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ABSTRACT: 

Recent requlrements passed ln Canada requlre certlficatlon of loss and policy reserves for 
Insurance companies licensed to conduct business In Canada. Since many U. S. Insurance 
companies operate branches or subsldlarles ln Canada, these requlrements Impact many 
Fellows of the Casualty Actuarial Society pmctlclng In the U. S. This paper summaWs the 
current requlrements for certlfylng and reporltng on these reserves. lhe paper Includes a 
discussion of the key differences In Canadtan and U. S. accounting practices that are of 
concern to the actuary who ls responsible for Canadlan resetves. 



CANADIAN RESERVE CERTIFICATION: CURRENT REQUIREMENTS AND PRACllCES 

INTRODUCllON 

In 1987, new requirements were Implemented In Canada that require an actuartal oplnlon to 

be Included In the annual statement. Since many U. S. Insurers operate subsldlarles or 

branches In Canada, these requirements may Impact Fellows of the Casualty Actuarld 

Society practlclng In the United States. ln general. certitlcatlon requirements ln Canada are 

more stringent than In the Unlted States. Under Canadlan lau, only Fellows of the Canadlan 

lnstRute of Actuaries may certify reserves. The content of the Canadlan actuarial cerHcaWn 

ls more detailed than the actuarial certltlcatlon used ln the United States. ln addltlon to the 

loss reserve oplnlon. the Canadian certlflcatlon must Include an oplnlon of the adequacy of 

the unearned premlum reserve. The Canadlan actuary must certify the gross as well as net 

reserves and comment on the collectlblllty of relnsumnce recovembles. 

lhls paper will descrtbe the current Canadlan requirements relating to cerlltlcatlon of 

reserves and provide background lnformatlon concemlng differences between United States 

and Canadlan regulatory and accounting practices that the actuary certlfylng Canadlan 

reserves should be aware of. The paper will also describe the current status of dlscountlng. 

Finally, the paper will discuss the Canadlan InstlMe of Actuartes standards of pmctlce and 

will review a recent proposal to further strengthen the role of the actuary ln Canada. 



On July 2, 1987 Canada passed Bill Cs6. which amended Section 1020 of the Canadian 

and British insurance Companies Act and Section 47(7) of the Foreign Insurance Companies 

Act.1 The bill requires all companles regktered to trunsact business under the two Acts to 

attach an Actuary’s Report to the annual statement. lhls rep!& must set out the details of 

the calculation of the policy and claim reserves shown In the annual statement and must 

give an opinion on the adequacy of these reserves. In contrast, only certain jurkdlctlons In 

the United States require actuarial certlticatlon of reserves. The Canadlan Actuary’s Report Is 

much more detailed than the standard reserve certlikaiton used In the Untted States. 

The Canadkm Acts require that this report be signed by an actuary. Canada ls unique In 

that the term ‘actuary’ Is deflned by statute. Under the Acts, an actuary is deflned as a 

Fellow of the Canadlan ktltute of Actuaries (FCIA;t. The Acts provide that during a period 

of tlve yeas from the effective date of 8lll C&5, the report may be signed by a nonuctuafy 

who possesses relevant tralnlng and experience tn the opinion of the SupeWendent of 

Financial Insmitlons. Canadlan regulutlons grant automotlc approval for certoln categories 

of IndMduaLs Including Fellows of the Coswlty Actuarial Society or other forelgn actuarial 

bodies, and senior financial, underwriting or claims ofl?cers of the company; however, these 

lndlvlduals must be employed In Canada In order to be automatically approved. The 

regulatlorts also allow the Supefintendent to grant approval on an b?dMdual bask to persons 

that do not fall Into the above categories. Companles must submit a request for prlor 

Qectlons 102 and 47 were changed under the Revised Statutes of Canada to 
Sections 170 and 62, respectively. 
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approval ldentifylng the person who will sign the reports to the Superintendent by December 

31st each year durlng the lnterlm period.2 

Sectlon 309 of the Quebec lnsumnce Act contains slmllar provlslons for oil companies 

licensed to conduct business In the province of Quebec. The Quebec Act, which become 

effective on June 20, 1984, allows acceptance of non-actuaries for an Interim period of ilve 

years, expiring June 20, 1989.3 The Actuary’s Report In the annual statement of any 

company licensed to conduct business In Quebec must now be signed by a Fellow of the 

Canadlan lnstltute of Actuaries. 

Under the By-laws of the Canadlun lnstkute of Actuaries (CL% a member must be a Fellow 

of etther the Socleiy of Actuorles or the Casuulty Actuarlol Society who has passed those 

parts of the SOA or CA-S exumlnotions havlng substantial Canadian content. At the present 

time, Port 8 ls the only CAS exom with separate Canodlan content. In oddltion, the CIA By- 

laws contuln an experience requlrement conslstlng of three years of pructlcal experience 

acceptable to the Council of the Canadian Instltute.~ Ps a substltute for the experience 

requirement for non-Canadian Fellows of the Casualty Actuarial Society, the Canadlon 

Institute of Actuaries offered a speclol ellglblllty exam In October 1989, April 19W and 

October 1990. Fellows of the CAS who passed the special exam be&me ellglble for 

membershlp In the Canadian lnstltute of Actuaries. The CIA does not antlclpate offering the 

exam again. 

%fllce of the Superintendent of Flnanclal Instltutlons Canada, Report of tie Actuary 
or the Reserve Speclolsi on the Prop&y and Casualty Bushess of 19GW Pursuant to tie 
Provisions of ttie Canadian and BMsh Insurance Companies Act or fhe Fore&t Insurance 
Companies Act, 1950 

3Quebec Insurance Act, Section 309. 

4Cunadian Institute of Actuaties, By-Laws. Sect!on N(2). 
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Before dkcusslng the specltlc certiflcaHon requirements, It ts Important to understand the key 

differences between the Unlted States ond Canadlon regulatory environments and account- 

Ing pmctices. 

