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1.0 I ntroduction

This Memorandum sets out the requirements and directions of the Superintendent, as well as the form
to be used with regard to the Actuary’ s reporting on the valuation of policy liabilities and on other
reporting responsibilities of the Actuary.

Another Memorandum to appear shortly reproduces or summarizes most of the stipulations of the
Insurance Companies Act (Act) concerning the Appointed Actuary. The purpose of this Memorandum
isto give the Appointed Actuary a precise but relatively concise reference about his role according to
the Act and its application by OSFI.

20 Requirementsand Directions

Two (2) copies of the Actuary’ s Report should be submitted to OSFI’ s Accounting and Financial
Information Division. We also require one copy of the report in electronic form or on a diskette or a
CD to be sent to the Accounting and Financial Information Division. The choice of acceptable word
processing formats available can be found in Appendix V1.

21  Generally Accepted Accounting Principles

The annual return must be prepared in accordance with generally accepted accounting principles
(GAAP). Section 667 of the Act requires the application of GAAP, with additional directions from the
Superintendent, in the preparation of the annual return of a company, society, or provincial company.
OSFI’s November 1993 bulletin, “ Accounting Principles — Foreign Life Insurance Companies’, also
established the requirement for aforeign life insurance company to apply Canadian GAAP in preparing
the annual return.

2.2  Generally Accepted Actuarial Practice

The Superintendent expects and requires the Actuary to conform to the professional actuarial standards
of practice' promulgated by the CIA, with all the additional requirements and directions of this
Memorandum. Both GAAP and generally accepted actuarial practice specify that the Canadian Asset
Liability Method (CALM described in Life SOP) isto be used in the valuation of actuarial and other
policy liabilities?> Any additional guidance, such as educational notes, CLIFR letter, among others
should be considered.

As CALM has been recognized as a standard of practice, the Actuary must discuss at length how it has
been implemented (data, calculations, reconciliation, reviews, etc) and must ensure that clear and
appropriate disclosure is made for al instances of non-compliance. Should the Actuary opine that
materiality considerations justify approximationsto CALM methodology, the report must include
detailed justifications. If the used approach is materialy different from any educational notes and
guidance letters, please describe.

It is OSFI’ sinterpretation that GAAP requires realized deferred gaing/losses to be classified as
liabilities. The Actuary should detail the consideration of these itemsin their valuation.

! Note that the Standards of Practice for the Valuation of Policy Liabilities of Life Insurers (LifeSOP) (CSOP) isin effect and apply.
2 See the Handbook of the Canadian Institute of Chartered Accountants (CICA) — Section 4210; and the current Memorandum from the CIA Committee of
Life Insurance Financial Reporting (CLIFR) on “Guidance for the Vauation of Life Policy Liabilities’.
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2.3  Minimum Continuing Capital and Surplus Provisions (MCCSR) and Test of
Adequacy of Asset Margins (TAAM)

Sections 515 of the Act requires alife company, society and provincial company to maintain adequate
capital; and section 608 requires aforeign company to maintain an adequate margin for assetsin
Canadaover liabilitiesin Canada. OSFI’s guideline on MCCSR and TAAM, revised for the 2001 year-
end, sets out requirements for the adequacy of capital test. The MCCSR and TAAM returns require the
Actuary’ s confirmation that the instructions pertaining both to the MCCSR and TAAM guideline and
the annual return have been followed. The Actuary isrequested to aso file areference inthe AA
Report’ s Compliance Checklist; the guideline should not be subject to any interpretation, but any
approximation should be disclosed.

The Actuary isreminded that CIA standards require that margins for adverse deviation in each
assumption add provisions to the liabilities for the misestimation of an assumption’s mean, and for the
possible deterioration of this mean. Policy liabilities should be developed from basic actuarial
principles, independent of the required capital determined under the MCCSR calculation®.

24  Dynamic Capital Adequacy Testing
2.4.1 Dynamic Capital Adequacy Testing Report

The Superintendent directs that the expected future financial condition report, the Dynamic Capital
Adequacy Test (DCAT), be prepared in compliance with the CIA standards, and filed with OSFI.*

The report must be prepared, sent to the Board and presented before the Board within one year of the
beginning of the forecast period.

The Actuary isrequired to file the DCAT report by the earlier of December 31 or 30 days after the
presentation to the directors and/or chief agent. Two (2) copies of the DCAT report should be
submitted to OSFI’ s Accounting and Financial Information Division. We also require one electronic
copy of the report on diskette or CD to be sent to the Accounting and Financial Information Division.
The choice of acceptable formats can be found in Appendix V1.

24.2 Requirementsfor the Actuary’s Report

The Actuary’s Report must confirm that the DCAT report has been submitted to the directors or chief
agent, and also include the Compliance Checklist described in the Appendix.

3 See section 4.7 specia considerations regarding reinsurance.

4 seecIA publication entitled: 1) Standard of Practice, Dynamic Capital Testing (December 1998); and 2) Education Note, Dynamic Capital Adequacy
Testing — Life and Property and Casualty (June 1999).
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The Actuary’s Report should provide a summary of the exposure of the company, society, foreign
company, or provincial company to significant risks.> It should detail whether or not the results have
occasioned any changes to the actuarial and other policy liabilities reported in the annual return and to
future policyholder benefits and/or costs.

25  Special Adverse Condition Report

The Actuary isrequired to provide a copy of the report on special adverse conditions to the
Superintendent if, in the Actuary’ s opinion, suitable action is not being taken to rectify the matters.
Such areport should be sent to the Deputy Superintendent, Supervision Sector, by registered mail or
bonded courier.

2.6  Opinion of the Actuary

» the methods and procedures used in the verification of the valuation data are sufficient and
reliable, and fulfil the required standard of care;

» therate or rates of interest, and the rate or rates of mortality, accident, sickness or other
contingencies used in cal culating the (consolidated)®

» actuaria an other policy liabilities are appropriate to the circumstances of the company and the
policiesin force;

» the methods used to calculate the (consolidated) actuarial and other policy liabilities for non-
cancellable accident and sickness policies and for claims under accident and sickness payablein
instalments are appropriate to the circumstances of the company and of the said policies and
clams,

» thevauation of (consolidated) actuarial and other policy liabilities has been madein
accordance with generally accepted actuarial practice with such changes as determined and any
directions made by the Superintendent;

» thevaluation is appropriate under the circumstances of the company and the financial
statements fairly reflect its results; and

» having regard for the results of the investigation performed pursuant to sections 368 or 630 of
the Act, the value of (consolidated) actuarial and other policy liabilities, when taken together
with the “Total Capital Available”’

o for purposes of the MCCSR return, makes good and sufficient provision for al unmatured
obligations under the terms of the policiesin force.

Actuary
A copy of the opinion must be attached to both the Actuary’ s Report, and the annual return.

5 Canadian companies must complete their testing using the consolidated operations.
® Bracketed language applies to Actuaries of Canadian companies.

7 Actuaries of foreign companies must refer to the “Net Assets Available” of the Test of Adequacy of Assetsin Canada and Margin Requirements
(TAAM).
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2.7  Supplementary Actuarial Requirements
2.7.1 Cash Value Deficiencies and Negative Actuarial Liabilities

The Superintendent directs that the Actuary continue to test for cash value deficiencies on an aggregate
basis by major blocks and negative actuarial liabilities on a policy-by-policy basis.® The Actuary’s
Report should disclose the methods used to calculate these provisions. These amounts should be
disclosed separately in the Actuary’ s Report, with description and detail given for each major block.
The Actuary should consider these amounts in determining the distributable surplus.’

In principle, the implementation of CALM could lead to difficultiesin the calculation of these values
and the MCCSR/TAAM; CALM is a portfolio-based method that does not produce seriatim policy
liabilities.
1. The MCCSR requires negative actuaria liabilities to be calculated on a policy-by-policy
basis. These values may not be available in avaluation carried out under CALM.

2. The MCCSR requires policy liabilities to be divided in specific groupings for purposes of
certain calculations of the C-2 and C-3 components. These classifications may not be
consistent with the classifications or groupings of policies used by insurersin the
application of CALM.

Note that since the MCCSR treats cash value deficiencies on a portfolio basis, the introduction of
CALM will not cause any difficultiesin this regard.

It will be necessary, under a strict application of CALM, to introduce methods for the appropriate
alocation of policy liabilities to the various categories required for the calculation of the MCCSR.
OSFI intends to ask the CIA for assistance in developing allocation principles and methods in the
future.

For the 2001 year-end calculations, OSFI understands that most Canadian life insurance companies
intend to implement CALM through approximation. The method entails an application of CALM
before the end of the year and the derivation of a set of interest rates to be used for discounting such
that a seriatim PPM valuation at year end would produce the same aggregate policy liability.

