subject to sub-paragraph (4), in calculating debt investment risk
requirement, a registered insurer shall include—

(@) any position in a debt security;

(b) any position in adebt derivative;



(©)

(d)
()

(f)

37

where the insurer has elected in paragraph 2(1)(a) of this Schedule,
any position in a collective investment scheme with a mandate to invest
in debt securities and debt derivative instruments only;

any non-convertible preference share;

any position in a convertible security that does not meet the conditions
in paragraph 2(1)(c) of this Schedule; and

any notional position arising from interest rate add-on for equity
derivatives derived in accordance with paragraph 2(11) of this
Schedule.

(2) In the calculation of the debt investment risk requirement, the insurer shall,
subject to sub-paragraph (3), derive the “debt equivalent position” of the debt
derivative to be—

(@)

(b)

(©)

(d)

(€)

in relation to a long (or short) futures or forward contract on a debt
security, a notional long (or short) position in the underlying debt
security and a notional short (or long) position in a zero coupon
government debt security with a maturity equal to the time to expiry of
the futures or forward contract;

in relation to a futures contract on an interest rate or a forward rate
agreement,—

(i) where the insurer buys a futures contract on an interest rate or
sells a forward rate agreement, a notional short position in a zero-
coupon government debt security with a maturity equa to the
period to expiry of the futures contract or the settlement date of
the forward rate agreement, and a notiona long position in a
Zero-coupon government debt security with a maturity equal to
the sum of the period to expiry of the futures contract or the
settlement date of the forward rate agreement and the maturity of
the deposit period; and

(if) where the insurer sells a futures contract on an interest rate or
buys a forward rate agreement, a notional short position in a
Zero-coupon government debt security with a maturity equal to
the sum of the period to expiry of the futures contract or the
settlement date of the forward rate agreement and the maturity of
the borrowing period, and a notional long position in a zero-
coupon government debt security with a maturity equal to the
period to expiry of the futures contract or the settlement date of
the forward rate agreement;

in relation to a purchased call option or written put option on a debt
security, anotional long position in the underlying debt security;

in relation to a purchased put or written call option on a debt security,
anotional short position in the underlying debt security;

in relation to an option on an interest rate, a notional position in an
appropriate government security —

(i) which is along position, in the case of a purchased call option or
a written put option, or a short position, in the case of a
purchased put option or written call option; and

(if) which has a maturity equal to the sum of the period until the
expiry of the option and the period for which the interest rate is
fixed;



() inrelation to an option on a futures contract or forward contract on a
debt security, a notional position in the underlying futures contract or
forward contract; and

(g) in relation to an option on a futures contract on an interest rate or a
forward rate agreement, a notional position in the underlying futures
contract or forward rate agreement.

(3) Where it relates to a forward contract or a futures contract that alows
settlement by a range of deliverable debt securities, the notional position derived
according to sub-paragraph (2) shall refer to the debt security that is clearly
identified as the most profitable for the party having a short position to deliver.

(4) For any position in a collective investment scheme included in the calculation
of debt investment risk requirement with a mandate to invest in debt securities
and debt derivative instruments only, the insurer shall split the position into
individual positions according to each debt security or debt derivative underlying
the collective investment scheme.

(5) A pair of long and short position (including notional positions arising from
the derivation of debt equivalent positions under sub-paragraph (2)) in the same
debt security may be excluded from the calculation of debt investment risk
requirement to the extent they are matched.

(6) For the purpose of sub-paragraph (5), a pair of long and short position is
matched if —

(@) the positions are in respect of the same debt security with identical
issuer, coupon, currency and residual maturity; or

(b) for notional positions with identical issuer, nomina vaue and currency,
but different coupon or residual maturity,—

(i) the notiona positions arise from futures contracts, and matures
with 7 days of each other;

(i) both of the notional positions arise from swaps or forward rate
agreements, have identical reference rate (for floating rate
positions), and the coupon rates are within 15 basis points of
each other; or

(iii) both the notional positions arise from swaps, forward rate
agreements or forward contracts, and—

(A) where the maturity of the positions are ho more than 30
days from the valuation date, the maturity of the positions
are on the same day;

(B) where the maturity of the positions are more than 30 days
but no more than a year from the valuation date, the
maturity of the positions are within 7 days of each other; or

(C) where the maturity of the positions are more than more
than a year from the valuation date, the maturity of the
positions are within 30 days of each other.

