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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. As standards of
practice evolve, an educational note may not reference the most current version of the
Standards of Practice; and as such, the actuary should cross-reference with current Standards. To
assist the actuary, the CIA website contains an up-to-date reference document of impending
changes to update educational notes.
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Date: April 28, 2020
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Introduction

i e to actuaries in several areas affecting
eMmts and financial condition testing of Life,
a. In Iddition, the note provides an update on
ctory information about potential changes in
note is not intended to replace the review of

ides a high-level summary of key changes and

This educational note provides an overview o
the reporting of the 2020 regulatory capi
P&C and mortgage insurers operatingg
recently published educational not
regulatory capital reporting. This e
applicable guidelines by the ;
updates. The actuary sho
order to ascertain whether t™M@changes impact his or her situation. The guidance in this
educational note rep jority view of the members of the Committee on Risk
Management and Capi gufrements (CRMCR) of appropriate practice consistent with the
Standards of Practice.

As the COVID-19 situation continues to evolve, it is highly recommended that actuaries pay
close attention to all guidance and updates from the Office of the Superintendent of Financial
Institutions (OSFI), the Autorité des marchés financiers (AMF) and the Canadian Institute of
Actuaries (CIA) as the information presented in this educational note may not fully capture all
the impacts of the pandemic on timelines and regulatory requirements by the time of its
publication.

The creation of this cover letter and educational note has followed the Actuarial Guidance
Council’s (AGC'’s) Protocol for the adoption of educational notes. In accordance with the
Canadian Institute of Actuaries’ (CIA) Policy on Due Process for the Approval of Guidance
Material Other than Standards of Practice and Research Documents, this educational note has
been prepared by CRMCR, and has received final approval for distribution by the Actuarial
Guidance Council on April 14, 2020.
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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 situation
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. As standards of
practice evolve, an educational note may not reference the most current version of the
Standards of Practice; and as such, the actuary should cross-reference with current Standards.
To assist the actuary, the CIA website contains an up-to-date reference document of impending
changes to update educational notes.

CRMCR would like to acknowledge the contribution of the working group that assisted in the
development of this educational note: Christian Nadeau-Alary (Chair), Devon Esson, Steve
Firman, Marc-André Harvey, Michelle Lindo, William Shi, and Sylv. orges.

Guidance to members on specific situations

From time to time, CIA members may seek advice or guidgce f, CRWCR. Both the CIA and
CRMCR strongly encourage such dialogue. CIA member be gfBured that it is proper and
appropriate for them to consult with the chair or vice-ch&ks o CR.
d CR are intended to assist them in
| notes, and Rules of Professional Conduct
es®r assumptions. A response from CRMCR

ther ®ie work in question is in compliance with
by CRMCR is not binding upon the member.

CIA members are reminded that responses prov
interpreting the CIA Standards of Practice, ed
in assessing the appropriateness of certaj
does not constitute a formal opinion
the CIA Standards of Practice. Guid

Recent guidance

The following are recent rg uidelines issued by OSFI and the AMF and relevant CIA
educational notes and chan Xy tandards of Practice (SOP):
OSFI
e Regulatory capal requirements: Draft 2020 LICAT Guideline (LICAT) (February 26,
2020)
e Regulatory capital requirements: Life Insurance Capital Adequacy Test (LICAT) (January
1, 2019)
e Regulatory capital requirements: Minimum Capital Test For Federally Requlated
Property and Casualty Insurance Companies (MCT) (January 1, 2019)
e Regulatory capital requirements: Mortgage Insurer Capital Adequacy Test (MICAT)
(January 1, 2019)
AMF

e Regulatory capital requirements: Capital Adequacy Requirements Guideline — Insurance
of persons (CARLI) (January 1, 2020) — English version available soon

e Regulatory capital requirements: Guideline on Capital Adequacy Requirements —



https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT20.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT19.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/mct2019.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/mct2019.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/micat.pdf
https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-assurance/ld_escap_01-2020_pf.pdf
https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-assurance/ld_escap_01-2020_pf.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_01_2020_pf_an.pdf

Property and Casualty Insurance (MCT) (January 1, 2020)

e Regulatory capital requirements: Guideline on Capital Adequacy Requirements — Self-
Requlatory Organizations (MCT) (January 1, 2020)

e Regulatory capital requirements: Guideline on Capital Adequacy Requirements —
Reciprocal Unions (MCT) (January 1, 2020)

CIA

e Revised Standard of Practice: Section 2500 Financial Condition Testing (October 15,
2019)

e Educational Note: Financial Condition Testing (April 27, 2020)

e Revised Educational Note: Requlatory Capital Filing Certification for Life Insurers
(July 12, 2018)

e Educational note: Life Insurance Capital Adequacy Test
Requirements for Life and Health Insurance (CARLI)

Notable potential future changes

OSFl issued a draft 2020 LICAT Guideline

nsultation and changes initially expected in spring

2020 are currently postpon¥ er notice, also due to the COVID-19 developments.