Therefore, it is anticipated that seriatim policy-by-policy liabilities, and in particular, negative actuarial
reserves, will be available for this year’ s valuation. Consequently, the form of the MCCSR calculation
will not change in 2001 to accommaodate the introduction of CALM. A change of this type may be
made in the future.

The Appointed Actuary’s Report should clearly describe the approach taken in this year’s valuation to
accommodate CALM as well as the cal culation of the MCCSR.

8 Separate aggregate tests for calculating cash value deficiencies will be maintained for the MCCSR and the annual returns.

9 See subsection 165(2), 331(3) and 464(2) of the Act, and October 1992 paper on “Guidelines Regarding the Protection of Participating Policyholders’.
Foreign company and fraternal benefit society Actuaries should also endeavour to follow the spirit of these requirements.
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2.7.2 Participating Closed Blocks Reporting

When a company has established participating closed blocks for any part of its business, and in
particular, closed blocks in the Par Account Restructuring of Canadian Demutualizations, an annual
report is required from the Appointed Actuary listing the following:

i A financial analysis of the experience in each of the participating accounts over the past
twelve months;
ii A projection of the surplusin the closed component on its own and the Par Accountsin total;
iii A projection of the gain/loss position of the closed component;
iv. Theidentification of accumulated gains or losses in experience fluctuation accounts (if
applicable);
v The dividend recommendation (or most recent dividend recommendation);
vi A description of other factors influencing the dividend recommendation, e.g. competitors
actions; and
vii  The ongoing disclosure of par PfAD, and Closed-Block PfAD. If any changes occur in PFAD,
ajustification for those changes should be included.

The Appointed Actuary is aso required to give opinions on an annual basisin response to the
following questions:

@ Are the participating accounts being maintained in accordance with any commitments
made at the time of demutualization, including the Conversion Proposal, the Operating
Rules and any other reports?

(b) Are the assetsin the Closed Block sufficient to provide for the contractual benefits, plus
reasonabl e policyholder expectations of non-guaranteed elements? Are dividends being
managed in away that neither a material surplus (tontime) nor deficit situation
develops?

(© Is the dividend recommendation in compliance with the dividend policy (or policies) of
the company?

(d) Are alocations of investment income, expenses, etc. between the account fair and
equitable? Are the allocations being determined on the basis outlined in the Operating
Rules?

(e Is the asset mix consistent with the prior period and with the Closed Block investment
policy?

The Appointed Actuary should refer to the instructions already produced by OSFI on Par Account
Restructuring in Canadian Company Demutualizations.

3.0 Report Format

The format outlined in this section must be respected. The Actuary should disclose where information
reguests are extraneous to the business in force.
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The Actuary should refer to the CIA standards™ for guidance on report text, disclosure situations, and
language.

3.1 Required Exhibits
The following exhibits™ should preface the Actuary’ s Report:
Opinion of the Actuary

(1) Compliance Checklist

(i) Disclosure of Compensation

(iii)  Item Reference

(iv)  Actuaria Liabilities
Canadian Companies Foreign Companies
-consolidated -non-consolidated
-non-consolidated

(V) Changesin Actuarial Assumptions and Methods

3.2 Vaerification of Data

The Actuary’s Report must state the procedures used in the verification of valuation data (e.g. data
from benefit records in-force, actuarial data used for calculation of liability and data from asset records
used for matching). The extent of the Actuary’ s use of the work of the Auditor should be detailed.

In complying with generally accepted actuarial practice, the Actuary must meet a certain standard of
care with respect to the data used in valuations. This standard of care, specified in the
Recommendations, requires the Actuary to establish suitable check procedures for the verification of
data. The Act requirement that the Actuary file areport, with the annual return, assumes that the
Actuary has met the standard of care, as required by the CIA.

The CIA/CICA’s “Joint Policy Statement” (JPS)* notes that the Actuary may “consider using the work
of the Appointed Auditor with respect tot the accuracy and completeness of data used to determine the
amounts’ contained in the annual return. The Superintendent assumes that tests of accuracy and
completeness comprise more exhaustive and different checking than would normally arise in the course
of the Actuary’s own work in complying with the Recommendations. The JPS outlines that the
Actuary may use the Auditor’ s work provided that the Actuary “takes reasonable care to determine that
thereisabasisfor such use”. Thisreasonable care includes the establishment of communication
between the two professionals, ensuring the Auditor is aware of the intended use of the work, and
aware of the Actuary’s needs. Discussion on “any problems expected in meeting the needs...on a
timely basis’ should aso form the basis for using the work.

10 see the Recommendati on, the June 1992 “Appointed Actuary’s Report for Insurance Company Published Financial Statements’ and the October 2001
“Standard of Practice for the Valuation of Policy Liabilities of Life Insurers’

M seethe Appendix to this Memorandum, excluding the opinion which is found in section 2.6.
12 Seethe CIA/CICA’ s Memorandum on the JPS dated March 19, 1991.
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While the JPS offers the Actuary the option to use the Auditor’ s work, the existence of the JPS does not
override the Act’s requirement for filing reports with the annual return that fulfil the required standard
of care. The Actuary of aforeign company must be particularly mindful of this, given the later filing
dates of foreign company Auditor’s Report.** The Actuary must ensure that the required reliability and
sufficiency checks have been completed. The Actuary’s professional responsibility cannot be deferred
to work not yet completed by an Auditor. Qualifications should be limited to potential errors arising
outside the natural scope of the Actuary’sduties. If such errors have amaterial impact on an Actuary’s
results, the appropriateness of the valuation will have to be confirmed, and the Actuary’s report will
have to be refiled.

The Actuary should also indicate any reliance on or use of the work of another Actuary (e.g.
consultants) in meeting this Memorandum'’ s requirements and directions.

3.3 Methods

Asoutlined in Section 2.2 of this Memorandum, application of principles of GAAP and CALM are
expected to be used in the valuation of actuarial and other policy liabilities. The Standards of Practice
for the Vauation of Policy Liabilities of Life Insurers (Life SOP) has been adopted by the CIA with an
effective date of December 20, 2000. Preceding CIA standards of practice on valuation of liabilities
for life insurance companies also remained in effect into 2001, until September 30, 2001. Actuaries
cannot choose which set of standardsto follow for the 2001 year-end valuation. OSFI’ s position
follows that of the CIA, taking the view that the CALM described in the Life SOP is consistent with the
application of principles of GAAP. However, OSFI expects that when any approximation is used to
apply the new standard the actuarial liabilities for year-end 2001 will be equal to/exceed those that
would have been cal culated without the use of approximations.

OSFI is aso concerned that any inappropriate synergies should not be considered in the valuation. The
AA should take into considerations the real and expected allocation of revenues and expenses by lines,
and should not assume in the valuation any synergy that is not supported by the practices of the
company with respect to allocations by type of product and by line of business.

3.4 Approximationsand Materiality

The Actuary’s Report must include a description of any approximations used in the valuation.

The Actuary must detail the standards of materiality’* used in the valuation, and detail the derivation of
this standard. Agreements on materiality reached with Auditors should be summarized in the report.

3.5 Major Subdivisions

The major subdivisions of the report should follow the traditional splits by line of business, asused in
the annual return™ and identified in the Appendix (V) of this Memorandum.

13 See subsection 644(1) of the Act.
4 The Actuary isreferred to draft CIA papers for consideration.
1 see page 50.070 of the 2000 OSFI-54 Actuarial Liabilities— Summary, and page 85.070 in OSFI-55.

OSFI - Memorandum to the Appointed Actuary, 2001
Page: 9



For Canadian companies, the Actuary should provide a summary of the actuarial liabilitieson a
consolidated basis, showing the legal entity. Detail should match page 20.091 (consolidated), and
enable traces to page 50.070 (non-consolidated) of the annual return.

Where significant blocks of business are held outside of Canada, a summary should be provided that
gives the proportion in force and liabilities (using CALM assumptions) by jurisdiction and by line of
business. The Actuary should also report additional reserves required by other jurisdictions.

Enclosed in the Appendicesis an index of this Memorandum. The Actuary might find it useful for
finding subjects and confirming that all topics have been covered. It would be most helpful if the
Actuary could attach an index to tier report similar in style.

3.6 Levd of Detail — Provisionsfor Adverse Deviation

Within each major subdivision, the Actuary should discuss the valuation of principal blocks of business
having distinct valuation basis. Blocks should be ordered by either year of issue of by size of blocks.

Each discussion of the valuation of ablock of business should be sufficient to justify the conclusion
reached. Thiswould generally include details on the nature of the product, the gross and ceded
volumesin force, the gross and ceded amount of actuarial liabilities and supplementary actuarial
requirements, the amounts for incurred by not reported liabilities and the method of computation.
Details should be provided on benefits, contract durations, reinsurance provisions, and the use of
approximations or modelling. The Actuary should indicate whether actuarial liabilities have been
calculated seriatimly.

