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APPROACH 

RBC Phase 2 objectives and approach 

A five-stage project approach 
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Approach to Stage 1 

Input from the OIC and the industry on 

key issues to address. 

  

This included, in particular, the results 

of industry surveys  

conducted by the OIC. 

Comparison against the IAIS ICPs and 

other regulatory frameworks, in 

particular: 

Australia 

Canada 

Malaysia 

Singapore 

Solvency II 

Basel and IFRS 

Feedback from the  

industry on the availability  

of data for analysis. 

 

The availability of data  

enabled us to form an initial 

assessment of the roadmap  

for the RBC development. 

 

  

  

Proposals from the  

industry (e.g. the TLAA, 

TGIA, SOAT), and our 

experience / observations 

from working in the Thai 

market and other insurance 

markets globally. 
 

  Proposals 
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Initial Assessment 

The proposals outlined are based on our work in Stage 1 and 

are preliminary only. The proposals will be refined following the 

impact testing and calibration work in Stage 2 and 3. 

āÅäÈä¬óÈÃîÿëÚîĂÚÿîÂëóäÊÛòÛÚöĈÉòÕØČóÃ÷ĈÚÿßøćîĂËĂÚÃòĈÚØöć 1 Āæñ 
ÿÜĆÚÃîÿëÚîĂÚÿÛøĈîÈÖÚÿØ¬óÚòĈÚ ÃîÿëÚîÚöĈîóÉâöÂóäÿÜæöćãÚĀÜæÈ
ìæòÈÉóÂÂóäØÕëîÛÝæÂäñØÛ (impact testing ) Āæñ ÂóäÂČóìÚÕ
Å¬óßóäóâõÿÖîä° (calibration) ĂÚÃòĈÚØöć 2 Āæñ 3 
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Stage 1 initial proposals ï Key items 
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Key Items  
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1. Target level of financial 

solvency 

A Cohesive Framework  for Solvency Assessment 

2. Components of Available 

Capital 

4. Components of Required 

Capital 

3. Valuation of Liabilities and 

Assets for RBC 2 Purposes 



Target sufficiency level 
Page 31 in ñInitial Assessmentò report 
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Å Propose the ñtarget sufficiency levelò to be: 

Å 99.5% Value-at-risk (ñVaRò); 

Å 1 year time horizon 

(this means that the probability of ñnot failingò is 99.5%, over 1 year 

period) 

Å TW will do the calibration and provide the parameters to the industry 

for testing. 

 

 

 

Å This will be considered together with the minimum CAR ratio. 

Å For example, instead of 140%, it may be reduced to 100%, to reflect 

the higher ñsufficiency levelò. 

 

Current RBC 1: Proposed RBC 2: 

95% VaR 99.5% VaR 



Capital Add-ons 
Page 35 in ñInitial Assessmentò report  
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ÅTo take into account the differing risk profiles of the insurers in the industry. 

ÅTo cater for more unique risks. 

Å Regulators may need to impose additional capital requirements (capital add-

ons) under certain circumstances, i.e. when the standard approach does not 

appropriately capture the risks of a particular insurer. 

Overview 

Å The OIC is proposed to have the ability to impose additional capital 

requirements on insurers if it deems that there are prudential reasons to do 

so, and to define this explicitly in the RBC regulations. 

Proposal 

Justification 



Own Risk and Solvency Assessment (ñORSAò) 
Page 37 in ñInitial Assessmentò report 
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ÅORSA helps to link capital management, risk management and business 

planning together.  

ÅORSA is also intended to address an insurerôs specific risk profile 

Overview 

ÅIntroduce an ORSA requirement as part of the broader Pillar 2 initiative 

ÅSet internal target capital level based on each insurerôs own risk profile 

Proposal 

ÅA better approach to ensure that insurers will have enough capital 

resources to meet capital requirements at all times.  

ÅInternal capital levels are based on each insurerôs own risks 

Justification 



Asset Valuation ï Alignment with other reporting standards 
Page 17 in ñInitial Assessmentò report 
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Issues: 

ÅDifferences between Accounting and RBC market values, because 

regulations are quite prescriptive. 

 

Overview 

ÅTo move towards more ñprinciples-basedò asset valuation, and have 

ñguidelinesò instead of ñregulationsò. 

ÅTo be investigated in more detail in Stage 2, as industry data for asset 

valuation has just been provided. 

Proposal 



Claims and premium liabilities 
Page 48 in ñInitial Assessmentò report 

Å Propose to have separate risk charges for claims liabilities and 

premium liabilities 
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Current 

RBC 1: 

Proposed 

RBC 2: 

Claims liability X Risk charge (claims) 

Premium liability X Risk charge (premium) 

Total 

liability 

Claims liability X Risk charge 

Premium liability X Risk charge 

Total 

liability 



Catastrophe risk charge 
Page 51 in ñInitial Assessmentò report 

Å Propose to have separate catastrophe risk charge 
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Current 

RBC 1: 

Proposed 

RBC 2: 

Insurance risk 

charge 

Catastrophe risk 

charge 

Non-catastrophe 

insurance risk 

charge 

A single risk charge to 

cover all insurance 

risks 

+ 
Separate risk charges 

for ñcatastropheò and 

ñnon-catastropheò 

risks 



Components of Required Capital ï Credit (default) risk 
Page 57 in ñInitial Assessmentò report 
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ÅThere is a correlation between reinsurance counterparties.   

