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Members should be familiar with educational notes. Educational notes describe but do not
recommend practice in illustrative situations. They do not constitute standards of practice and are,
therefore, not binding. They are, however, intended to illustrate the application (but not necessarily

the only application) of the Standards of Practice, so there should be no conflict between them.
They are intended to assist actuaries in applying standards of practice in respect of specific matters.
Responisibility for the manner of application of standards of practice in specific circumstances
remains that of the members.
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Introduction (unchanged)

The Committee on Property and Casualty Insurance Financial Reporting (PCFRC) of the
Canadian Institute of Actuaries (CIA) prepared this educational note to provide guidance to the
Appointed Actuary (AA) for property and casualty (P&C) insurers. This note reviews relevant
standards of practice and educational notes and discusses current issues affecting the work of
the AA. Links to all the CIA documents referenced in this educational note are provided in
appendix A.

Guidance to Members on Specific Situations (unchanged)

From time to time, CIA members seek advice or guidance from the PCFRC. The committee
strongly encourages such dialogue. CIA members are assured that it is proper and appropriate
for them to consult with the chair or vice-chair of the PCFRC.

ended to assist them
ofessional conduct,

CIA members are reminded that responses provided by the PCFR
in interpreting CIA standards of practice, educational notes, and
and in assessing the appropriateness of certain techniques
PCFRC does not constitute a formal opinion as to whethe
with the CIA standards and rules. Guidance provided b gnot binding upon the
member.

Standards of Practice (unchanged)

While all of the rules of professional conduct a taMMlards of practice are important, your
attention is directed to the following tha rtiQylarly relevant for AAs:

e Subsection 1340 — Materialif;
e Section 1500 — The Work;

e Section 2100 —
e Section 2200 —-1In
e Section 2400 — The Appointed Actuary; and

rance Contract Valuation: All Insurance;

rance Contract Valuation: Property and Casualty Insurance;

e Section 2500 — Dynamic Capital Adequacy Testing.

The standards are subject to revision from time to time. For information about these revisions,
please refer to the CIA website.

Materiality (unchanged)
Materiality is addressed in subsection 1340 of the standards. As stated in paragraph 1340.02,

external auditor regarding materiality in accordance with the CIA/CICA Joint Policy Statement
(subsection 1630).



http://www.cia-ica.ca/docs/default-source/2016/216083e.pdf
http://www.cia-ica.ca/publications/standards-of-practice
http://www.cia-ica.ca/docs/default-source/standards/sg060915e.pdf
http://www.cia-ica.ca/docs/default-source/standards/sg060915e.pdf
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The AA would consider the users of the report when selecting the level of materiality. For the
Appointed Actuary Report (AAR), the end users are not limited to the users of the financial
statements. The materiality threshold selected by the AA for the valuation of insurance contract
liabilities usually would not be greater than the external auditor’s selected materiality
threshold. However, it may be substantially less when the actuary considers it appropriate to
select a lower threshold. The materiality selected by the AA for the Dynamic Capital Adequacy
Testing (DCAT) analysis would usually be greater than the materiality selected for the valuation
of insurance contract liabilities.

For further information on materiality, the AA is referred to the CIA Report on Materiality
(2007).

Use of Another Person’s Work (unchanged)

Section 1600 of the Standards of Practice discusses considerations when using another person’s

............ other person’s work for
evident shortcomings and would either report t such examination or avoid use of
the work.”

A particularly relevant example for AAs i
automobile reforms. Similarly, the u i
When using benchmarks developeg@fby a thj
requirements set out in section 16

industry benchmarks related to Ontario
stry benchmark trend factors is another example.
rty, the AAs would consider the professional

Cl

aluation or DCAT work, the following educational notes and
f information:

Educational Notes an ublications (modified)