Assumptions on the levels of mortality, interest (including default), lapse, expense (including inflation),
renewal/conversion, disability/recovery, and other contingencies must be detailed. OSFI expectsthe
Actuary to justify all assumptions. A separate description is required for assumptions of expected
experience and the margin for adverse deviations.'® Total provisions for adverse deviation should be
shown by line of business and by assumption asillustrated on the next page and should be appended to
the Actuary’ s Report. The provisions shown should be on a Canadian GAAP basis. This table should
be done on a consolidated basis and split by region (e.g. Canada, US, and other). Details should be
given for any approximations and the standard of materiality used to provide the required splitsin the
table.

The Actuary should disclose all material changes in assumptions and methods used to calculate the
actuarial liabilities for each block of businessincluding detail on the date of change, the impact on the
liabilities, and the reasons requiring it. These changes should tie in with Required Exhibit (v) as
outlined in the Appendix. Approximations, and the standard of materiality, should be described in
reporting changes.

16 Seethe Life Standards of Practice.
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The Actuary should discuss the treatment of the impact of the changes caused by the implementation of
the new standards of practice (CALM).

Line of Reserves Provisions for Adverse Deviation ($ 000) report
Business ($000) | int/mis- | mort./ | lapse | expense | asset | total | reference

match morb. default | PFAD
— — — — — ———— — ——— —— — —— — |

Life par —
individua
insurance
Life par —
individua
annuities
Life par —
group
insurance
Life par —
group
annuities
Life nonpar —
individua
annuities
Life nonpar —
group
insurance
Life nonpar —
group
annuities
A&S—
individua
A&S—group
Total

3.7 Changesin Methods and Assumptions

The changes in assumptions should be described in the specific Exhibit. They should also be described
and justified in the sections on each assumption. We also recommend disclosing the preceding year
figure for each assumption in parenthesis beside the new assumption. The changes should be split
between those resulting from experience and those resulting from special, particular or one time
circumstances, such as new standards applications, and any transaction (reinsurance, acquisitions, etc.)
or any administrative operational and corporate changes.
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The Actuary should disclose whether the impact of implementing CALM is material or not, and discuss
what has been decided with the Auditor for the disclosure of the impact.

4.0  Additional Considerations
41  Mortality Assumptions

Detail on mortality assumptions must include a separation between expected experience and the margin
for adverse deviations. The report must clearly and explicitly describe the mortality basis used in the
valuation, including smoker/non-smoker detail. Detail on recent experience studies on the in-force
business and the expected assumptions must be provided. The Actuary should report the results of
comparing actual to expected ratios for the most recent three years. When setting the expected
mortality assumption an Actuary using aflat rate adjustment to the mortality table at all future ages and
al future durations should ensure that they have appropriate minimum PfADs at older ages and
durations (given that LSOP may require higher PFADs since these risks have different experience,
lower credibility, and/or the slower mortality improvement).

The Actuary’s Report should include a discussion on compliance with the Life Standards of Practice
and consideration of any educational notes. The actual provision for adverse deviations should be
disclosed.

The Actuary should analyze mortality experience in relation to the CIA 86-92 individual mortality table
approved by the CIA Council in 1995. The Actuary should discuss the construction of the mortality
assumption. Mortality rates lower than those in this table, before margins for adverse deviations, must
be supported by statistically valid studies of either the company’ s experience or Canadian mortality
experience (as produced by the CIA Expected Experience Committee). Details should be provided in
the report. This applies especialy to preferred underwriting where available experience, particularly in
the |ater durations, may be sparse.!” In particular, the Actuary should grade the preferred underwriting
assumption back to the standard assumption for a period of 15 years from issue, unless otherwise
supportable by a statistically valid study.

In instances where the use of reinsurance may cause a product to be “death supported”, the Actuary
should make an appropriate adjustment to the mortality assumption.*®

For life annuities in payment, detailed commentary should be included in the report about the selection
of the annuitant mortality assumption, and the associated projection factors. Although it is expected
that annuitant mortality will be projected to anticipate future mortality improvements for valuation
purposes, this practice will not be accepted for life insurance business.

7 See the 2001 Memorandum from the Committee on Life Insurance Financial Reporting “Guidance for the 2001 Valuation of Life Policy Liabilities’
18 See the 2001 Memorandum from the Committee on Life Insurance Financial Reporting “Guidance for the 2001 Valuation of life Policy Liabilities’
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Concerning AIDS, the Actuary should refer to the Valuation Technique Paper (VTP) 8 that isnot a
standard of practice anymore but was developed at atime when very few AIDS deaths were reflected
in base mortality tables and when the expected nature and incidence patterns of AIDS were different
than they are today. Using a reducing percentage of the provision that results from applying VTP 8
avoids over-counting of AIDS deaths.

For 2001, either of the following options would be appropriate:

(@ If the expected mortality assumption is determined from the results of a study that has excluded
AIDS deaths, then that mortality should be increased by 100% of the VTP 8 provision.

(b) If the expected mortality assumption is determined from the results of arecent study that
included AIDS deaths, then that mortality should be increased by an appropriate percentage of the VTP
8 provision. The actuary should be satisfied that the expected mortality assumption so adjusted
includes an appropriate allowance for remaining AIDS deaths.

4.2 Interest Assumptions

Detail on interest assumptions must include a separation between expected experience and the margin
for adverse deviations. The report must clearly and explicitly describe the interest rates used in the
valuation. Sensitivities and distinctions should be discussed by line of business.

The Actuary’s Report should discuss compliance with the Life Standards of Practice. The actua
provisions for adverse deviations should be disclosed, if available. The Actuary should detail how the
provision for adverse deviation is calculated for interest raterisk. In light of considerations of the
standards, the increase in liability over that determined using an expected assumption of the current
yield curve should be designated as the provision for adverse deviation.

The Actuary should detail al considerations regarding guarantees in the various products.
Details on interest rates scenarios should be provided. .

Interest rates should be based on the expected cash flows from actual assets allocated to the various
blocks of business. A review of current assets and expected default isrequired. All the assumptions
made in the projection of cash flows should be documented in the Actuary’s Report.*® The Actuary
should discuss the relationship between the interest assumption used in the valuation and the net
investment income of the assets allocated to the liabilities. In describing the derivation of the interest
rates used in the valuation, the Actuary should identify all reductions from the effective asset yield
including margins for asset default risk (C1)*°, administrative expenses, investment expenses,
mismatch risk (C3), and adverse deviations. If assets have floating interest rates, the probability of a
drop in interest rates should be taken into account.

19 See draft section 3025 of the CICA Handbook.
2 See also the Education Note on the CI risks dated May 1997 and LSOP 2001.
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421 Asset Default Risk

Recent experience has shown that a company’ s viability is dependent, among other things, on the
adequacy of the provision for future asset defaults. The Actuary should describe the process used to
determine normal asset default costs, and asset default costs in excess of normal levels. With reference
to the CIA “Guidance Note on the Assessment of the Overall C1 risk of a Company’s Investments’*,
the Actuary should opine on the adequacy of the default provisions made, and indicate any changes
from the previous year.

With respect to setting the expected assumptions and margins for adverse deviations for asset defaults,
the Actuary should discuss any accounting provisions made for this contingency (see section 3025 of
the CICA Handbook). The Actuary must ensure, and be able to demonstrate, that all default costs and
risks have been covered, either through separate provision in the actuarial liabilities, or in conjunction
with any accounting provisions.

In estimating the expected cash flows, account must be taken, not only of assets in default on the date
of valuation, but also of defaults expected in the future. Full allowance should be made for economic
losses which would include the following: loss of interest from the date of default to the eventual
disposal of assets, expenses of sale, capital 10ss on sale of assets (or estimate of |oss on sale), any
reduction in the value of assets not expected to go into default, (due, for example, to adrop in credit
rating) and carrying costs less any income generated.

A summary of asset default losses incurred in each of the past three years should be provided, and the
losses in the most recent valuation year should be compared with the total C1 provisionsreleased in
that year (a comparison of actual to expected). The Actuary should detail the separate amounts
contained in assets versus those contained in liabilities.

The Actuary should indicate how asset concentration and vulnerable assets were handled in
determining the overall asset default provisions.

For the current and prior year-ends, the Actuary should describe all asset default provisions for each
class of asset in terms of basis points and dollar amounts. (Such amounts should be traced back to
those reported in the annual return).

The Actuary should also comment on the quality and composition of the assets allocated to surplus.
4.2.2 Liquidity Risk

The Actuary should describe the process followed to measure and manage the company’ s liquidity risk.
Management’ s liquidity risk guidelines and targets should be described. Aswell, the process used to
monitor results and take action in the event of a problem should be detailed. Also, the measurement of
liquidity risk should be described along with the most recent results. An important referenceisthe
February 1996 CIA Education Note “Liquidity Risk Measurement”.

