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1 Introduction 

Insurers’ ICAAP frameworks have been in place for over three years, and it’s a good time to 

consider what’s been done across the market and think about best practice.   

 

This paper summarises our observations of insurers’ ICAAP frameworks, processes and 

documentation, and what constitutes best practice.  It considers ICAAP reviews – how they have 

been done, and what value they have added. 

 

On the more technical side, we discuss: 

 

 Scenarios and stress testing: the challenges of selecting the range of scenarios, modelling 

them, and assessing return periods/probabilities.   

 DFA models and their application in ICAAP modelling 

We consider the link between the results of scenario and stress tests and DFAs and the choice of 

an appropriate target operating range (TOR) for capital, in light of the insurer’s risk appetite and 

circumstances.  We present the results of industry benchmarking of TORs – how does the adopted 

range vary with the type of business and the company structure?    

 

2 We think ICAAP has been a good thing 

The need for ICAAP 

APRA’s intention was for an insurer’s ICAAP to ensure strong linkages between the insurer’s risk 

management, risk appetite and capital management.  Business and strategic decisions would then 

be made taking all of these explicitly into account.  This is illustrated in Figure 1. 

 

Figure 1 – ICAAP Framework 
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The positives 

We have observed a range of positive developments arising from ICAAP implementation, which we 

summarise in Table 1.  While many insurers will already have been doing these things well, in our 

view the ICAAP regime has lifted the level of sophistication across the industry – particularly 

among smaller insurers (see our comments on “fit for purpose” below). 

 

Table 1 – ICAAP’s Positive Impacts 

Area Our Comments 

Focus on capital 
management 

While capital management has always been a central issue, we believe it is 
now given even stronger focus. 

ICAAP means more thought given to capital – and less chance of wishful 
thinking or ignoring issues around capital. 

Capital monitoring has been improved. 

Capital management 
strategy 

In many cases, the strategy has become more sophisticated, with 

- adopted TOR more clearly linked to capital modelling 

- more comprehensive trigger points for management action.  

 

ICAAP has killed the old ‘one size fits almost no one’ regime – where the 
trigger to start worrying about capital was a CAM of 1.2. 

Board involvement APRA has clearly placed the responsibility for ICAAPs with Boards. 

Boards of many insurers have become more involved, and directors (and 
shareholders) have increased their understanding of capital needs.   

Linkage between capital 
management and  risk 
management 

Stronger and more explicit links. 

Risk appetite We’ve seen a general increase in the sophistication of risk appetites, and in 
particular: 

- introduction of probabilistic statements of appetite 

- more quantitative measures of risk tolerance 

- more rigorous assessments of whether companies are operating within 
risk appetite. 

Better understanding of risk 
and volatility 

Stress and scenario testing has increased understanding of potential 
outcomes – and in particular their likelihood. 

Some companies have built DFA models as part of their ICAAP 
implementation. 

Documentation The ICAAP Summary Statement requirements have generally improved 
documentation of capital-related policy. 

The ICAAP Report represents an important summary of capital and related 
outcomes, and the outlook for capital.    

 

We might ask whether having an ICAAP in place has led insurers to make changes, or take capital 

actions, that would not have happened otherwise. It’s hard to say whether any specific action was 

driven by ICAAP, but: 

 

 Many companies will have thought through their potential capital options more thoroughly, 

and are geared up to take corrective action faster 

 Some branches have ‘de-risked’ via changing their business mix (e.g. moving riskier lines to 

Lloyd’s syndicates) or changing reinsurance arrangements 
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 We’ve seen instances where repatriation of capital by branches has been facilitated by 

having a defined upper end of the TOR 

 For some companies without ready access to capital, the development of the ICAAP has 

crystallised a need to reduce the volatility of the capital position (e.g. via reinsurance). 

And the negatives? 

Implementation of the ICAAP framework – while in our view a clear change for the better across 

the industry – has added another set of regulatory rules and requirements: more compliance!  And 

while, as in other areas of interest to APRA, the theory is “principles based”, the reality has been 

fairly prescriptive.    

 

Fit for purpose 

APRA’s GPS 110 says that “a regulated institution’s ICAAP must be appropriate to the regulated 

institution’s size, business mix and complexity of its operations and group structure (as 

applicable).”  Smaller and simpler insurers, particularly those that are branches, can therefore 

consider to what extent ‘best practice’ is appropriate for them. 

 

3 ICAAP documents – industry practice 

There was initial consternation about why two ICAAP documents were needed, and the differences 

between them.  However, most companies got things worked out fairly quickly and have developed 

their own format for each. 

