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While weak demand remains a constraint in the short-term, we consider that a principles-based 

approach supported by the broadening of permitted assets backing longevity products and 

scope of products eligible for the illiquidity premium will support market growth and 

innovation.  

This is a critical step forward in the development of an accessible, vibrant and diverse market 

for the longevity and lifetime income products that our members provide.  

Our submission is focused on the proposed changes to the calculation of the illiquidity premium 

and we make two recommendations for APRA’s consideration. 

1. Risk allowance floor 

We recommend that APRA considers a lower risk allowance floor than the proposed 45% of the 

Long Term Average Spread (LTAS) for the reference portfolio which would improve alignment 

with peer jurisdictions. 

APRA has raised concerns for the potential of misestimation risk and basis risk arising from the 

mismatch between actual assets and the reference portfolio as the basis for the proposed 45% 

risk allowance floor. 

CALI notes that Solvency II adopts a floor of 35% of LTAS for the fundamental spread (FS) used 

when calculating policy liabilities under the “matching adjustment” approach.  

The Solvency II floor itself, moreover, appears conservative when compared against potential 

reference indices such as the Bloomberg US Corporate Investment Grade Bond Index2 where 

analysis suggests a risk allowance of 20% of LTAS is prudent or Australian corporate bond 

indices where historical default rates have been even lower.  

In this context, we consider that the Solvency II floor already includes a material margin for risk, 

and any further increase to the floor beyond 35% would act against APRA’s aim of improving 

alignment with peer jurisdictions. 

We recommend that APRA reconsiders its proposed risk allowance floor of 45% of the LTAS 

reference portfolio and adopts a floor of 35% to align with Solvency II. 

2. Stressed illiquidity premium 

APRA has proposed reduction factors which limit the offset provided from the illiquidity 

premium in calculating the credit spread stress charge in Prudential Standard LPS 114 Capital 

Adequacy: Asset Risk Charge.  

APRA notes this approach is “to allow for misestimation of the illiquidity premium, including 

potential higher defaults in a stressed scenario”.  APRA also notes that “the introduction of this 

 

2 Bloomberg code: LUACSTAT 






