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The actuary should be familiar with relevant educational notes. They do not constitute standards
of practice and are, therefore, not binding. They are, however, intended to illustrate the
application of the Standards of Practice, so there should be no conflict between them. The
actuary should note however that a practice that the educational notes describe for a sifuation
is not necessarily the only accepted practice for that situation and is not necessarily accepted
actuarial practice for a different situation. Responsibility for the manner of application of
standards of practice in specific circumstances remains that of the members.
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Subject: Educational Note — 2018 Guidance to th ntegfctuary for Property and
Casualty Insurers

In accordance with the Canadian Institute of Ac ies y on Due Process for the Approval
of Guidance Material Other than Standards oTgac and Research Documents, this
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1. 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 other 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.

2. Guidance to Members on Specific Situations (unchanged)

From time to time, CIA members seek advice or guidance from the PCFRC. The PCFRC 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.

ded to assist them
ofessional Conduct
umptions. A response
e work in question is in
vided by the PCFRC is not

CIA members are reminded that responses provided by the PCFR
in interpreting the Standards of Practice, educational notes,
(Rules), and in assessing the appropriateness of certain t
from the PCFRC does not constitute a formal opinion a
compliance with the Standards of Practice and Rules. Guglanc
binding upon the member.

3. Standards of Practice (modified)

time to time. At the time of writing this
educational note, references to th f Practice correspond to the version effective

February 22, 2018. The Rules versi

following that are particul

e Subsection 12
e Section 1400 — ;
e Section 1500 — ARRther Person’s Work;
e Section 1600 — Assumptions and Methods;
e Section 1700 — Reporting;
e Section 2100 — Insurance Contract Valuation: All Insurance;
e Section 2200 — Insurance Contract Valuation: Property and Casualty Insurance;
e Section 2400 — The Appointed Actuary; and
e Section 2500 — Dynamic Capital Adequacy Testing.
Sections 1100 and 1200 were amalgamated as section 1100, and subsequent sections were

renumbered in the February 1, 2018 version of 1000 — General Standards. Section 1600 (former
section 1700) was rewritten and renamed “Assumptions and Methods” (formerly


http://www.cia-ica.ca/publications/rules-of-professional-conduct
http://www.cia-ica.ca/publications/standards-of-practice
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“Assumptions”) and now contains references to practice-specific standards. Former subsection
1810, relating to standard reporting language, was deleted, as practices vary by practice area.

In addition, several revisions were made to 1000 — General Standards with respect to the use of
models that took effect January 1, 2018. In its memorandum on the final Standards of Practice,
the designated group indicated that standard actuarial methods may be so deeply embedded in
actuarial work that it may be unreasonable to expect an explicit justification for using that
method; for this reason, new paragraph 1450.04 states that “A standard actuarial method used

4. Materiality (modified)

Materiality is addressed in subsection 1240 of the Standards of Prog@gJThe AA would
communicate with the external auditor regarding materiality in p with the CIA/CICA
Joint Policy Statement (subsection 1520).

g leyePof materiality. For the

it to users of the financial

r th®¥Valuation of insurance contract
itor’s selected materiality

W the actuary considers it appropriate to
AA for the dynamic capital adequacy

e m®eriality selected for the valuation of

The AA would consider the users of the report when sel
Appointed Actuary Report (AAR), the end users are not
statements. The materiality threshold selected by
liabilities usually would not be greater than the
threshold. However, it may be substantially |
select a lower threshold. The materiality gelect
testing (DCAT) would usually be greater t
insurance contract liabilities.

For further information on materiafgy, the is referred to the CIA Report on Materiality.

5. Use of Another Pe
Section 1500 of the S

(modified)

Practice discusses considerations when using another person’s

person’s work, given cofidence that such actions are justified . . .”. However, as stated in
paragraph 1510.12, “If t

work.”

A particularly relevant example for AAs is the use of industry benchmarks related to Ontario
automobile reforms. Similarly, the use of industry benchmark trend factors is another example.
When using benchmarks developed by a third party, the AA would consider the professional
requirements set out in section 1500.

