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Republic of the Philippines
Department of Finance

INSURANCE COMMISSION
l07l United Nations Avenue

1\,4anila

Circular Letter (CL) No.: 2016-68
Date: 28 December 2016
Supersedes: CL No. 20'15-30

CIRCULAR LETTER

ALL LIFE AND NON.LIFE INSURANCE COMPANIES
OPERATING IN THE PHILIPPINES

AMENDED RISK-BASED CAPITAL (RBC2) FRAMEWORK

TO

SUBJECT :

WHEREAS, the Amended lnsurance Code was passed into law on 15 August 2013
and took effect on 20 September 2013;

WHEREAS, the lnsurance Commissioner under Section 437 of the Amended

lnsurance Code may issue such rulings, instructions, circulars, orders and

decisions as may be deemed necessary to secure enforcement of the Amended

lnsurance Code, to ensure the efficient regulation of the insurance industry in

accordance with global best practices and to protect the insuring public;

WHEREAS, Section 200 of the Amended lnsurance Code provides that an

insurance company doing business in the Philippines shall at alltimes maintain the

minimum-paid up capital, and the net worth requirements as prescribed by the

Commissioner;

WHEREAS, Section 200 requires that such solvency requirements shall be based

on internationally accepted solvency frameworks and adopted only after due

consultation with the insurance industry associations;

WHEREAS, due consultations through series of parallel runs and dialogues have

been conducted to assess the soundness and reasonableness of the proposed

amendments to the Risk-Based capital (RBC) Framework;

NOW, THEREFORE, pursuant to the authority vested in me under Section 437 of

the Amended lnsurance Code, and after a series of consultations, dialogues, and

discussions conducted and held with the insurance industry and other stakeholders,

the following rules and regulations of the Amended RBC Framework to be known

as "RBC2 Framework" are hereby promulgated:
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,Section 1. The RBC 2 Framework

1. The lnsurance Commission (lC) has adopted a three (3) pillar risk-based
approach to solvency. The pillars are comprised of the following:

1.1. Pillar 1 includes the quantitative requirements in relation to the calculation
of capital requirements and recognition of eligible capital;

1.2. Pillar 2 covers the governance and risk management requirement that
consist of a supervisory review process which may include a supervisory
adjustment to capital; and

1.3. Pillar 3 comprises the disclosure requirements designed to encourage
market discipline.

2. All insurance companies shall at alltimes hold the RBC requirement determined
in accordance with the rules and guidelines set forth in Section 2 of this Circular,
plus any additional supervisory adjustment to capital that may be required by
the lC.

3. All insurance companies must satisfy the minimum statutory RBC Ratio required
under Section 2.

Section 2. Pillar 1 Requirements: Risk-Based Capital Ratio and Risk-Based
Capital Requirement

RISK-BASED CAPITAL RATIO

1. The RBC ratio of an insurance company shall be calculated using the formula

below. lt is equal to the Total Available Capital (TAC) divided by the RBC

requirement. The RBC requirement which is the Total Required Capital (TRC),

shall be determined using the formula item 4 of Section 2.

Risk Based Capital Rati.o =
T otal Available C apital

RBC Requtrement

2. The minimum RBC ratio is set at lOOo/o. All insurance companies are required

to maintain the minimum RBC ratio and not fail the Trend Test as stated under

Section 3 of this Circular.

TOTAL AVAI IABLE CAPITAL

3. Total Available Capital (TAC) is the aggregate of Tier 1 and Tier 2 capital minus

deductions, subject to applicable limits and determinations.
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3.1'. Tier 1 Capital represents capital that is fully available_ to cover losses of

the insurer at alitimes on a going-concern and winding up basis' This

capital is considered to be the tiigfrest quality capital available to the

insurer. Tier 1 CaPital includes:

a) Capital Stock
b) Statutory DePosit
c) Capital Stock Subscribed
d) Contributed SurPlus

"l contingency surplus/Home office inward remittances

0 Capital Paid in Excess of Par
g) Retained Earnings/Home office Account
h) Cost of Share-Based PaYment
i) Reserve Accounts
j) Treasury Stock
fil Excess bapitalfrom subsidiaries, associates and joint ventures

lI Fifty percent (50%) of the value of future bonus applicable for life
companies

Tier 2 Capital does not have the same high quality characteristics of Tier

1 capital,'but can provide an additional buffer to the insurer. Tier 2 capital

includes:

a) Reserve for Appraisal lncrement - Property and Equipment

bi Remeasurement Gains (Losses) on Retirement Pension Asset

(Obligation)
c) bn4ig" i; Reserve Estimates due to change in interest rate

assumption
d) Cumulative irredeemable preferred stocks

"i Mandatory capital loan stock and other similar capital instruments

0 lrredeemable subordinated debts
g) Revenue reserves
h) Subordinated term debts

Tier 2 Capital shall not exceed 5oo/o of Tier 1 Capital'

Deductions to the aggregate of Tier 1 and Tier 2 capital include the

following:

a) Goodwill and intangible assets
bi lnvestment in subsidiaries except those that qualify under item 3'4 of

Section 2.
Advances to officers, employees, agents and etc'

Deferred tax assets
lnadmissable land, buildings, and other immovable property, plant

and equipment
Furniture, fixtures and equiPment
Excess of Non-admitted Assets from Tier 1

3.2.