  

Capital policy – the ICAAP Summary Statement (ISS) 

In our view the ISS represents a useful ‘policy statement’ around capital.  It has subsumed the 

insurer’s Capital Management Strategy document. 

 

The ISS tends to get updated annually, and there is usually at least some tweaking required. 

 

Paragraph 12 of GPS 110 sets out what should be in an ISS.  The only requirement that’s not 

usually relevant for insurers is to include a “description of the basis of measurement of capital used 

in the ICAAP”.  Nearly all insurers use APRA regulatory capital (the PCR), and the occasional 

insurer that used something else in the past has generally changed to using the PCR.   

 

Most insurers have continued to produce a separate ISS and Risk Management Strategy, but some 

have combined the two. 

 

ICAAP Report – the year’s story 

We think the ICAAP Report has been useful in focusing attention on the actual capital outcomes 

during a year.  Producing it annually provides a natural prompt for management and Board to 

consider whether changes to the capital strategy or capital management are needed.   

 

In our experience, almost all insurers have produced their ICAAP Report as at the annual balance 

date.  It appears that this fits best with the annual timetable – and it is certainly then more in sync 

with financial reporting and other documents. 
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Since insurers generally update their stress and scenario testing annually, it has been natural for 

the results to sit in the ICAAP Report.  We think this has worked well. 

 

A number of insurers (particularly smaller ones) have taken the option of incorporating the ICAAP 

Report into the Appointed Actuary’s FCR.  This prevents doubling up between the two documents, 

and makes sense particularly when it is the Appointed Actuary who undertakes the stress and 

scenario modelling and capital projection. 

 

Our observations on ICAAP documents 

As for any business document, the style of an ISS or ICAAP Report makes all the difference 

between being a compliance-focused document that no one wants to read and a document that is 

vital and interesting.  While good document drafting is not a topic for this paper, we will observe 

that a table or (even better) a graphic will beat a long paragraph any day!   

 

How long should an ISS or ICAAP Report be?  While there is obviously no universal answer, we 

observe that (like other documents) they are often longer than they need to be – often with 

duplication of material that appears elsewhere.  There is a tendency to add material from time to 

time, and not to ‘prune’ regularly.  It’s worth having a critical look at the content from time to time; 

for example, an ISS may start with a one-page preamble that is now out of date, and could be 

removed or shortened.      

 

Our observations on the length of ICAAP documents, looking at those produced by a range of 

insurers: 

 

 The ISS: 

► Typically a 10-35 page document.  We think more than 20-25 pages is probably 

getting a bit too long.    

 ICAAP Report: 

► Length varies more widely – from about 10 pages to over 70.  Here, the larger and 

more complex insurers will naturally have a greater volume of relevant material 

(breakdowns by business division etc).   However, we would once again encourage 

brevity, and streamlining where possible  

► Minimising overlap with the FCR is helpful. 

4 ICAAP reviews – have they hit the spot? 

All insurers have had their first full (three-yearly) ICAAP Review.  We have seen only a small 

number of companies take the ‘rolling review’ option – where the review of different elements of the 

ICAAP can be spread over three years (but each must be looked at least three-yearly). 

 

We’ve seen reviews undertaken by a range of professionals: 

 

1. Risk management experts 

2. Actuaries – noting that the Appointed Actuary has (as expected) not been considered 

sufficiently independent 
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3. External auditors (who may have skills in the 1 and/or 2 camp) 

4. Internal auditors. 

We observe that the focus of each review has reflected the focus and skill base of the reviewer: 

 

 Internal auditors may, understandably, focus strongly on process and deadlines 

 If the reviewer is a risk management expert, the review produces risk management-related 

findings 

 If the reviewer is an actuary without risk management capabilities, the findings tend to be 

‘actuarial’ (e.g. comments on the stress and scenario tests) and not relate to the risk 

management aspects. 

We believe that the most effective reviewer is an individual, or firm, who can cover both angles – 

the numbers and the qualitative side – and focuses on the quality of the framework rather than 

process.  Perhaps this is something for insurers to reflect on when planning for their second review. 

 

Not surprisingly, we’ve seen a range of usefulness of ICAAP reviews.  Sometimes, the review has 

ended up as a boring compliance exercise, and at the other extreme some companies have been 

faced with findings/recommendations that appear to go beyond what is reasonable.  For most 

companies, there’s been some value in the review.       

