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ABSTRACT:

Recent requirements passed in Canada require certification of loss and policy reserves for
Insurance companles licensed to conduct business In Canada. Since many U. S. Insurance
companles operate branches or subsidiares in Canada, these requirements Impact many
Fellows of the Casually Actuarial Soclety practicing In the U. $. This paper summarizes the
current requirements for certifying and reporting on these reserves. The paper includes a
discussion of the key differences in Canadian and U. S. accounting practices that are of
concem to the actuary who Is responsible for Canadian reserves.



CANADIAN RESERVE CERTIFICATION: CURRENT REQUIREMENTS AND PRACTICES

INTRODUCTION
In 1987, new requirements were Implemented in Canada that require an actuarial opinion to
be Included In the annual statement. Since many U. S. Insurers operate subsidiaries or
branches In Canada, these requirements may Impact Fellows of the Casualty Actuaral
Soclety practicing In the United States. In general, certification requirements in Canada are
more stringent than in the United States, Under Canadian law, only Feliows of the Canadian
Institute of Actuaries may certify reserves. The content of the Canadian actuarial certification
ts more detalled than the actuarial cerlification used in the Unlted States. in addition to the
loss reserve opinion, the Canadian cerification must include an opinlon of the adequacy of
the uneamed premium reserve. The Canadian actuary must cerlify the gross as well as net

reserves and comment on the collectibliity of reinsurance recoverables.

This paper will describe the cument Canadian requirements relating to certification of
reserves and provide background Information conceming differences between Unlted States
and Canadian regulatory and accounting practices that the actuary certifying Conadion
reserves should be aware of. The paper will also describe the cument status of discounting.
Finally, the paper will discuss the Canadian Institute of Actuarles standards of practice and
will review a recent proposal to further strengthen the role of the actuary In Canada.



BACKGROUND

On July 2, 1987 Canada passed Bl C-56, which amended Section 102(7) of the Canadian
and British Insurance Companles Act and Saection 47(7) of the Foreign Insurance Companiles
Act.! The biil requires all companles registered to fransact business under the two Acls to
attach an Actuary’s Report to the annual statement. This report must set out the detalls 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 jurisdictions In
the United States require actuaral certification of reserves. The Canadian Actuary’s Report Is
much more detalled than the standard reserve certification used in the Unlted States.

The Canadian Acts require that this report be signed by an actuary. Canada Is unigue In
that the term ‘actuary’ Is defined by statute. Under the Acts. an actuaty Is defined as a
Fellow of the Canadian Instiftute of Actuaries (FCIA). The Acts provide that during a period
of five years from the effective date of Blil C-56, the report may be signed by a non-actuary
who possesses relevant training and experience In the oplnion of the Superntendent of
Financial Institutions. Canadian regulations grant automatic approval for certaln categorles
of individuals including Fellows of the Casualty Actuarial Soclety or other foreign actuarial
bodies, and senlor financlal, underwriting or claims officers of the company; however, these
individuals must be employed in Canada In order to be automatically approved. The
regulations also allow the Superintendent to grant approval on an Individual basis to persons

that do not fall Info the above categorles. Companles must submit a request for prior

Isections 102 and 47 were changed under the Revised Statutes of Canada to
Sections 170 and 62, respectively.



approval Identifying the person who will sign the reporis 1o the Superintendent by December

31st each year during the interim period.2

Section 309 of the Quebec Insurance Act contains simllar provislons for all companies
ficensed to conduct business in the province of Quebsc. The Quebec Act, which became
effective on June 20, 1984, allows acceptance of non-actuarles for an interim period of five
years, expiing 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

Canadian Institute of Actuaries.

Under the By-laws of the Canadlan Institute of Actuaries (CIA), a member must be a Fellow
of elther the Soclety of Actuaries or the Casualty Actuarial Soclety who has passed those
parts of the SOA or CAS examinations having substantial Canadian content. At the present
time, Part 8 is the only CAS exam with separate Canadian content. In addition, the CIA By-
laws contain an experlence requirement consisting of three years of practical experence
acceptable to the Councll of the Canadion Institute4 As o substitute for the experence
requirement for non-Canadian Fellows of the Casualty Actuarial Soclety, the Canadlan
Institute of Actuaries offered a special eligbility exam In October 1989, Aprl 1990 and
October 1990. Fellows of the CAS who passed the special exam became eligible for
membership in the Canadian institute of Actuaries. The CIA does not anticipate offering the

exam again.

20ffice of the Superintendent of Financial Institutions Canada, Report of the Actuary
or the Reserve Speciallst on the Properly and Casualfy Business of 1990 Pursuant to the
Provisions of the Canadian and Brifish Insurance Companiles Act or the Forelgn insurance
Companiles Act, 1990.