3.3.

c)
d)
e)

0
s)

Capital
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The Excess of Non-admitted Assets from Tier 1 Capital is determined by
adding the amount of Non-admitted Assets and Tier 2 Capital, and the
sum is subject to the limit of 50% of Tier 1 Capital.

3.4. For the purpose of determining TAC, lnvestments in Subsidiaries,
Associates and Joint Ventures shall be classified in two (2) categories,
where each category shall have a different treatment as follows:

a) lnsurance related and lC regulated - To avoid double counting of
capital, the amount of Excess Capital from the subsidiary shall be
treated as capitalfor parent company.

i. Excess capital shall be computed as the difference between the
amount of TAC and RBC requirement in order to meet the
Statutory RBC ratio.

ii. For Joint Venture or minority shareholder arrangements, the
parent company shall compute the Excess Capital using a
proration of shares.

b) Non-insurance related or non-lC regulated - Non insurance related or
non-lC regulated subsidiaries, joint venture or minority shareholder
arrangements are treated as capital and an appropriate risk charge
will apply, which is set equal to the risk factor for an unlisted equity.

RISK-BASED CAPITAL REQUIREMENT OR TOTAL REQUIRED CAPITAL

4. The RBC requirement of an insurance company is the capital that is required to
be held appropriately to the risks an insurance company is exposed to.

4.1. The formula for life insurance RBC requirement is as follows:

RBc Requo'T_Tl,o* 

{c6, + c4}

a) The components of the life insurance RBC requirement are:

i. C1 - Credit risk caPital charge
ii. C2 - lnsurance risk capital charge
iii. C3 Equities - Market risk capital charge for equities
iv. C3 Others - Market risk capital charge for other than equities
v. C4 - Operational risk capital charge
vi. C5 - Catastrophe risk capital charge
vii. C6 - Surrender risk capital charge

b) Details of the above components and risk charges are attached as

Annex A.

4.2. The formula for non-life insurance RBC requirement is as follows:
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= ersz + R52 + R4

a) The components of the non-life RBC insurance requirement are:

i. R1 - Credit risk caPital charge
ii. R2 - lnsurance risk capital charge
iii. R3 Equities - Market risk capital charge for equities

iv. R3 Others - Market risk capital charge for other than equities

v. R4 - Operational risk capital charge
vi. R5 - Catastrophe risk capital charge

b) Details of the above components and applicable risk charges are

attached as Annex B.

4.3. All amounts to be used in the determination of the RBC requirement for

life and non-life insurance companies in Annex A and Annex B,

respectively should be on their appropriate market values (marked to

market) at rePorting date.

Section 3. Regulatory lntervention

1. Companies that fail to meet the required minimum RBC Ratio based on their

quarterly and annual submissions are required to submit:

1.1. A report explaining the cause of failure to meet the required minimum

RBC ratio; and

1.2. A management plan outlining the actions and/or strategies that will be

done to meet the required RBC ratio for the next quarter.

2. The following are the levels of regulatory intervention based on the company's

RBC ratio:

RBC Ratio (Y) Event Action

100o/o =Y 
< 125o/o Trend Test Company required to submit

linear extrapolation of the RBC

ratio for the next Period. lf the
RBC ratio based on the trend
test falls below 10Oo/o, move to
Comoanv Action Event.

75o/oSY<100% Company Action Company required to submtt
RBC plan and financial
projections and imPlement the
olan accordinqlv.

SQo/o 3 Y <75o/o Regulatory Action lC authorized to issue Corrective
Orders.

Y <50% Authorized and
Mandatory Control

lC authorized and required to
take control of the company.
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3. Company Action Event shall refer to any of the following events:

a) RBC ratio of the company is less than 100% but not below 75o/o, or

b) Trend Test has failed, in the event that all have occurred:

i. The RBC ratio computed for the period (i.e. first quarter) is less than
125% but is not below 100%;

ii. The RBC ratio has decreased over the past period; and

iii. The difference between RBC ratio (presented in (i) above) and the
decrease in the RBC ratio (presented in (ii) above) over the past
period is less than 100%.