   

5 APRA’s feedback has been mostly positive 

It appears that APRA has generally been pleased with the implementation of ICAAPs. 

 

After the first round of ISS preparation, and then later after the first ICAAP Reports were produced, 

APRA gave feedback to the industry on what it saw as best practice and where it saw 

improvements were needed.  The result was greater clarity about APRA’s expectations, combined 

of course with some further prescription around the detail of the reports. 

 

6 The real test will come 

To date most insurers have had few issues holding capital at the top of, or above, their TORs: 

 

 The industry as a whole has been reasonably profitable since the introduction of ICAAP 

 For insurers with an overseas parent or shareholders, the investment returns available in 

Australia on surplus capital have generally been higher than what can be achieved in the US 

or Europe, so it has made sense to keep capital in Australia.   

The real test of an individual insurer’s ICAAP will be how it works (and how it helps) when capital is 

an issue – when the company is undergoing significant change, or financial difficulties. 

 

Having ICAAPs in place should also assist when the industry capital environment becomes 

strained, e.g. due to catastrophe events, or deterioration in the liability environment.  ICAAPs will 

facilitate capital actions and therefore ‘recovery’ (to the extent that recovery is possible).  
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7 Understanding volatility: scenario and stress testing 

This section discusses the technicalities of ICAAP modelling – what companies are doing, and how 

they are using it.  

 

Selecting scenarios 

As required by APRA, each insurer has developed a set of scenarios which test the volatility of the 

capital position.  As well as single factor scenarios, APRA is keen to see the impact of combined 

scenarios, where the insurer is impacted by two or more unfavourable outcomes simultaneously. 

 

The scenarios will naturally be designed to reflect the specific risks faced by the individual insurer – 

for example, the impact of property catastrophe events is relevant for (some) property insurers, but 

not usually for insurers writing only liability. 

 

Development of the scenarios is usually a joint project between management, board and Appointed 

Actuary – with the actuary usually being responsible for the modelling.  Some boards have been 

very enthusiastic about designing a broad range of ‘black swan’ style scenarios, finding it an 

interesting intellectual exercise. 

 

Insurers will normally model between 10 and 20 scenarios, including reverse stress tests. Table 2 

shows the typical range of scenario types – along with observations from benchmarking of insurers’ 

approaches.  The insurers we benchmarked ranged from large listed companies to very small 

branches of overseas insurers (full disclosure: most of the companies are Finity clients). 

 

Table 2 – Scenario Types 

Scenario type Usually modelled? 

Deterioration in claims environment 

OSC blow-out 

All model this 

Inadequate premiums or premium rates 

Higher loss ratio for new business 

All model this 

Counterparty impairment or failure 

(reinsurer or other) 

Modelled by most insurers 

Poor investment performance Modelled by most insurers 

Economic downturn Modelled by most insurers 

Operational risk event, such as fraud Modelled by about half of insurers 

Single severe natural catastrophe event Modelled by most (where applicable) 

Multiple severe natural catastrophe events Modelled by most (where applicable) 

Reverse stress tests Nearly all insurers include these 

 

Some risks do not challenge the capital position.  For example, an unexpected increase in 

business volumes may not negatively impact capital coverage; the risks may be more operational 

in nature, and better dealt with by the risk management framework rather than the ICAAP.  

However, in our view including such scenarios in the ICAAP modelling is helpful – in order to 

demonstrate that they would not harm the capital position.  
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An example 

Here are the scenario testing results for a fictional insurer, PAACI, which writes a mix of long and 

short tail classes and has a TOR for its CAM of 1.6 to 2.0.    

 

Table 3 – PAACI Scenario Tests 

Scenario PCR

Capital 

Base CAM

CAM: drop 

from Base 

Proj

Return 

period

$m $m yrs

Starting Point - Jun 16 56 121 2.18 

Scenarios: Projected Position at Jun 17

Base Projection 59 135 2.29

Claims Cost Scenarios

Higher LR for new exposure: +30 LR pts 1 62 128 2.07 (0.22) 20

30% increase in run-off claims costs 2 60 97 1.60 (0.69) 25

1 in 200 yr Property cat 3 67 77 1.15 (1.14) 200

1 in 10 yr Property cat 4 60 118 1.96 (0.33) 10

Asset/Investment Scenarios

Reinsurer downgrade: Grade 3 to Grade 5 5 60 115 1.92 (0.37) 250

MyBank fail, 80% recovery 6 59 112 1.90 (0.39) 200

1 in 20 year economic downturn 7 58 107 1.84 (0.45) 20

1 in 100 year economic downturn 8 57 84 1.48 (0.81) 100

Operational Failure

$20 million unplanned loss (before tax) 9 59 101 1.72 (0.57) >25

Combined Scenarios

Scenarios 1 + 2 C1 63 116 1.84 (0.45) 40

Scenarios 1 + 4 C2 82 142 1.74 (0.55) 25

Reverse Stress Tests

From current CAM (2.18): run-off costs 46% higher R1 67 67 1.00 50

From bottom of TOR (CAM 1.6): Scenario C2 R2 70 69 0.99 25

 