In 2019, OSFl issued d reyisions to Guideline B-3: Sound Reinsurance Practices and
Procedures as well as a deline E-25: Internal Model Oversight Framework for
comments.

e OSFI Draft Revised Guideline B-3: Sound Reinsurance Practices and Procedures (June
12, 2019);

e OSFI Draft Guideline E-25: Internal Model Oversight Framework, for P&C insurers (June
21, 2019)

OSFI expected to issue in 2020 Draft Guideline B-2: Large Exposure Limits for P&C insurers.

Given the COVID-19 situation, public consultations and finalization of Guidelines B-3, E-25, and
B-2 are all on hold until further notice.


https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_oar_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_oar_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_ur_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_ur_01_2020_pf_an.pdf
https://cia-ica.ca/docs/default-source/2019/219113e.pdf
https://cia-ica.ca/docs/default-source/2020/220057e.pdf
http://www.cia-ica.ca/docs/default-source/2018/218097e.pdf
http://www.cia-ica.ca/docs/default-source/2018/218033e.pdf
http://www.cia-ica.ca/docs/default-source/2018/218033e.pdf
http://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/default.aspx
http://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/default.aspx
https://lautorite.qc.ca/en/professionals/insurers/guidelines/
http://www.cia-ica.ca/publications/search-publications
https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT20.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/b3-dft.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/e25-dft.pdf

This educational note is organized in the following sections:

1. Life regulatory capital requirements for 2020 (MOIfied) ..........cccovvueeeeiiiiiiiiiiiieeiiieeeeieeiirreeeen 6
2. P&C regulatory capital requirements for 2020 (MOdified).........ccccoueevveeeivieiiieeriieeecie e 7
3. Mortgage insurance regulatory capital requirements for 2020 (NEW).........cccoeevvvvveeereeereeecnnnen. 8
4. Considerations for the 2020 Own Risk and Solvency Assessment (ORSA) (unchanged) ............ 8
5. Considerations for the 2020 Financial Condition Testing (FCT) (modified)........cccccuuuveeevenennnn... 9
6. Draft Guideline B-3: Sound Reinsurance Practices and Procedures (modified)......................... 12
7. OSFI Draft Guideline E-25: Internal Model Oversight Framework,

fOr P&C INSUIErs (MOIfIEA) ....eeveeeeeiiiieeeiii ettt e et e e e e e s esntbareeeeeeseeans 12
Appendix A: OSFI DOCUMENTATION ... ... b aaaaaararassassasssssssssssnsssnnnnns 14

Appendix B: AMF Documentation........cccevevveeeeniiieeeeniiiee e esieeeeesieee g
Appendix C: CIA GUIAANCE.......uuuuuiaeeeeaeneaeaenens

If you have any questions or comments regarding this ed
Christian Nadeau-Alary (Chair of the working group) at
Alary@tdassurance.com or Michelle Lindo at mlin

SWE, ML


mailto:Christian.Nadeau-Alary@tdassurance.com
mailto:Christian.Nadeau-Alary@tdassurance.com
mailto:mlindo@munichre.ca
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1. Life regulatory capital requirements for 2020 (modified)

The Office of the Superintendent of Financial Institutions (OSFI) and the Autorité des marchés
financiers (AMF) introduced new regulatory capital frameworks called, respectively, Life
Insurance Capital Adequacy Test (LICAT) and Capital Adequacy Requirements for Life and
Health Insurers (CARLI), effective January 1, 2018 with revisions in 2019. OSFI and the AMF
developed in collaboration LICAT and CARLI over a period of more than 10 years, in
consultation with life insurers and other industry stakeholders. LICAT and CARLI were designed
to “better align measures of risks with the economic reality faced by life insurers, thereby
promoting appropriate risk management and business decisions.”?

The guidelines provide the framework within which OSFI and the AMF assess whether a Life
and Health insurance company maintains adequate capital and whether a company operating
in Canada on a branch basis maintains an adequate margin. The guidelines describe the capital
required using measures based on risks, and define the capital or in that is available
to meet the minimum standard.

OSFI published a draft 2020 LICAT Guideline in February for, tion. OSFI expected
to publish the final guideline by the end of June 2020 wj iatg effect.

Notable changes in the draft 2020 LICAT Guideline inclu

the ing:

e Sections 2.1.2.10 Other Items deducted ffi ier 1 and 9.1.1 Conditions for the par
credit — Clarifications of expectations ®gthgeatment of negative Dividend Stabilization
Reserves or other similar experienge ley, hanisms.

Iculation of the par credit for a block and 9.3
Ily adjustable — Changes to the requirement
alculafon of interest rate risk requirements.

e Sections 5.1.2 Stress scenario,
Participating products that
for the par credit floor in th

Given the COVID-19 situatj
notice.