3.1. ln the event of a Company Action Event, the company shall file with the

lnsurance Commissioner within fifteen (15) days, upon receipt of notice

from the lC, an RBC Plan that shall:

a) ldentify the conditions that contributed to the event;

b) Contain proposals of corrective action that the company intends to

take and that would be expected to result in the elimination of the

event;

c) Provide projections of the company's financial statement for at least

eight (8) quarterly periods with and without the proposed corrective

actions, including but not limited to projections of the Balance Sheets,

Analysis of Operations, Surplus Accounts, RBC Exhibits and Lines of

Business information relevant to the RBC plan.

d) ldentify key assumptions impacting the company's projections and the

sensitivity of the projections to the assumptions; and

e) ldentify the quality of, and problems associated with, the company's

business, including but not limited to its assets, anticipated business

growth, surplus strain, extraordinary exposure to risk, mix of business

and use of reinsurance, if any, in each case.

3.2. The lnsurance Commissioner shall notify the company within thirty (30)

days upon submission of RBC plan whether it may be implemented or is

unsatisfactory. ln case of the latter, the lC shall include reasons why it

finds the plan unsatisfactory and proposed revisions to the RBC plan, and

the company shall submit the revised RBC plan within ten (10) days upon

receipt of notice.
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4. Regulatory Action Event shall refer to any of the following events:

a) The RBC ratio of the company is less than75% but not below 50%;

b) The company fails to submit an RBC plan satisfactory to the lnsurance
Commissioner, if any, within the filing deadline; or

c) The lnsurance Commissioner notifies the company of its failure to adhere to
its RBC plan, and wherein the failure shall adversely affect the company's
ability to eliminate the Company Action event in accordance with the

approved RBC plan.

4.1. ln the event of a Regulatory Action Event, the lnsurance Commissioner is

authorized to:

a) Require the company to submit an RBC plan within fifteen (15) days of
the event;

b) Perform such examination or analysis, as deemed necessary, of the

company's accounts, operations and RBC plan; and

c) Subsequent to the examination or analysis, issue a Corrective Order

specifying corrective actions the company is required to undertake.

4.2. The lnsurance Commissioner may retain actuaries and other consultants

as necessary to review the company's accounts, operations and RBC plan

and to formulate the necessary Corrective Orders and the fees and costs

of which shall be borne by the affected company.

5. Authorized and Mandatory Control Action Event shall refer to any of the

following:

a) The RBC ratio of the company is less than 50%; or

b) The lnsurance Commissioner notifies the company of its failure to

satisfactorily respond to a Corrective Order as stated in Section 3 (a.1.c)

above.

5.1. ln the event of an Authorized and Mandatory Control Action Event, the

lnsurance Commissioner is authorized to place the company under

regulatory control in the best interests of the company's policy holders

and creditors and of the general public.

Section 4. Reportorial Requirements

1. Every insurance company is required to accomplish and to submit three (3)

quarterly and an annual reports together with the required reports and plans as
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' discussed and enumerated in Section 3. Templates for quarterly and annual
reports will be provided to the industry by the lC.

2. The three (3) quarterly submissions shall be submitted within two (2) months
after the end of each reporting period, while the annual report for the period

ending 31st of December shall be submitted on or before the 30th of April of the
succeeding year. The table below shows the periods covered with their
corresponding submission dates:

Period Covered Due Date
As of 31 March 31st of Mav
As of 30 June 31stof Auoust

As of 30 Seotember 30th of November
As of 31 December 30th of Aoril

3. Failure to submit the reports and plans required in Sections 3 and 4 within due
date shall be subject to penalties as determined by the lnsurance
Commissioner.

4. All submissions shall be duly signed by the preparer, together with the Chief
Financial Officer (CFO) or its equivalent.

5. All insurance companies shall cause the records and reports to be kept in a
convenient manner as possible.

6. All insurance companies shall retain the records and submissions made with the
lC for a period of not less than ten (10) years.

Section 6. Confidentiality

With the exception of the RBC templates and schedules that will be released by the
lC to the industry, all other disclosures and RBC plans filed with the Commissioner
shall be kept confidential in the same manner as the other statements and reports
required by the lC.

Section 7. Compliance with Minimum Statutory Net worth

The company shall, in addition to its compliance with the requirements of this
Circular Letter, shall comply with the minimum net worth requirements as provided
in Section 194 of the Amended lnsurance Code.

Section 8. lmplementation and Effectivity

The requirements in this Circular Letter shall be implemented on 01 January 2017.

Section 9. Miscellaneous Provision

1. The !C shall review and change this RBC framework as deemed necessary.
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.2. Thre requirements for Pillar 2 and Pillar 3 of the RBC2 framework will be covered
by a separate lC Circular.

3. The issuance of this Circular Letter, upon effectivity, supersedes all previously
issued Circular Letters on RBC.

IS B. FUNA
Commissioner
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