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Sydney NSW 2000

Dear

,

RE: OFFSHORE REINSURERS AND THE REVIEW OF PRUDENTIAL STANDARD LPS 117 CAPITAL
ADEQUACY: ASSET CONCENTRATION RISK CHARGE

We refer to your letter of 4 March 2019 regarding the review by the Australian Prudential Regulation
Authority (APRA) of Prudential Standard LPS 117 Capital Adequacy: Asset Concentration Risk Charge
(LPS 117) and the use of offshore reinsurers.
We have adopted the terms and acronyms used in APRA’s letter where appropriate.
Background
Your letter outlines APRA’s concerns about the use of offshore reinsurance arrangements, especially in the
Group Life market. These concerns can be summarised as follows:
• The increased use of offshore reinsurance creates the risk that APRA will not have adequate
supervision of the life insurance market;
• The need to have robust supervision especially in relation to the superannuation market; and
• The risk that offshore reinsurers may not have a long-term perspective in the Australian market.
APRA’s letter suggests that the asset concentration limits set out in Attachment A of LPS 117 be reduced.
In addition, there would be restrictions placed on the use of related party reinsurers.
The life insurance market in Australia is increasingly being influenced by global trends. The majority of
registered life insurers are not Australian owned (or will cease to be Australian owned in the near future).
The five largest life insurers are controlled by offshore multinational institutions, or are soon to be controlled
by offshore institutions (AIA/CBA, TAL Life/Suncorp, Zurich/Onepath, MLC and AMP). All registered
reinsurers in Australian are foreign owned.
One of the reasons for this trend is that large multi-national insurers have a strong understanding of the
long-term investment in life insurance that is required to ensure capital stability and sustainable profitability.
We understand that this trend poses challenges for regulators, who must increasingly adopt a global
outlook in order to regulate the local market. However, regulators must also be mindful that the imposition
of regulatory and capital burdens may stifle investment appetite, with consequent impacts on competition
and vitality in the local market. The reinsurance market, for all classes of insurance, is a global financial
market which provides diversity and protection for the insurance market as a whole. This is recognised in
international standards, such as the Insurance Core Principles adopted by the International Association of
Insurance Supervisors (IAIS). These principles emphasise the importance of relationships between the
domestic supervisor of the insurer and the international supervisor of the reinsurer (see paragraph 13.2 of
the Insurance Core Principles).
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