2 seethe papers produced by the Cl Sub-Committee of the CIA’s Committee on Investment Practice. See also the Education Note on the Cl Risks dated
May 1997.
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4.3  Lapse Assumptions

Detail on lapse assumptions must include a separation between expected experience and the margin for
adverse deviations. The report must clearly and explicitly describe the lapse rates used in the valuation,
and justification should be provided for the ultimate lapse rates used. Details of recent experience
studies of the in-force business and the expected assumptions should be provided. The Actuary should
report the results of comparing actual to expected ratios for the most recent three years.

The Actuary’s Report should discuss compliance with the Life Standards of Practice. The actual
provision for adverse deviations should be disclosed, if available.””

44  Expense Assumptions

Detail on expense assumptions must include a separation between expected experience and the margin
for adverse deviations. The report must clearly and explicitly describe the expense assumptions used in
the valuation. The Actuary’s Report should discuss compliance with the Life Standards of Practice.
The actual expense margin for adverse deviations should be disclosed, if available. Expenses should
include provisions for expected future CompCorp assessments.

Details of recent expense studies and the expected assumptions must be given. Consideration should
be given to the CIA’ s June 1992 research paper, “ Analysis of Expenses for Vauation Purposes’. In
justifying the expense assumptions, the Actuary should report the results of comparing actual to
expected ratios for the most recent three years, and discuss the portion of the total expenses provided
for in theliabilities. Unit costs should be detailed, and comparisons should be made between valuation
totals and the allocation totals for the company. Thelevel of 11T and income tax should be disclosed
and whether there is any provision or credit for accounting purpose should be disclosed. CLIFR fall
letter isto be considered.

The report should summarize issue and administrative expenses by flat charge per policy, percentage of
premium, charge per $1,000, and margin in the interest rate. A description of the allocation between
issue and administrative expenses should be included, as well as the amounts for each in the following
table. Assumptions on inflation rates should be detail ed.

The Actuary should discuss whether increases in business were assumed to lower per unit costs. The
potential impact of not meeting points of critical mass should be detailed.

Where management agreements provide for the payment of management fees to another company, the
expense assumption should be a projection of the recent amounts actually paid by the company.
Details on expected rate increases for third party administrator contracts should be included.

Where expense sharing agreements exist between a parent/subsidiary, often times afixed or variable
percentage of costs are shared. The Actuary’s Report should disclose the existence of such
arrangements, and detail any specific valuation considerations arising from them.

22 See also section 4210.25(€) of the CIA Handbook.
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Branches are required to allocate the expenses covered by the head office on behalf of the branch

operations. The Actuary should confirm that all of these direct and indirect expenses are included the

actuarial valuation.

In considering any outsourcing arrangements the Actuary should reflect the current actual costs of the

arrangement in the reserves and consider how those costs should change over time when projecting
them into the future. Details of these considerations should be provided.

General Expenses and Taxes (excl. Income Taxes)

($000)

Current Year
Actual

Current Year-
end Expected

Current Year
Actual/Expected

Individual Life Par
- issue

- administrative

- other (specify)

XXXXXXXXXXXXXX

XXXXXXXXXXXXX

Individual Life Npar
- issue

- administrative

- other (specify)

Individual Annuities
- issue

- administrative

- other (specify)

Individual A&S
- issue

- administrative
- other (specify)

Group Life

- issue

- administrative
- other (specify)

Group Annuities
- issue

- administrative
- other (specify)

Group A&S

- issue

- administrative
- other (specify)

N.B. The totals should reconcile to the amounts in the annual return. The issue expenses could be
estimated from the latest expense study. The administrative expenses should reconcile with the
valuation assumption results. Please specify any estimated or approximated amounts.

B The Actuary isreferred in OSFI's Guideline of January 2000, “Outsourcing of Business Functions by FRFI's’
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4.5 Matching of Assetsand Liabilities

The Actuary’s Report must include a discussion on the procedure used to match assets and liabilities,
including the assumptions used in developing cash flows, the allowance for expenses, and the
frequency of the matching process. Complete details on the level of segmentation used in the valuation
of liabilities should be given. Anillustration of the extent of matching portfolios by duration and yield,
and comments on the level of immunization should be included.

Descriptions should be provided on the sensitivity studies undertaken to measure the effect of changes
in market interest rates, and shiftsin the yield curve; the controls that are in place to ensure the
appropriateness of the type, duration, quality, and marketability of the assets held; and the provision
made for the asset/liability mismatch (C3 risk). The August 1995 paper “Practical Aspects of Cash-
Flow Testing in Determination of Reserves’ by S.P. Mulgund isimportant to consider and the Life
SOP.

The Report should include a table showing the net cash flows, produced by the matching process, for at
least 10 years from the valuation date.

The Actuary should give a breakdown of assets used to back each business segment and surplus. Detail
on the average duration of assets, by class, should be provided.

It is OSFI’s expectation that only vested assets will be used by foreign companies to determine their
actuarial liabilities.

Discussions should include the use of any derivative instruments™, stock or real estate in the matching
process.

Details should be provided on the company’ s use of deferred gains, including a discussion of
compliance with the CIA’ s January 6, 1995 letter. Deferred gain liability should be split between
assets backing surplus and assets backing liabilities.

The Actuary should detail whether or not the company actively trades assets, with references to the
management and auditing procedures, and should detail how these practices impact the valuation.

Full details on any switching of assets should also be provided by the Actuary. It is OSFI’s expectation
that any switching of assets between surplus and liabilities, or between funds (par and nonpar) is done
at market value. The Actuary should report any exceptions to this practice, giving full explanations of
its appropriateness.

4.6 Inter-Segment Notes
A final Guideline on the subject of Inter-Segment Notes for Life Insurance Companies dated June 2000

was adopted by OSFI after discussion with the industry. The effective date of this Guideline was
September 2000.

24 See March 1996 CIA Education Note Management, Risks, Regulation and Accounting of Derivatives’
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The Actuary should provide the following information to enable a better understanding of the practice
of the company.

a) Basic Information

The Actuary should complete the following table to describe the nature of the currently in force Inter-
Segment Notes:

I ssuing Segment Borrowing Maturity Value | Maturity Date Current Yield
Segment Rate

b) The Actuary should provide information on the tests performed.

The Actuary should describe the results of any testing performed with inter-segment notes (i.e. DCAT,
cash flow, liquidity, default risk, etc.)

4.7 Reinsurance
The Actuary should detail compliance with the Life SOP.

The Actuary should summarize all material or new reinsurance agreements, both assumed and ceded.
Detail should include the effective and expected termination dates, the type of reinsurance, and d
description of the products covered. A more detailed description should accompany any agreements
covering more than 15% of the total in force, including amountsin force, and actuarial liabilities, on a
gross and net basis, for new business.

Discussions should include retention limits, any unregistered reinsurance, and any reinsurance with
associated companies. Stop loss and catastrophe arrangements should also be clearly described.

The method of computing gross and net reserves for significant blocks of business subject to
coinsurance, and treatment of expense sharing between the reinsurer and the direct writer should be
detailed.

OSFI is concerned about the use of back-to-back reinsurance contracts. Any reinsurance arrangements
where a company cedes a block of business to areinsurer and then accepts the same block of business
back on adifferent basis requires full disclosurein the Actuary’s Report. No credit can be taken for
these arrangements in the capital requirements.
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It should also be noted that for any reinsurance financing arrangement that significantly alters the
pattern of policy reserves, CSV deficiencies, or negative reserves, the Actuary should discuss whether
this arrangement involves atrue transfer of risk to the reinsurer. The Actuary may also be asked to
calculate and disclose capital requirements as if the particular arrangement had not been in place.

4.8 Specific Product Types
4.8.1 Participating Insurance
The report should include a discussion on compliance with the Life SOP.

The additional responsibilities of sections 456 to 464 of the Act should be considered, and summarized
in the Actuary’s Report. The Actuary should include references to filing dates of the company’s
dividend policy, and the allocation of expenses and investment income.

The Actuary’ s Report should provide a compl ete description of the dividend scale, including details of
the assumptions. The Actuary should specify whether terminal dividends have been included or
excluded. The method of alowing for any transfer to shareholders should be discussed. The nature of
any prospective changes in the dividend scales that have been taken into consideration should be
disclosed.

Details of any test using non-par assumptions should be provided including the assumptions used, the
results, and how they affected the valuation.

The Actuary should detail the consideration of deferred gainsin valuing participating liabilities.

No provision for dividends payable in the following year is necessary in the valuation of participating
business if an appropriate provision is reported in the annual return’s liabilities statement.