CANADIAN INSURANCE REGUlAllON 

in the Unlted States, Insurance companies are regulated by the states. UnlfonnHy In statutory 

accounting practices k achieved through the NAlC, which specifies the format of the 

annual statement blank. Unlike the United States, domestic Canadlan companles can be 

&hec provlnclally or federally reglstered. Most large national companles are federally 

regktered. The Canadian and Brltlsh lnsurunce Companles Act provides regulations for 

werally registered Canadlan Insurers, US well us branches of Brltlsh Insurance Companies. A 

non-Brltlsh Insurer from Q forelgn counw can also be registered to conduct a brunch 

operation in Conada. The Forelgn lnsuronce Companles Act provkles regulations for 

brunches of non-British forelgn Insurers. 

The Office of the Superintendent of Flnanclal Institutions (OSFI) has the power to regulate 

insurers that fall under the two Acts. The OSFI promulgates reguiatlons covering mlnlmum 

capltul, surplus stondards, restrlctlons on dMdends ond the types of Investments, the annuul 

report and company audlts.8 The OSFI determInes the format for the annual statement for 

both federally registered companies and brunches of foreign Insurance companes. The 

format of the statement for brunches differs sllghtiy from the statement for federally 

reglstered companies. The OSFI requires thot the annual statements contuln on actuarial 

5Clork. John and Oakden Davld, ‘Canadian Accounting’ In Strain, R. W., Property- 
UubMfy /nsurc#‘tce Accounting clhlrd Edltlon), 1986, Chapter 16, page 339. 



statement glvlng cm oplnlon on both policy and clolms reserves. The Conadlon statement 

must be filed wtth the OSFI on March 1st of each year. The due dote k March 15th for 

relnsurcmce companles. 

A federally regktered company must also be licensed In each province In which lt conducts 

business. In contrast to federal regulutlon, provlnclol regulutlon k primatlly concerned with 

the terms of Insurance contra%, claims settlement proctlces. and the llcenslng of agents, 

brokers and adjusters. A fedemlly licensed company k also required to file Q copy of the 

federal onnuol statement blank In each province In which lt Is llcensed.6 

CANADIAN ACCOUNTlNG 

In oddltlon to these reguldtory dktlnctfons, lt k Important to be cognlzont of vurlotlons 

between Unlted States statutory and Canadlon lnsumnce accounting practices. Unlike the 

NAlC blank, which k on a stotut~ bosls, the Canadian annual statement k on a GAAP 

bask. The Canodlon Institute of Chartered Accountants (0 estublkhes accounitng 

stcmdards, which constttute generally accepted accounting principles In most provinces.7 

Since the Canodlan statement Is on a GAAP bask, antlclpoted solvoge and submgatlon Is a 

legltimote deduction from loss reserves, NAIC statutory accounting does not allow Q 

deduction for antlcipoted salvage and subrogotlon. Furthermore. under GASP, on asset for 

Deferred Policy Acqukltlon Expenses may be estublkhed for the equity In the unearned 

premlum reserve In the Ccmadlan statement. lhk asset must not exceed 30% of the 

unearned premium reserve; any excess over 30% k treated 0s nonadmttted when 

md, p. 339. 

7/b&t p. 341. 
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determining the surplus on a llquldatton basls. This llquldation surplus produces a more 

conservative measure of surplus, which Is roughly comparable to statutory surplus In the 

United States. The concept of liquldatlon surplus will be dlscussed In more detail In a 

subsequent section on Canadlan solvency regulatton. The Actuary’s Report must contain an 

oplnlon of the adequacy of the reserves for deferred policy acqulsitlon expenses. 

Agents Balances are not reduced for amounts due over 90 days as in the United States, but 

are reduced for uncollectible amounts through an allowance for bad debts. Amounts ln 

excess of 65 days overdue are non-admitted for Ilquldlty purposes. In Canada, Retrospective 

Premium Adjustments are not included ln the unearned premium reserve Ike In the U. S.. but 

are instead included In Pdicyholder Divktends. Relnsurance Recoverable on Pald tosses Is 

not shown separately on the Canadlan statement but Is Included In Amounts Due from 

other Companles. Unlike U. S. statutory accounting, stocks are shown at book rather than 

market value under Canadian GAAP accounting. In Canada, encumbrances on Real Estate 

are shown as a separate SaMSty rather than netted agalnst assets as Is done in the United 

States. AddItional Policy Reserves are required In Canada for Fldellty, Surety, Mortgage and 

Nuclear Insurance. 

loss Development lnformatton In The Canadian Annual Statement 

There are several variations In the reporting of loss development data In the Canadlan 

annual statement. To begln with, Canadlan terminology is slightly different. For example, 

‘clalm.f Is used to refer to loses and ‘adjustment expenses’ Is used for loss adjustment 

expenses. ‘External adjustment expenses* refers to allocated loss adjustment expenses and 

‘Internal adjustment expenses’ refers to unallocated loss adjustment expenses. Unlike the 

NAIC blank, the Canadian annual statement lndructions do not prescribe a methodology for 

allocattng internal ac&stment expenses to line or accident year. Instead, the Canadlan 
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inst~~tlons state that any ‘reasonable basis’ for allocation Is acceptable.8 Presumabiy, the 

methodology prescribed In the Schedule P lnstructlons would be an acceptable basis for 

the Canadian statement. 

The provlslon for unpald claims, lncludlng IBNR. Is shown on a Direct, Assumed, Ceded and 

Net Bash by ilne of business In the Canadlan Annual Statement exhibit entitled ‘Claims and 

Adjustment Expenses - Pald and Unpaid’ (Attachment 1). Detalled loss development 

information b contalned ln two additional exhlblts. ‘Net Clalms and Adjustment Expenses - 

Runoff - Total’, reproduced In Attachment 2. shows a hlstorical runoff of loss and loss 

adjustment expense reserves for the past flve accident years on a total all lines basis. Loss 

and loss adJustment expenses are combined h thls exhibit and i8NR by accident year Is 

dlsplqed at the bottom of the exhlbtt. Attachment 3, ‘One year Test of Adequacy of Net 

Provlsion for Unpaid Claims at Prior Year End,’ shows a one year runoff of total loss and loss 

adjustment expense reserves by line of business. The one year runoff of the IBNR reserve is 

also shown In thls exhiblt. 