The AMF published a d W20 CARLI guideline, effective January 1, 2020. The objective of
the update was to ada e giideline to the new Quebec Insurers Act that came into effect in
June 2019. Notable changes in the AMF’s 2020 CARLI guideline compared to AMF’s 2019 CARLI
guideline were as follows:

related to this guideline is currently on hold until further

e Section 2.1.2.7 Investments in capital instruments of P&C insurance company
subsidiaries, dissimilar requlated financial subsidiaries and non-qualifying subsidiaries —
Specified what a non-qualifying subsidiary is for the purpose of deducting capital from
participation in capital instruments of non-qualifying subsidiaries.

Prior to the COVID-19 situation, further changes and consultation were expected later this
spring regarding the 2020 CARLI guideline, including the changes included in the draft 2020
LICAT Guideline. These changes are currently postponed until further notice.

' OSFI’s “Life Insurance Capital Framework Standard Approach”, published January 5, 2015.


https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT20.pdf
https://lautorite.qc.ca/en/professionals/insurers/guidelines/
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To address issues stemming from COVID-19, OSFl and the AMF announced the following
actions with respect to LICAT in their respective news release (OSFI, AMF) of April 9, 2020 :

e Loan payment deferrals due to COVID-19 will not increase capital requirements on
related mortgages, leases or other loans.

e Approved premium payment deferrals will not increase capital requirements on
outstanding premiums related to those deferrals.

e LICAT interest rate risk requirements for participating products to be smoothed over six
guarters.

Additional changes may be included in the final version of 2020 LICAT Guideline and 2020
CARLI Guideline. Therefore, the actuary should refer to the final version of these guidelines to
fully ascertain the changes and their impact.

2. P&C regulatory capital requirements for 2020 (modified)

OSFI’s Guideline A, Minimum Capital Test (MCT) for property
was originally implemented in 2003. The following year, th
the Guideline on Capital Adequacy Requirements — Prop
harmonized with OSFI’s MCT guideline. Each year, OSFI 3zd
changes are required to improve the risk measureggaddr
improved risk management.

urance companies
#Fnted its own MCT,
asyalty Insurance, largely
consider whether
em®ging issues, and encourage

The guidelines provide the framework within | and the AMF assess whether a P&C
company maintains adequate capital an company operating in Canada on a branch
basis maintains an adequate margin lines describe the capital required using

OSFI’s 2019 MCT guideline, ®ggtive T8nuary 1, 2019 remains valid for 2020. A notable change
in OSFI’'s 2019 MCT g i Rues into effect in 2020:

e Section4.3.3.3
margin required

gin required — Introduced a transition period for the increase in the
reinsurance ceded to unregistered reinsurers from 15% to 20%.

After the Insurers Act came into effect in June 2019, the AMF published two new MCT
guidelines regarding the solvency requirements for self-regulatory organizations and reciprocal
unions that are authorized to carry on insurer activities. These new guidelines were, for the
most part, very similar to the 2019 MCT guideline for traditional insurers, but with necessary
adaptations. The AMF published updated 2020 MCT guidelines for Property and Casualty
Insurance, Self-Regulated Organizations and Reciprocal Unions, all effective January 1, 2020.
Notable changes in the AMF’s 2020 MCT guidelines compared to AMF’s 2019 MCT guidelines
were as follows:

e Section 2.4 Interests in and loans to subsidiaries, associates and joint ventures —
Specified what a non-qualifying subsidiary is for the purpose of using equity method of
accounting for all interests in non-qualifying subsidiaries.