(7) Aninsurer shall calculate the debt investment risk requirement—
(@) for anincreasing interest rate environment as the sum of—

(i) the debt specific risk requirement calculated in accordance with
sub-paragraph (9); and



(i) the debt general risk requirement calculated in accordance with
sub-paragraph (10); and

(b) for an decreasing interest rate environment as the sum of —

(i) the debt specific risk requirement calculated in accordance with
sub-paragraph (9); and

(i) the negative of the debt general risk requirement calculated in
accordance with sub-paragraph (10).
Maturity

(8) Unless otherwise stated, for the purposes of this Schedule, “maturity” means
either —

(@) the period remaining till the maturity of the security; or
(b) in the case of a debt security with a floating rate coupon, the period
remaining till the determination of the rate of the next coupon.
Debt specific risk requirement
(9) To calculate the debt specific risk requirement, the insurer shall—

(@) calculate the debt specific risk requirement for the position in each debt
security (whether it is along or short position) as the product of—

(i) the absolute value of the current market value of the position;
and

(i) the appropriate debt specific risk factor set out in Table 12 of the
Sixth Schedule; and

(b) calculate the debt specific risk requirement as the aggregate of the
products calculated in sub-paragraph (a) for all securities.
Debt general risk requirement
(10) To calculate the debt general risk requirement, the insurer shall—

(@ group long and short positions and equivalent positions in each debt
security for all securities in the same currency to form currency
portfolios ;

(b) apply one of the following three methods to calculate the debt genera
risk requirement for each currency portfolio:—

(i) for an insurer who does not have any short position in any debt
security, the simplified method described in sub-paragraph (11);

(i) the maturity method described in sub-paragraph (12); or

(iii) the duration method described in sub-paragraph (13), where the
Authority alows or directs an insurer to do so; and

(c) calculate the debt genera risk requirement as the sum of the
requirements for each currency portfolio determined in sub-paragraph

(b).
Simplified method

(11) For the purpose of caculating the debt genera risk requirement for a
currency portfolio under simplified method, the insurer shall—



(@) calculate, for each position in debt securities in that currency portfolio,
the product of—

(i) the market value of the position; and

(i) the appropriate debt general risk factor set out in Table 13 of the
Sixth Schedule; and

(b) calculate the debt general risk requirement as the aggregate of the
products calculated in sub-paragraph (a) for al debt positions.
Maturity method

(12) For the purpose of calculating the debt general risk requirement for a
currency portfolio under the maturity method, the insurer shall—

(a) dlocate each position in debt securities in that currency portfolio into
an appropriate maturity band according to the maturity and coupon of
the debt securities in accordance with Table 13 of the Sixth Schedule;

(b) for each maturity band defined by Table 13 of the Sixth Schedule—
(i) caculate the aggregate of al long positions;

(i) multiply the aggregate determined in (b)(i) by the appropriate
maturity band debt general risk factor set out in Table 13 of the
Sixth Schedule;

(iii) calculate the aggregate of al short positions,

(iv) multiply the aggregate determined in ©)(iii) by the appropriate
maturity band debt general risk factor set out in Table 13 of the
Sixth Schedule;

(v) determine the vertical disallowance of the maturity band as the
product of the appropriate maturity band matching factor set out
in Table 14 of the Sixth Schedule and the lower of—

(A) the product determined in (b)(ii); and
(B) the absolute value of the product determined in (b)(iv); and

(vi) calculate the sum of the products determined in (b)(ii) and the
aggregate determined in (b)(iv);

(c) for each zone defined by Table 13 of the Sixth Schedule—

(i) calculate the aggregate of the sums determined in (b)(vi) for all
maturity bands within the zone where those sums are positive;

(i) calculate the aggregate of the sums determined in (b)(vi) for al
maturity bands within the zone where those sums are negative;

(iii) determine the intra-zone horizontal disallowance of the zone as
the product of the appropriate zone matching factor set out in
Table 14 of the Sixth Schedule and the lower of—

(A) the aggregate determined in (c)(i); and
(B) the absolute value of the aggregate determined in (c)(ii); and

(iv) calculate the sum of the aggregate determined in (c)(i) and the
aggregate determined in (c)(ii);

(d) where the product of the sum determined in (c)(iv) for Zone 1 and the
sum determined in (c)(iv) for Zone 2 is negative—
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(i) determine the adjacent-zone horizontal disallowance as the
product of the appropriate adjacent zone matching factor set out
in Table 14 of the Sixth Schedule and the lower of—

(A) the absolute value of the sum determined in (c)(iv) for Zone
1, and

(B) the absolute value of the sum determined in (c)(iv) for Zone
2, and

(i) calculate the aggregate of the sums determined in (c)(iv) for Zone
1 and Zone 2 and—

(A) where the absolute value of the sum determined in (C)(iv)
for Zone 1 is greater than the absolute value of the sum
determined in (c)(iv) for Zone 2, this aggregate shall be
allocated to Zone 1 and shall be taken to replace the sum
determined in (c)(iv) for that zone for the purpose of
subsequent sub-paragraphs; and

(B) otherwise, this aggregate shall be alocated to Zone 2 and
shall be taken to replace the sum determined in (c)(iv) for
that zone for the purpose of subsequent sub-paragraphs;