The scenario outcomes can be summarised in a chart that quickly conveys their relative impacts; 

see Figure 2. 
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Figure 2 – Scenario Outcomes 
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Two scenarios take PAACI below its TOR: Scenario 3 (30% increase in liability run-off costs) and 

Scenario 8 (1 in 100 year economic downturn); these have estimated return periods of 20 years 

and 100 years respectively. 

 

Sensitivity or scenario? 

Most of the scenarios typically modelled could be viewed as sensitivity tests on the business plan, 

and this makes sense in the context of looking at capital impacts.   Considering full-blown 

scenarios – such as a period of hyper-inflation, or a pandemic – can be useful in the wider risk 

management context, and demonstrate the company’s capacity to think about a wider range of 

possibilities.   

 

One year or multi-year time horizon? 

APRA specifies that scenarios are modelled over a one-year horizon.  This makes the modelling 

(including attaching a return period) reasonably straightforward, and we haven’t seen any insurers 

depart from the one-year scenario approach. 

 

Some scenarios make more sense as multi-year scenarios – for example, a deterioration in liability 

claims costs would be expected to emerge over a number of years, and the extent of deterioration 

may not be recognised for some time.  A multi-year scenario should allow for actions which would 

be taken by management, which are of course difficult to predict over multiple years.  It’s also 

difficult to attach meaningful probabilities to a complex multi-stage scenario with management 

responses. 

 

Reverse stress tests 

The reverse stress test answers the question: what does it take to get us into trouble?  And in the 

context of ICAAP the trouble is usually the capital base dropping to the PCR (CAM = 1).  Of course 

it’s worth noting that a CAM of 1, an insurer is still well and truly solvent! 
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It’s useful to know what could ‘break’ the company over the next year, and this is usefully 

measured from both the current capital position and the bottom of the TOR, as modelled by PAACI 

in scenarios R1 and R2. 

 

If an insurer is sitting within or above its TOR, things should (and do) need to go very wrong in 

order to reduce the CAM to 1.   

 

Assessing return periods 

One of the technical challenges of scenario and stress testing is assessing the return periods of the 

scenarios.  At Finity we’ve developed some standard approaches, which are set out in Table 4. 

The return periods derived using the more technical approaches should be viewed as guesstimates 

only, and subjected to a reality test: the real world generally has ‘fatter tails’ than statistical 

distributions, and it’s easy to underestimate the likelihood of unfavourable events.   

 

Table 4 – Assessing Scenario Return Periods 

Scenario  Possible Approach 

Higher loss ratio – past claims 
(OSC blow-out) 

Assume distribution of claims costs implied by OSC risk 
margins – use distribution to estimate probability. 

Higher loss ratio – future claims Assume distribution of claims costs implied by premium 
liability risk margins. 

Premium growth different from 
budget 

Consider historical experience compared to budget, 
discuss probabilities with management. 

Property cat event Use results of insurer’s cat modelling – best suited for 
long return periods (50 years or more). 

Estimate based on insurer’s own experience – for shorter 
return period events (up to, say, 10-20 years)  

Impairment/failure of 
investment counterparty 

S&P publishes table of likelihood of failure/downgrade 
depending on current rating.   

Assumes counterparty is rated by S&P. 

Downgrade or failure of 
reinsurer 

Use S&P tables. 

Economic downturn Economic models. 

Industry or APRA estimates. 

Operational loss (e.g. fraud, 
rogue underwriter) 

Difficult! 

This will likely be a subjective assessment based on 
specifics of insurer’s operational set-up and effectiveness 
of operational risk controls. 

Combined scenarios If the scenarios are truly independent, this is easy. 

They usually won’t be – so need to make a judgement 
about the combined probability. 