https://www.osfi-bsif.gc.ca/Eng/fi-if/in-ai/Pages/20200409_fri_let.aspx
https://lautorite.qc.ca/en/general-public/media-centre/news/fiche-dactualites/lautorite-met-de-lavant-de-nouvelles-mesures-en-lien-avec-la-pandemie/?utm_medium=rss
https://clicktime.symantec.com/35j4kWUsF1DEbGtUtV5A6Xc7Vc?u=https%3A%2F%2Furldefense.proofpoint.com%2Fv2%2Furl%3Fu%3Dhttps-3A__clicktime.symantec.com_3KBcFdWDdxvMCPo69YrmSQF7Vc-3Fu-3Dhttps-253A-252F-252Furldefense.proofpoint.com-252Fv2-252Furl-253Fu-253Dhttps-2D3A-5F-5Flautorite.qc.ca-5Ffileadmin-5Flautorite-5Freglementation-5Flignes-2D2Ddirectrices-2D2Dassurance-5F20190613-2D5Fligne-2D2Ddirectrice-2D2Dsuffisance-2D2Dcapital-2D2Doar-2D5Fan.pdf-2526d-253DDwMFAw-2526c-253D3y-2DKiJyD3GojJoN1G78EPxWQtMJ98loZehtOkL05yF4-2526r-253DLULOVZoEY6P8omQmSmjO9xWfb9nZ8hRpdyc9x3Jezlw-2526m-253DJ5SHQnt2cZEN7Yd4Vl0nqvlGG9bO03-5FKY0k4PiqI4Cw-2526s-253DHc6Rzs-5FGzqAbyvXVSgcYTAR1PC8PF7gSL04dHrTc8nc-2526e-253D%26d%3DDwMFAw%26c%3D3y-KiJyD3GojJoN1G78EPxWQtMJ98loZehtOkL05yF4%26r%3DLULOVZoEY6P8omQmSmjO9xWfb9nZ8hRpdyc9x3Jezlw%26m%3DMCsTD4uqs7314ACraGtWZ1zglQbaRAZPpIFyMmd_SN8%26s%3DsMgT1C9ebQuEr4F3bZGPVBcC3SGvMUVaPFL1-RgWv9A%26e%3D
https://clicktime.symantec.com/38Z6VP1hzE7NhJoerYUCrzj7Vc?u=https%3A%2F%2Furldefense.proofpoint.com%2Fv2%2Furl%3Fu%3Dhttps-3A__clicktime.symantec.com_3FAQMGapcgT9WS6qYJSfHTE7Vc-3Fu-3Dhttps-253A-252F-252Furldefense.proofpoint.com-252Fv2-252Furl-253Fu-253Dhttps-2D3A-5F-5Flautorite.qc.ca-5Ffileadmin-5Flautorite-5Freglementation-5Flignes-2D2Ddirectrices-2D2Dassurance-5F20190613-2D5Fligne-2D2Ddirectrice-2D2Dsuffisance-2D2Dcapital-2D2Dunions-2D2Dreciproques-2D5Fan.pdf-2526d-253DDwMFAw-2526c-253D3y-2DKiJyD3GojJoN1G78EPxWQtMJ98loZehtOkL05yF4-2526r-253DLULOVZoEY6P8omQmSmjO9xWfb9nZ8hRpdyc9x3Jezlw-2526m-253DJ5SHQnt2cZEN7Yd4Vl0nqvlGG9bO03-5FKY0k4PiqI4Cw-2526s-253D9F0-5FwYD7y-5FywRr2-2DbIbj-2Dqj-5FlIE-2DSaN4moxiCUndXmM-2526e-253D%26d%3DDwMFAw%26c%3D3y-KiJyD3GojJoN1G78EPxWQtMJ98loZehtOkL05yF4%26r%3DLULOVZoEY6P8omQmSmjO9xWfb9nZ8hRpdyc9x3Jezlw%26m%3DMCsTD4uqs7314ACraGtWZ1zglQbaRAZPpIFyMmd_SN8%26s%3D2Ujdsb2DfthvJwnu5O39bn-p6MSzhtnulSZnIGEy6Bs%26e%3D
https://clicktime.symantec.com/38Z6VP1hzE7NhJoerYUCrzj7Vc?u=https%3A%2F%2Furldefense.proofpoint.com%2Fv2%2Furl%3Fu%3Dhttps-3A__clicktime.symantec.com_3FAQMGapcgT9WS6qYJSfHTE7Vc-3Fu-3Dhttps-253A-252F-252Furldefense.proofpoint.com-252Fv2-252Furl-253Fu-253Dhttps-2D3A-5F-5Flautorite.qc.ca-5Ffileadmin-5Flautorite-5Freglementation-5Flignes-2D2Ddirectrices-2D2Dassurance-5F20190613-2D5Fligne-2D2Ddirectrice-2D2Dsuffisance-2D2Dcapital-2D2Dunions-2D2Dreciproques-2D5Fan.pdf-2526d-253DDwMFAw-2526c-253D3y-2DKiJyD3GojJoN1G78EPxWQtMJ98loZehtOkL05yF4-2526r-253DLULOVZoEY6P8omQmSmjO9xWfb9nZ8hRpdyc9x3Jezlw-2526m-253DJ5SHQnt2cZEN7Yd4Vl0nqvlGG9bO03-5FKY0k4PiqI4Cw-2526s-253D9F0-5FwYD7y-5FywRr2-2DbIbj-2Dqj-5FlIE-2DSaN4moxiCUndXmM-2526e-253D%26d%3DDwMFAw%26c%3D3y-KiJyD3GojJoN1G78EPxWQtMJ98loZehtOkL05yF4%26r%3DLULOVZoEY6P8omQmSmjO9xWfb9nZ8hRpdyc9x3Jezlw%26m%3DMCsTD4uqs7314ACraGtWZ1zglQbaRAZPpIFyMmd_SN8%26s%3D2Ujdsb2DfthvJwnu5O39bn-p6MSzhtnulSZnIGEy6Bs%26e%3D
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e Section 3.4.2.2 Margin required — According with the transition introduced in 2019,
replaced the 15% margin required for reinsurance ceded to unregistered reinsurers
with the 20% margin for ceded policy liabilities on business from direct policies, or
assumed business with underlying direct policies, with an effective date of January 1,
2020 or later.

e Section 3.6 Earthquake risk exposure — Replace “Catastrophes” with “Earthquake risk
exposure”.