(&) where the product of the sum determined in (c)(iv) for Zone 2 and the
sum determined in (c)(iv) for Zone 3 is negative—

@)
(A) the determine the adjacent-zone horizontal disallowance as
the product of the appropriate adjacent zone matching
factor set out in Table 14 of the Sixth Schedule and the

lower of—absolute value of the sum determined in (C)(iv)
for Zone 2; and

(B) the absolute value of the sum determined in (c)(iv) for Zone
3; and

(i) calculate the aggregate of the sums determined in (c)(iv) for Zone
2 and Zone 3 and—

(A) where the absolute value of the sum determined in (C)(iv)
for Zone 2 is greater than the absolute value of the sum
determined in (c)(iv) for Zone 3, this aggregate shall be
allocated to Zone 2 and shall be taken to replace the sum
determined in (c)(iv) for that zone for the purpose of
subsequent sub-paragraphs; and

(B) otherwise, this aggregate shall be alocated to Zone 3 and
shall be taken to replace the sum determined in (c)(iv) for
that zone for the purpose of subsequent sub-paragraphs;

(f) where the product of the sum determined in (c)(iv) for Zone 1 and the
sum determined in (c)(iv) for Zone 3 is negative, determine the cross-
zone horizontal disallowance the lower of—

(i) the absolute value of the sum determined in (c)(iv) for Zone 2;
and

(i) the absolute value of the sum determined in (c)(iv) for Zone 3;
and

(g) calculate the debt generd risk requirement as the aggregate of—
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(i) the sum of al products determined in sub-paragraphs (b)(ii) and
(b)(iv) for al maturity bands;

(i) the sum of the vertica disallowances determined in sub-
paragraph (b)(v) for al maturity bands;

(iii) the sum of the intra-zone horizontal disallowances determined in
sub-paragraph (c)(iii) for al zones;

(iv) the sum of the adjacent-zone horizontal disallowances
determined in sub-paragraphs (d)(i) and (e)(i); and

(v) the cross-zone horizontal disalowance determined in sub-
paragraph (f).

Duration method

(13) For the purpose of calculating the debt general risk requirement of a
currency portfolio under the duration method, the insurer shall apply the stepsin
sub-paragraph (12), as modified in the following manner:

(@)

(b)

(©)

(d)

()

(f)

any reference to Table 13 of the Sixth Schedule in the sub-paragraph
shall be read as areference to Table 15 of the Sixth Schedule;

calculations required in sub-paragraphs (12)(b)(i) to (iv) need not be
preformed;

any reference to the product determined in sub-paragraph (12)(b)(ii)
shall be taken to mean the aggregate decrease in vaue for al long
positions allocated to the maturity band if interest rate were to increase
by an extent equals to the appropriate duration method debt general
risk factor set out in Table 15 of the Sixth Schedule;

any reference to the product determined in sub-paragraph (12)(b)(iv)
shal be taken to mean the aggregate decrease in value for al short
positions alocated to the maturity band if interest rate were to increase
by an extent equals to the appropriate duration method debt genera
risk factor set out in Table 15 of the Sixth Schedule;

any reference to maturity in sub-paragraph (12) shall be read as a
reference to duration;

any reference to matching factor in sub-paragraph (12) shall be read as
a reference to the matching factor in the duration method.

Adjustments for option

(14) The insurer shal restrict the absolute value of the debt investment risk
requirement arising from a purchased option to the absolute value of the current
market value of the purchased option.

(15) The insurer shall adjust the debt investment risk requirement arising from a
written option by deducting an amount equals to the extent to which the option is
out-of-the-money, which is determined as—

(@)

(b)

in the case of a call option, any positive excess of the exercise vaue
over the current market value of the underlying share; and

in the case of a put option, any positive excess of the current market
value of the underlying share over the exercise vaue,

restricted to an adjusted equity investment risk requirement of no less than zero.



(16) Any adjustment made pursuant to sub-paragraphs (14) and (15) shall be
made proportional to the debt specific risk requirement and debt genera risk
requirement arising from the option.

Liability adjustment requirement

4.—(1) The liability adjustment requirement in respect of general business shall
be—

(@) inanincreasing interest rate environment, the difference between—

(i) the C1 requirement calculated according to paragraph 3 of Third
Schedule, adjusting the interest rate assumption upwards by an
appropriate debt general risk factor set out in Table 15 of the
Sixth Schedule; and

(i) the C1 requirement calculated according to paragraph 3 of Third
Schedule; and

(b) inan decreasing interest rate environment, the difference between—

(i) the C1 requirement calculated according to paragraph 3 of Third
Schedule, adjusting the interest rate assumption downwards
(subjected to a minimum interest rate of zero) by an appropriate
debt general risk factor set out in Table 15 of the Sixth Schedule;
and

(i) the C1 requirement calculated according to paragraph 3 of Third
Schedule.