 

In relation to operational losses (fraud etc) – where estimating probabilities is very difficult – some 

will conclude that modelling these is a waste of time.  It might be more useful to ask a different 

question: how much could we afford to lose before it gave us grief?  Any remedial action would sit 

within the risk management framework. 
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Management responses 

APRA expects that the commentary on the stress and scenario tests will discuss the likely 

management responses to the scenarios.  In some cases management responses may lessen the 

severity of a scenario.  We don’t think you need to comment in this way on all scenarios – perhaps 

just on the subset of scenarios which are ‘plausible’ (probability not remote) and have a significant 

impact on the capital position.   

 

Testing consistency with risk appetite 

If the insurer’s risk appetite incorporates a probabilistic statement, how does the scenario and 

stress testing help you assess whether you’re within risk appetite? 

 

For example, our insurer PAACI’s risk appetite statement includes the following risk tolerance: 

“Less than 10% probability of the CAM falling below 1”. 

 

How do the scenarios and stress tests help us decide whether PAACI is within risk appetite?  First, 

it makes sense that the probability of falling below 1 must be less than 10% from any point in the 

TOR – including the bottom of the range.  We can make these comments: 

 

1. Scenario R2 (probability 4%) tells us that there is at least a 4% probability that the CAM will 

fall below 1 from the bottom of the TOR range 

2. Scenario R1 (probability 2%) takes PAACI below 1 from the current CAM, so will naturally do 

so from the bottom of the TOR 

3. There must be other scenarios that will take the CAM below 1 from a starting CAM of 1.6. 

The key (and tricky) question is: does the total probability of the relevant scenarios add up to more 

than 10%?  All we know for sure (assuming our modelling and probabilities are correct) is that the 

total probability is more than 6%. 

 

Without a DFA (which we’ll talk about next), we can’t answer the question mathematically.  We 

could do some more reverse stress tests, and consider their combined probability.  We can’t just 

add up all of the individual probabilities – as the scenarios won’t be totally independent.  And no 

matter how many reverse stress tests we do, we won’t have covered all possibilities…In the end, 

our assessment of whether PAACI is within its capital risk tolerance is a (well-informed) judgement.   

 

A DFA model is useful 

A DFA (Dynamic Financial Analysis) model adds a great deal to the understanding of volatility of 

the insurer’s capital level, the range of financial outcomes and their probabilities.  A typical DFA 

model will model the uncertainty in claims and investment outcomes, and produce thousands of 

simulations.  The key uses of the DFA output in the ICAAP context are set out in Table 5. 
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Table 5 – Use of the DFA in ICAAP 

Use Comments 

Probability of specified 
outcome 

The key DFA output is a distribution of 
outcomes over the specified time horizon. 

This allows identification of the probability of a 
defined outcome e.g. the likelihood of the CAM 
dropping to below the TOR over the next year, or 
the likelihood of a negative investment return. 

Identify scenarios of 
specified likelihood 

The DFA outputs can be used to ‘bring to life’ the 1 
in 10, 1 in 100, 1 in 200 (etc) scenarios: 

1. Pick a probability 

2. Identify the specific DFA simulations which 
cluster around that probability 

3. Identify what drove the results in the 
simulations.   

Reverse stress test: 

Identify events that 
could reduce the CAM 
to 1. 

Extract a range of DFA simulations that result in a 
CAM of 1. 

Identify what drove the results in these 
simulations.   

 

A DFA model can also help when setting the TOR.  We discuss this in more detail in the next 

section. 

 

As with any model, the quality of the DFA results reflects the quality of the assumptions going in, 

and there is certainly no single set of ‘correct’ assumptions.  It will be up to the DFA’s owner to 

make sure that the model’s nature, strengths and limitations are understood by management and 

Board members.   

 

Having a DFA doesn’t fully replace scenario and stress testing; the two will provide different 

insights.  One way of checking the quality of the DFA model is to compare key results to the stress 

and scenario testing, as the two sets of results should be at least broadly consistent!   

 

The costs/benefits of building a DFA model will need to be weighed up in each situation.  About 

half of the insurers we benchmarked undertake DFA modelling as part of their ICAAP. 

 

8 Target Operating Range 

Defining the range 

The TOR defines the range within which the capital position is ‘comfortable’ – neither too high nor 

too low.  

 

Defining the TOR is not all science, and it’s not all art either.  The scenario and stress testing (and 

DFA if there is one) can help, but in the end there’s a judgemental overlay to come up with the 

TOR.  This needs to take into account the volatility of the capital position, as well as the availability 

of additional capital.   
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Volatility of the capital position 

A DFA model can help with articulating how comfortable a board is with capital volatility, and 

therefore where the lower end of the TOR should sit.  The probability of capital falling below the 

PCR can be shown as a function of the starting CAM; see Figure 3.  It will also be helpful to think 

about the starting position in dollar terms (e.g. starting position of $40 million excess capital), as 

well as CAM, as this will often be more meaningful to the audience.  