To address issues stemming from COVID-19, OSFl and the AMF announced the following action
with respect to MCT in their respective news release (OSFI, AMF) of April 9, 2020 :

e Approved premium payment deferrals will not increase capital requirements on
outstanding premiums related to those deferrals.

3. Mortgage insurance regulatory capital requirements for 2020 (pgk

OSFl introduced a new regulatory capital framework for Mortgag
Insurer Capital Adequacy Test (MICAT), effective January 1,
January 1, 2017 advisory Capital Requirements for Federa
(Advisory) and the relevant portions of the guideline Mm
Regulated Property and Casualty Insurance Companies (N\T

called Mortgage
gFline combines the

ortgage Insurers
| Test for Federally
ine) into a single document.

The guideline provides the framework within w sses whether a mortgage

insurance company maintains adequate capit®yJTh®guideline describes the capital required
using measures based on risks and defin ; at is available to meet the minimum
standard.

Property and casualty insurance cofhpaniesgh®are not mortgage insurers will continue to

determine their regulatory capj i nts using the MCT guidelines.
Given that the MICAT mai blidated existing guidance, it was not expected to have
material impact on the reguNy§ pal for mortgage insurers and therefore, OSFl issued the

MICAT in final form. wasQR change to OSFI's MICAT guideline in 2020.
To address issues stem from COVID-19, OSFI announced the following action with respect
to MICAT:

e Payment deferrals will not cause insured mortgages to be treated as delinquent or in
arrears (news release of March 27, 2020).

e Approved premium payment deferrals will not increase capital requirements on
outstanding premiums related to those deferrals (news release of April 9, 2020).

4. Considerations for the 2020 Own Risk and Solvency Assessment (ORSA) (unchanged)

As per Subsection 2430 of the Standards of Practice, the ORSA report is part of the information
needed to provide an understanding of the insurer’s operations, its obligations, and the
resources available to meet those obligations.

On September 10, 2019, the Actuarial Standards Board (ASB) approved the revised Standard of
Practice (SOP) to incorporate changes to Section 2500 Dynamic Capital Adequacy Testing. One


https://www.osfi-bsif.gc.ca/Eng/fi-if/in-ai/Pages/20200409_fri_let.aspx
https://lautorite.qc.ca/grand-public/salle-de-presse/actualites/fiche-dactualite/lautorite-met-de-lavant-de-nouvelles-mesures-en-lien-avec-la-pandemie/
https://www.osfi-bsif.gc.ca/Eng/Docs/micat.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/micat.pdf
https://urldefense.proofpoint.com/v2/url?u=https-3A__www.osfi-2Dbsif.gc.ca_Eng_fi-2Dif_in-2Dai_Pages_Ins20200327-5Flet.aspx&d=DwMFAw&c=jHgcll7vu6KBr6TBIrDHPorGcw2MTevFxQ4JNGQtlLA&r=wGNp3lsB6C8xF7bVDjOMrNisJLR8uwta_lHoqa7sdcM&m=g0uT5Dx5AzEi4iQfrM2sFg4ebTNycSTzo5W2MyUkYho&s=ESX84iBkMPo0_eLZnEddL9ZOGps1693J0USEDSqbYZw&e=
https://www.osfi-bsif.gc.ca/Eng/fi-if/in-ai/Pages/20200409_fri_let.aspx
https://cia-ica.ca/docs/default-source/2019/219113e.pdf
https://cia-ica.ca/docs/default-source/2019/219113e.pdf
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of the objectives of the proposed revisions is to allow for a better alignment with ORSA
regulatory requirements as they relate to work needed to report on the expected future
financial condition of an insurance entity. Further information on the revised SOP can be found
in the next section.

The following guidelines have been published by Canadian insurance regulators with regard to
ORSA:

e OSFIl, Guideline E-19: Own Risk and Solvency Assessment, effective January 1, 2018.

e AMF, Capital Management Guideline, Section 5, Own Risk and Solvency Assessment,
effective May 2015.

In addition, here are other actuarial publications on ORSA:

e Report on the CIA ORSA Survey conducted in April 2015.

e JAA Risk Book, Chapter 10—Own Risk and Solvency Asses QRSA), March 8, 2016.
5. Considerations for the 2020 Financial Condition Testing 4CT)
Revised Standard of Practice: Section 2500 (modified)

On September 10, 2019, the ASB approved the revised Sq&n ractice (SOP), with an
effective date of January 1, 2020.