(2) Notwithstanding sub-paragraph (1), an insurer may elect not to calculate a
liability adjustment requirement for an insurance fund established and maintained
in respect of genera business and in which case, both the liability adjustment
requirement in an increasing interest rate environment and the liability adjustment
requirement in an decreasing interest rate environment shall be taken to be zero.

(3) The liability adjustment requirement in respect of life business shall be—
(@) for anincreasing interest rate environment, the difference between—

(i) the C1 requirement calculated according to paragraph 4 of Third
Schedule, adjusting the interest rate assumption upwards by an
appropriate debt general risk factor set out in Table 15 of the
Sixth Schedule; and

(i) the C1 requirement calculated according to paragraph 4 of Third
Schedule; and

(b) for an decreasing interest rate environment, the difference between—

(i) the C1 requirement calculated according to paragraph 4 of Third
Schedule, adjusting the interest rate assumption downwards
(subjected to a minimum interest rate of zero) by an appropriate
debt general risk factor set out in Table 15 of the Sixth Schedule;
and

(i) the C1 requirement calculated according to paragraph 4 of Third
Schedule.
L oan investment risk requirement

5—(1) In cdculating the loan investment risk requirement for al loans
originated from the insurer, aregistered insurer shall—



(@) caculate, for each loan, the product of—
(i) the principal outstanding; and

(i) the appropriate counterparty risk factor set out in Table 18 of the
Sixth Schedule; and

(b) cdculae the loan specific risk requirement as the aggregate of the
products calculated in sub-paragraph (a) for al loans.

Acceptable collateral

(2) For the purpose of sub-paragraph (1), the insurer may reduce the principal
outstanding used in determining the loan investment risk requirement by the
amount of any acceptable collateral held by the insurer and such collateral shall
have a vaue of—

(@) inthe case of cash or cash value of a policy, 100% of its value;

(b) in the case of a security issued by a government or a public authority,
95% of the current market value of the securities;

(c) in the case of securities issued by a recognized multilateral agency,
90% of the current market value

(d) in the case of securities listed on a recognised exchange described in
Table 9 of the Sixth Schedule, 70% of the current market value of the
securities; and

(e) inany other case, nil value.

Property investment risk requirement

6. A registered insurer shall calculate the property investment risk requirement
as 16% of the total value of all the immovable properties of the insurer.

Foreign currency mismatch risk requirement

7.— (1) Subject to sub-paragraph (2), a registered insurer shall calculate for
each currency (other than for the Singapore Dollar) the net open position of the
insurer in the currency as the absolute value of the aggregate of the following—

(@) theamount of al assatsless al liabilities denominated in the currency;

(b) the aggregate of amounts in the currency to be received by the insurer
less the aggregate of amounts in the currency to be paid by the insurer
in relation to the currency positions arising from any futures contract or
forward contract, including a forward contract associated with cross-
currency swaps or other derivatives, and

(c) net positions in products denominated in the currency in relation to any
non-currency futures contract, forward contract and other derivatives,

but does not include —

(i) any asset or exposure for which the insurer has calculated a risk
requirement equal to 100% of the value of the asset or the full
contract value, as appropriate, under this Schedule; and

(i) any position the insurer holds to hedge against a foreign currency
position referred to in sub-paragraph (i) where the hedging
contract is clearly earmarked as a hedge, to the extent that the
nominal amount underlying each hedging contract matches the
nominal amount of the contract being hedged.



(2) The insurer shall include the foreign currency exposure of a futures contract,
forward contract or option on a currency in the calculation of net open positions.

(3) In sub-paragraph (4), “foreign currency equivalent position” means—

(@) in the case of a purchased call option or a written put option, a long
position in the commodity currency and a short position in the term
currency, each of an amount equivalent to the notiona face vaue of
the underlying contract;

(b) in the case of a purchased put option or a written call option, a short
position in the commodity currency and a long position in the term
currency, each of an amount equivalent to the notional face value of
the underlying contract; and

(c) in the case of a futures contract or forward contract, two notional
positions, being—
() a long position in the commodity currency of an amount
equivalent to the notiona value of the underlying contract; and

(i) a short position in the term currency of an amount equivalent to
the notional value of the underlying contract.

(4) The insurer shall convert its net open position in each currency to the
Singapore Dollar (preserving the sign) a the prevailing market spot rate at
valuation date.

(5) The insurer shall calculate its foreign currency risk exposure as the higher
of —

(@) the aggregate of net open positions of currencies which net open
position is positive; or

(b) the absolute value of the aggregate of net open positions of currencies
which net open position is negative,

less 10% of the total value of assets in the insurance fund, subject to a minimum
of zero.