 

Figure 3 – DFA Results: Probability of Impairment 
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In this example, a starting CAM of 1.5 results in a probability of about 4% of the CAM falling below 

1, and this could make 1.5 suitable as the lower end of the TOR. 

 

Availability and need for additional capital 

All other things being equal, readier access to capital means the TOR can sit lower.  Table 6 sets 

out some circumstances in which a lower TOR may be appropriate, along with actual observations 

from our benchmarking.  
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Table 6 – All other things being equal, the TOR can/will be lower for… 

Characteristic(s) Justification for lower TOR Benchmarking findings 

Subsidiaries and 
branches 

Access to capital from parent or 
home office 

(assuming no shortage of capital 
there) 

TOR sits 0.1–0.2 lower for subsidiaries 
and branches, compared to other non-
listed companies. 

Long tail insurers (lots 
of CTP, workers 
comp, or liability 
exposure) 

The PCR is much higher for long tail 
classes than for short tail, reflecting 
the risks of long tail business.  

While things can go really wrong over 
a period of time (think liability crises), 
management also has more time to 
intervene than with short tail lines. 

The TORs for pure long tail insurers 
tend to be higher than for pure short 
tail.  

This goes against the justification 
we’ve set out here for lower TORs.  
Perhaps the higher PCR is not enough 
to put minds at ease? (A case of 
people liking margins on margins?) 

 

Heavily reinsured 
companies 

Lower volatility Hard to assess from our benchmarking 

Multiline insurers Lower volatility – diversification TOR range appears to sit slightly lower 
for multiline insurers. 

Listed companies ‘Higher stakes’ for listed insurers – 
ROC expectations. 

TOR range sits 0.3–0.5 lower than for 
non-listed insurers 

 

 

Defining the bottom of the TOR is generally far more important than defining the top; however, at 

least in theory there’s a CAM above which projected profits can’t produce an acceptable return on 

capital.  Insurers will often have an (understandable) aversion to reducing their capital level – 

especially in cases where APRA’s agreement is needed for a reduction.  

 

Triggers for management action 

It is good practice to define a range of CAM trigger points for management action – usually at least 

a few, which will always include the top and bottom of the TOR.  A simple example of the CAM 

zones is illustrated in Figure 4.  
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Figure 4 – Triggers and Actions 

Above TOR
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Bottom of TOR

Worry zone

CAM = 1

You've probably lost 
control of the company if

CAM falls below 1
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Many insurers will also include an additional trigger point towards the bottom of the TOR – where 

the action will be to consider whether the CAM is likely to continue to trend downwards, towards 

the bottom of the range, or is expected to naturally recover and stay within the TOR.  The 

responses will differ in these two situations.  

 

We note that if a company is not prepared to let its capital position to fall below the TOR – i.e. it 

never wants to enter the ‘worry zone’ – it is effectively operating with buffers on buffers.  While this 

may not be a problem, it’s worth keeping things in perspective.    

 

Benchmarking 

 Most insurers have a defined TOR, though some do not define a top 

 Some insurers have a preferred position within the TOR – a genuine ‘target CAM’ 

 Most have at least one trigger point for actions below the bottom of the TOR 

 A modest proportion of insurers define additional trigger points within the TOR.   

The listed insurers – who naturally need to focus strongly on return on capital – tend to sit within 

their TORs, and manage their capital positions actively.  They will tend to make plans to reduce 

capital when they move above the TOR (special dividends, or share market buybacks).   

 

Small to medium insurers are currently generally sitting above their TORs, and appear quite 

comfortable doing this! 

 

With ICAAP being relatively new, it’s possible that there’s been an element of TORs being set to 

match the current capital levels.  We think this is true, but don’t necessarily see that as an issue.   
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9 The future of ICAAP 

Generally, we see ICAAP working effectively and therefore no obvious need for change or 

improvements.  We expect gradual evolution, potentially along the following lines: 

 

 Further refinement of risk appetite statements – more granularity, more 

quantitative/probabilistic statements of tolerances  

 Refinement of TORs and trigger points 

 Streamlining of ICAAP-related documents – ISS, ICAAP Report 

 Increasing expectation of value-add from ICAAP reviews. 
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