4.8.2 Adjustableand Universal Life Products

The Actuary should detail compliance with the Life SOP. The Actuary should describe the valuation
procedure followed, and justify the use of the approach. The Actuary should disclose details of the
guarantees as well as risks inherent in the product takes and how the risks have been provided for in the
valuation. Universal Life products with lapse supported characteristics should also comply with the
SOP.

It is OSFI’s view that individual policies with an adjustable cost basisinclude, but are not limited to,
deferred annuities that guarantee new money interest rates for a specified period with aroll-over rate
determined at the end of the period; single premium whole life policies with the initial coverage
guaranteed for a specified period after which the coverage may be adjusted; annual premium whole life
policies with theinitial coverage (or premium) guaranteed for a specified period after which the
coverage (or premium) may be adjusted; renewable and convertible term insurance policies that do not
provide for guaranteed renewal premiums, or where the guaranteed renewal premiums may be replaced
by the company at future renewal; and most forms of Universal Life insurance products.
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I nvestment Strategy to Support UL

OSFI proposes that the Actuary complete a specific table (see below) for each major block of Universal
Life product presenting, the actuaria liability, PFADs, account values, cash values, first year
premiums, first year profit or loss, total gross premiums, results of tested scenarios, and the ceded
reinsurance liability split by reinsurer. The results for the tested scenarios according to the LSOP are
explicitly required.

In the case of co-insurance, when the reinsurance premium is guaranteed for the life of the product at a
premium rate that could become proportionately lower than the premium for the direct product, the best
estimate of the lapse rate assumption should depend on the features of the direct product.

The Actuary should discuss the different funds available to the policyholders, the basis of the return on
the funds, what assets are used to support the funds and where the fund resides (segregated or general
funds). Thereservefor all guarantees provided on these funds should be discussed.

($000)
UL LEVEL COI (direct or assumed coins.)
Actuarial Liability PADs | Account Cash First Year | Total Net | Total
.Grossincl. Net excl Vaues Valuesinc | Premiums | Premiums | Gross
seg. fund** seg. fund** incl. seg. seg. fund Premiums

fund

Actuaria Liability ( net) using other scenarios excl. seg. funds of $(000)

D 2) 3) (4) (5) (6) () (8)

Actuarial Liability ceded for each of the six reinsurers presenting more liability credit

ReName | ...oooooo | v L oieeiier s s TOTAL...
Basis | ......... S N R R U R
(vyiCop | |...... |

Volume

Ceded
Liability

** Off balance sheet seg. funds

(1) Base scenario without any adjustment to future policyholders changes (i.e. based on current charges) (COI);
we do not consider as an adjustment any changes to the changes that are automatically done according to the
policy and linked to some indexes or values

(2) LSOP #1 scenario (describe with or without) adjustment to future policyholders charges (COI)

(3) LSOP #2 scenario (describe with or without) adjustment to future policyholders charges (COI)

(4) LSOP #3 (describe) (5) LSOP #4 (describe) (6) LSOP #5 (describe) (7) LSOP #6 (describe) (8) LSOP #7
(describe)
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($000)

UL YRT COI (direct or assumed coins.)

Actuarial Liability PADs | Account Cash First Year | Total Net | Total
Gross incl. Net excl Vaues Vaues Premiums | Premiums | Gross
seg. fund* seg. fund** incl. seg. incl. Premiums

fund seg. fund
Actuarial Liability ( net) using other scenarios excl. seg. funds of $(000)
9 (10) (11) (12) (13) (14) (15) (16)

Actuarial Liability ceded for each of th

e SiX reinsurers presenting

more liability credit

Re Name
Basis
(Y/Co)

Volume

Ceded
Liability

** Off shore balance sheet seg. fund

(9)

Base scenario without any adjustment to future policyholders charges (i.e. based on current charges)

(CQI); we do not consider as an adjustment any changes to the changes that are automatically
done according to the policy and linked to some indexes or values

(10)
(11)
(12)

(16) LSOP #7 (describe)

4.8.3

L apse Supported Products

L SOP #1 scenario (describe with or without) adjustment to future policyholders charges (COI)
L SOP #2 scenario (describe with or without) adjustment to future policyholders charges (COI)
L SOP #3 (describe) (13) LSOP #4 (describe) (14) LSOP #5 (describe) (15) L SOP #6 (describe)

OSFI remains concerned about lapse supported products. The Actuary’s Report must give specific
details on lapse-supported products, and include a display, as below.
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The Actuary should give additional details on the valuation of such products.

$000
Plan | Vauation Amount in Force Actuarial Liability Type Ult. Average | Sensitivity*
Basis of Lapse Policy (results of
Gross Ceded Gross Ceded Reins Rate | Duration | "prescribed
scenario”
test below)
TOTAL

In addition, the Superintendent directs that all companies test and report the results, in the sensitivity
column above, the impact * (i.e. the difference between the resulting liability vs. the basic liability) of
using the following prescribed scenario: alapse scale for lapse supported products that dropsto 2% at
the earlier of duration 10 and/or attained age 60, and grades uniformly to 1% at attained age 65.° This
sengitivity test should be done with no adjustments to any of the other assumptions or parameters. Any

material sensitivity will require full treatment in the following DCAT report. The handling of
adjustable lapse supported products should be detailed.

4.8.4 Annuities

The Actuary should describe compliance with the Life SOP for the calculation of annuity reserves.
Any approximations to the SOP methodology should be fully disclosed. The Actuary should explicitly

describe the treatment of deferred gainsin the valuation of the products.®

The Life SOP should be applied to all equity indexed annuities (as opposed to equity-linked annuities
in the segregated funds). A separate discussion should be included describing the product, the assets

used to support these annuities and how CALM is used in the valuation, taking into consideration any
maximum guarantees and any options provided to the policyholders.

2 This assumes that the valuation rate exceeds the tested scenario — i.e. the Actuary is hot expected to increase lapse rates where a cliff at age 60 already

incorporates a zero |lapse rate in the valuation or where the test scenario is less conservative then the current valuation scenario.
% Seethe CIA FRC's letter of January 6, 1995 to all Appointed Actuaries.
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The Actuary should provide full details on the valuation of any annuities that is not done according to
CALM.

The Actuary should examine the experience to see whether additional liabilities are necessary to cover
selection against the company. Particular attention should be paid to partial withdrawals without
penalty, and full withdrawal s not subject to appropriate market value adjustments. The Actuary should
discuss the consideration of such situations.

48,5 Group Insurance

A new Education Note has been promulgated by CLIFR on group insurance. It replaces al non-
promul gated technique papers produced on group insurance. This education note is a companion piece
to the Life Standards of Practice (SOP), and provides illustrative information on the application of the
SOP for group life and health policies. Although the application of the principles of GAAP and CALM
is expected, the Actuary should discuss the methodology employed in its valuation.

The Actuary should detail any company holding harmless agreements.

For Group Creditor Life, and Accident and Sickness Business, the calculated actuarial liabilities should
be compared to the refunds available (upon early termination of the certificate for reasons other than
death or disability) to the certificate holders. The Actuary should clearly state the bases used to
determine the refund. Any excess of the refunds available should be reported under cash value
deficiencies and negative actuarial liabilities. The Actuary should also detail the treatment of
experience rated refunds.

4.8.6 Accident and Sickness

Although an education note on the valuation of accident and sickness business have yet to be produced
by the CIA,*’ the application of the principles of GAAP and CALM is expected. The Actuary must
disclose the methodology employed in this valuation.

The Actuary isreferred to the Life SOP on claims for consideration. The Actuary should justify the
assumption made with respect to recovery from disability in the context of current inter-company
experience, or rates derived from or adjusted to reflect the actual experience. For significant blocks of
business, the description of the recent run-off analysis or other experience studies should be included.
Where tabular claim factors have been modified, the adjustments should be described, and an
explanation of the modification provided. All approximations used should be described and justified.

Liabilities should include a provision for claim adjustment expenses, and the discussion should disclose
the nature of the method of calculation.

The Actuary should discuss the method of calculation of the amounts of incurred but not reported
liabilities, including the allowance for adjustment expenses, and the periodic testing of the adequacy of
the liabilities. For major blocks, this discussion should include a summary of the recent test results.

T Seerelevant aspects of September 1994 discussion draftson VTP 12, 13 and 14.
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4.8.7. Segregated Fund Products
Liability and Capital Provision

OSFI supports CLIFR’ s recommendation of the August 1, 2000 report of the CIA Task Force on
Segregated Fund Investment Guarantees. The Actuary is expected to consider the advice in the report,
the CLIFR recommendations and the Life SOP, detail these considerations and justify any deviations
from them.

The Actuary should describe the investment model used in the valuation. Thiswould include the type
of model used, the parameters selected and the number of scenarios performed. The results of the
recommended calibration process should also be described.