(6) A registered insurer shall calculate the foreign currency mismatching risk
reguirement as,—

(@) for any insurance fund that the insurer establishes and maintains in
respect of Singapore policies, 8% of the foreign currency risk exposure
of the fund calculated in sub-paragraph (5); and

(b) inany other case, zero.
(7) For avoidance of doubt, positions in gold shall be deemed as positions in a
separate foreign currency.
Derivative counterparty risk requirement

8.—(1) A registered insurer shall calculate a counterparty exposure for any over-
the-counter derivatives contract (other than an option written by the insurer) or
derivatives contract traded on an exchange which is dependent on the issuer for
performance of the contract as the credit equivalent amount of the contract.

(2) In this paragraph—

"credit equivalent amount” of a contract means —

(@) in the case of an over-the-counter foreign exchange contract with
an original maturity of 14 days or less, zero; or



(b) inany other case —

(i) if the replacement cost of the contract is positive, the sum
of the replacement cost of the contract and the potential
credit exposure of the contract; or

(i) if the replacement cost of the contract is negative, the
potential credit exposure;

"potential credit exposure” means the product of—
(@) thenomina or notiona principal underlying the contract; and

(b) the relevant credit exposure factor as prescribed in Table 19 of the
Sixth Schedule; and

"replacement cost of the contract” means the current market value of the
contract.

(3) Theinsurer shal calculate the derivative counterparty risk requirement as the
aggregate of the products of—

(a) the counterparty exposure calculated in accordance with sub-paragraph
(1); and
(b) the appropriate counterparty risk factor set out in Table 18 of the Sixth
Schedule,
for al contracts where the derivative counterparty risk requirement is applicable.

(4) The counterparty exposure calculated may be reduced in determining the
derivative counterparty risk requirement by the amount of any acceptable
collatera held by the insurer in accordance with paragraph 4(4) of this Schedule.

Miscellaneous risk requirement

9.—(1) A registered insurer shall calculate, for each asset for which no equity
investment risk regquirement, debt investment risk requirement, loan investment
risk requirement, or property investment risk requirement has been calculated, the
miscellaneous risk requirement as the aggregate of the products of—

(@) thevaue of the asset; and
(b) the appropriate risk factor set out in Table 20 of the Sixth Schedule.

(2) The insurer shall add to the miscellaneous risk requirement calculated in sub-
paragraph (1) an appropriate proportion of its contingent liabilities set out in Table
20 of the Sixth Schedule.
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FIFTH SCHEDULE

C3 REQUIREMENT — CONCENTRATION RISK

Concentration risk requirement

1. A registered insurer shall caculate the C3 requirement of any insurance fund
established and maintained by the insurer under the Act as—

(@) thetotal asset vaue of the fund; less

(b) thevaue of assets that do not exceed any concentration limit set out in
Table 21 of the Sixth Schedule.



SIXTH SCHEDULE

TABLE 1-TYPES OF BUSINESS QUALIFYING FOR REDUCED
CAPITAL REQUIREMENT

Regulations 3 and 4

Types of insurance business
(1) Business concerned with investment-linked policies only.

(2) Business concerned with short-term accident and health policies only.

TABLE 2—-A1924-29 ULTIMATE MORTALITY TABLE

Regulation 24
First column Second column
Age Mortality rate
0 0.00913
1 0.00913
2 0.00227
3 0.00196
4 0.00188
5 0.00180
6 0.00174
7 0.00168
8 0.00162
9 0.00159
10 0.00156
1 0.00166
12 0.00176
13 0.00186
14 0.00196
15 0.00206
16 0.00216
17 0.00225
18 0.00231
19 0.00234
20 0.00235
21 0.00235
2 0.00235
23 0.00235
24 0.00235



25
26
27
28
29

31
32

41
42

51
52

61
62

R
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0.00235
0.00235
0.00235
0.00236
0.00238
0.00241
0.00246
0.00253
0.00262
0.00273
0.00286
0.00302
0.00320
0.00341
0.00364
0.00388
0.00413
0.00439
0.00466
0.00495
0.00527
0.00563
0.00604
0.00651
0.00704
0.00764
0.00831
0.00906
0.00990
0.01084
0.01190
0.01311
0.01450
0.01608
0.01783
0.01973
0.02176
0.023%4
0.02631
0.02893
0.03188



67

69
70
71
2
73
74
75
76

78
79

81
82

91
92
93

0.03524
0.03908
0.04338
0.04812
0.05327
0.05881
0.06473
0.07104
0.07777
0.08497
0.09268
0.10093
0.10974
0.11913
0.12910
0.13962
0.15066
0.16221
0.17425
0.18676
0.19973
0.21315
0.22702
0.24134
0.25611
0.27133
0.28700
0.30312
0.31970
0.33675
0.35428
0.37231
0.39086
0.40995
0.42960
0.44893
0.47066
0.49211
0.51420
0.53695
0.56038



