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Dear Sir/Madam, 

Consultation: Capital settings for longevity products 

The Actuaries Institute (the ‘Institute’) welcomes the opportunity to provide feedback to the Australian 

Prudential Regulation Authority (‘APRA’) response paper titled ‘Adjustments to the capital settings for 

longevity products’ issued on 29 October 2025 (‘Response Paper’) and accompanying draft standards 

(‘Draft Standards’). This follows our earlier submission dated 25 July 2025 in response to the APRA 

Consultation Paper outlining proposals designed to improve the capital framework for annuity products 

(‘Consultation Paper’).  

The Institute is the peak professional body for actuaries in Australia. Our members work in a wide range 

of fields including insurance, superannuation, investments and retirement incomes, banking, enterprise 

risk management, data science and AI, climate change impacts and government services. The Institute 

has a longstanding commitment to contribute to public policy discussions where our members have 

relevant expertise. The comments made in this submission are guided by the Institute’s ‘Public Policy 

Principles’ that any policy measures or changes should promote public wellbeing, consider potential 

impacts on equity, be evidence-based and support effectively regulated systems. 

The Institute believes that many Australian retirees could enjoy higher standards of living if lifetime 

income products such as annuities played a larger role in the retirement system. When considered 

among the mix of product solutions for funding retirement, annuities distinctly deliver a guaranteed 

income stream. We therefore see annuities as an effective option for retirees wanting to increase 

confidence and manage the risk of exhausting their own financial resources during retirement (longevity 

risk). 

Summary Comments 

Our overall view is that APRA’s revised proposals represent a significant step towards removing some 

of the excess conservatism inherent in the current standards, and in improving the capital framework 

for longevity products overall.  

We specifically support APRA’s revised proposals set out in the Response Paper and Draft Standards, 

notably: 

• The addition and design of the Advanced Illiquidity Premium (‘Advanced ILP’) as a risk-sensitive 

spread less a risk allowance.  We welcome the introduction of an appropriate reference portfolio 

which is intended to be more reflective of an insurer’s liabilities and investment strategy. 
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• The level of risk controls being more proportionate to the capital relief available compared to the 

current standards. 

• The application of the Advanced ILP, including adjustment of the long-term rate implementation 

period, increase of the long-term ultimate rate and removal of the cap that may otherwise apply 

to the Advanced ILP. 

• The principles-based approach for determining longevity product eligibility, which we view as 

appropriate in the context of enabling innovation in the market for longevity products. 

• The additional risk controls and attestations, including the proposed cashflow matching test and 

the Advanced ILP declaration by the Appointed Actuary (‘AA’).  

• The closer alignment to comparable peer jurisdictions.  

Notwithstanding the above, we believe there remain some areas of excess conservatism in the 

calibration of certain parameters in the Advanced ILP calculation and the application of stress scenarios 

to the Advanced ILP under LPS114. 

We suggest: 

• A risk allowance of 35% or lower of the long-term average spreads (‘LTAS’) on the 

reference portfolio should be adopted. 

We agree with APRA’s aim of improving alignment with comparable peer jurisdictions. However, 

we note the following: 

o The proposed 45% risk allowance is high in comparison to other international 

jurisdictions. We note that the fundamental spread under Solvency II, broadly equivalent 

to APRA’s proposed ‘risk allowance’, is calibrated to 35% of LTAS on a reference 

portfolio. In a matching adjustment environment such as Solvency II, materially all of the 

illiquidity premium inherent in the insurer’s asset portfolio is recognised within the insurer’s 

capital base. Given that the asset portfolio backing a book of lifetime annuities is highly 

likely to include a proportion of illiquid assets, it follows that an insurer in a matching 

adjustment environment will have a higher capital base than an identical insurer in a 

reference portfolio environment. As such, we consider 35% should represent a ceiling for 

the risk allowance adopted by APRA. 

o We estimate that in setting the risk adjustment at 45%, there are likely to be (potentially 

lengthy) periods where the floor of the Standard ILP will apply, limiting the intended capital 

relief benefits of the Advanced ILP, particularly for higher quality reference portfolios and 

in periods of tight credit spreads (as is the case currently/recently).  As a consequence, 

all else equal the pricing of lifetime income products will be higher than otherwise. We 

note that the 45% factor may also have the unintended consequence of industry 

participants seeking lower quality reference portfolios with higher long-term spreads in 

order to attract a higher ILP. This would be contrary to APRA’s desired outcome of 

introducing a degree of prudence in the risk allowance. 

Our overall suggestion is to ensure the risk allowance is a suitably prudent but not overly 

conservative parameter that is comparable to international jurisdictions, and we view 35% as an 

appropriate ceiling in this context.  

