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ALTERNATIVE CAPITAL SOLUTIONS FOR REINSURANCE 

Kevin Gomes, Thomas Cherian and Sharanjit Paddam 
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Purpose of your paper: We explore trends in the use of alternative capital solutions for reinsurance 

protection and examine the implications for traditional reinsurers operating globally and more 

particularly within the Australian market.  

 

Synopsis: There has been strong growth in the use of alternative capital solutions for reinsurance in 

recent years, particularly in the US and European catastrophe markets. This is placing increasing 

margin pressure on traditional reinsurers. This paper will explore the causes for the growth in 

alternative capital solutions and whether the growth is likely to continue into the future and become 

more established within Australia. We will also examine the ongoing implications of this growth for 

traditional reinsurers in the immediate future as well as longer term. 
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ENHANCING INSURERS’ FINANCIAL MANAGEMENT BY USING MONTHLY DFA MODELS 

Francis Beens, Scott Collings, Anita Samu, and John Yick 
 

Key words: risk, forecasting, budgeting, capital, DFA, uncertainty 

 

Purpose of your paper: To explore the issues associated with DFA models becoming more closely 

integrated into the financial management of insurance companies, including for monthly 

accounting, monitoring, solvency measurement, and reporting.  

 

Synopsis: DFA models have become standard practice for general insurers in support of their 

strategic planning processes. Measures of profit volatility and the risk of capital erosion are produced 

by these models and used to inform strategic decisions regarding capital adequacy targets, product 

mix, investment strategy, and reinsurance treaty design. The measures produced by these DFA 

models are typically based on a one-year time horizon.  

 

Outside of the annual high-level strategic processes the day-to-day financial management of an 

insurer involves a succession of year-to-date calculations and forecasts (of an accounting, regulatory 

and tax nature) on a monthly or quarterly basis. The time horizon of interest to management typically 

starts at 15 months (when budgets are finalised) and then declines steadily as the months roll by. 

Questions such as ‘what is the likelihood of beating budget?’ regularly arise as the financial year end 
closes in. Responding to questions like this means dealing with a number of issues that are typically 

not addressed by annual DFA models, including: 

 Seasonality in claims costs, premium and exposures 

 Timing of different review processes through the year that cause one-off adjustments to 

results eg. actuarial valuations 

 Business improvement/transformational activities undertaken by management during the 

course of the year  

 Market pricing cycles  

 

The use of DFA models to answer questions like these raises the bar in terms of the design and 

calibration of DFA models as well as the quality of communication required. Our paper will explore 

these issues. 
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REVEALED : THE LEADING ICAAP IN THE MARKET 

Matt Hodson and Kent Wong 
 

Key words: ICAAP, risk appetite, stress and scenario, business planning, risk management, capital 

management, leading practice, analytics, CRO, integrated role of the actuary 

 

Synopsis: Less than 2 years into the ICAAP regime, there are clear areas of best practice emerging 

across a number of ICAAP dimensions. However, in the absence of comprehensive and publicly 

available feedback on all areas of the ICAAP it is not realistic for a single company to be operating 

at ‘leading practice’ for all of these ICAAP dimensions.    In this presentation, we synthesise our 

knowledge gained across more than 100 ICAAP ‘interactions’ (industry surveys, projects, ICAAP 

meetings, workshops), spanning the majority of the general and life insurance markets to give a v iew 

on what ‘best of breed’ looks like for ICAAP and how to extract value from the process.  We will also 

reference international and banking experience of similar regimes. 
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SOLVENCY II, DRAGGING AUSTRALIA INTO EUROPE ONCE AGAIN 

Maiyuran Arumugam 
 

Key words: Solvency II, Europe 

 

Purpose of your paper: To discuss Solvency II, providing a brief background and focusing on lessons 

learned in Europe and applicability of any lessons to the Australian actuarial profession. 

 

Synopsis: European insurers have spent the best part of the last decade preparing for the 

introduction of the Solvency II regime, collectively spending billions of dollars in the process. 

 

The ripple effects have been felt offshore, with regulators also demanding foreign insurers operating 

in Europe align themselves to the principles and practices of Solvency II to ensure their European 

branches are adequately managed, and demanding that foreign operations of European insurers 

align themselves to Solvency II to enable group reporting. 

 

But what are the key lessons from Solvency II? 

I s it all a giant compliance exercise, or is there something more to it for us down under? 

 

In this talk I  will explore a little of the background to Solvency II, some of the challenges faced by 
European insurers and lessons for us in Australia.  
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STRESS TESTING AND CAPITAL – UNDERSTANDING THE TAIL  

Lucy Simpson and Rick Shaw 

 
Key words: Capital, liabilities, 99.5% probability of sufficiency, stochastic modelling, scenarios, stress 

testing, distribution tail. 

 

Purpose of your paper: We will show a number of different approaches to determining liabilities in the 

tail of a loss distribution, to illustrate how simple, pragmatic approaches can be used to support and 

communicate the results of more complex stochastic modelling. 

 

Synopsis: APRA maintains a measure of 99.5% probability of sufficiency for run-off portfolios, as a 

guide to determining the minimum required level of capital. In practice it is difficult to determine, 

with a high degree of reliability, liabilities at a 99.5% probability of sufficiency. This presumes a 

knowledge of the underlying distribution of potential losses in the tail, which is inherently unknowable.  

 

We have developed a number of methods to estimate a prudential capital requirement at a level of 

sufficiency of at least 99.5%, with varying levels of complexity involved in the development of each of 

the methods.  

 

These methods range from using a complex stochastic model through to some simple scenario 
development to illustrate and communicate the impact of tail events. 

 

Rather than relying on a single method, we believe it is appropriate to consider the results from each 

of these models in determining liabilities at a high level of sufficiency and thereby estimate a 

reasonable level of capital for a company to hold. 

 

 