107
108
109
110
111
112
113
114
115
116
117
118
119

51

0.58451
0.60936
0.63495
0.66130
0.68843
0.71636
0.74511
0.77470
0.80515
0.83648
0.86871
0.90186
0.93595
1.00000

TABLE 3-1992 COMMISSIONER’S VALUATION TABLE

First column

Age
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RS bbb Y65 668KFEBERKRESB

Second column
Male mortality rate
0.00081
0.00081
0.00075
0.00069
0.00063
0.00058
0.00054
0.00050
0.00048
0.00045
0.00044
0.00047
0.00057
0.00067
0.00076
0.00085
0.00092
0.00099
0.00104
0.00109
0.00113
0.00116

Regulation 24

Third column

Female mortality rate

0.00081
0.00081
0.00081
0.00081
0.00081
0.00075
0.00069
0.00063
0.00058
0.00054
0.00050
0.00048
0.00045
0.00044
0.00047
0.00057
0.00067
0.00076
0.00085
0.00092
0.00099
0.00104



23
24
25
26
27
28
29

31
32

41
42

51
52

61
62

52

0.00115
0.00109
0.00109
0.00108
0.00108
0.00107
0.00108
0.00108
0.00109
0.00112
0.00115
0.00119
0.00125
0.00136
0.00149
0.00167
0.00184
0.00202
0.00220
0.00236
0.00250
0.00264
0.00279
0.00296
0.00316
0.00343
0.00380
0.00423
0.00475
0.00540
0.00620
0.00709
0.00805
0.00903
0.01003
0.01106
0.01212
0.01320
0.01430
0.01555
0.01693

0.00109
0.00113
0.00116
0.00115
0.00109
0.00109
0.00108
0.00108
0.00107
0.00108
0.00108
0.00109
0.00112
0.00115
0.00119
0.00125
0.00136
0.00149
0.00167
0.00184
0.00202
0.00220
0.00236
0.00250
0.00264
0.00279
0.00296
0.00316
0.00343
0.00380
0.00423
0.00475
0.00540
0.00620
0.00709
0.00805
0.00903
0.01003
0.01106
0.01212
0.01320



91
92
93

0.01831
0.01989
0.02169
0.02378
0.02622
0.02900
0.03214
0.03562
0.03937
0.04335
0.04757
0.05204
0.05684
0.06202
0.06766
0.07377
0.08041
0.08756
0.09529
0.10360
0.11253
0.12211
0.13125
0.14007
0.15020
0.16339
0.18134
0.20580
0.23848
0.28111
0.33541
0.40312
0.48595
0.58563
0.70389
0.84246
1.00000
1.00000
1.00000
1.00000

0.01430
0.01555
0.01693
0.01831
0.01989
0.02169
0.02378
0.02622
0.02900
0.03214
0.03562
0.03937
0.04335
0.04757
0.05204
0.05684
0.06202
0.06766
0.07377
0.08041
0.08756
0.09529
0.10360
0.11253
012211
0.13125
0.14007
0.15020
0.16339
0.18134
0.20580
0.23848
0.28111
0.33%41
0.40312
0.48595
0.58563
0.70389
0.84246
1.00000



TABLE 4—-ADJUSTMENTSTO LIABILITY VALUATION REQUIRED IN
THE CALCULATION OF C1 REQUIREMENT

Third Schedule

For the purpose of the Third Schedule, the adjustments to liability valuation
required in the calculation of the C1 regquirement are set out in the table below.

1)

(2)

3)

(4)

First column
Parameter

Mortality rate for a policy other than
a policy which provides for the
payment of an annuity—

(8 where premiums payable by the
policy owner is guaranteed for
the full duration of the policy
and—

(i) where the policy owner
is not a smoker; and

(if) where the policy owner
is asmoker; and

(b) where premiums payable by the
policy owner is not guaranteed
for the full duration of the
policy.

Mortdity rate for a policy which

provides for the payment of an

annuity

Incidence rate of total and permanent

disability—

(@) where premiums payable by the
policy owner is guaranteed for

the full duration of the policy;
and

(b) where premiums payable by the
policy owner is not guaranteed
for the full duration of the
policy.

Incidence rate of dread disease—

(&) where premiums payable by the
policy owner is guaranteed for
the full duration of the policy;
and

(b) where premiums payable by the
policy owner is not guaranteed
for the full duration of the

Second column
Assumption Used

125% of the rate set out in Table
5 of this Schedule

250% of the rate set out in Table
5 of this Schedule

112.5% of the insurer's best
estimate of its future experience

100% of the rate set out in Table
6 of this Schedule

125% of the insurer's best
estimate of its future experience

112.5% of the insurer's best
estimate of its future experience

140% of the insurer's best
estimate of its future experience

120% of the insurer's best
estimate of its future experience



policy.