To assist AAs in their
documents are valua

uration (Fall 2016)

| note: Discounting and Cash Flow Considerations for P&C Insurers

e Educational not

e Revised educatio
(May 2016);

e Second revision — educational note: Premium Liabilities (July 2016);

e Revised educational note: Dynamic Capital Adequacy Testing (November 2013);

e Revised educational note: Subsequent Events (October 2015);

e Minor amendment to educational note: Evaluation of the Runoff of P&C Claims
Liabilities when the Liabilities are Discounted in Accordance with Accepted Actuarial
Practice (June 2011);

e Research paper: Disclosure Requirements IFRS 4 — Insurance Contracts for P&C Insurers
(October 2010);



http://www.cia-ica.ca/docs/default-source/2007/207099e.pdf
http://www.cia-ica.ca/docs/default-source/standards/sg060915e.pdf
http://www.cia-ica.ca/docs/default-source/2016/216058e.pdf
http://www.cia-ica.ca/docs/default-source/2016/216076e.pdf
http://www.cia-ica.ca/docs/default-source/2013/213077e.pdf
http://www.cia-ica.ca/docs/default-source/2015/215083e.pdf
http://www.cia-ica.ca/docs/default-source/2011/211064e.pdf
http://www.cia-ica.ca/docs/default-source/2011/211064e.pdf
http://www.cia-ica.ca/docs/default-source/2011/211064e.pdf
http://www.cia-ica.ca/docs/default-source/2010/210067e.pdf
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e Educational note: Margins for Adverse Deviations for Property andCasulaty Insurance
(December 2009);

e Educational note: Accounting for Reinsurance Contracts under International Financial
Reporting Standards (December 2009);

e Educational note: Classification of Contracts under International Financial Reporting
Standards (June 2009);

e Report of the CIA Task Force on Materiality (October 2007);

e Report of the CIA Task Force on the Appropriate Treatment of Reinsurance (October
2007);

e Educational note: Consideration of Future Income Taxes in the Valuation of Policy
Liabilities (July 2005); and

e FEducational note: Valuation of Policy Liabilities P&C Insuran nsiderations Regarding
Claim Liabilities and Premium Liabilities (June 2003).

International Financial Reporting Standards (moggfed

In June 2013, the International Accounting Standards B&gr SB) lished the exposure draft
Insurance Contracts for comments.
3; and

s exposure draft, June 2013.

e |ASB — Insurance Contracts, exposure dr

e |ASB — Insurance Contracts, basis for c

Since June 2013, the IASB has been rede d many additional decisions have been
made. The final IFRS standard is tar toRg released in late 2016 for implementation in
2020 or later. For the most currentfinform lease see the |ASB website.

The CIA Committee on Inter a urgffice Accounting under the International Relations
Council has the following g @ ith regard to international accounting and actuarial
standards for the valuation isurancCe and related products:

e Monitor deve d ensure that news of such relevant and material
developmentsi persed appropriately within the CIA;

e Recommend wheg specific additional Canadian guidance may be needed, and assist in
its development; and

e Where relevant and appropriate, provide input from a CIA perspective to the
international governing bodies.

The Actuarial Standards Board Designated Group on Insurance Contract Standards of Practice
published a Notice of Intent to Incorporate Principles of International Standard of Actuarial
Practice 4 — Actuarial Practice in Relation to IFRS X Insurance Contracts into the Canadian
Standards of Practice, in June 2015. The Canadian Accounting Standards Board has indicated its
intention that, once adopted by the IASB, and subject to its due process, IFRS X will be adopted
without modification for the valuation of insurance contracts in Canadian generally accepted
accounting principles (GAAP) financial statements.



http://www.cia-ica.ca/docs/default-source/2009/209138e.pdf
http://www.cia-ica.ca/docs/default-source/2009/209125e.pdf
http://www.cia-ica.ca/docs/default-source/2009/209125e.pdf
http://www.cia-ica.ca/docs/default-source/2009/209066e.pdf
http://www.cia-ica.ca/docs/default-source/2009/209066e.pdf
http://www.cia-ica.ca/docs/default-source/2007/207099e.pdf
http://www.cia-ica.ca/docs/default-source/2007/207081e.pdf
http://www.cia-ica.ca/docs/default-source/2005/205048e.pdf
http://www.cia-ica.ca/docs/default-source/2005/205048e.pdf
http://www.cia-ica.ca/docs/default-source/2003/203051e.pdf
http://www.cia-ica.ca/docs/default-source/2003/203051e.pdf
http://www.ifrs.org/Current-Projects/IASB-Projects/Insurance-Contracts/Exposure-Draft-June-2013/Documents/ED-Insurance-Contracts-June-2013.pdf
http://www.ifrs.org/Current-Projects/IASB-Projects/Insurance-Contracts/Exposure-Draft-June-2013/Documents/ED-Insurance-Contracts-Basis-for-Conclusions-June-2013.pdf
http://www.ifrs.org/current-projects/iasb-projects/insurance-contracts/Pages/insurance-contracts.aspx
http://www.cia-ica.ca/docs/default-source/2015/215050e.pdf?sfvrsn=0
http://www.cia-ica.ca/docs/default-source/2015/215050e.pdf?sfvrsn=0
http://www.cia-ica.ca/docs/default-source/2015/215050e.pdf?sfvrsn=0
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Regulatory Guidance