6. Educational Notes and Other CIA Publications (modified)

To assist AAs in their year-end valuation or DCAT work, the following educational notes and
documents are valuable sources of information:


http://www.cia-ica.ca/docs/default-source/2017/217006e.pdf
http://www.cia-ica.ca/docs/default-source/standards/sg020118e.pdf
http://www.cia-ica.ca/docs/default-source/standards/sg020118e.pdf
http://www.cia-ica.ca/docs/default-source/2007/207099e.pdf
http://www.cia-ica.ca/docs/default-source/standards/sg020118e.pdf
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e Second Revision of Educational Note: Dynamic Capital Adequacy Testing (November
2017);

e Educational Note: Duration Considerations for P&C Insurers (March 2017);
e Educational Note: Use of Models (January 2017);

e Second Revision — Educational Note: Premium Liabilities (July 2016);

e Educational Note: Discounting and Cash Flow Considerations for P&C Insurers (May
2016);

e Revised Educational Note: Subseqguent Events (October 2015);

e Educational Note: Evaluation of the Runoff of P&C Claim 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);

e Educational Note: Margins for Adverse Deviations for P&

(December 2009);

e Educational Note: Accounting for Reinsurance Cont o rnational Financial
Reporting Standards (December 2009);

e Educational Note: Classification of Contracts un onal Financial Reporting
Standards (June 2009);

e Report of the CIA Task Force on MatergalitfROcto 2007);

2007);

e Educational Note: Considergffon of F e Income Taxes in the Valuation of Policy
Liabilities (July 2005); and

e Educational Note: V3 # Liabilities P&C Insurance Considerations Regarding
gmbiabilities (June 2003).

7. International F pporting Standards (modified)

The CIA website now hXan IFRS 17 blog (login required) that provides up-to-date summaries
of the various CIA activits and links to relevant sources of information regarding IFRS 17.
Please refer to appendix B for information about the development of standards of practice,
guidance, and capital requirements under IFRS 17.

In September 2018, the CIA Committee on International Insurance Accounting (lIAC) released a
draft educational note highlighting the key differences in the measurement of insurance
contract liabilities between the current Standards of Practice and IFRS 17.

8. Regulatory Guidance (modified)

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


http://www.cia-ica.ca/docs/default-source/2017/217121e.pdf
http://www.cia-ica.ca/docs/default-source/2017/217027e.pdf
http://www.cia-ica.ca/docs/default-source/2017/217007e.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/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/2010/210067e.pdf
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.cia-ica.ca/professional-development/ifrs-17-blog
http://www.cia-ica.ca/docs/default-source/2018/218117e.pdf
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8.1. Office of the Superintendent of Financial Institutions (OSFI) Requirements
8.1.1. OSFI Annual Memorandum for Actuarial Reports on P&C Business

Annually, OSFl issues a memorandum for the AA. AAs would consult this memorandum for
complete instructions from OSFI.

8.1.2. Capital Requirements

References in this section 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).

The MCT Guideline currently in effect was issued by OSFI in October 2017 with an effective date
of January 1, 2018.

A draft 2019 MCT guideline was issued for public consultation in Jupae018. Effective January 1,
2019, the draft guideline

e Introduces credit risk capital charges to right-of-u
implementation of IFRS 16;

ing from the

e Adjusts net assets available for Canadian br
owner-occupied property leases resulting fro ementation of IFRS 16;

e Introduces counterparty credit risk cgita

recoverable from registered asso insurers;

e Recognizes accounts payable eM®a funds-held reinsurance arrangement
between Canadian insura aniesand unregistered associated insurers as
acceptable collateral to argin required for cessions to unregistered
reinsurers, subject to a

e Updates the creg r securitized assets and transfers the updated risk
factors from GWyeljg Asset Securitization to the MCT guideline; and

e Implemen er Myaor edits or clarifications.

Effective, January 1, 2 raft guideline

e Increases theWargin required for reinsurance ceded to unregistered reinsurers from
15 percent to 20 percent.

8.1.3. 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 2017 or 2018.

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

The current Guideline A-4 was updated in December 2017, effective January 1, 2018. There
were no significant changes applicable to P&C insurers in the updated guideline. 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


http://www.osfi-bsif.gc.ca/Eng/fi-if/rtn-rlv/fr-rf/ic-sa/pc-sam/Pages/PC_AA_Memo_2018_Let.aspx
http://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/mct2018.aspx
http://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/mct2019-dft.aspx
http://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/a4_gd18.aspx
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supervisory framework. The AA is usually involved with and understands the insurer’s process
and assumptions used to select the target capital ratio.

8.1.5. Guideline E-19 Own Risk and Solvency Assessment

The current guideline was updated in December 2017, effective January 1, 2018. There were no
significant changes applicable to P&C insurers in the updated guideline. The guideline sets out
OSFI’s expectations with respect to an insurer’s own assessment of its risks, capital needs, and
solvency position and for setting internal targets.