The assumptions used for mortality, lapse, expenses should be described and justified. The Actuary
should detail the consideration used to select the margin offset used in the valuation.

If the recommended factor approximation is used the Actuary should describe the reasons for doing so.
The application of the factor approach should be described.

For each product the Actuary should provide a general description of the segregated fund guarantees.
This general description should include a description of the guarantee level at maturity and death, the
reset and fund switching provisions, the product types/groups with a segregated fund guarantee, and
other general product features. A description of any reinsurance arrangements or hedging programs
should also be provided. We expect that the Actuary will provide the information requested in this
section 4.8.7, regardless of any reinsurance arrangements. The following table should befilled in.

LIABILITY AND ADDITIONAL CAPITAL PROVISIONS CURRENTLY HELD

Product Group/Type Segregated Fund | Related Liability Held in | Additional Capital
Liability General Fund Provision

Total (company basis)

For the segregated fund MCCSR requirement, the Actuary should describe the process used to apply
the requirement to the business. The process used to slot funds into categories should be described.
The considerations used to determine the appropriate margin offset should be detailed. Any
interpolations should be described.

If any offset istaken for reinsurance or hedging it needs to be described in the Appointed Actuary’s
Report. Any calculation of factors for US business not found in the tables must also be described in the
report.

OSFI - Memorandum to the Appointed Actuary, 2001
Page: 24



A guidance note dated July 2001 has been published by OSFI. This provides direction for a capital
offset for hedging programs. A discussion about this should be provided in the Appointed Actuary’s
Report.

OSFI is aware that there isincentive for the Actuary to improve the company’s MCCSR ratio by
holding higher segregated fund policy liabilities to reduce the capital requirement. This also hasthe
added effect of reducing taxable income. The Actuary is reminded that the policy liability must be
appropriate for the policies in force and the company.

4.8.8 New/Special Risk Products
The valuation of new business should be separately displayed from other in-force business.

The report of the Actuary should include a brief discussion of the features of all new products. Where
the product is novel or experimental, and relevant experience datais not available, the discussion
should explicitly identify both the expected experience assumptions, and the margins for adverse
deviations. If the new product involves a new contingent events (e.g. long term care, unemployment
credit insurance, critical illness, reverse mortgage) the Actuary should describe the work performed to
measure the risk associated with this new contingency. (These considerations especially apply to the
case of |apse rates of products whose nonforfeiture values are minimal or nil.)

The Actuary should discuss any material product concentration risk. In lieu of requiring a capital
component in the MCCSR, individual companies are asked to address thisrisk in their AA Report.

4.89 Index Linked UL and Annuity Products

The report of the Actuary should include a discussion of the different products in force and their
features. Included should be the size of the various products, the size of new business, the crediting
mechanisms, the assets used to back the products, any guarantees, the risks of tracking errors or
mismatches, the reserves held and the amount of the MfADs and PfADs.

The discussion should include where the assets are held (e.g. in the general fund, in the company’s
segregated funds, in external mutual funds). If thereisnot adirect link between the asset yields and the
return guaranteed to the policyholder, the Actuary should discussin detail the investment strategy used.
For example, if a product guarantees a TSE index but the actual assets arein the general fund and are a
combination of bonds, futures, swaps, etc., thisrequires a detailed description. The basisfor reserves
to cover tracking errors and guarantees should be explained.

The discussion should also cover the accounting treatment used to ensure consistency between the
liabilities and assets in the financial statements.
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4.9 Cash Value Deficiencies and Negative Actuarial Liabilities

Asoutlined in section 2.7 of this Memorandum, and except as noted below, the Actuary must continue
to test for cash value deficiencies on aggregate basis by major blocks and negative actuaria liabilities
on apolicy-by-policy basis. The Actuary’s Report should provide a brief description of the methods
used to calculate the provisions.

Cash value deficiencies and negative actuarial liabilities should be presented in a tabular form by line
of business, with comparative figures, first year and renewal, for the two preceding years. Materia
changes should be identified (e.g. resulting from changes in assumptions), and supported.

For deferred annuities, provisionsin respect of those situations where cash values may exceed basic
policy liabilities may be calculated on an aggregate basis. This aggregate isto be determined for
separate blocks of business exhibiting materially different characteristics.

Deferred annuity contracts that provide for a market value cash out may have cash values in excess of
the actuarial liabilities. At the same time, corresponding assets may have unrealized capital gains.

Provided that these liabilities and the supporting assets are well matched, it is not necessary to include
in the provision for cash value deficiencies any amount in respect of deferred annuity contracts where
deficiencies are attributed solely to market value adjustments.

Consideration should be given to cash value deficiencies arising from single premium group creditor
contracts.

Cash Vaue Deficiencies and Negative Reserves are the result of the reserve cal culation performed with
all cash flowsincluding reinsurance. Altering these numbers through reinsurance outside the reserve
calculation solely for the purpose of improving the company’s capital position is not considered a
transfer of risk and must be submitted to the Superintendent for approval.

5.0 Review Procedures
The Superintendent recognizes the confidential nature of the contents of the Actuary’ s Report.

Reviews of the filed annual returns may disclose that an Actuary’s valuation warrants further
assessment and questioning. The Superintendent may reject assumptions and methods where it appears
that the policy liability produced are inappropriate.

The review of an Actuary’s Report may take place over an extended period after filing, and OSFI may
notify the Actuary that supplemental detail is required to sufficiently assess the assumptions and
methods. The Actuary is expected to respond promptly to all supplemental requests. Working papers
required to support the computation of the actuarial and other policy liability figures reported in the
annual return and the Actuary’ s Report should be available at al times at the company’ s head officein
Canada,?® and should be made available to OSFI upon request.

% See OSFI's November 1992 Guideline for forei gn companies on “The Role of the Canadian Chief Agent and record Keeping Requirements”
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Should the questioning of particular assumptions or methods not sufficiently demonstrate the
appropriateness of the policy liabilities produced, the Superintendent will require the Actuary to choose
other acceptable assumptions or methods, and to re-compute the policy liabilities. In such a situation,
the Actuary will have to refile the Actuary’ s Report. The Superintendent may cause the company to
amend the annual return. Alternatively, the Superintendent may ask the company to reflect the changes
in the annual return for the following year. The Superintendent may request an Independent Actuary’s
Report, if deemed necessary.

51  Peer Review Program

511 Peer Review

The CIA's exposure draft Standard of Practice for peer review (June 2001) provides standards for peer
review of work supporting opinions that are published after January 1, 2003. Early implementation
will aso likely be encouraged.

Meanwhile, OSFI is commissioning independent actuaria reviews (IAR) on a quasi-random basis.
Thirty companies were subject to an IAR over the course of the last three years. The reviews are
conducted by independent consulting actuaries and the cost is borne by the companies as per section
365.1 of the Insurance Companies Act (ICA).

OSFI will continue this approach until the CIA Standard of Practiceisin effect. When it isin effect,
OSFI will consider what additional, if any, requirements are appropriate, based on the adopted
Standard of Practice, to ensure that the reliance placed on the Appointed Actuary is warranted and
satisfactory.

5.1.2 Independent Actuarial Reviews

To encourage voluntary independent peer review and not duplicate the work that is already performed
independently, if any, OSFI will not commission an independent actuarial review for any company that
has already mandated an Independent Actuary to review the Appointed Actuary’ s work.

The reviewer should be external to the reviewed company. An external reviewer that has performed
work for the reviewed company is acceptable if the external reviewer has not been involved in the work
subject to review. An actuary of the reviewed company's auditor is acceptable but the work that the
Independent Actuary performsisto be a separate stand-alone engagement from the audit.

The Office should receive a copy of the IAR report no later than 30 days after its presentation to the
company, and in any event, no later than June 30, 2002.
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In the case of areview completed prior to the year-end valuation, that isthe IAR report is published on
apre-release basis, then the |A report should include evidence that the recommendations in the report
have been appropriately considered by the Appointed Actuary in the current year end work.

In the case of an IAR report published on a post-release basis, then the IAR report should include
evidence that the recommendations in the report will be appropriately considered by the Appointed
Actuary prior to the next year-end valuation.

The AA report should include a discussion of the treatment accorded to the suggestions,
recommendations and material issues brought forward by the independent actuarial review.

5.1.3 Scope and opinion of the Independent Actuarial Review

This review should encompass the year-end valuation and the Appointed Actuary Report, in particular
items subject to sections 365 (or section 629, if aforeign company), 457, and 458 of the ICA, and

comprise of aformal report and opinion. Aswell, the review should include a discussion and opine on
the latest report produced subsequent to section 368 (or section 630, if aforeign company) of the ICA.