The lines of badness in the Canadlan Statement differ dgnkIcantly from those shown in the 

NAlC Schedule P. The Property lines In the Canadlan statement combine Fire, Allled, Inland 

Marlne, Earthquake, Burglary and Theft (Schedule P, Part B, Farmowners, Homeowners 

(Schedule P, Part A), and Commercial Multiperll (Schedule P. Part Ej. The Property line is 

further subdlvided Into Personal and Commercial business. The Canadlan statement breaks 

automoblle Into three subllnes: Liability, Personal Accident and Cther. Personal Accident 

comprtses No-Fault coverage, which is not broken out as a separate ilne In Schedule P. 

Other Automoblle Includes physical damage, simllar to Schedule P, Part J. The Canadian 

BOfflce of the Supertntendent of Flnanclal lnstltutlons Canada, /&rucf/ons for 
Compleffon of the Annual Statement, ‘Net Clalms and Adjustment Expenses - Runoff - Total’. 

8 



statement does not requlre a breakout of the automoblle IlabIlity subllne Into Personal and 

Commerclcll business, unllke Schedule P, Parts B and C. in Canada, Medlcal Malpractice is 

Included with Llabllity. Workers’ Compensatton does not appear in the Canadian annual 

statement since all Workers’ Compensation is conducted through the provincial government 

and there is no p&ate Workers’ Compensation Insurance. Mortgage and Title is shown as a 

separate llne In the Canadian Statement, and the Marine line of business In the Canadian 

statement includes only Ocean Marine; Inland Marine is included In Property. 

A actuary for a U. S. company that wrttes Canadian buslness must be aware of these llne of 

business differences. The actuary cannot rely on a data base constructed for the Schedule 

P lines of business to provlde the level of detail required In the Canadlan statement. 

Furthermore, In order to include the Canadlan business in a consolidated NAIC Schedule P, 

the Canadlan lines of business must be broken down into further detail. For example, the 

Canadlan Auto Llablllty and Personal Accident subllnes must be split Into Personal and 

Commercial business In order to be Included in the appropriate Schedule P lines In the 

Consolidated NAIC statement. 

lt is clear from an examlnation of the attached schedules that the loss reserve lnformatlon In 

the Canadlan statement is much less detalled than In Schedule P. For example, claim 

development by accident year Is not shown beyond flve years in the total all lines runoff 

exhibit. IBNR reserves are not broken out by line, and runoff by line of buslness Is not shown 

beyond one year In the one year test of adequacy. Loss AdJustment Expenses are not 

broken out separately from losses In either exhlblt. In addition, accident year loss ratlos are 

not avalkrble by line of buslness. 9 In contrast, Schedule P, Part 2 displays ten years of 

development by line of business and accident year for losses plus allocated loss adjustment 

%train, p. 349. 

9 



expense, and Part 6 displays a history of l8NR by llne and accident year for the latest ten 

years. Flnally, the Canadlan statement does not contain the level of detail for gross and 

ceded reserves by accident year that were Included In the 1989 revkions to Schedule P. tt 

should be noted, however, that some of the lnformatlon that Is not formaiiy required in the 

Canadian annual statement should now be included In the Actuary’s Report, which wili be 

discussed below. 

CANADIAN SOLVENCY REGULATION 

While solvency regulatton In Canada has the same goals as In the United States, it is 

achieved through a different means In the Canadian statement. Since the Canadian 

statement is on a GAAP basis, cettaln adjustments must be made to put the Canadian 

surplus on a more conservattve llquldlty basis. The ‘Reserves Requlred By the Superintendent 

In the Canadlan statement attempts to reconcile GASP and llquldlty accounting concepts, 

The ‘Reserves Required’ consists of assets that are non-admitted for soivency purposes. The 

Reserves Include non-admitted assets on uncollected premlums In excess of 68 days, tlxed 

assets for autos, oftlce furniture and equipment. reinsurance ceded to unregistered 

companles, deferred policy acqulsltton expenses in excess of 30% of unearned premlums, 

prepald expenses and deferred Income taxes, the Foreign Exchange Fluctuatton Reserve, 

the Investment Valuation Reserve, the Hall insurance Surplus Fund, and reserves for negative 

amounts In noncancellable Accident and Sickness pollcles. In regulaitng for solvency, the 

‘Reserves Required by the Superintendent’ ls consldered part of surplus for GASP purposes, 

but not for liquidation purposes. 
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Mintmum Surplus Requirement (Section 171 Test) 

A key component of Canadlan solvency regulatlon is the mlnimum surplus requlrement 

tncluded In the annual statement. Section 171 of the Canadian and Rritlsh Insurance 

Company Act (formerly Sectlon 103) specltles the mlnimum assets a company must malntain 

in order to continue to write business. Since the mlnlmum assets are deflned as the llabllities 

plus the required margin, Se&ion 171 is effectively a mlntmum surplus test. The Sectton 171 

test requires that the llquidlty surpius plus the excess of market over book value of Invested 

assets plus deferred Income taxes must be greater than or equal to a required amount. In 

determlnlng the required surplus, the company must satisfy the most sttingent of thraa tests 

The ‘origlnai’ test, and the Premium and Claim tests, which were added in 1957. 

The Original Test states that mlnlmum surplus must be greater than or equal to 
the sum of 15% of unpaid claims. plus 15% of unearned premlums for iines where 
the expected or actual loss ratlo exceeds 80%. plus deferred policy acqukltion 
expenses plus 16% of unregistered ceded unearned premlum and unpaM clahns 
where premium Is not covered by cash deposits. 

The Premium Test states that minimum surplus must be greater than or equal to 
15% of gross written premlum durtng the preceding 12 months pius a supplemen- 
tary margln on grass premlum less a reduction for relnsurance ceded. 