We remind AAs to refer to updated communications from provincial and/or federal insurance
regulators regarding insurance contract liabilities valuation and DCAT reporting.

Office of the Superintendent of Financial Institutions (OSFI) Requirements (modified)
1. OSFI Annual Memorandum for Actuarial Reports on P&C Business

The OSFI issues a memorandum for the AA on an annual basis. AAs would consult this
memorandum for complete instructions from OSFI.

2. Capital Requirements

In this section, references to OSFI’'s Minimum Capital Test (MCT) for Canadian insurers are
intended to encompass comparable requirements for Canadian branches of foreign insurers,
i.e., the Branch Adequacy of Assets Test (BAAT).

In November 2015, OSFl released a revised MCT guideline with Q¢ date of January 1,
2016.

The following changes in the guideline should be noted,

e Adding capital requirements for equity derivativ
futures and forwards, and equity instrurge

su equity total return swaps,
hort;

e Allowing the recognition of eligible e
insurers;

e Allowing a gradual capital re i for new eligible equity hedging strategies;

e Including insurance receiv@ples frogg fe®erally regulated insurance companies and
approved reinsurers t
branch of a foreigng
BAAT, subject to ¢

e Transitional
derivatives, co

any in the calculation of net assets available in the
ions; and

hase-in the capital impact of the new treatment for equity
res held short, and eligible equity hedges over eight quarters.

Short equity positiorR(market value) and equity derivatives (notional) are subject to a 30
percent capital charge. A reduction of capital required is then allowed for eligible equity
hedging strategies. Eligible hedges satisfy all of the following conditions:

e P&Cinsurers must document the equity hedging strategies employed and
demonstrate that the hedging strategies decrease the overall risk.
e They must be issued by an entity that

0 Issues obligations which attract a 0 percent factor under section 6.1.2; or
O Israted A- or better (including clearing houses rated A- or better).

Portfolios that were established less than two years prior to the reporting date are subject
to specific capital rules and are not subject to transitional rules.


http://www.osfi-bsif.gc.ca/Eng/fi-if/rtn-rlv/fr-rf/ic-sa/pc-sam/Pages/default.aspx
http://www.osfi-bsif.gc.ca/Eng/Docs/PC_AA_Memo_2015.pdf
http://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/mct2016.aspx
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3. Stress Testing

From time to time, OSFI may ask institutions to carry out standardized scenario tests to assess
system-wide vulnerabilities. No stress testing was required by OSFl in 2016.

4. Guideline A-4 Regulatory Capital and Internal Capital Targets

OSFI Guideline A-4 Regulatory Capital and Internal Capital Targets was updated effective
January 2014. The guideline sets out OSFI’s expectations with respect to the setting of insurer-
specific target capital ratios and how such targets relate to the assessment of capital adequacy
within the context of OSFI’s supervisory framework. The AA would usually be involved with and
understand the company’s process and assumptions used to select the target capital ratio.

5. Guideline E-19 Own Risk and Solvency Assessment

This guideline came into effect on January 1, 2014. It sets out OSFI’s expectations with respect
to an insurer’s own assessment of its risks, capital needs, and sol ition and for setting
internal targets.