The AA is usually involved in the preparation of the own risk and solvency assessment (ORSA)
given the significant role the AA has in preparing key elements that are part of ORSA (e.g., the
DCAT, stress testing in accordance with Guideline E-18, internal capital target setting per
Guideline A-4, and the policy liabilities valuation report). The AA may also be involved in the
qualitative aspects of ORSA (e.g., assisting in the determination of the risk appetite and risk
tolerance of the insurer). On an annual basis (prior to December 2#fea ear), OSFl requires
the board or chief agent to review and discuss the ORSA report. Q@F| alsoRequires the key
metrics report form to be submitted at least annually and of0f review by the board
or sign-off by the chief agent.

8.1.6. Guideline E-15 Appointed Actuary: Legal Requir alifications, and Peer

Review

is reauired €Very three years. In addition, OSFI
al review and to prepare and file a

A full peer review of the AAR and DCAT repo
expects the reviewer to undertake a limited sc

report annually.
8.1.7. Guideline B-9 Earthquake Effposure S®gnd Practices

OSFI requires insurers to file tha

each year using the Regula @

8.2. Requirements of theQtorite des marchés financiers (AMF)

8.2.1. AMF Annual

Mtuarial Reports on P&C Business

The AMF issues specificquides to AAs of Québec-chartered insurers for both the valuation of
insurance contract liabilit®s (copy and paste the link into your browser) and DCAT. The AA
would consult these guides for the complete requirements from the AMF.

The AMF guide regarding the mandatory insurance contract liabilities report is updated
annually and addresses regulatory requirements and the report’s expected content and
prescribed layout. The AMF guide 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 also available along with the guide.

The AMF also publishes a guide for the preparation of the report on the insurer’s financial
condition (DCAT report). This guide is updated annually, usually in November, and addresses
the same general aspects as the guide 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


http://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/a4e19_let18.aspx
http://www.osfi-bsif.gc.ca/Eng/fi-if/rtn-rlv/fr-rf/ic-sa/pc-sam/Pages/eed-dtt.aspx
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/guide-actuaire-iard-ra_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/guide-actuaire-iard-ra_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/actuary_guide_pc_dcat.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/annexes-instructions-tsip_an.xlsx
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/instructions-tsip_an.pdf
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capital target ratio, and the DCAT guide states that the AA would take care to detail the
methodology and assumptions used in the determination of the internal capital target ratio.

8.2.2. Capital Requirements

In November 2017, the AMF published its revised MCT guideline, which came into effect on
January 1, 2018. The changes were harmonized to a significant extent with the changes to
OSFI’s 2018 MCT guideline.

The AMF issued its draft 2019 MCT guideline in June 2018 for public consultation. The final
guideline is expected to be published in fall 2018 with an effective date of January 1, 2019. The
proposed changes are harmonized to a significant extent with the changes to OSFI’'s MCT
guideline.

AAs of Québec-chartered insurers would also be aware that AMF requires insurers to file the
earthquake exposure data by April 15 of each year, using the AMF uake Exposure Data
Form and Instructions and based on latest year-end exposure.

AAs would be expected to be familiar with any subsequent g@¥isio capital requirements
and incorporate them where applicable.

8.2.3. Stress Testing
From time to time, the AMF asks institutions to t Mandardized scenario tests to assess
system-wide vulnerabilities. No such specific awe st was requested by the AMF in

2017 or 2018.

The AA is reminded that the insurer’s per
consideration when designing/sele

nce W previous stress tests can be a useful
-year insurer-specific scenarios.

8.2.4. Integrated Risk Manage

In May 2015, the AMF puk
to accompany the publicati
addition of the new g@Ngll
expectations regarding

Guidgine and Capital Management Guideline

@ revised version of its Integrated Risk Management Guideline
8 its mmew Capital Management Guideline. The revision and the
Are meant to update certain concepts and to give specific

d risk management, particularly for elements such as the

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

The AMF expects AAs to be involved in the own risk and solvency mechanism, especially with
regards to setting of the internal capital target and stress testing as a complementary tool to
DCAT.

The AMF also 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


https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-assurance/20180101-ligne-directrice-tcm_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/formulaire-donnees-engagements-relatifs-tremblements-terre_an.xlsx
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/formulaire-donnees-engagements-relatifs-tremblements-terre_an.xlsx
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureur/guide-instructions-formulaire_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-toutes-institutions/g_risk_management_final.pdf
https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-toutes-institutions/g_capital_management_final.pdf
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risk profile changes significantly, and assesses the degree of compliance to these guidelines as
part of its supervisory framework.