(5) Maintenance expense

(6) Voluntary discontinuance rate

(")

(8)

Conversion rate for options provided
to the policy owner

Other insured events—

(@)

(b)

where premiums payable by the
policy owner is guaranteed for
the full duration of the policy;
and

where premiums payable by the
policy owner is not guaranteed
for the full duration of the

policy.

110% of the insurer's best
estimate of its future experience

(i) 75% of the insurer's best
estimate of its future
experience; or

(i) 125% of the insurer's best
estimate of its future
experience,

whichever produces a higher

liability value

(i) 90% of the insurer's best
estimate of its future
experience; or

(i) 110% of the insurer's best

estimate of its future
experience,

whichever produces a higher
liability value

140% of the insurer's best
estimate of its future experience

120% of the insurer's best
estimate of its future experience

TABLE 5—-PRESCRIBED MORTALITY TABLE

Third Schedule and
Table 4 of this Schedule

<This table relates to the mortality experience of insured lives in Singapore for the
period 1997 to 2002. Thistableis still under development. To be inserted.>

For an insured life that has been subjected to a medical examination, the mortality
rate may be assumed to be 85% of that described in this Table.

TABLE 6 —PRESCRIBED ANNUITANT MORTALITY TABLE

First column Second column
Age Male mortality rate
25 0.000947
26 0.000895

27 0.000846

Third Schedule and
Table 4 of this Schedule
Third column
Female mortality rate
0.000340
0.000329
0.000323



28
29

31
32

8 ®

37

39

41
42

& R

47

49

51
52

& <«

57

59

61
62

& R

67

0.000802
0.000762
0.000727
0.000697
0.000674
0.000657
0.000647
0.000646
0.000652
0.000669
0.000696
0.000734
0.000784
0.000849
0.000928
0.001024
0.001137
0.001271
0.001426
0.001605
0.001809
0.002043
0.002307
0.002605
0.002041
0.003318
0.003739
0.004209
0.004733
0.005319
0.005988
0.006761
0.007647
0.008648
0.009759
0.010971
0.012274
0.013657
0.015116
0.016652
0.018274

0.000328
0.000342
0.000361
0.000376
0.000389
0.000397
0.000401
0.000409
0.000424
0.000446
0.000475
0.000513
0.000561
0.000619
0.000689
0.000771
0.000865
0.000972
0.001092
0.001224
0.001367
0.001521
0.001686
0.001859
0.002042
0.002233
0.002434
0.002645
0.002868
0.003105
0.003358
0.003629
0.003929
0.004270
0.004667
0.005132
0.005674
0.006301
0.007014
0.007813
0.008697



57

69 0.019999 0.009669
70 0.021853 0.010737
71 0.023862 0.011915
72 0.026049 0.013220
73 0.028432 0.014665
74 0.031025 0.016265
75 0.033846 0.018037
76 0.036914 0.019998
7 0.040249 0.022167
78 0.043871 0.024566
79 0.047803 0.027217
80 0.052068 0.030145
81 0.056691 0.033377
82 0.061697 0.036943
83 0.067115 0.040874
84 0.072971 0.045203
85 0.079295 0.049967
86 0.086115 0.055204
87 0.093463 0.060955
88 0.101369 0.067262
89 0.109861 0.074170
0 0.118972 0.081726
91 0.128728 0.089976
92 0.139159 0.098970
93 0.150288 0.108755
A 0.162140 0.119379
95 0.174735 0.130889
9% 0.188088 0.143328
97 0.202211 0.156736
98 0217112 0.171147
9 0.232790 0.186591
100 0.249240 0.203086
101 0.266449 0.220644
102 0.284395 0.239265
103 0.303051 0.258935
104 1.000000 1.000000

TABLE 7—-PREMIUM LIABILITY RISK FACTOR AND CLAIMS
LIABILITY RISK FACTOR

Third Schedue



First column Second column Third column
Volatility Category Premium liability risk Claims liability risk
factor factor
(1) Low 124% 120%
(2) Medium 130% 125%
(3) High 136% 130%.