AAs would usually be involved in the preparation of the OygFRis an ency Assessment

i@g several elements that

Internal capital target

ortYAAs may also be involved in

determination of the risk appetite
e reviewed and discussed by the board

ea®h year). The key metrics report form

hin 30 days of being reviewed by the

are part of ORSA such as DCAT, stress testing as per Gui
setting (Guideline A-4) and the policy liabilities valagtion
the qualitative aspects of ORSA; for example, as
and risk tolerance of the company. The repor
or the chief agent annually (before Decegber

@ ree years. In addition, OSF| expects the reviewer to

undertake a limited annual "Yffew, and to prepare and file a report annually.
7. Guideline B-9 Ear

In October 2014, OSFI p®lished the Earthquake Exposure Data Form and Instructions to be
filed by May 31 of each y®ar. The form should be filed using the Regulatory Reporting System.

Bosure Sound Practices

Requirements of the Autorité des marchés financiers (AMF) (modified)
1. AMF Annual Guidelines for Actuarial Reports on P&C Business

The Autorité des marchés financiers issues specific guidelines to AAs of Québec-regulated
insurers for both the valuation of insurance contract liabilities and DCAT. The AA would consult
these memoranda for the complete instructions from the AMF.

The AMF guideline regarding the mandatory insurance contract liabilities report is updated
annually and covers regulatory requirements and the report’s expected content and prescribed
layout. The AMF guideline also mandates prescribed exhibits for reporting results of the AA’s
valuation of insurance contract liabilities. Prescribed exhibits include the unpaid claims and loss
ratio exhibits for which specific instructions are available along with the guideline.



http://www.osfi-bsif.gc.ca/Eng/Docs/a4_gd.pdf
http://www.osfi-bsif.gc.ca/Eng/Docs/e19.pdf
http://www.osfi-bsif.gc.ca/eng/wn-qn/pages/earthexpfrm.aspx
http://www.lautorite.qc.ca/en/policy-liabilities-report-pro.html
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The AMF also publishes a guideline for the preparation of the report on the insurer’s financial
condition (DCAT report). This guideline is updated annually, usually in November, and covers
the same general aspects as the guideline on the valuation of insurance contract liabilities.
When completing the DCAT report, AAs are advised to be aware of the latest developments in
the calculation of the MCT ratio. The AMF requires the AA to annually disclose the insurer’s
internal capital target ratio and the DCAT guideline states that the actuary would take care to
detail the methodology and assumptions used in the determination of the internal capital
target ratio.

2. Capital Requirements

In December 2015, the AMF published its revised MCT Guideline that came into effect on
January 1, 2016. The changes are harmonized to a significant extent with the changes to OSFI’s
MCT guideline.

AAs would be aware that following the publication in 2013 of the ersion of the AMF’s
Earthquake Exposure Risk Management Guideline, the new capi barding the
earthquake exposure are now fully integrated within the r s fleline. AAs of Québec-
regulated insurers would also be aware that data regardi quak& exposure should now
be filed annually by April 15, using the AMF Earthquake

and based on latest year-end exposure.

AAs would be expected to be familiar with any s
and incorporate them where applicable.

equ vision to the capital requirements

3. Stress Testing

From time to time, the AMF may a
assess system-wide vulnerabilities.
2016.

to carry out standardized scenario tests to
o such@pecific standardized test was requested during

The actuary is reminded th ny’s performance in previous stress tests can be a
useful consideration he a®ary when designing/selecting current-year company-specific
scenarios.

4. Integrated Risk MarfRgement Guideline and Capital Management Guideline

In May 2015, the AMF published a revised version of its Integrated Risk Management Guideline
to go along with the publication of its new Capital Management Guideline. The revision and the
addition of the new guideline are meant to update certain concepts and to give specific
expectations regarding capital and risk management, particularly for elements such as the

e Notions of risk appetite and risk tolerance levels;

e Relations between the risk management framework, the solvency position, and the
strategic objectives of the insurer and their disclosure to the board of directors and
senior management; and

e ORSA mechanisms related to capital management (governance, choice of capital
instruments, planning of capital needs) and their impact on the insurer’s risk profile.


http://www.lautorite.qc.ca/en/report-financial-condition-pro.html
http://www.lautorite.qc.ca/files/pdf/reglementation/lignes-directrices-assurance/ld_tcm_final_2016_en.pdf
http://www.lautorite.qc.ca/files/pdf/reglementation/lignes-directrices-assurance/g_earthquake_exposure_2012_final.pdf
https://www.lautorite.qc.ca/en/earthquake-corpo.html
http://www.lautorite.qc.ca/files/pdf/reglementation/lignes-directrices-toutes-institutions/g_risk_management_final.pdf
http://www.lautorite.qc.ca/files/pdf/reglementation/lignes-directrices-toutes-institutions/g_capital_management_final.pdf
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Insurers were expected to implement the revisions and the new guideline by May 1, 2016, by
developing strategies, policies, and procedures based on their nature, size, complexity, and risk
profile.

