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This presentation has been prepared for the Actuaries Institute 2015 

Actuaries Summit.  

The Institute Council wishes it to be understood that opinions put forward 

herein are not necessarily those of the Institute and the Council is not 

responsible for those opinions. 
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Introduction 



Introduction 

• Internationally we are experiencing an unprecedented level of growth in 
regulation and regulatory supervision relating to risk and capital management 

• International supervisory alignment is strengthening 

• Australia’s has been well positioned with LAGIC, but the sands are beginning 
to move again 

• Insurers need to be clear on the benefits and challenges of compliance with 
the many risk and capital management regulations and standards 

• Investment should be directed at areas where benefits can be realised and 
expectations are only going to increase 

• A long term mind set will be both cheaper and provide you with a 
competitive advantage 



Stocktake 



Stocktake – regulatory driven journey 
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LAGIC 

• Risk-based calculation (SII consistent) 

• More explicit calculation  capital 
typically more volatile 

• Some larger stresses  changed 
profitability dynamics 

• Three-Pillar risk management structure 

Solvency III 

• “Please don’t mention this” 
CPS220, CPS510, etc. 

• Role of the Board and its committees 

• RAS, RMS, RMF 

• Risk culture 

IAIS Insurance Capital Standard 

• APRA expected to align 

• Further development of 
GSII/DSII  model in Australia 

G-SII 

• BCR and HLA 

• RRP (living will) 

• SRMP 

Solvency II 

• A greater focus on use, integration 
and embedding of risk management 
and internal models 

Future developments 

• Including APRA alignment 



Liquidity Risk 

Insurance Risk

Market Risk

Credit Risk

Operational Risk

Pillar 1
Quantitative 

Requirements

Required Capital

Eligible Capital

Quality of Capital

Pillar 2
Qualitative 

Requirements & 
Rules on Supervision

Risk Management & 
Capital Management 
practices (“ICAAP”)

Supervisory adjustment

Pillar 3
Supervisory 

Reporting and Public 
Disclosure

Transparency 

Disclosure requirements

APRA’ s “LAGIC”

Stocktake – Australia: where are we now? 

Pillar 1 

• Focus to-date has been on calculations 

• Outstanding development areas: 

i) understanding volatility, 
ii) explanation to stakeholders, and 
iii) improving streamlining processes 

Pillar 2 

• ICAAP introduction over last few years 

• Recent updates including CPS220, 510, etc 

• Primarily compliance-led implementation – 
minimal value add yet 

Pillar 3 

• “New” reporting requirements still being 
streamlined – particularly consistency across the 

business. 

• Transparency – data disclosed by APRA changed 
2013 – institutional level data now published 

 



Investing wisely 



Investing Wisely – your challenges 

Topic 2012 

Focus 

2015 

Benefit 

Future 

Direction 

Risk appetite & tolerance setting 1 H  

Target capital policy & monitoring 2 H  

Engagement with Board 3 H  

Scenarios/stress modelling 4 M  

Assumption setting within Pillar 1 5 L 

ICAAP documentation 6 L 

Quality of capital assessments 7 L 

ROC assessments =8 L 

Risk governance & monitoring processes =8 M  

Data quality, availability 10 M  

Economic capital models & assessment =11 M 

Risk culture, embedding & use =11 M  

Reporting framework for ICAAP outcomes 13 L 

Aligning personal incentivisation & 

rewards 
14 H  

• In 2012 Deloitte 
Australia surveyed 
insurers’ key 

challenges in 
preparing for 
compliance with  

LAGIC, and the 
findings are listed 
across 

• Requests to assist 
with LAGIC 
compliance have 
only increased since 

1st January 2013 

• Regulatory focus 
and opinion only 

continues to 
intensify 

“Directors will…develop a view of risk culture from 

their dealings with management. But they can 

and should go further than this, and do so 

systematically.” 
(APRA, Soft Stuff, Dec 2014) 

• Improvement in APRA’s data and statistics 

disclosure 

• Increased use of data analytics 

• Release of CPG235 Managing Data Risk (Sept 

2013) 