The objectives of the revisions to Section 250QueNyto:

e ®deral and provincial Insurance Acts'
financial condition of an insurance

e provide a more robust approach
requirement to report on the gxne

entity; and
e allow for a better align ith oy risk and solvency assessment (ORSA) regulatory
requirements as th - needed to report on the expected future financial

rd: Dynamic Capital Adequacy Testing (DCAT) is renamed as
Testing (FCT).

e Name of the sta
Financial Conditi

e Definition of “satisfactory financial condition”: The threshold for the base scenario is
changed to the internal target ratio(s) as determined by ORSA, rather than the
regulatory supervisory level. It also tests two other thresholds: a) going concern, and b)
solvency.

o The threshold for “going concern” scenarios is the minimum regulatory target.

o The threshold for “solvency” scenarios is that the statement value of assets is
sufficient to cover the statement value of the liabilities.

e Opinion of the actuary is modified to link to ORSA internal target(s) and explicitly allow
for an opinion of “satisfactory subject to” certain conditions. It also removes wording
about reporting requirements related to scenarios tested and their description,


https://www.osfi-bsif.gc.ca/Eng/Docs/e1918.pdf
https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-toutes-institutions/g_capital_management_final.pdf
https://www.cia-ica.ca/docs/default-source/2016/216036e.pdf
https://www.actuaries.org/LIBRARY/Papers/RiskBookChapters/Ch10_ORSA_8March2016.pdf
https://cia-ica.ca/docs/default-source/2019/219113e.pdf
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significant assumptions description, and the identification of key risk exposures.

e Recent financial position and forecast period: The most appropriate number of years is
left for the actuary to decide, based on the facts and circumstances of the insurer and
the analysis.

e Risk categories: The detailed listings of risk categories are removed.

e Distinction has been made between ripple effects (which may include management’s
routine actions) and corrective management actions.

e General harmonization with ORSA, including a single report: Throughout Section 2500,
wording is added to refer to ORSA or other processes where coordination could be
beneficial.

The CRMCR drafted a revised educational note to provide additional guidance to the actuary
on the above topics in the revised SOP. The draft educational note posed to the
membership until February 28, 2020. The final version of the ed g ote, Financial

the regulator(s) on or after January 1, 2020. It is g€
implementation of the SOP, methodologies, sgst an cesses may not be fully developed
urdyears. The Appointed Actuary may make
reasonable simplifying assumptions and ons to address these limitations if any. The
simplifying assumptions and approxi ) ould be described in the FCT report. If
appropriate, the opinion of the Ap y may also reflect that the financial condition

of the insurer is satisfactory suhiec plifying assumptions and approximations.

insurer’s longer term business strategies and, in particular,
growth. Considering this, an insurer should determine an appropriate
ion at which it operates, set above its Internal Targets. In
determining an operating level, an insurer should consider the impact of future planned,
foreseen and likely potential changes to its risk profile due to changes in its operations, its
business strategy or its operating environment. For example, it should consider a series of
varying adverse scenarios and, at a certain operating level, assess the insurer’s ability to
continue operating and not fall below its Internal Targets. It should also evaluate whether long-
run Internal Targets are consistent with short-run goals, and adjust its operating levels as
appropriate; recognizing that accommodating additional capital needs or additional risk
mitigants can require significant lead time.” Similar expectations regarding the consistent
assessment of internal targets with the insurer’s strategic and business plan are found in AMF’s
Capital Management Guideline.
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Transition to IFRS 17 (modified)

In May 2017, the International Accounting Standards Board (the Board) issued IFRS 17 Insurance
Contracts, replacing IFRS 4 Insurance Contracts. The implementation date is expected to be the
fiscal year beginning on or after January 1, 2023, with comparative financials produced for the
immediately prior fiscal year. Insurers are proceeding with their implementation plans but some
may not yet be able to reliably estimate financial statements based on the new standard.

The regulatory capital guidelines will be adapted to reflect changes related to IFRS 17. As part of
a directed confidential consultation, OSFl and the AMF have issued draft regulatory capital
requirement guidelines and conducted initial quantitative impact studies (QIS) for Life and P&C
insurers, which were due on October 31, 2019. Given COVID-19 and until further notice, OSFI
and the AMF have put on hold the directed consultation on the updated draft capital guidelines
as well as the QIS that was planned for June 2020, as per their respective news releases (OSFI,
AMF). The ability of insurers to estimate required and available capj ill be impacted by their
ability to estimate IFRS 17 financial statements.