The AMF expects the application of the ORSA mechanism to be the subject of an official report
to the board of directors at least once a year, or more often if the financial institution’s risk
profile changes significantly. A first report was expected to be presented by the insurers in 2016
and would be made available to the AMF upon request.

Current or Emerging Issues and Other Considerations (modified)
1. Auto Reforms
General

The AA would consider the potential effect that automobile product reforms might have on the
valuation of insurance contract liabilities and DCAT analyses. The ts below pertain to
the most significant recent product reforms by jurisdiction.

Ontario

tORNSi the effect of Ontario auto
d analyses.

At year-end 2016, the AA would be expected to contin
reforms on the valuation of insurance contract liakilities

Before using post-reform claims experience for
maturity of such claims experience. If the pos
credible for the valuation of insurance cqgtra
reasonable to carry forward a priori
reforms, subject to consideration ate ch
adjustments as appropriate.

ati poses, the AA would consider the
foMg experience is not considered to be fully
ilit"®s and DCAT analyses, it would be

ns refarding the estimated effect of product

s, loss cost trend, and other on-level

The Financial Services Com o rio (FSCO) published revised technical notes effective
February 2015 that includeX M@ntario industry benchmark assumptions. Changes

included benchmark and 2010 reform loss cost adjustment factors. More detail can
\3

be found in prior ann ot to the Appointed Actuary. Additional reform rate filing
guidelines including On{ffio industry reform benchmark assumptions were published
September 2015.

The announcement of the Ontario budget in April 2015 includes the following proposed
amendments to the Insurance Act Auto Regulations. The impact of these changes will be
guantified as regulations are defined.

Effective June 1, 2016, these amendments to the Statutory Accident Benefits Schedule (SABS)
aim to reduce costs in the auto insurance system and to bring them more in line with those of
other provinces, and include more choice for consumers:

e Change the standard benefit level for medical and rehabilitation benefits as well as
attendant care to $65,000 (from a combined $86,000). Consumers will also have an
option to increase that coverage up to $1 million.


https://www.fsco.gov.on.ca/en/auto/filing-guidelines/Documents/Technical-Notes.pdf
http://www.ontariocanada.com/registry/view.do?postingId=18442&language=en
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e Reduce the standard duration of medical and rehabilitation benefits from 10 years to
five years for all claimants except children and those with catastrophic impairments.

e Include attendant care services with the $1 million medical and rehabilitation benefit for
catastrophic impairments, and provide the option for additional coverage of $1 million,
for S2 million in total coverage.

e Eliminate the six-month waiting period for non-earner benefits and limit the duration of
non-earner benefits to two years after the accident.

e Require goods and services not explicitly listed in SABS to be “essential” and agreed
upon by the insurer.

e Update the definition of catastrophic impairment (CAT) to reflect the most up-to-date
medical information and knowledge. Amendments will be proposed based on the
superintendent’s report on the definition of catastrophic ingsiggient in the SABS,
subject to modifications.

These amendments to insurance act regulation 664 to help gfuce urance costs include
the following:

e Lower the maximum interest rate charged on md@th nsurance premium
payments to 1.3 percent from 3 percent;

W‘Z overage to $500 from $300;
t se of winter tires; and

e Prohibit premium increases foi t-fault accidents that meet certain criteria.