ÅAn example is the 2011 floods, where reinsurersô abilities to repay were 

lowered at the same time, and resulted in increased credit risk for some 

insurers.  

 

ÅThe credit (default) risk capital aims to manage risks of financial losses 

associated with defaults 

Overview 

ÅConsider correlations between reinsurers 

Proposal 

Justification 



Components of Required Capital ï Concentration Risk 
Page 65 in ñInitial Assessmentò report 
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ÅTo mitigate concentration of reinsurance cover purchased within the 

Thailand market  

ÅTo align rule apply to local and foreign reinsurance providers 

ÅConcentration risk charge aims to manage the risks of too much exposure to 

a single counterparty.  

Overview 

ÅReinsurance recovery limits should be included for local reinsurers 

Proposal 

Justification 



Components of Required Capital ï Liquidity Risk  
Page 67 in ñInitial Assessmentò report 
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Å Two-step approach to be adopted in addressing potential liquidity risk  

ÅFirst step: Insurers to assess their own liquidity risk exposure as part of their 

ORSA (based on guidelines to be provided)  

ÅSecond step: Agree with the OIC on target CAR ratio based on the assessment, 

to reflect the liquidity risk exposure.  

Å Additional capital can be imposed either via an adjusted PCR level or if 

ORSA is implemented, as part of insurersô own internal target capital level 

Proposal 

ÅThere is currently no generally accepted practice in the measurement of 

liquidity risk for insurance business 

ÅThe extent of liquidity risk for an insurer depends significantly on the nature of 

insurance business 

 

Justification 

The risk that occurs when a firm, though solvent, does not have sufficient 

financial resources available to enable it to meet its obligations as they fall due 

Overview 



Components of Required Capital ï Operational Risk  
Page 69 in ñInitial Assessmentò report 
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It is proposed that the RBC framework require a factor based allowance for 

operational risk. Factor will be derived in Stage 2 

Proposal 

Compliance with ICPs and consistency with trends in international markets. 

Justification 

The risk arising from the inadequacy or failure of internal systems, personnel, 

procedures or controls leading to financial loss.  

Overview 



Components of Required Capital ï Group Risk  
Page 72 in ñInitial Assessmentò report 

ÅThe risk that an insurance legal entity may be adversely affected by an 

occurrence (financial or non-financial) in another group entity 

ÅThis will be assessed in more detail in stage 2 after we have received the 

information requested in the Stage 1 data request. 

Overview 



Wrap up 
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Our Approach to Stage 2 
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Recalibration 
of risk 

charges and 
PADs 

Impact testing 
of proposals 

Industry data 
analysis 

Proposal 

refinement 



APPROACH 

RBC Phase 2 objectives and approach 

Project timeline 

Stage 1 

Review 

Stage 2 

Refinement 

Stage 3 

Market test 

Stage 4 

Regulation 

Stage 5 

Finalisation 

T
o

d
a

y
 

3 months 6 months 9 months 12 months 15 months 

Start of 

month * 

* Indicative dates. Subject to timely responses. 
* äñãñÿèæóĂÚÂóäÕČóÿÚõÚÈóÚÉñÃ÷ĈÚîãú¬ÂòÛäñãñÿèæóĂÚÂóäÖîÛÂæòÛÉóÂÛäõêòØÜäñÂòÚ 

Collection of data from 

companies 

ÿÂĆÛÃîâúæÉóÂÛäõêòØ 

Clarification of data received from 

companies. Additional data requests. 

ÖäèÉëîÛĀæñëîÛ×óâÃîâúæØöćăÕäòÛâóÉóÂÛäõêòØ (îóÉ
âöÂóäÃîÃîâúæÿßõćâÿÖõâ) 

Companies will be 

required to perform 

market testing 
ÛäõêòØÜÐõÛòÖõ market testing 

End of project, 

finalisation of roadmap. 
ëõĈÚëùÕāÅäÈÂóä Āæñ ëäùÜĀÝÚÈóÚ 



Q & A 
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Wrap-up 

Thank youé 

WRAP-UP 

For your attention 

We look forward to 

your feedback by 2nd 

December 



25 

THANK YOU 

This presentation has been prepared by Towers Watson 

for the purposes of the RBC phase 2 project only.   

The information and opinions contained within are to be 

considered together with the full technical paper.   

Judgement as to the information contained in the 

technical paper should be made only after studying the 

technical paper in its entirety, as conclusions reached by 

review of a section or sections on an isolated basis may 

be inappropriate. 