The Claims Test states that mlntmum surplus must be greater than or equal to 
22% of average gross claims Incurred during the preceding 36 months plus a 
supplementary margin on gross claims less a reduction for reinsurance ceded. 

The Sectton 171 Margln must be the iargest margln produced by the three tests. The orlglnal 

test examines the net llabllities at a stngle point In time. The two new tests were added to 

retlect a company’s operatlons over a pertod of time. As a result, companies that have 

experienced rapld growth or adverse claim experience would be required to carry a higher 

margln under the new tests than under the orlglnal test. The 36-month average under ihe 

Claims Test was designed to minimize fluctuations in expertence. The Premlum Test does not 

include a provislon for smoothing, because it was designed to Immediately retlect rapld 

growth. Since the relief for relnsurance is only 50% of ceded retnsumnce, companies with a 
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hlgh level of relnsurance would also be requlred to carry a hlgher margin under the new 

tests. For a company with no unusual chamcteristics, the new tests were constucted to 

produce a result slmllar to the original test. Attachment 4 shows the calcuiatton of the 

Minimum Asset Test in the Canadlan annual statement for a federally register%t company. 

Non-British forelgn Insurance companles who are registered to carry on branch operattons in 

Canada must depostt assets with the Receiver General and with a Canadlan trustee to 

cover the company’s llabilltles and mlnlmum surplus, The mlnlmum surplus requirements are 

approximately the same as those for domestic insurers. Attachment 5 shows the calculatlon 

for a branch company. 

CANADIAN CERTIFICATION REQUIREMENTS 

Another Important tool In Canadian soivency regulation is the Actuary’s Report, tilch by 

law must be attached to the Canadian annual statement. The OfRce of the Superlntendent 

of Ananclal lnstitutlons Issues guidelines to ensure a report of hlgh quality and maxlmum 

utility. However, the OSFI ieaves the format and content of the report to the professional 

judgment of the author. The guldellnes cover the presentation, level of detall and dlscusslon 

required In the report and describe the procedures for the acceptance of reserve 

speclallsts. The guidellnes Issued for 1990 Include a recommended text for the actuarial 

oplnlon, which has been reproduced In Attachment 6. The Actuary’s Report must contain 

separate sectlons for policy and claims reserves, Each section of the report must show the 

detalls of the calculation of the statement reserve and must Include an oplnlon about Its 

adequacy. 
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Policy Reserves 

Policy llabllltles represent the antlclpated net costs of dlscharglng the company’s obllgattons 

with respect to Its Insurance policies and relnsurance contracts In force, excluding claims 

Ilabllltles. These policy ilabllltles represent the provlslon for future claims and adjustment 

expenses on the unexplred portion of the pollcles In force. They include the admlnlstraitve 

expenses to service those policies. net anticipated premlum adjustments and antlclpated 

relnsurance commlsslon adjustments. The polky reserves are not shown expilcitiy In the 

Canadlan annual statement. They are the net total of the unearned premlum reserve, 

deferred premium acqulsltlon expenses, and any other related assets and llablllt!es. Since the 

Canadian annual statement is on a GASP basis, deferred acquisition expenses should be 

recognized. tf the policy Ilabllltles are less than the unearned premlum reserve, the 

difference should be shown as deferred acqulsttion expenses, On the other hand, if the 

policy llabllities exceed the unearned premium, the difference should be shown as a 

premium deflclency. The deferred acquisltlon expenses should not be greater than the 

unearned portion of acqulsltlon expenses.10 

The Actuary’s Report must Include an oplnion on the adequacy of polkzy reserves. The 

report must show the derivation of the unearned premium reserve and the deduction for 

acqulsltion expenses carried in the statement. The report must also show the derlvatlon of 

the required pro&Ion for ultimate claims and other obligations expected to ark after the 

statement date under pollcles In force at the statement date lncludlng ad]ustment expenses 

and the expenses relating to servicing policies. The actuarial oplnlon must state whether the 

net reserve In the annual statement plus any amounts recelvabie from relnsurers Is sufflclent 

lOCanadian lnstltute of Actuaries, k’ecommendatlons for Ropedy-C#suc?/ty hurance 
Company Nnanc~a~ ReporfIng. January 1990, Part 4. 
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to cover the ultimate claims and other obllgatlons expected to a&e after the statement 

date under policies In force at the statement date lncludlng adjustment expenses and the 

expenses relating to serviclng poll&s for direct and assumed business. The OSFI guldeilnes 

state that me actuary should consider the following In expressing an opinion: 

0 Uitlmate loss ratio history 

0 Changes in premlum rates 

0 Trends In frequency and severtty 

0 Trends In the cost of servicing poikles 

0 Important changes In coverage 

0 Changes In the cost of relnsumnce 

0 Slgnlflcont lags In premium collection 

Claims Reserves 

The Actuary’s Report must show the derlvation of the net carried reserve for unpaid ciaims 

and adjustment expenses, Including IBNR. The report must also show the derivation of the 

provislon for ultimate claims and other obligations Incurred before the statement date 

Including adjustment expenses. The actuarial oplnlon must state whether the net resew8 ln 

me annual statement plus any amounts receivable from reinsurers ls sufklent to cover the 

ultimate claims and adjustment expenses. The actuary should consider the foilowlng In 

expressing an oplnlon: 

0 Ultimate loss mtto hlstory 

0 Trends in frequency and severity 

0 Important changes In coverage 

0 Changes In the cost of relnsurance 

0 Slgnlflcant lags in claim reporting and payment patterns 

0 Slgnlticant deflclencles In the runoff of prior claims reserves 
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The Actuary’s Report must state the amount assumed to be receivable from relnsurers. It 

must also specify any unusual problems and delays expected ln collecting this reinsurance. 

Such situations may Include dlsputes with reinsurers, a reinsurer’s past history of slow 

payment, a reinsurer being subject to regulatory restrictions, or when mere is a high 

probabiitty that the relnsurer till deny Ilabillty. The regulations issued by the OSFI for 1990 

explicttiy state that the person slgnlng the report should discuss the matter of any unusual 

problems or delays wtth management. 