e Change the standard deductible for c

e Require that all insurers offer a digcoun

Effective since August 1, 2015, am@dment@toTnsurance act regulation 461/96 have been put
i E not clear at this point whether this will be
applicable on a settlementgfate WBsis OF'a reporting date basis. The changes include the

following:

e Adjust the de ourt awards for non-pecuniary damages to reflect inflation

since 2003, an the¥deductibles to future changes in inflation. This was a one-time
increase from S3Q000 to $36,540 and it has been indexed on January 1, 2016 to
$36,905;

e Adjust the monetary thresholds beyond which the tort deductible does not apply to
reflect inflation since 2003, and link the thresholds to future changes in inflation. This
was a one-time increase from $100,000 to $121,799 and has been indexed on January 1,
2016 to $123,017;

e Adjust the deductibles on court awards for Family Law Act (FLA) damages to reflect
inflation since 2003, and link the deductibles to future changes in inflation. This was a
one-time increase from $15,000 to $18,270 and it has been indexed on January 1, 2016
to $18,453;

e Adjust the monetary thresholds beyond which the FLA deductible does not apply to
reflect inflation since 2003, and link the thresholds to future changes in inflation. This

10


http://www.ontariocanada.com/registry/view.do?postingId=18463&language=en
http://www.ontariocanada.com/registry/view.do?postingId=18462&language=en
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was a one-time increase from $50,000 to $60,899 and it has been indexed on January 1,
2016 to $61,508; and

o Allow for the effect of the tort deductible to be taken into account when determining a
party’s entitlement to costs in an action for damages from bodily injury or death arising
directly or indirectly from the use or operation of an automobile.

Although not in the budget documents, officials have reported that they expect the new minor
injury guidelines to be released this year as well.

Alberta
Effective April 1, 2016, industry benchmarks were published.
Nova Scotia

Effective April 1, 2013, the direct compensation (DC) for property d
introduced as well as the new minor injury treatment protocol (g
model).

Iberta’s current

The second phase was to include the optional full tort (O pr X inor injuries, but
implementation of the OFT was delayed following a re datjgf of the Nova Scotia Utility

and Review Board. A decision regarding the implementa®pn o FT product is still pending
with the Nova Scotia minister of transportation sQucture renewal.

2. Changes in Taxes

Newfoundland and Labrador

Effective July 1, 2016, the Departm
(RST) on insurance premiums and 81 perc
While no benefit changes weygmg im

will be costly for insurers 3 onsumers.

Alberta
Effective April 1, 2016

e reintroduced the 15 percent retail sales tax
tage point increase in the insurance premium tax.

axes increased from 3 percent to 4 percent.
3. Recent Judicial, Legiative, and Political Events

Regular communication with claims professionals is essential to the work of the AA. These
discussions would encompass the potential effect of recent court decisions, judicial events, and
political events that may be relevant to the valuation of insurance contract liabilities. Recent
examples of such events include the following, all of which relate to automobile claims in the
Province of Ontario:

e FEconomical v. Northbridge (2016)
A deductible of $2,000 applies to a claim for loss transfer by a first party per claimant.

e Kanagalingam v. Economical (2016)

FSCO arbitration found that the insurer could rely on two-year limitation period when a
benefit is denied even if the underlying election of benefits is found to be invalid.

11
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e Corbett v. Ordorico (2016)

Ontario Superior Court found that the new statutory deductible is to be applied
retroactively, including FLA deductible.

e Davis v. Wawanesa (2015)

Confirmed economic loss definition introduced on February 1, 2014 does not apply
retroactively.

e Henderson v. Wawanesa (2015)

Court ordered assessment of costs payable above limits. At the time of writing this
educational note the case was being reviewed by FSCO and the Ministry of Finance.

e Vickers v. Palacious (2015)

AVisions were
the new deductible
gider cases. Both

Ontario Superior Court found that pre-judgment interest (R
substantive and therefore not to be applied retroactivel
change had left out wording that would restrict its a
issues will have to be settled by the Court of App

e Cobbv. Long Estate (2015)

Ontario Superior Court decided a middle; provisions paid at 3 percent and the
new statutory deductible was substangiv ds not be applied retroactively. Both
issues will have to be settled by the Co eal.

anj2015); Berfi v. Muthusamy (2015);
ak v. Izzo (2015); Morgan v. Saquing (2015);

e Malfara v. Vukojevic (2015); Gill v:
Jugmohan v. Royle et al (204, Abo

Ramrup v. Lazzara (2015); Aub v. 015).
These cases provide le cessful threshold motions at the Ontario Superior
Court level for whi were not met.

