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Memorandum 
 

To: All Fellows, Affiliates, Associates, and Correspondents of the Canadian 
Institute of Actuaries and other interested parties 

From: Ty Faulds, Chair 
Actuarial Standards Board 

Stéphanie Fadous, Chair 
Designated Group 

Date: October 14, 2016 

Subject: Notice of Intent to Review the Standards of Practice to Incorporate 
Changes Needed as a Result of the New Capital Standard 

Comment Deadline:  December 31, 2016 
Document 216102 

Introduction 
The Office of the Superintendent of Financial Institutions (OSFI) and l’Autorité des 
marchés financiers (AMF) have been working with the industry on a new capital 
standard for several years. This new standard will be effective from January 1, 2018. 
Under the new standard, the Minimum Continuing Capital and Surplus Requirements 
(MCCSR) and Capital Adequacy Requirements (CAR) total ratio will be replaced by the 
Life Insurance Capital Adequacy Test (LICAT), and Exigences de suffisance du capital en 
assurance de personnes (ESCAP) total ratio. The denominator for the new capital ratio 
will be the “base solvency buffer”. The base solvency buffer roughly comprises both 
required capital under the current standard and certain provisions for adverse 
deviations (PfADs) in insurance contract liabilities. The numerator will be the sum of 
available capital, surplus allowance, and eligible deposits. The surplus allowance 
includes some, but not all, PfADs in insurance contract liabilities. 

The new capital standard will require changes to the Canadian actuarial Standards of 
Practice (SOP) to ensure that all references to capital in the SOP use terminology 
consistent with the new capital standard. 

Concurrently with the work of OSFI and the AMF, an educational note will be published 
by the Practice Council to provide supplementary guidance in a number of areas. Under 
the new capital standard there is a need to quantify the PfADs in insurance contract 
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liabilities that can be included in the surplus allowance, as well as a need to isolate best 
estimate cash flows for the purpose of calculating the base solvency buffer. In most 
places in the SOP, the separation between best estimate assumptions and margins is 
clear. However, in some areas, the focus is more on the total insurance contract liability. 
For example, the SOP for future mortality improvement assumptions prescribes a 
minimum valuation basis. As a result, many combinations of best estimate assumptions 
and margins are possible for valuation purposes. However, it may be desirable to 
narrow the range of practice for the purposes of the best estimate assumption for 
mortality improvement that is used to calculate the base solvency buffer and the related 
PfAD to be included in the surplus allowance. 

Potential changes to the SOP and areas where additional guidance will be provided are 
described below. 

Summary of Potential Changes to the Standards and Desired Outcomes 
Subsection 2480 – Certification of Capital Filings as Required by the Regulator 

This subsection includes the standard opinion language related to the appropriateness 
of capital requirement calculations as well as the requirement to prepare a report that 
supports the opinion. The subsection will be revised to ensure language is aligned with 
the new capital standard. 

Section 2500 – Dynamic Capital Adequacy Testing 

This section applies to the Appointed Actuary of an insurer when preparing a report on 
the insurer’s financial condition pursuant to law. There are many references to 
“supervisory capital target requirement” or other language that is used in the current 
capital guidelines. This section will be reviewed to ensure the language remains relevant 
and appropriate under the new capital standard. 

Promulgation of Prescribed Mortality Improvement Rates (July 12, 2011) 

The promulgation prescribes the minimum basis for future mortality improvement 
assumptions in valuation of insurance contract liabilities, but does not prescribe a best 
estimate assumption. The designated group (DG) will provide guidance on the best 
estimate assumption for future mortality improvement (Canadian population) for use in 
the new capital standard and the related PfAD to be included in the surplus allowance, 
but it has not yet been determined whether this guidance will result in a change to the 
SOP for valuation of liabilities. 

Summary of Areas to be Covered in an Educational Note 
The members of the DG are also members of a subcommittee established by the 
Practice Council for the purpose of publishing an educational note that will provide 
supplementary guidance for actuaries preparing the new capital standard. 

Topics covered in the educational note may include the following: 

• Best estimate assumptions; 
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• Quantification of PfADs for inclusion in the surplus allowance; 

• Future mortality improvement; 

• Participating policyholder dividend cash flows; 

• Future credited rates on universal life policies; and 

• Future tax cash flows. 

Designated Group 
The ASB has appointed the following individuals to the DG to develop the revisions to 
the Canadian SOP: Steve Bocking, Elizabeth Boulanger, Wally Bridel, Devon Esson, 
Stéphanie Fadous (Chair), Marco Fillion, Éric Lemay, James Malin, Ralph Ovsec, and 
Lesley Thomson. 

Proposed Timeline and Early Implementation 
The new capital standard takes effect for reporting periods ending on or after January 1, 
2018. It is intended that any changes to the SOP described in this notice of intent (NOI) 
will be published by May 2017 and that the educational note described in this NOI will 
be published by May 2017. 

Issues and Feedback 
The DG is soliciting feedback to this NOI from members of the CIA and other 
stakeholders. It is interested not only in feedback with respect to the issues described in 
this NOI, but also if other areas also require guidance. Comments are invited by 
December 31, 2016 and may be submitted in electronic format to Stéphanie Fadous at 
stephanie_fadous@manulife.com, with a copy to Chris Fievoli at chris.fievoli@cia-ica.ca. 
No other forums for obtaining feedback are contemplated. 

Due process has been followed in the preparation of this NOI. 

 

TF, SF 
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