In principle, FCT forecasts beyond January 1, 2023 should b er IFRS 17 and the
e regulatory capital

requirement guidelines nor IFRS 17 are final (the IASB isQue i exposure draft on June
26, 2019 and plan to publish the final version in the seco of 2020), and therefore
insurers may not yet be able to produce reliable §n g jections under IFRS 17. In these
circumstances, an appropriate practice woul i to perform FCT in 2020 using the

current accounting standards, actuarial standar urrent regulatory capital guidelines,

available. If quantitative impact studg otential issues based on the new draft guideline
in between filings of the FCT repor be appropriate for the Appointed Actuary to
describe these potential issue r chief agent along with any potential mitigating
actions, either in the FCT r ation, or through regular IFRS 17 updates.

Special Considerations due

In light of recent deve
results due to market c
the revised section 2500

e to COVID-19, insurers may experience unforeseen financial
itions and/or additional claim activity. The following excerpts from
the SOP may be relevant in this situation:

.03 The appointed actuary should ensure that the investigation is current. The investigation
should take into consideration recent events and recent financial operating results of the
insurer.

.13 The actuary would consider recent events and recent operating results of the insurer up to
the date of the report.

.14 If an adverse event occurs between the date of the report and the date of its presentation to
the insurer’s board of directors (or its chief agent for Canada), then the actuary would, at a
minimum in the presentation to the insurer’s board of directors (or its chief agent for
Canada), address the event and its potential implications on the results of the investigation.
If appropriate, the actuary would redo the investigation.
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Any adjustments made to the base scenario due to COVID-19 would typically also affect the
adverse scenarios.

The research paper, Considerations for the Development of a Pandemic Scenario, may also be
useful for the development of the base and/or adverse scenarios.

6. Draft Guideline B-3: Sound Reinsurance Practices and Procedures (modified)

On June 8, 2018, OSFl issued a Discussion Paper on OSF!l’s Reinsurance Framework that included
proposals to enhance and clarify OSFI’s expectations for prudent reinsurance practices.

On June 12, 2019, OSFl issued proposed revisions to Guideline B-3: Sound Reinsurance Practices
and Procedures. The revisions to the guideline reflect some of the proposals in the discussion
paper, as well as comments received in response to the discussion paper.

More comments were collected regarding those revisions and were being assessed by OSFl in
order to finalize the Guideline B-3 by the end of 2020. Given COVI ork related to this
guideline is currently on hold.

Key changes to the draft guideline encourage insurers to b d manage risks arising
he guideline include

, and reaffirm OSFI’s

all of its risks. A federally
verall book of business, and may
ridg. The draft guideline also includes a

rat credit for a foreign FRI’s reinsurance

d back to the foreign FRI’'s home office

that reinsurance payments flow directly to a cedant ins
principles-based expectation that an insurer not c
regulated insurer’s (FRI’s) ceding limits should b
also be established by line of business, as ap
statement that OSFI will generally not regogniz
arrangement(s) when risks insured in Can
through affiliated reinsurers.

Based on the draft guideline, someNgsurersihay need to adjust aspects of their reinsurance

programs. OSFl intends to o or i sessions when it releases the final guideline.

7. OSFI Draft Guideline E- Model Oversight Framework, for P&C insurers
(modified)

On June 21, 2019, OSFI r comment Draft Guideline E-25: Internal Model Oversight

Framework for federallyggulated property and casualty insurance companies (P&C insurers).

This guideline applies to insurers that have received approval to use an internal model to
calculate MCT regulatory capital requirements for insurance risk. The guideline establishes
OSFI’s expectations for insurers when they establish and maintain an oversight framework for
the internal models.

The key elements of the draft guideline include:
e establishing a model oversight framework;
e periodic assessment of the framework via an internal model risk control (IMRC) process;
e documentation of the framework and IMRC process; and

e periodic review and assessment of the framework and the IMRC process by internal
audit.
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https://www.cia-ica.ca/docs/default-source/2009/209095e.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/reins_frmwk.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/b3-dft_let.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/b3-dft_let.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/e25-dft.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/e25-dft.pdf
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Given the COVID-19 situation, work related to this guideline is currently on hold.
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Appendix A: OSFI documentation

Guidelines

Filename Title Effective Date

Draft Draft 2020 LICAT Guideline TBD

LICAT20

LICAT19 Life Insurance Capital Adequacy Test 01/01/2019

MCT2019 Minimum Capital Test For Federally Requlated 01/01/2019
Property and Casualty Insurance Companies

MICAT Mortgage Insurer Capital Adequacy Test 01/01/2019

A4 Requlatory Capital and Internal Capital Togets 01/01/2018

E19 Own Risk and Solvency Assessment 01/01/2018

B5-19 Asset Securitization 01/01/2019

B21 Residential Mortgage Insura “1.. erwriting 03/01/2019
Practices and Procedu

Draft B3 Sound Reinsuran T ynd Procedures TBD

Draft E25 N gL ramework TBD

Filename

Effective Date

life-rr Reporting Requirements for Life Insurance 01/01/2020
Companies and Fraternal Benefit Societies

pc-rr Reporting Requirement for Property and Casualty 01/01/2020
Insurance Companies