9. Current or Emerging Issues and Other Considerations (modified)
9.1. Auto Reforms

The AA would consider the potential effect that automobile product reforms could have on
both the valuation of insurance contract liabilities and the DCAT. For example, for all motor
vehicle accidents in Alberta occurring after June 1, 2018, changes to the Minor Injury
Regulation apply. The AA is also expected to consider the effect of recent auto reforms in
Ontario when undertaking both valuation and DCAT work.

9.2. Recent Judicial, Legislative, and Political Events

of the AA. These
, judicial events, and
@ liabilities and DCAT.

Regular communication with claims professionals is essential to thg
discussions would encompass the potential effect of recent cou
political events that may be relevant to the valuation of insu

Recent examples of such events include the following:
e El-Khodr v. Lackie (2017), Cobb v. Long Estates (.

On September 19, 2017, the Ontario Coygt | ruled on the application of the rate
of pre-judgment interest (PJI) for genggal age ims arising from a motor vehicle
accident. The court concluded that the nt rate of PJl is to be applied
immediately to both pending an s. Moving forward, parties may use the
Courts of Justice Act rate w ing PJI, bearing in mind that the rate is subject to
the discretion of a trial jud

The Appeal Court alsgg¥

damages. Forall c @ hd future claims, the new inflation-adjusted deductible
Nfses. Similarly, the court ruled that costs are to be determined on

Ry damages. Now, costs are to be calculated after the statutory

the net amou
deductible is a

Although section 56 of the statutory accident benefit schedule (SABS) states that
proceedings must be commenced within two years after an insurer refuses to pay a
claim, in a decision released December 13, 2017, the Ontario Licence Appeal Tribunal
found that section 7 of the License Appeal Tribunal Act could be relied upon irrespective
of the provisions of the Insurance Act and SABS.

e Abdirahman Abyan and Sovereign General Insurance Company, Constitutional Challenge
of the Minor Injury Guideline (MIG)

On September 14, 2017, a Financial Services Commission of Ontario (FSCO) arbitration
declared that the MIG insofar as it applies to “chronic pain” victims of motor vehicle
accidents is unconstitutional and in violation of section 15 of the Charter of Rights and
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Freedoms. This decision may make it difficult for insurers to treat chronic pain
conditions differently than other disabilities.

Prior annual guidance to the AA contain additional historical court cases that are still relevant
for the AA’s work.

9.3. Catastrophic Events

From time to time, catastrophic events occur that have the potential to affect an AA’s estimate
of claim liabilities and, in some cases, the premium liabilities. Events that are considered
catastrophic on an industry-wide basis may not have a catastrophic effect for a given insurer,
while smaller industry events may. The extent to which any event is significant in the context of
the 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 the date on which
the event occurred.

The AA would consider the effect of extreme events on the follq

e Additional costs on other losses due to post-event in bgion as well as the

rest of the country;

e The payment pattern and any change that the e e on paid claims;

at may need to be tempered
vision is a ratio to unpaid losses;

e Unallocated loss adjustment expenses (UL
to the extent that the factor used to calc
and

e Margins for adverse deviations, pQgticr™MEor recovery from reinsurance ceded.

O
&

10
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Appendix A
The following is a list of selected 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 Dynamic Capital Adequacy Testing (November 2017)

e Duration Considerations for P&C Insurers (March 201

e Use of Models (January 2017)
e Premium Liabilities (July 2016)

e Discounting and Cash Flow Consideratio surers (May 2016)

e Subsequent Events (October 2015)

jes when the Liabilities are Discounted in
actice (June 2011)

e Evaluation of the Runoff of P&C
Accordance with Accepted ia

e Accounting for Reinsurancdontracl under International Financial Reporting Standards
(December 2009)

e Margins for Adver for Property and Casualty Insurance (December 2009)

Classification under International Financial Reporting Standards (June 2009)

e Consideration oQi#fiture Income Taxes in the Valuation of Policy Liabilities (July 2005)

e Valuation of Polic®Liabilities P&C Insurance Considerations Regarding Claim Liabilities
and Premium Liabilities (June 2003)

Research Paper

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

CIA IFRS 17 Blog

e CIA—IFRS 17 Blog (login required)

11


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/2017/217121e.pdf
http://www.cia-ica.ca/docs/default-source/2017/217027e.pdf
http://www.cia-ica.ca/docs/default-source/2017/217007e.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/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
http://www.cia-ica.ca/professional-development/ifrs-17-blog
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Appendix B

The following information discusses the development of standards of practice, guidance, and
capital requirements under IFRS 17.

Standards of Practice

In May 2017, the International Accounting Standards Board (IASB) published the final standards
for insurance contracts, IFRS 17. The implementation date is fiscal years beginning on or after
January 1, 2021. The IASB website contains the most current information (including the final
standard and related documents) but requires an elFRS professional account to access.