“Two areas that were often poorly addressed 

were Independent Review and Stress Testing.” 
(APRA, A Look through the Rear View Mirror & The Road 

Ahead, June 2013) 

“There is also widespread need for improvement 

in the use of stress testing, and we will give this 

particular attention in our supervision”  
(APRA , Views from APRA, Feb 2014) 

“We continue to see improvement in risk appetite 

statements and in board engagement in their 

operation, but improvements are still needed on 

both for many insurers” 
(APRA , Views from APRA, Feb 2014) 



Investing Wisely – risk appetite 

• Risk appetite can be used to  make faster decisions and  
validate these 

• Risk appetite underpins a culture and process of making 

informed decisions  

• Better aligning top down direction and strategy with 
bottom up information and insight  

• A deeper understanding of capacity to take risk Risk 
Appetite 

Strategic 
Planning 

Risk Culture 

Governance 

Reporting Incentives 

Portfolio 
optimisation 

Stress 
Testing 

Challenges 

Benefits 

• Not going into too much detail too quickly and loosing 
your audience 

• Focussing too much on bottom up risks, and not on 

strategic performance measures 

• Articulating the statement is a way which supports 
pragmatic decisions 



Investing Wisely – Scenario/Stress Modelling 

1 

2 
3 
4 
5 

Tangibility 
“War games” with Board to test RAF and 
management actions. 

Preparedness 
Pandemic scenario to test management actions, 
including external interaction. 

Coordination 
Scenarios used to test operational procedures 
(eg fraud, unit pricing, BCM). 

External perception 
Refining stress/scenario testing to improve 
regulatory compliance. 

Preparedness 
Reverse stress testing to understand interaction 
between business failure and RA. 

Challenges 

Benefits 

• Preparedness – pre-agreed and realistic actions for a 
range of possible situations; “see the unforseen” 

• Engagement – stronger Board/management interaction 
through the preparation process 

• Tangibility – bringing scenarios to life, “explaining” the Risk 
Appetite Statement 

• Coordination – between RAS, RAF and BAU 

• External perception – improved standing with APRA and 
credit agencies 

• Risk culture – pragmatic scenarios help in shifting risk 
culture 

• Overcoming “groupthink” 

• Developing practical scenarios (ie not academic) 

• Agreeing and modelling scenario management actions 



Investing Wisely – Engaging the Board  

• Aligning strategy, risk, capital and appetite 

• Direction (prioritisation and investments) from the 
board which is more considerate of the external 

environment, internal capabilities and risk capacity 

• Setting a risk culture which supports the strategy  

• Further oversight and challenge on a risk basis 

• Testing and enhancing the strategy 

 

 

• Making it real for the Board members 

• Keeping them at an appropriate level of detail 

• Achieving a collective view from many board 
members 

Challenges 

Benefits 



Investing Wisely – Data quality and risk mgt. 

Challenges 

Benefits 

• Analytical benefits – improved customer insights: targeted 
marketing, better risk assessment, retention management, 
etc. 

• External perception – strategic direction and financials 
more robust 

• Faster strategic execution – decision making made better, 
easier and faster (Management Information) 

 

 

 

• Producing quality Management Information 

• Compliance burden balance 

• Legacy systems 

• Time and cost 

• Not just collect data but use it to drive strategy and 
behaviors 

01 

02 

03 

04 

05 

Define “data” 

Process mapping 

Gap analysis and closure 

Ongoing governance 

Management Information for 
ongoing monitoring 

06 Regular review process 

Case Study – Solvency II 



Looking forward 



 
 

 
 

Future 
Looking forward 

Unknowns: 

• APRA alignment with international bodies 

• G-SII – expansion and domestication 

• ICS – resulting changes to LAGIC 

• Solvency III 

 

CPS220,  

CPS510, etc 

 

LAGIC 

Pre- 

LAGIC 

50%

38%

12%

A lot more A moderate
amount more

Things have
settled

The majority of respondents see more 

regulation looking in Europe and Asia: 