Historical, additional t casQathat are still relevant are listed in prior annual guidance to the

Appointed Actuary.
4. Catastrophic Events

From time to time, “catastrophic” events occur that have the potential to affect an AA’s
estimate of claims liabilities and, in some cases, the premium liabilities. Events that are
considered catastrophic on an industry-wide basis may not have a catastrophic effect on a given
insurer, while smaller industry events may. The extent to which such events are significant in
the context of a valuation of a specific insurer’s insurance contract liabilities depends on the
nature of the insurer’s business, its exposure in the affected region, policy wordings, and, of
course, the date on which the event occurred.

Fort McMurray Wildfires (new)

Early estimates put this event as the costliest catastrophe in Canadian history. The AA will need
to consider the reinsurance implications of this event, inclusion of the event on uncompleted
DCAT reports, and the effects on regulatory capital ratios. Issues revolving around whether

12
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contract wording allows the wildfires to be reported as one or two separate events will further
complicate and delay settlement with reinsurers.

In order to determine the best estimate for this catastrophic loss, we suggest that the AA works
in close collaboration with their claims colleague to make sure that all relevant aspects have
been accounted for:

Contamination and pollution of soil;

Limitation due to sublimit, e.g., additional living expenses;
Rental vehicle (even if no damage to the car);

Smoke damage;

Larger percentage of insureds may elect the actual cash value settlement instead of
rebuilding due to the unique economic conditions at the ti he loss in this region;
and

Extra cost due to the remoteness of the loss.

The AA would consider the impact of this extreme eveng o ollgyving:
ni

Additional costs on other losses due to hyperinfla e region and the rest of the

country;
Accident year 2016 will have a longer Ntern for lines of business affected;

Unallocated loss adjustment exp
extent that the factor used t ul

AMyestimates may need to be tempered to the
the provision is a ratio to unpaid losses;

Reinsurance margins to be oplied fiir the ceded portion; and

Reinsurance cost as ﬁ wi unearned premiums.

13
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Appendix A
Here is a list of the CIA documents referenced in this educational note:
Standards of Practice

e Standards of Practice

e Rules of Professional Conduct

Task Force Reports
e Materiality (October 2007)

e Appropriate Treatment of Reinsurance (October 2007)

Educational Notes
e Duration (Month 2016)
e Premium Liabilities (July 2016)

e Discounting and Cash Flow Considerations for P& @@nsug's ( 2016)

e Dynamic Capital Adequacy Testing (November 2(83)

e Subsequent Events (October 2015)

e Evaluation of the Runoff of P&C Claim
Accordance with Accepted Actuagal Pr

e 2011)

e Accounting for Reinsurance nder International Financial Reporting Standards
(December 2009)

iabilities P&C Insurance Considerations Regarding Claim Liabilities
ities (June 2003)

and Premium LiaX

Research Paper

Disclosure Requirements IFRS 4 — Insurance Contracts for P&C Insurers (October 2010)
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http://www.cia-ica.ca/publications/standards-of-practice
http://www.cia-ica.ca/docs/default-source/2016/216083e.pdf
http://www.cia-ica.ca/docs/default-source/2007/207099e.pdf
http://www.cia-ica.ca/docs/default-source/2007/207081e.pdf
http://www.cia-ica.ca/docs/default-source/2016/216076e.pdf
http://www.cia-ica.ca/docs/default-source/2016/216058e.pdf
http://www.cia-ica.ca/docs/default-source/2013/213077e.pdf
http://www.cia-ica.ca/docs/default-source/2015/215083e.pdf
http://www.cia-ica.ca/docs/default-source/2011/211064e.pdf
http://www.cia-ica.ca/docs/default-source/2011/211064e.pdf
http://www.cia-ica.ca/docs/default-source/2009/209125e.pdf
http://www.cia-ica.ca/docs/default-source/2009/209138e.pdf
http://www.cia-ica.ca/docs/default-source/2009/209066e.pdf
http://www.cia-ica.ca/docs/default-source/2005/205048e.pdf
http://www.cia-ica.ca/docs/default-source/2003/203051e.pdf
http://www.cia-ica.ca/docs/default-source/2003/203051e.pdf
http://www.cia-ica.ca/docs/default-source/2010/210067e.pdf
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