• APRA should consider increasing the proposed “Adjustment Factors” to 100% in LPS114 

due to a prudent allowance for defaults within the Advanced Illiquidity Premium and a 

framework of control and stress testing by the Appointed Actuary to manage any basis 

risk. 
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The proposed Adjustment Factors applied to the Advanced ILP for the purposes of LPS114 serve 

to overly dampen the capital relief for insurers, by increasing the level of capital required to be 

held against spread widening.  LPS112 already includes a risk allowance within the calculation of 

adjusted policy liabilities which reflects a prudent allowance for long term defaults. In the 

Response Paper APRA sets out that the Adjustment Factors also serve to compensate for 

potential basis risk between the insurer’s selected reference portfolio and actual asset portfolio. 

However we also note the additional risk controls to be introduced provide for management of 

risks including basis risk.  

Lastly, LPS114 includes a default stress component for fixed income assets which is calibrated 

to a 99.5% level of sufficiency and is sensitive to counterparty credit rating. Given the levels of 

prudence included within the proposed framework more broadly, we view the application of the 

proposed Adjustment Factors as excessively conservative.  

• Additional restrictions on unrated and privately-rated assets are removed, as the controls 

framework within the Draft Standards can be expected to provide sufficient management 

of the risks posed by an insurer’s investment strategy. 

APRA’s focus on these assets reflects their anticipated growth in supporting longevity products 

due to their potential to offer higher yields, diversification benefits and longer durations for asset 

liability matching.  

All asset classes pose unique risks to a life insurer and require a focused risk management and 

governance framework commensurate to those risks. The introduction of additional restrictions 

specifically on unrated and/or privately-rated assets may capture a wide range of both publicly 

traded, semi-liquid and privately negotiated debt instruments with varying terms and structures. 

A restriction on these assets is inconsistent with comparable jurisdictions and may represent a 

material constraint for an insurer seeking to access certain markets or sub-asset classes which 

offer useful characteristics for hedging long term longevity liabilities, such as infrastructure debt, 

or issuance through the US Private Placement market. In our view the proposed restrictions will 

not be an effective way of improving the risk management of an asset portfolio, and instead 

APRA should expect life insurers to have a strong framework of risk management across the 

whole asset portfolio. We suggest this be managed through appropriate risk controls and 

included within the Advanced ILP declaration process. 

• Certain components of the Draft Standards relating to the AA discretion and cash flow 

testing requirements be made more explicit, or additional guidance provided to avoid 

potential ambiguity in interpretation and implementation.   

The key items are noted below with more detail covered in the Attachment.  

o Cashflow matching tests be explicit around the use of derivatives being permissible from 

a risk management perspective, and the level of granularity being established at the same 

level as used to determine the Advanced ILP. 

o We observe the specification of a 3% limit for the accumulated shortfall in the cash flow 

matching test may be more appropriate for large portfolios of longevity liabilities which 

represent a material proportional exposure for an insurer, however may be impractical for 

smaller, less material portfolios. We suggest a more nuanced approach that recognises 

portfolio differences, such as adopting the larger of 3% or a fixed dollar amount with the 

AA’s discretion and attestation requirements extended to the application of the cash flow 

matching and accumulated shortfall test.   
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o The standards be more consistent in noting insurers may use multiple Advanced ILP in a 

statutory fund for different product groups, with granularity at the discretion of the AA. 

• Additional points: 

o Acknowledging and notwithstanding APRA’s current focus on longevity products, product 

eligibility should eventually be expanded to capture all illiquid liabilities (e.g. the disability 

income outstanding claims reserves) to be more in line with the Insurance Capital 

Standard (‘ICS’) of the International Association of Insurance Supervisors (‘IAIS’).  

o As the retirement income market evolves, APRA should continue to monitor 

developments in capital standards in other markets to ensure the Australian framework 

remains consistent to other jurisdictions, and we suggest APRA review these standards 

in 3-5 years. 

We set out in the Attachment our specific responses to the questions in the Response Paper, together 

with a number of suggested clarifications in the wording of the Draft Standards to align terminology across 

standards and avoid ambiguity in interpretation.  

Finally, APRA’s proposals would, in ensuring appropriate risk controls, expand the potential 

responsibilities and role of the Appointed Actuary in relation to the issue and management of longevity 

products. The Institute will consider how best to support relevant members and AAs as part of the 

implementation process. 

The Institute may be contacted to discuss this submission. If you would like to do so, please contact the 

Institute via (02) 9239 6100 or public policy@actuaries.asn.au. 

Yours sincerely 

 


