TABLE 8 —-VOLATILITY CATEGORY

Third Schedule and
Table 7 of this Schedule
First column Second column Third column
Volatility category Business lines — Business lines —
Sngapore insurance Offshore insurance fund
fund
(1) Low (i) Personal accident
(i) Hedth
(iii) Fire
(2) Medium (i) Marine & aviation — (i) Marine & aviation
cargo —cargo
(i) Motor (i) Property
(i) Workmen's
compensation
(iv) Bonds
(v) Engineering
Construction All
Risk/Erection All
Risk
(vi) Credit or political
risk
(3) High (i) Marine & aviation — (i) Marine & aviation
hull — hull and liability
(i) Professional (i) Casuaty and
indemnity others
(iii) Public liahility
(iv) Others

TABLE 9—-RECOGNISED EXCHANGES, AND MARKET INDICE OF
RECOGNISED EXCHANGES

Regulation 2, Fourth Schedule and
Table 11 of this Schedule

First column Second column



Country or Territory of
Recognised Exchanges

(1) Audgrdia
(2) Austria
(3) Begium
(4) Canada

(5) France

(6) Germany

(7) Hong Kong

(8) Ity

(9 Japan

(10) Maaysia (except Labuan)
(11) Netherlands

(12) New Zedand

(13) South Korea

(14) Spain

(15) Sweden
(16) Singapore
(17) Switzerland
(18) Taiwan

(19) Thailand
(20) United Kingdom
(21) United States of America
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Index
All Ordinaries
Austria Traded Index
BEL 20

Toronto Stock Exchange 300 Composite
Index, Toronto Stock Exchange 300
Capped Index, Toronto Stock Exchange
100 Index

Compagnie des Agents de Change 40 Index
(CAC 40)

Deutsche Aktienindex (DAX)

Hang Seng Index (HSI)

Milano Italia Borsa Telematico (MIBTEL)
Nikkei 225 Stock Average, TOPIX

Kuaa Lumpur Composite Index

Amsterdam Exchanges Index (AEX)

New Zealand Stock Exchange Gross Index
(NZSE)

Korea Composite Stock Price Index
(KOSPI)

IBEX 35

Stockholm Stock Exchange SX 16, OMX
Straits Times Index

Swiss Market Index (SMI)

Tawan Stock Exchange Capitalization
Weighted Stock Index (Taiex)

The Stock Exchange of Thailand Index
FTSE All Share, FTSE 100

Standard & Poor’'s 500, Dow Jones
Industrial Average  Index, Nasdag
Composite Index.

TABLE 10 - RECOGNISED MULTILATERAL AGENCIES

Regulation 2, Fourth Schedule and
Table 12 of this Schedule

Name of Multilateral Agency

(1) The African Development Bank
(2) The Asian Development Bank

(3) The Bank for International Settlements

(4) The European Bank for Reconstruction and Development



(5) The European Economic Community
(6) The European Investment Bank
(7) The Inter-American Development Bank

(8) TheInternational Bank for Reconstruction and Development (The World
Bank)

(9) Thelnternationa Finance Corporation
(10) The International Monetary Fund.

TABLE 11 -EQUITY INVESTMENT SPECIFIC AND GENERAL RISK

FACTORS
Fourth Schedule
First column Second column Third column
Equity security or index Equity specific Equity general
risk factor risk factor
(1) Straits Times Index, MSCI 2% 8%
Singapore Index or a market index
of arecognised exchange
(2) Otherwise 8% 8%.
TABLE 12 - DEBT SPECIFIC RISK FACTORS
Fourth Schedule
Government Qualifying Debt Securities Other
Debt ) Debt
Securities Maturity Securities
Not more More than 6 More than
than 6 months but not 24 months
months more than 24
months
0.00% 0.25% 1.00% 1.60% 8.00%
In this Table—

"qualifying debt security" means a debt security which is —

(a) issued or fully guaranteed by a central government or central bank
of a country or territory which does not have a rating of
investment grade and denominated in the national currency of that
country and has a residual maturity of over one year;

(b) issued or fully guaranteed by a statutory board in Singapore;
(c) issued or fully guaranteed by a recognised multilateral agency; or
(d) any other debt security which has a rating of investment grade.

TABLE 13-DEBT GENERAL RISK FACTORS FOR SIMPLIFIED
METHOD AND MATURITY METHOD
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Maturity band Zone

Coupon / interest rate

More than 3%

(1) 1 month or less

(2) More than 1 month but
not more than 3 months

(3) More than 3 months but
not more than 6 months

(4) More than 6 months but
not more than 12 months

(5) More than one year but
not more than 2 years

(6) More than 2 years but
not more than 3 years

(7) More than 3 years but
not more than 4 years

(8) More than 4 years but
not more than 5 years

(9) More than 5 years but
not more than 7 years

(10) More than 7 years but
not more than 10 years

(12) More than 10 years
but not more than 15 years

(12) More than 15years but
not more than 20 years
(13) More than 20 years
(14)

(15

Not more than 3%

1 month or less

More than 1 month but not
more than 3 months

More than 3 months but not 1
more than 6 months

More than 6 months but not
more than 12 months

More than one year but not
more than 1.9 years

More than 1.9 years but not
more than 2.8 years

More than 2.8 years but not
more than 3.6 years

More than 3.6 years but not
more than 4.3 years

More than 4.3 years but not
more than 5.7 years

More than 5.7 years but not
more than 