In February 2018, the International Actuarial Association (IAA) released its Exposure Draft of
Proposed International Standard of Actuarial Practice 4 (ISAP 4) on IFRS 17 Insurance Contracts.
ISAP 4 addresses actuarial practice in support of the valuation of insurance contract liabilities in
accordance with IFRS 17. The changes proposed in the CIA exposu align the Canadian
Standards of Practice with the requirements of IFRS 17 and inco 2 guidance of ISAP 4.
Changes are required to the Canadian Standards of Practice bnificant differences

In May 2018, the ASB Designated Group on Insuragge Co andards of Practice published
Exposure Draft — Incorporate changes required ion in Canada of IFRS 17 Insurance
Contracts, including Principles of Internation rd of Actuarial Practice 4 — Actuarial
Practice in Relation to IFRS 17 Insurance Lontr the Canadian Standards of Practice. The
Canadian Accounting Standards Board in tention that, once adopted by the IASB
and subject to its due process, IFRS illb opted without modification for the valuation of

insurance contracts in Canadian geferally afcepted accounting principles (GAAP) financial
statements.

Guidance and Education

ional

With respect to inter
and related products, §
International Relations @

ounting and actuarial standards for the valuation of insurance
MG nmittee on International Insurance Accounting (IIAC) under the
buncil has the following mandate:

e Monitor developnfents and ensure that news of relevant and material developments is
dispersed appropriately within the CIA;

e Recommend where specific additional Canadian guidance may be helpful, and if so,
assist in its development; and

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

On September 21, 2018, the IIAC released a draft educational note highlighting the key
differences in the measurement of insurance contract liabilities between the current Standards
of Practice and IFRS 17. Revisions to this educational note may be made in coming months if
changes are made to any of the relevant international standards or guidance.
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http://www.ifrs.org/current-projects/iasb-projects/insurance-contracts/Pages/insurance-contracts.aspx
http://www.actuaries.org/
http://www.cia-ica.ca/docs/default-source/2018/218076e.pdf
http://www.cia-ica.ca/docs/default-source/2018/218076e.pdf
http://www.cia-ica.ca/docs/default-source/2018/218076e.pdf
http://www.cia-ica.ca/docs/default-source/2018/218117e.pdf

Educational Note November 2018

The IAA has been working on an International Actuarial Note (AN 100) to support actuaries
involved in implementing IFRS 17. An IAN is similar to a CIA educational note, except produced
at the international level. Although IAN 100 is still under development and review, the IAA has
released a draft working version to actuaries of member organizations to give actuaries a
starting point in this process. The IFRS 17 blog (login required) now includes a link to this
document, accessible to members only given the IAA’s specific request for limited distribution
at this time.

The CIA is very active in the area of IFRS 17, with several committees reviewing the IFRS 17
standard and related guidance. The PCFRC will review the IAN and will consider adopting it as
educational guidance in the form of an educational note or other types of papers. The primary
focus will be on areas that require Canadian-specific guidance. The PCFRC will also consider
providing additional material beyond IAN 100 that may be helpful in implementing the new
standards. Thus far, the PCFRC has formed working groups to look e following topics:

e Discounting;
e Risk adjustment;
e Premium allocation approach (PAA) eligibility; a

e Reinsurance.

The CIA is also engaged in educating members aR0 SW/ through webcasts, sessions at CIA
meetings, and other forums.

Capital Requirements and IFRS 17 Considerati oM CAT

On September 21, 2018, OSFI releas
Minimum Capital Test (MCT) draft
stakeholders, including the Commi

ife Insurance Capital Adequacy Test (LICAT) and
ctly to insurers and other selected

e Insurance Financial Reporting (CLIFR) and the
the AA role, AAs would typically be involved in the
ikling comments. OSFl indicated that the revisions
outlined in the drafts i dled to minimize the extent of capital policy changes associated
with the implementa 7. OSFI’s deadline for comments is November 30, 2018.

Given that OSFI’'s MCT (ideline is in draft and potentially subject to further change, AAs are
not yet able to perform DEAT forecasts under an IFRS 17 basis. Accordingly, it is appropriate to
continue to perform DCAT using the current accounting standards, Standards of Practice, and
regulatory capital guidelines. For DCAT performed in 2019, it is appropriate to qualitatively
describe through routine updates or in the DCAT report, the potential effect of IFRS 17 on the
insurance entity’s financial results and regulatory capital, and explain the limitations on the
assessment of financial condition.
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http://www.cia-ica.ca/professional-development/ifrs-17-blog
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