The report should review the actuarial and other policy liabilities of the Company. Thisinvolves an
independent review of the work of the Appointed Actuary including the Appointed Actuary's Report
and any other relevant studies. Though it does not involve detailed validation of the calculations, it
should provide:

(i) an opinion on the appropriateness of the assumption and methods employed by the
Appointed Actuary, and the consistency of the work with generally accepted actuarial
practice;

(i) acommentary on any areas of differences of opinion with respect to methods employed or
selection of assumptions, including analysis of sensitivity of results to specific changes,
and

(iii) an opinion that the actuarial and other policy liabilities are not, in aggregate, materially
lower than the level produced by the Independent Actuary's sel ected methods and
assumptions.

The review should encompass procedures and systems relied upon by the Appointed Actuary. This
includes procedures and systems used:

(i) totest and check calculations and the valuation results, and
(if) toreconcile them from year to year.
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The opinion should be provided by afellow of the Canadian Institute of Actuaries.
The opinion should state that the Independent Actuary is satisfied with the final report.

The Independent Actuary's report and opinion should be satisfactory to the Office.
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APPENDI X
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(i) Specific Compliance Checklist

Canadian Institute of Actuaries Standards of Practice

L SOP CLIFR Letter PAA ** DCAT

In Compliance

Report Reference

Not
Applicable

1. No Business
2. Not Materia

Not in Compliance
Disagree

More Conservative

Lack of Time

Lack of Resource Systems
Other

agrwONE

Note: (Describe areas, steps being taken to comply, expected date of compliance, expected impact of
non-compliance)

Other Report Reference

CSOP*
MCCSR - TAAM Return

* Draft Standards
** Standards of Practice for the Appointed Actuary of an Insurance Company — June 1992 (concerning the role of
the appointed actuary)
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(i)  Disclosure of Compensation®

| confirm that all my direct and indirect compensation is derived using the following methodol ogy:

| confirm that | performed the following roles of a Chief Financial Officer:

| confirm that | have performed my duties without regard to any personal considerations or to any
influence, interest or relationship in respect of the affairs of my client or employer that might
impair my professional judgment or objectivity.

| confirm that my ability to act fairly is unimpaired, that there has been full disclosure of the
methodology used to derive my compensation to all known direct users of my services

Actuary

! This exhibit is based on the CIA’s Rules of Professional Conduct (5,6 and 20) and the January 26, 1993 Memorandum “Compensation of the Appointed
Actuary — Disclosure”.

OSFI - Memorandum to the Appointed Actuary, 2001
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(i)  Item Reference
Office of the Superintendent of Financial Institutions
[tem Yes/No Report Reference
Was there any change in assumptions or methods?
Does the reserve include specific provisions for AIDS?

Was there any asset default losses incurred during the past
three years?

Was there significant active trading of assetsin the last
year?

Was there any change in asset trading practices in the last
year?

Was there any switching of assetsin recent years?
Isthere any third party administrator?

Was there any significant new reinsurance in the past 12
months?

Were there any new products issued by the company in the
past 12 months?

Arethe current dividend scales in accordance with the
dividend policy of the company?

Was there any change in the (allocation of) expense and
investment income to the participating fund in the past 3
years?

Was there any modification to the dividend policy during
the past 3 years?

Arethere any direct or assumed guaranteed benefits on
segregated funds?

Has any report on the closed blocks been submitted?

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - a.

Actuarial Liabilities- Summary - ($ thousands) - As Shown in Annual Return

(p.20.091 for Canadian - p.85.070 for foreign companies)

Life
Insurance
Individual
Group
Total Insurance
Annuities
Individual
Group
Total Annuities
Total Actuarial Liabilities
Deduct:
Total Liability for reinsured contracts
Deferred Premiums (less loading)
Net Actuarial Liabilities

Accident and Sickness
Individua

Group

Total for Accident and Sickness
Net Actuarial Liabilities

Supplementary Actuarial Exhibit - ($ thousands)

Cash Value Deficiencies

Negative Actuarial Liabilities

Reserves Required Other Jurisdictions

OSFI - Memorandum to the Appointed Actuary, 2001

Par

Non-par

Total

Prior

Y ear
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(iv) - b. Actuarial Liabilities

INDIVIDUAL LIFE INSURANCE - PARTICIPATING ($thousands)

Description of Gross Net Liability
Vauation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - c. Actuarial Liabilities

GROUP LIFE INSURANCE - PARTICIPATING ($thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - d. Actuarial Liabilities

INDIVIDUAL LIFE INSURANCE - NON-PARTICIPATING ($ thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - e Actuarial Liabilities

GROUP LIFE INSURANCE - NON-PARTICIPATING ($ thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - f. Actuarial Liabilities

INDIVIDUAL ANNUITY - PARTICIPATING ($ thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - g. Actuarial Liabilities

GROUP ANNUITY - PARTICIPATING ($thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - h. Actuarial Liabilities

INDIVIDUAL ANNUITY - NON-PARTICIPATING ($ thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001

Page: 41




@iv) - i. Actuarial Liabilities

GROUP ANNUITY - NON-PARTICIPATING ($thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) -j. Actuarial Liabilities

INDIVIDUAL ACCIDENT AND SICKNESS ($ thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(iv) - k. Actuarial Liabilities

GROUP ACCIDENT AND SICKNESS ($ thousands)

Description of Gross Net Liability
Valuation Basis Used o o Distribution
and/or Report Amount Liabilities [ Amount Liabilities
Reference
TOTAL

OSFI - Memorandum to the Appointed Actuary, 2001
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(v) (a)

Changesin Actuarial Assumptionsand Methods

(resulting from actual to expected experience)

Line Report Last Year's ThisYear's Reason Impact of Change: Increase/
of Business Reference Vauation Valuation for Decrease on Actuarial
Basis Basis Change Liabilities
($'000)
Total

OSFI - Memorandum to the Appointed Actuary, 2001
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(v) (b)
Changesin Actuarial Assumptions and M ethods
other than resulting from actual to expected experience

Line Report Last Year's ThisYear's Reason Impact of Change: Increase/
of Business Reference Valuation Vauation for Decrease on Actuarial
Basis Basis Change Liabilities
($'000)
Totd

OSFI - Memorandum to the Appointed Actuary, 2001
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Choice of Format for Diskette Filing

AmiPro (*.sam) Professional Write (*.doc)

ANSI (Windows) Delimited Text (*.*) Quiattro Pro (*.*)

ANSI (Windows) Generic Word Processor (*.*) Rich Text Format (RTF) (*.rtf)

ANSI (Windows) Text (*.*) Spreadsheet DIF (*.dif)

ASCII (DOS) Delimited Text (*.*) Volkswriter 4 (*.*)

ASCII (DOS) Generic Word Processor (*.*) Windows Write (*.wri)

ASCII (DOS) Text (*.*) WordPerfect (*.wpd,* .wpt,*.doc,* .wp)
DisplayWrite (*.doc) WordStar 2000 (*.*)

IBM DCA FFT (*.fft) WordStar (*.*)

IBM DCA RFT (*.rft) XyWrite Il Plus (*.*)

Kermit (7-Bit Transfer) (*.*)
Lotus 123 (*.wk*)

MS Excel (*.*)

MS Word (*.doc)
MultiMate (*.do*)

Navy DIF Standard (*.dif)
OfficeWriter (*.wp)

OSFI - Memorandum to the Appointed Actuary, 2001
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INDEX
Page #
A

Accident and SICKNESS (A& S)...ocuiciiiieeeie ettt te e e e e s e e se e sreesseeeesneennens 23
Claim Adjustment Expenses Provision
Claims Reserves Description
Incurred But Not Reported (IBNR) Liabilities Method of Calculation
Methodology (Application of Principles, Draft Valuation Technique Papers)

Adjustable and Universal Life (UL) Products.........ccccceiieiriieveesie e s 19
Account Values Table (Liabilities Held,
Ratio of Liabilitiesto Account Values)
Valuation Procedure (Compliance with VTPL, VTP5;
Consideration of VTP on UL, Recommendation 4.07)
Funds Available

Additional CoNSIAEr AtIONS. .....ccooeeeeeeee e 12

N ] 10 1L =TSR 22/23
Deferred Gains Treatment
Experience Studies
Methodology (Compliance with VTP9; Use of Approximations)
Equity Indexed

Approximations and Materiality ........coceieeiieiie e e 9
Agreements with Auditors
Derivation
Materiality Level

ASSEt DEFAUIT RISK (CL) ..ttt bbbt 14
Accounting Provision
Actual to Expected
Guidance Note
Provision (in basis points and dollar amount)
Quality and Composition

C

Changesin Methods and ASSUMPLIONS .......coeiiiriiiiereere e e eeas 11/12
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Cash Value Deficiencies (CVDs) and Negative Actuarial Liabilities (NALS).......cc......... 6/26
CVDsand NALs Provisions
Deferred Annuities
Material Changes
Policy-by-Policy Basis
Single Premium Group Creditor