Content of the Report 

The guideilnes from the OSFI were expanded in 1988 to describe the suggested content and 

format of the report In more detail. For policy reserves, the report must disclose the amount 

of the carried unearned premium reserve, the amount of the deduction for acquisition 

expenses and the amount of any other reserves In the statement providlng for claims and 

other obllgatlons. The report must a&o dIsclose the amount that Is requlred to make proper 

provlsion for claims and other obligations. Slmllarly, for claims reserves, the report must 

disclose the amount of the carried reserve for unpaid cialms and other obligations and the 

requlred reserve for claims and other obligations. For both policy and claims reserves, the 

report must state the amount of relnsurance receivable, as well as the amount of any 

doubtful or delayed reinsurance. The 1990 guldellnes further require the actuary to reconcile 

any dlscrepencles between the required reserve provlsion calculated In the Actuary’s Report 

and the reserve carrled in the annual statement. It should also be noted that the 

recommended text of me actuarial opinion contains an expllclt statement that the actuary 
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is satlsrled that the data utilized are ‘rellabie and sufllclent’ and that the actuary has vertfled 

me consistency of me data with company flnanclal records.11 

The guIdelInes also suggest that the commentary In the report include a dlxusslon of the 

particulars of the reserve calculation and me m8thodOlOgy and assumptlcfrs undertying the 

evaluation. The actuary should also disclose any slgnlltcant changes In assumptlons or 

techniques since the previous evaluation. The commentary should Include a dlscussion of 

the principle characterktks of signlflcant lines of business and any signitlcant changes in 

marketing strategy, mlx of business. retention, level or type of relnsurance. the method of 

recording data, and changes In settlement rates. 

The report should show uttimate accident year claims and claims ratlos. The foliowtng is 

typlcaliy displayed by accident year and development age for each of the principle lines of 

buslness: 

0 Cumulative Pald Losses and AdJustment Expenses 

0 Case Reserves, Including Adjustment Expenses 

0 Cumulative Reported Clalms 

0 Number of Open Claims 

The 1988 changes further specified that the data Included In me report should enable the 

reader to reproduce me calculations underlylng the actuary’s evaluation. The exhlblts may 

show the followlng: 

~@ffice of the SuperMendent of Flnanclal lnstltutlons Canada, Report of the A&wry 
or fhe Reserve SpecIakf on fhe PropeW and Casualty Business of ?oQo Pursuant to fhe 
Provisions of the Canadian and British Insurance Companies Acf or the Foreign Insurance 
Companles Act, 1990, page 14. 
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0 The determlnatlon of cumulative Incurred losses 

0 lhe calculation of average case reserves 

0 Any adjustments for changes In settlement rates or for reserve strengthening 

0 Any adjustments for varying retentions under relnsurance contracts 

0 The calculation of avemge development factors, tall factors and trend 

These guidellnes thus require some of the detalied loss development data that is not 

provided tn the annual statement itself. Although the guldellnes state that this Informatlon 

should be shown for the principle lines of business that the company writes. they do not not 

specify the criteria for including a ilne and the level of detail wtthln Ilne. Nor does the report 

specify me number of accident years that must be displayed in the triangles. The Instructions 

do not requlre losses to be shown separately from ad]ustment expenses, Since these 

guidellnes were recently Issued, the OSFI interpretation Is still evolvlng. In thls author’s 

experience, the CSFI has expected the Actuary’s Report to comply with these guMellnes as 

closely as possible. 

CANADIAN INSTITUTE OF ACTUARIES STANDARDS OF PRACTICE 

The Canadian Institute of Actuaries has published Recommendations for Property-Casualty 

insurance Company Flnanclai Reporting which serve to guide its members. These recommen- 

dattons comprise many of the guldellnes contalned In the CAS Statement of Prtnclples 

Regarding Property and Caswlty Loss and Loss AdJustment Expense Reserves. In fact, the 

Conslderattons for Claims Llabllltles (Part 3) are almost ldentlcal with the CAS Statement of 

Principles for Loss and Loss Expense Reserves. 

Since me Canadian Actuary ls required to glve an oplnlon on policy reserves, the Canadlan 

recommendations contain a separate section for policy llablllttes (Part 4) that are not 
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addressed In the CAS Statement of Principles. The C!A Recommendations list several 

considerations for determlnlng policy Ilabllitles. Premlum development should be considered 

whenever the ulttmate premium is not recorded at the Inception of the policy. in addltion, 

the estimated loss ratios for the unexplred pollcles In force should reflect the Impact of 

changes In avemge premlum levels and appropriate trend factors should be applied. Any 

seasonallty In frequency and severity should be consldered In estimating the claims ratlo for 

the unexplred portion of the pollcles In force. Projected future losses and premlums should 

be adjusted to reflect any changes In reinsumnce plans. Flnally, the conslderatlons for cialms 

llabllities should be applied when estlmating ultimate claims for the purpose of the 

determlnlng policy liablllties. 

Mscounttng 

The k-sue of discounting k as controversal In Canada as It ls In the United States. The current 

position of the OSFI does not allow discounting of claims and adjustment expense reserves In 

the annual statement. Moreover, the OSFI regulations for 1990 state that an undiscounted 

provision should be used In the Actuary’s Report to determine the adequacy of the poiicy 

or claims reserves reserves in the Annual Statement. On the other hand, the CIA 

Recommendations state that It ls generally accepted actuartal pm&e to value liablllties on 

a present value bask. In recognition of the need for consistency with the OSFI regulations, 

the Recommendations provide that when the government statement does not allow the 

Ilabliities to be stated on a present value bask, the Actuary’s Report should value llabllities 

on an ummate bask.12 

1%ana&n lmtltute of Actuaries, /?ecommendaflons for Properfy-Casvah’y lnwmnce 

Company Wan&/ Report&?, January 1990. Section 5.04. 
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The CIA RecommendaWns contain guidellnes that the member should follow whenever it ls 

approprlate to d&count reserves. These guldellnes are slmllar to the exposure draft issued by 

the Amertcan Academy of Aduartes on the standards of practice for dIscOMing property 

and casualty loss and loss adjustment expense reserves. Roth the CIA and American 

Academy recognize that the choice of a rate of return In the present value calculation ls a 

function of the context in which me dlscounted reserve ls used. Roth also recognize that lt 

may be appropriate to include a provislon for uncertainty in the calculation of discounted 

reserves. 

