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RESPONSE TO FEEDBACK RECEIVED – 
CONSULTATION ON AMENDMENTS TO MAS NOTICE 648 ON COVERED BONDS 

ISSUANCE 
 
1 Introduction 
 
1.1  On 29 January 2015, MAS issued a consultation paper inviting interested 
parties to provide their feedback to draft amendments to MAS Notice 648 to 
Banks (“Notice”), which allows a locally incorporated bank in Singapore to issue 
covered bonds.  The proposed amendments to the Notice refine the regulatory 
framework governing covered bond issuance, granting further operational 
flexibility to banks seeking to issue covered bonds in Singapore. 
 
1.2  We have considered the feedback received, and where appropriate, 
have incorporated them into the Notice. This paper sets out the feedback 
received together with our response.   
 
1.3 We would like to thank all respondents for their feedback.  
 
 
2 Declaration of Trust (“DoT”) Structure 
 
2.1 The draft amendments to the Notice proposed accommodating an 
alternative ring-fencing structure, whereby a trust is declared over the assets 
which are to be included in the cover pool (“cover pool assets”), and the 
beneficial interest under the declared trust is transferred to a special purpose 
vehicle (“SPV”) set up for the purpose of holding the cover pool assets.  
   
Feedback 
 
2.2 One respondent opined that covered bond investors may not be familiar 
with the DoT structure, and may not be assured that the structure will provide 
the necessary segregation of cover pool assets at the point of issuer insolvency.  
The respondent suggested that MAS provide further direction or regulatory 
guidance on the use of the DoT structure. 
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MAS’ Response 
 
2.3 The accommodation of the DoT structure in the proposed amendments 
to the Notice is meant to give issuing banks the flexibility to structure their 
covered bond programme in the manner in which best suits their needs.  It is 
therefore a commercial decision by an issuing bank on the covered bond 
structure (including that of a DoT structure) that they wish to adopt. Regardless 
of the structure adopted, issuing banks are required to obtain legal 
confirmation that the cover pool assets are ring-fenced beyond their and their 
creditors’ reach, even in an insolvency situation. 
 
 
3 Treatment of residential mortgage loans in cover pool 
 
3.1 The draft amendments to paragraph 6 of the Notice clarify that 
residential mortgage loans with a loan-to-value (“LTV”) in excess of 80% may 
be retained in the cover pool. This is subject to the condition that only the 
portion of the loans up to an LTV of 80% can be counted towards the minimum 
over-collateralisation requirement of 103%, while the entire loan amount 
(including the portion in excess of 80%) has to be counted towards the 4% 
encumbrance limit1. 
 
Feedback 
 
3.2 One respondent opined that with the conditions imposed for residential 
mortgage loans with LTV in excess of 80% to be retained in the cover pool, 
there was no need to prescribe that residential mortgage loans with LTVs that 
exceed 80% are not eligible at the point of inclusion in the cover pool. Such a 
requirement would restrict the eligible pool of residential mortgage loans 
available to an issuing bank to back covered bond issuances, and may also 
result in the issuing bank having to inject cash into the cover pool to support 
existing issuance. 
 
MAS’ Response 
 
3.3 We agree to remove the requirement for minimum 80% LTV at the point 
of inclusion. Where a residential mortgage loan with an LTV in excess of 80% is 

                                                           
1
 The encumbrance limit caps the aggregate value of assets transferred to the SPV at 4% of the value of the 

total assets of the bank issuing covered bonds at all times. 
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included in the cover pool, only the portion of the loan amounting to an LTV of 
80% may be used towards fulfilling the minimum over-collateralisation 
requirement of 103%. However, the entire loan amount will be used to 
compute compliance with the 4% encumbrance limit.2 
 
 
4 Encumbrance limit 
 
4.1 The Notice currently specifies that the aggregate value of assets in cover 
pools for all covered bonds issued by a bank, shall not exceed 4% of the value 
of its total assets, at all times.  In computing the total assets, the issuing bank is 
required to exclude assets which it uses to meet regulatory requirements 
under sections 38 to 40 of the Banking Act, section 8 of the Deposit Insurance 
and Policy Owners’ Protection Schemes Act and other regulatory requirements 
as may be prescribed by MAS. 
 
Feedback 
 
4.2 One respondent felt that the 4% encumbrance limit was low compared 
to other jurisdictions and suggested that MAS consider raising the level of limit 
as the covered bond market in Singapore matures. 
 
4.3 Various respondents also sought clarification on the computation of total 
assets for the purpose of complying with the 4% encumbrance limit, namely – 
 

(i) whether to exclude assets used to meet the Singapore Dollar 
Liquidity Coverage Ratio (“LCR”) requirement or the all currency LCR 
requirement or both; 
 

(ii) if assets used to meet the all currency LCR requirement are to be 
excluded, whether to calculate such assets based on the prevailing 
regulatory requirement (as prescribed in MAS Notice 649 on 
Minimum Liquid Assets and Liquidity Coverage Ratio) at the point of 
issuance, the end-state regulatory requirement (100%), or the  actual 
amount of assets that the bank is using for LCR purpose; and 
 

                                                           
2
 Where there is the inclusion into the cover pool of any other loan secured on the same residential property 

as a residential mortgage loan which has been included into the cover pool, the LTV shall be based on the 
aggregate value of the loans secured on the same residential property. 
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(iii) whether to compute the assets used to meet LCR at the bank group 
or bank solo level. 

 
4.4 Another respondent sought clarification on whether ancillary top-up 
loans and associated debt that are transferred to the SPV, but not for the 
benefit of covered bond investors3, should be included in the computation of 
the encumbrance limit.   
 
MAS’ Response 
 
4.5 As the development of the covered bond market remains nascent in 
Singapore, MAS is of the view that an encumbrance limit of 4% is appropriate 
at this stage and will review the limit over time.  
 
4.6 With regard to compliance with the 4% encumbrance limit, an issuing 
bank is to exclude assets used to meet both the Singapore Dollar and all 
currency LCR requirements at the bank solo level.  An issuing bank may also 
use the prevailing minimum all currency LCR requirement (as set out in MAS 
Notice 649) at the point of issuance4. 
 
4.7 We clarify that all loans transferred to the SPV, whether for the benefit 
of covered bond investors, remain subject to the encumbrance limit. 
 
 
MONETARY AUTHORITY OF SINGAPORE 
4 June 2015  
 

                                                           
3
 Ancillary top-up loans and associated debt refer to loans that are transferred to the SPV as they are secured 

on the same residential properties as the residential mortgage loans.  However, they do not meet the eligibility 
criteria to be included in the cover pool, for example whether the loans have first charge over the mortgaged 
property. 
 
4
 MAS Notice 649 stipulates that a bank incorporated and headquartered in Singapore is to maintain a 

minimum all currency LCR requirement of at least 60% by 1 January 2015, with the minimum requirement 
increasing 10% each year to 100% by 2019. Therefore, a bank incorporated and headquartered in Singapore, 
issuing covered bonds in 2015 may apply an all currency LCR requirement of 60% in computing total assets.  
For the avoidance of doubt, the 4% encumbrance limit is required to be met at all times. 