D

Dynamic Capital Adequacy TeSting (DCAT) ...coiiiereereeie et 4
Compliance with the Canadian Institute of Actuaries (CIA) Standards
Impact on Liabilities

Dynamic Capital Adequacy TeSting REPOIT .......ccoveeriiriireeiieie e 4
E

EXPENSE ASSUMPLIONS ..ottt sttt st sre et e sbesseenbeeeesreesae e e e 15/16
CompCorp Provision
Compliance with PAD Paper and Recommendation 3.12
Expected Experience and Margin for Adverse Deviations (MAD)
Experience Studies and Expected Assumptions
Inflation
1T and Income Tax (Deferred Income Tax)
Provision for Adverse Deviations (PAD)
Ratios (Actual/Expected)
Sharing Agreements
Unit Costs
Valuation Assumptions
Third Party Administration Contract

G
Generally Accepted Accounting PrincCipleS (GAAP) ... 3

Generally Accepted Actuarial PractiCe.......ooviiiieeienieneee e e 3
Cash Flow Valuation Method (CFVM)
Policy Premium Method (PPM)
Disclosure Requirements (for Approximations, PPM Dispensation,
Non-Compliance)

G OUP INSUIBINCE ...ttt ettt ettt e e se e s e e et e e s ae e e be e e aeeebe e saneeneeenneeabeesnneenneannnas 23
Methodology (Compliance with Principles, Consideration of Draft Standards)
Group Creditor
Accident & Sickness
Comparison of Actuarial Liabilitiesto Refunds
Life Insurance
Refunds Description
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1 oo 18 Tox oo H PSPPSR 3

Index Linked UL and ANNUItY ProduUCES.........ccceiieieiieieeseese e 25

Independent Actuarial REVIEWS..........coueiieii et 27128

[NEEr €St ASSUMPLIONS ...eeoiiieiieiiieie e sieee e te et e e te et e e e te e e s se e teeseesreeseeseesseeneesneessennsennen 13
Assets Consideration

Compliance with CIA Papers (VTP3, PAD) and Recommendation 3.11
Expected Experience and Margin for Adverse Deviations (MAD)
Provision for Adverse Deviations (PAD)

Ultimate Reinvestment Rate (URR)

Valuation Assumptions
[NEEr-SEgMENT NOLES .....oociieieiiee et e s e e s e te e e sreesseeneeeseeneeeneennen 17/18
Investment Strategy t0 SUPPOIT UL ..o e e 20/21
L APSE ASSUMIPLIONS ...oevieieeiesieesieetesiee e eeesseesteestesseesseeseeseesseesseesaesseesseessesneesseensessenssennsenns 15

Compliance with CIA Papers (VTPL, VTP2, PAD), Studies
and Recommendations 3.07, 3.08
Expected Experience and Margin for Adverse Deviations (MAD)
Experience Studies and Expected Assumptions
Provision for Adverse Deviations (PAD)
Ratios (Actual/Expected)
Ultimate Lapse Rates
Valuation Assumptions

Lapse SUPPOrTEd PrOTUCES ......cccveeieceeciecie ettt see st sae e snaenneenne e 21/22
Compliance with Recommendations 3.07, 3.08

Level of Detail - Provision for Adverse DeVIation ..........cceeieeeenenienieenesie e 10
Assumptions
Total Provisions for Adverse Deviation by Line of Business
Changes in Assumptions and Methods

T o TU Lo LY L S 14
M

M@ Or SUDAIVISIONS......cuieieieiesieeie ettt et e s e e te e e sreesseenseeneesseeseeneesneensenns 9/10
Actuaria Liabilities/ Financial Information Details
Business Outside Canada
By Line of Business
Index
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Matching of Assetsand Liabiliti€S........ccueoiiieiieiiie e 17
Assets Description
Deferred Gains
Level of Trading Activity
Net Cash Flows Table
Procedure (Cash Flow Assumptions, Level of Segmentation, etc)
Sensitivity Studies
Switching Assets

Minimum Continuing Capital and Surplus Provision (MCCSR) and Test of Adequacy
Asset Margins (TAAM

MoOrtality ASSUMPLIONS ...c.ceiieiieieeieieesieeee st e e eee e e te e s esseeaesseesseeeesseesseenseeseesseensesnenas 12/13
AIDS (Explicit/Implicit Calculation, Guidance Notes, Provision)
Annuitant Mortality Assumptions and Projection Factors
Compliance with CIA Papers (VTP2, VTP6, VTP8, PAD)
and Recommendations 3.07, 3.08
Expected Experience and Margin for Adverse Deviations (MAD)
Experience Studies and Expected Assumptions
Provision for Adverse Deviations (PAD)
Ratios (Actual/Expected)
Valuation Assumptions (Smoker/Non-Smoker)

N
New/Special RiSK PrOUUCES........ccuiiiiie et st s 25
O
OPINION Of TNE ACIUBIY ..ottt et b et e ne e saeebesneenneas 5
P
Participating Closed BIOCKS REPOMING ......oiiiiieiiiiisiierieeee et 7
PEEr REVIEBW PIOQI@IM ..ottt sttt sae e te e e s ae et e e st e sbeeneesreenseenne e 27
Par tiCiPaAtiNG INSUIMNANCE.....cc.eiiieieee ettt a et be e eesreesae e e e 19
Compliance with VTP 10 and Recommendations 4.11 to 4.14
Dividend Policy and allocation expenses and investment income
Dividend Scale and Terminal Dividends

Methodology (Application of Principles)
Testing using Non-Par Assumptions
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R

REINSUINAINCE ...ttt bttt bbb bbbt et e e e e et e sb et be e st enens 18/19
Aqgreements
Back-to-Back Contracts
Compliance with VTP4
Reinsurance with Associated Companies
Retention Limits
Stop Loss and Catastrophe Arrangements
Unregistered Reinsurance

REPOM FOINMAL ...ttt sb e e s e e e ae e e s e e sbe e saneeneesnneennneas 7/8

ReqUITed EXNIDITS ... et 8
Actuarial Liabilities
Changesin Actuarial Assumptions and Methods
Compliance Checklist
Disclosure of Compensation
Item Reference - OSFI
Opinion of the Actuary

Requirementsfor the ACtUary'SREPOIT .....cc.ooiiiiiiieee e e 4/5

Requirements and Dir€CHIONS.......coii ittt sre e nee e 3

REVIEW PrOCEAUN ES......coiieieeiieiee ettt b e ee bt sae e e s st e nbe et e sreeneesnee e 26/27
Working Papers

S

Scope and Opinion of the Independent Actuarial ReVIEWS.........ccceceveevviceceeveee e 28

Segregated FUNAS ProdUCES........ooiieeice ettt nne s 24/25
Liability and Capital Provision

Special Adverse Condition REPOIT .......oocuiiieiiiieeiereee et snee s 5
Requirements

SPECITIC PrOJUCE TYPES ..ottt ettt ne et e s s e teeneesreenneeneenneenneas 19

Supplementary Actuarial REQUITEMENTS........cccviieriresiese e see e ee e sae e e e 6

Supplementary Actuarial Exhibit
Cash Vaue Deficiencies (CVDs)
Negative Actuarial Liabilities (NALS)
Policy-By-Policy Basis
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T
Test of Adequacy of ASSEESMarginS (TAAM ) ..ot
U
Universal Life (UL) ProdUCES........ccveeiieiiee e seee et ene e
Vv
VErIfICAION OF DALA......c.eieiieieiierie ettt b e bbb nes
CIA/CICA's Joint Policy Statement (JPS)
Requirement of the Insurance Companies Act (the ACT)
Procedures

Quadlifications
Reliance on Another Actuary

OSFI - Memorandum to the Appointed Actuary, 2001

Page: 53



	Investment Strategy to Support UL
	UL LEVEL COI (direct or assumed coins.)
	UL YRT COI (direct or assumed coins.)
	Liability and Capital Provision
	LIABILITY AND ADDITIONAL CAPITAL PROVISIONS CURRENTLY HELD

	5.1.1  	Peer Review
	
	APPENDIX
	
	
	
	Report Reference
	Applicable
	Not in Compliance



	Office of the Superintendent of Financial Institutions


	Changes in Actuarial Assumptions and Methods
	Changes in Actuarial Assumptions and Methods
	Choice of Format for Diskette Filing
	INDEX
	
	
	
	
	
	Adjustable and Universal Life (UL) Products			19






	C
	Introduction			3
	
	
	
	
	
	Index Linked UL and Annuity Products			25
	Interest Assumptions 			13
	Investment Strategy to Support UL			20/21
	Participating Closed Blocks Reporting			7






	Peer Review Program			27
	Participating Insurance			19
	
	
	
	
	
	S







	T
	U