As in the NAIC blank, the notes to the Canadian annual statement ask whether the Insurer 

has recognized me time value of money In establishing the provlslon for unpaM claims and 

adJustment expenses. if the answer to th!s question ts yes, the company must dkciose the 

rate of interest used by line of business and the basis for selection of the rate. in addition, 

the company must dtsclose the Impact of dlscountlng on both the income statement and 

balance sheet. The company must also make a slmllar disclosure lf the c&ulatlon of 

deferred acquisition expenses or premlum deficiencies reflects discounting. The Instructtons to 

the Canadlan annual statement further stipulate that reserves shown in the runoff exhlbtis 

should be on an undiscounted basis. Similarly, the reserves In Schedule P must not be 

discounted, and the company must disclose the amount of the discount by line of business 

and accklent year for other than workers’ compensation tabular reserves In Schedule P. 

Part 1. 

As In the United States, Canadlan reserves must be discounted for tax purposes. However, 

the application of d!scounnng In the Canadian tax law differs from the requirements issued 

by the Internal Revenue Service. 
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Roth the CAS and CIA Recommendotlons address the Issue of relnsumnce. While the CAS 

Statement of Principles states that it may be appropriate to analyze direct and ceded data 

separately, the CIA Recommendations are more emphatic in stating that the actuary should 

perform calculations on a gross and ceded bash when the amount of ceded relnsurance Is 

matettal. Moreover, the CAS Principles state that the recoverablllty of relnsurance is a 

consideration that should be addressed separately from the resewe evaluation process. The 

CIA Recommendations speclflcally state that the member should address the recoverablllty 

of relnsumnce. 

Other Guidelines 

Uke the CAS Statement of Principles, the CIA Recommendations leave me choice of an 

approprlate reserving methodology up to me actuary. In recognition of me fact that 

llabllltles cannot be determined tith complete conftdence, the CIA recommendations 

dtscuss a provlsion for adverse deviations. The Canadian recommendations Ilst flve factors 

that should be consldered In determinlng the provision for adverse deviation, Including the 

conftdence In the expected development pattern. the depth and quality of the hlstorical 

data on which the reserve evaluation Is based, the ultlmat8 fluctuations affeCtlng frequency 

and severity, the lnflanon rate, and the conservatism of the Interest rate used In dlscountlng 

the Ilabllffles. The provlslon for adverse devlatlons would be added to any discounted 

reserves. However, since the OSFI does not allow discounted reserves, the provlslon for 

adverse deviation is not used In practice. 
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The CM Recommendations contain suggested texts for the Report of the Actuary In both 

publlshed flnanclal statements and the government statement. The Recommendations also 

ctte sltuattons that require disclosure and describe the recommended content of these 

disclosures. 

Relationship With Auditors 

in both the United States and Canada, the actuary often works closely with the auditor. The 

actuary, as a ‘reporttng professional’ who certlfles reserves, typlcaliy reiies on the audltor’s 

work as a ‘speclallst professional’ who verltles the data on which actuarial calculations are 

based. in turn, the auditor In his capacity as a ‘reporting profesdonai’ relies on amounts 

determined by the actuary as a ‘specialist profesdonai when the auditor expresses an 

oplnlon on the fairness wlth which me statements present me ftnanclal posltlon of the 

company. in recognition of thls important relationship, the CIA and me Canadlan Institute of 

Chartered Accountants have developed an exposure draft of a Jolnt Policy Statement 

concemlng the auditors use of me work of an actuary and the actuary’s use of the work of 

an auditor In the preparation and audit of financial statements. This Joint Poitcy Statement 

details the roles and responslbllitles of both the actuary and the audltor In their capacttles as 

‘reporting’ and ‘specialist’ professionals. The Statement also recommends that disclosure of 

the respective roles of the actuary and audltor be provided by management either as part 

of managements report accompanying me flnanclal statements or In a note to me 

tlnanclal statements. 13 

%anadlan instttute of Actuarles/Canadlan It-Mute of Chartered Accountants, Joint 
Policy Statement Concerning fhe Auditor’s Use of the Work of an Actuary and the Actuary’s 
Use of ihe Work of an Aud/for In Connectkm with the Preparation and Audit of FInuncIal 
Statements (Exposure Draft), January 17, 1990. 
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The Canadian lnstltute of Actuaries has recently made a proposal to further strengthen the 

role of the actuary In Canada. The CIA proposal recommends that a new posltlon, the 

appointed actuary, be created for all property-casualty and life insurance companles in 

Canada, lncludlng both Canadian and branch operatlons. 

ln many respects, the responslbllltles of the appolnted actuary would parallel the role of the 

lndependent auditor. Under the CIA proposal, the appolnted actuary would have the same 

right of access as the Independent auditor to all persons and records necessary to the 

performance of the actuary’s professional duties. The appolnted actuary would report In 

wrltlng to the presldent of the Insurance company any transactions and conditions thcrt the 

actuary feels would have a slgnlficant adverse effect on the flnanclal poslHon of the 

company. The CIA further recommends that this repott should be automatlcally presented to 

the company’s board of directors and that the appointed actuary should advlse the OSFI lf 

approprlate action Is not taken to rectify the adverse condltlons. Like the external audltor, 

the appolnted actuary would be requlred to report In person to the board of dlrectors at 

least once a year. In addltlon, the CIA recommends that the flnanclal statements Include a 

report by the appolnted actuary, slmllar to the auditor’s report, as well as a descrlptlon of 

the roles of both the appolnted actuary and auditor. Finally, to mlnlmlze the posslblltty that 

management might pressure the actuary to relax hls professional standards, the company 

directors would be required to formally report the tefmlnatlon and reasons for tefmlnatlon of 

the appolnted actuary to the OSFI. 