LICAT _inst LICAT Filing Instructions 12/01/2019

LICAT_dscreq | Life Insurance Capital Adequacy Test Public 12/31/2018
Disclosure Requirements
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https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT20.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT19.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/mct2019.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/mct2019.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/micat.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/a4_gd18.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/e1918.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/B5-19.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/B21.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/B21.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/b3-dft.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/e25-dft.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/life-rr.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/life-rr.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/pc-rr.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/pc-rr.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/licat_inst.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT_dscreq.pdf
https://www.osfi-bsif.gc.ca/Eng/Docs/LICAT_dscreq.pdf
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Appendix B: AMF documentation

Guidelines

Filename Effective

Date

Id_escap_01-2020_pf.pdf Capital Adequacy Requirements Guideline — 01/01/2020
Insurance of persons (CARLI) (English version
available soon)

Id_tcm_01_2020_pf_an.p Guideline on Capital Adequacy Requirements 01/01/2020
df — Property and Casualty Insurance (MCT)

Id_tcm_oar_01_2020_pf_ Guideline on Capital Adequacy Regl ; 01/01/2020
an.pdf — Self-Requlatory Organizatio

Id_tcm_ur_01_2020_pf_a Guideline on Capital Adeqd&cy @guire® 01/01/2020
n.pdf — Reciprocal Unions (M

G_capital_management_fi 05/01/2015

nal.pdf

Filename i Effective
Date

uide for the Financial Condition Testing 01/01/2020

guide_actuaire__esf,
.’ Bport — Insurance of persons

_anglais_.pdf

Guide for the Financial Condition Testing 01/01/2020
Report — Property and Casualty Insurance

actuary_guide_pc_fct.pd

guide-depot-releves- Instructions for Quarterly and Annual 01/01/2019
trimestiels-supplements- Statements (CARLI) (Available in French only)
annuels_fr.pdf
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https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-assurance/ld_escap_01-2020_pf.pdf
https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-assurance/ld_escap_01-2020_pf.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_oar_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_oar_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/professionnels/assureurs/ld_tcm_01_2020_pf_an.pdf
https://lautorite.qc.ca/fileadmin/lautorite/reglementation/lignes-directrices-toutes-institutions/g_capital_management_final.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureurs/guide_actuaire__esf_vie__anglais_.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureurs/guide_actuaire__esf_vie__anglais_.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureurs/actuary_guide_pc_fct.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureurs/actuary_guide_pc_fct.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureurs/guide-depot-releves-trimestiels-supplements-annuels_fr.pdf
https://lautorite.qc.ca/fileadmin/lautorite/formulaires/professionnels/assureurs/guide-depot-releves-trimestiels-supplements-annuels_fr.pdf
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Appendix C: CIA guidance

Accession

Number

Publication Date

220057 Educational Note: Financial Condition Testing 27/04/2020

219113 Revised Standard of Practice: Section 2500 10/15/2019
Financial Condition Testing

218097 Revised Educational Note: Requlatory Capital 12/07/2018
Filing Certification for Life Insurers

218033 Educational Note: Life Insurance Capital 08/03/2018
Adequacy Test (LICAT) and Capital Adequacy
Requirements for Life and Health Insurance
(CARLI)

217121 Second Revision of Educational Not4 ic 4 24/11/2017
Capital Adequacy Testing

217018 Educational Note: Perfor. 09/02/2017
2017 for Life and Health In

209095 Research Paper: October 15, 2009

Development ol cTScenario
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https://cia-ica.ca/docs/default-source/2020/220057e.pdf
https://cia-ica.ca/docs/default-source/2019/219113e.pdf
https://cia-ica.ca/docs/default-source/2019/219113e.pdf
https://www.cia-ica.ca/docs/default-source/2018/218097e.pdf
https://www.cia-ica.ca/docs/default-source/2018/218097e.pdf
https://www.cia-ica.ca/docs/default-source/2018/218033e.pdf
https://www.cia-ica.ca/docs/default-source/2018/218033e.pdf
https://www.cia-ica.ca/docs/default-source/2018/218033e.pdf
https://www.cia-ica.ca/docs/default-source/2018/218033e.pdf
https://www.cia-ica.ca/docs/default-source/2017/217121e.pdf
https://www.cia-ica.ca/docs/default-source/2017/217121e.pdf
https://www.cia-ica.ca/docs/default-source/2017/217018e.pdf
https://www.cia-ica.ca/docs/default-source/2017/217018e.pdf
https://www.cia-ica.ca/docs/default-source/2009/209095e.pdf
https://www.cia-ica.ca/docs/default-source/2009/209095e.pdf
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