As of ihis wHtlng, the CIA has submitted these recommendations to the Mlnlster of Finance 

and has appeared before the Commons StandIng Commlttee on finance In confXX%On 

wlth IeglskMon related to the Reform of Federal Flnanclal InstltuHons. The recommendattons 
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were apparently well-received. ?he CIA hopes that thls proposal will be lncotporated In 

upcornlng revlslons to the Federal Insurance Act. 

CONCLUSJONS 

ln summary, a Fellow of the Casuafty Actuarial Society will tind that the consMeratl~s ln 

certKylng Canadian reserves are more slmllar to the pm&ices ln this country than they are 

different. Thls paper has reviewed some of the key differences that may be of Interest to a 

Fellow of the Casualty Actuarial Society who has responslblllty for the msetves of a 

Canadian subsidiary. OveralL the actuary will flnd that the Canadian certlttca%on Includes 

more detail than ls presently required In the Unlted States. In the future, It )s Ilk&y that the 

role of the actuary ln Canada will be expanded even further. The reader Is urged to consult 

the oppropflate references for a more detalled and up to date dlscusslon of particular 

topics. 
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(b) Policies other than Accident md Sickness Policies 
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applicable. page 69. line 14. column 05) . 02 
Excess of “Required Caver~e” over “Rewve” for Reinwance 
Ceded to Unre&ned Insurers (page IO. line 59. column I I minus 
column 10).....................................................03 

Equals: Margin required for Unpaid Claims and Unearned Premiums 04 

(ii) Premiums Written 

40 &sic margin (15% of gross premiums wriltm during preceding I2 
monrhr)...............................................................O~ 
Plus: Suppkmmtary mu@ an yorr premiums (lesser of 5% of *ou 

premium, wrirm durirg preceding I2 months and SJOO.ooO). 06 

Eqw Gross mrgin . . 07 
Las: M&n reduction for rdnrururce (Gross margin x Rcinrurance 

Ratio) ..__.._........._._.._......................._____..r_ 08 

Equrtt: Mar6in rqubed for Premiums Written.. . . . . . .09 

(iii) Claims lwurred 

I6 Bask mugin (22% of average annual you claim8 incurred during pmctding 
36 months) . . . . . . . IO 
Plus: suppinnenury mawin (lesser of IA of wera6e ulnaud peas claims 

incurred during precedin6 36 months rad SXXl.~) . . . . . . II 

Equrk: Gross mu#in . .._. .__, . . . . . . . . . . . . . . . . 12 
Less: MarLin reduction for reinrunnce (Grwr margin f Reinsumncc 

Rmio) . . . I3 

Equab: Myin required for Claims Incurred _. _. . I4 

I. Exe,, o, A,W, Av,“.bk 0”~ Avru Nquimd 

67 
67 

Liabilities for Test Purposes (pa@ 67. line 16) . . . . . 15 
Plus: Maruin rquired for Accident md Sickness Policies (pa6e 67. 

line 2.2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 
Margin required for polkia olher Ihan Accident and Sickness 
Policia(theynlnlof~bo*e.limr01.09tndIB . . . . . . . . . . . I7 

Equals: Alru Required fw Ter( Pwposa . , . . . . . . . I8 

61 AlvuAr~l~bkf~TTacP.-(pyc67,U~09) .t__................... I9 

MINthWM ASSRT TEST - Continued 

EXRU of Amet‘ A”,O,bk 0.~ Ame,, Rqutred for Test P~,P%“. 20 

, 
1989 

Year 

. ..646 
245 

-P- 
584 592 . . . . . .._................ 

=I= 195 197 

. . . . .779. 7.w 

0 0 

779 789 

6,047 . . . . . . . . 

0 . . . . . . . . . . . . 

889 

6,409 ,......,..... 

0 ,,,,......... 

891 

29 



45 Attachment 5 

Page 1 
HARTFORD FIRE INSLWANCE COf4PANT 1989 

,nr”rcr Year 

Sample Mlnlmum Asset Test for Branch Company 

:C 1 

48. 49 

OS 

43 

38 

38 

FEDERAL TEST OF ADEQUACY 
OF DEPOSIT IN CANADA 

T 
I 

I 

1. Asulr Avuilsble for Test Purposes 

Book value of toial inrerrmcnlr under control ol Minister wxgr 04 hner 
3 + II + 24. column 02)~ &mge 4S.linc 08. column Oil....... 01 

lx*,: Non-admitted portmn of asws under conlrOl 01 Xllnirlrr 02 

hcstmcnr valuation rescrvc.. 03 

Pius: Cash under tonlrol of Minister lpagc M. line 01. column 02) 04 
ln~estmcnr rc\enue due and accrued on assal under comrol of 
hlinistcr (page W. line 02. column 02). 05 
Excess of !+lrrker value of lotal imeamenlr under comrol of 
Minirrcr ow book rslue (page 49. lines 06 plus 07. column 02 - 
column 01) or (page 48. line 08. column 03). 06 

Equals: Arscrr Available ior Test Purporc~ 07 

!. Lisbilltler fur Test Purposes 

T&al Liabilirirs lcwluding hlarinel ...................................... 08 

Plus: Reserve for reinsurancc ceded (0 unregistered reinsurers ............. 09 

Non.rcridcnt tsw due and accrued .............................. IO 
............................................................. I, 

Less: lnrtalmenl prermumr not in arrears ............................ 12 
Amounts due from agents in respect oi business srilwn on or 
after Norember Is1 (page 23. line %. column 031 ................... I3 

Premiums receivable from policyholders nor in arrcgrs ............... lJ 

............................................................... I5 

Equals: Liabilities for lest purposes ....................................... 16 

(Accident and sicLnos claims are excluded from Ihc calcularionl 

Cross claims incurred during preceding I? months (page 33. line 18, column 
08 plus column 09) ._.. . . .._... . . .__... ..__ I7 
Portion of line 17 abwe in rcspecr of reinrurancc ceded during preceding 
I2 months (page 33. line 18. column 101 ._ :. _. _. ._. I8 

Reinrurancc Ralm [lesser of line I8 - line 17 and JO@bl _. _. 19 

I. Marginr Required lor Teat Purpuvr 

(al Accidml and Sichncrr Policies 

Margin on claims 115~0 ?f unpaid clai?r and adjustmen! rxpenwr other 
ihan those m respect of uwalmenl clnlmsl.. 20 
Plus: Margin an unearned premiums ll5fa of unearned premiums orhcr 

than those in rnpw of nonancellablc policies or. if applicable, page 
47,line25,columnO6) . . . . . . . . . . . . . . . . . .._..... 21 
Excess of initial deposit requirements over otherwise total 
requwcmenrr (page 47. line 25. column 12). 22 

Equals: hiargin rrquircd for Accident and Sickness policies.. 23 

S’ooo I 
I 

I 

129,473 1 , 
I 

.“1.,,” I 

O I 
, 

. ..! ,,, 

127,663 

47 ., 

3,020 .,. 

132,488 130,636 

/ 

72,044 / 75,682 ,........ ,.....,... 

13,885 i 6 773 . . . . . . . . . . . . . . . . . . ..r 

,. . ..j.. 100 ,. w?. 

PO7 . ../ . . . . ..4?0... 

6,%X 1 5,962 

I 

'8,507 j 76,193 

I 

42,691 35,325 

.??... .lO! I.... 

286 318 

30 
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HARTFORD FIRE INSURANCE COMPANY 

Attachment 5 

pooe2 
1989 

Yrrr 

FEDERAL TEST OF ADEQUACY 
OF DEPOSlT IN CANADA 

(conibwed) 

8. Msrgins Rquind far Tests Purposes (com’d) 

b) Policies Other than Accidml and Sickness Policies 

(i) Unpaid Claims and Unearned Premiums 

Margin on claims (13% of unpaid claims and adjustment expenses). 01 
Plus: Margin on unwned premiunu (page 41. line 24. column 02 or if 

applicable. line 24. column 06) . . 02 
Excess of “Rquirul Coverage” over “Reserve” for Reinsutanct 
Ceded to Unregi$wed Insurers (page 43. line 99. column IO 
minus Eolumn09)............................................... 03 
Excess of InitY deposit requirements over otherwise total 
requirements (page 41. line 24. column 12). _. 04 

Equals: Margin required for unpaid claims and unearned premiums 05 

(ii) Premiums Written 

Basic margin (139, of gross premium written during preceding I2 
monthr)............................................................... 06 
Plus: Supplemenwy margin on gross premiums flcrrcr of 5% of gross 

premiums wrltren during preceding 12 months and S3CO.ooO). 07 

Equal.% C~DIIM~~~~...................................................OS 
Less: Margin reduclion for reinsurance (Gross Margin x Rcinsurrnce 

Rgtio) . . . . . . . 09 

Equrlr: Margin required for premiums written.. . .10 

(Iii) Clrimr Incurred 

&sic mugin (22% of gwrggc gnnupl gross claims incurred during preceding 
36months) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .._____..._..................... II 
Plus: Supplememrry margin (laser of 7% of average annual *rorr claims 

incurred durin: prcwding 36 months and S3CWUO) . 12 

Equti Gross nmrgb~. .................................................. 13 

Less: Mwgin reduction for reinrurrnce (Gross margin x Reinrursnce 
Ratio) ......................................................... 14 

Equals: Margin rquircd for claims incurred., ............................. I5 

I. Excew of Assets Argilabk Dvn Arvu Rquiwd 

Liabilities for IQI purposes (page 43. line 16) .............................. I6 
Plus: Mgrpin tqulred for Accident and sickness policies (page 45. 

line 23) .................................... : ................... 17 
Margin required for policies other lhrn Accident and Sickness 
(the gregrest of &ovc. lines 03, IO and 15). ........................ I8 

...................................................................... 19 

Equals: Assets rq&ed for ,a( purposes., ................................ 20 

Asseta rvrllrbk for test purposw (page 45. line OR. ........................ 21 

fxcesa of ,ssels araikbk over .utts required for lest purposes .............. 22 

2,099 1,030 

295 300 

12,532 1 11,244 

Incrux in liabilities over prior yur ...................................... 23 

Monthly pro.rrtr increue (line 23 + I2 10 nearest lhouund dollrn) ......... 24 

EXPECTED CLAIMS RATIO 

The ~khs ntbs shown in column 03 on page 47 are the claims rarios expcied under policies issued by the Insurer for rhc cfarrer of inSUranCe 
shown, during the unexpired terms of such policies. 

Sigtururc 

31 



Attachment 6 

Suggested Wording: 

REPORT OF THE ACTUARY 

Policy UabRRtes: 

ln my opinion, the net unearned premlum reserve less deferred policy acqulsltion expenses 
plus any other reserves as shown in the Annual Statement plus amounts receivable from 
reinsurers in respect of those policles Is an amount at least equal to the amount that will 
make proper provtslon for all claims, all claims adjustment expenses, and servlclng expenses 
which are expected to a&e on the unexplred portlon of business In force at the date of the 
Statement. I am saMed that the data utlllzed are reliable and suftkient for the valuatlon of 
these IlablRtles. I verlfled the consistency of the valuatlon data with company flnanclal 
records. 

Claims Uablltties: 

ln my oplnlon. the net unpald claims and adjustment expenses as shown In the Annual 
Statement plus amounts receivable from reinsurers In respect of those claims Is an amount at 
least equal to the amount that will make proper provlslon for the ultimate claims and claims 
adjustment expenses Incurred before the date of the Statement. I am satlsfled that the data 
utlllzed are reliable and sufrklent for the valuatlon of these Ilabllltles. I verlrled the 
consistency of the valuation dota with company ftnanclal records. 
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