3Quebec Insurance Act, Section 309,
4Canadian Institute of Actuaries, By-Laws, Section I1(2),



Before discussing the specific ceriification requirements, It is Important to understand the key
differences between the United States and Canadian regulatory environments and account-

ing practices.

CANADIAN INSURANCE REGULATION

In the United States, Insurance companies are regulated by the states. Uniformity in statutory
accounting practices Is achleved through the NAIC, which specifies the formot of the
annual statement blank. Unlike the United States, domestic Canadian companies can be
elther provinclally or federally registered. Most large national companles are federally
registered. The Canadian and Bitish Insurance Companles Act provides regulations for
fedlerally registered Canadian insurers, as well as branches of British Insurance Companies. A
non-British insurer from a foreign country can also be registered to conduct a branch
operation in Canada. The Foreign Insurance Companles Act provides regulations for

branches of non-British foreign insurers.

The Office of the Superintendent of Financlal Institutions (OSF) has the power to regulate
insurers that fall under the two Acts. The OSFl promulgates reguiations coverng minimum
capltal, surplus standards, restrictions on dividends and the types of Investments, the annual
report and company audits.5 The OSFI determines the format for the annual statement for
both federclly registered companles and branches of forelgn Insurance companes. The
format of the statement for branches differs slightly from the statement for federally

registered companies. The OSFl requires that the annual statements contain an actuarial

5Ciark, John and Oakden David, 'Canadian Accounting® In Strain, R. W., Property-
Uabiiity insurance Accounting (Third Edition), 1986, Chapter 16, page 339.



statement giving an opinion on both policy and claims reserves. The Canadian statement
must be filed with the OSFI on March 1st of each year. The due date Is March 15th for

reinsurance companies.

A federdlly registered company must also be licensed In each province in which it conducts
business. in conirasi fo federai reguiation, provinciai reguiation is primariy concemed with
the terms of insurance contracts, claims setflement practices, and the licensing of agents,
brokers and adjusters. A federally licensed company is also required to file a copy of the

federal annual statement blank in each province In which # Is licensed.®

CANADIAN ACCOUNTING

in addition to these reguldfory distinctions, it Is important to be cognizant of variations
between United States stalutory and Canadian Insurance accounting practices. Unlike the
NAIC blank, which Is on a statutory basls, the Canadlan annual statement Is on a GAAP
basis. The Canadian Institute of Chartered Accountants (CICA) establishes accounting

standards, which constitute generally accepted accounting principles in most provinces.”

Since the Canadian statement Is on a GAAP basls, anticipated salvage and subrogation Is a
legitimate deduction from loss reserves, NAIC statutory accounting does not dliow a
deduction for anticipated salvage and subrogation. Furthemmore, under GAAP, an asset for
Deferred Policy Acquisiion Expenses may be established for the equity in the uneamed
premium reserve in the Canadian statement. This asset must not exceed 30% of the

uneamed premium reserve; any excess over 30% is freated as nonadmitted when

6ibid, p. 339.
Tibid, p. 341,



detemining the sumplus on a liquidation basls. This fiquidation sumplus produces a more
conservative measure of surplus, which Is roughly comparable to statutory surplus in the
United States. The concept of liquidation surplus will be discussed in more detall In a
subsequent section on Canadian solvency regulation. The Actuary’s Report must contain an

opinion of the adequacy of the reserves for deferred policy acquisition expenses.

Agents Balonces are not reduced for amounts due over 90 days as In the United States, but
are reduced for uncoliectible amounts through an allowance for bad debfs. Amounts in
excess of 65 days overdue are non-admitted for liquidity purposes. In Canada, Retrospective
Premium Adjustments are not Included In the uneamed premium reserve like In the U. S, but
are instead Included in Policyhoider Dividends. Relnsurance Recoverable on Pald Losses Is
not shown separately on the Canadian statement but Is included In Amounts Due from
Other Companies. 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 llabliity rather than netted against assets os is done In the United
States. Additional Policy Reserves are required In Canada for Fidellty, Surety, Morigage and

Nuclear Insurance.

Loss Deveiopment Information in The Canadion Annual Stotement

There are several varations In the reporting of loss development data in the Canadian
onnual statement. To begin with, Canadian terminology Is slightly different. For example,
*claims’ Is used to refer to losses and ‘adjustment expenses' Is used for loss adiustment
expenses. ‘Extemal adjustment expenses’ refers to allocated loss adjustment expenses and
Intemal adjustment expenses’ refers to unallocated loss adjustment expenses. Unlike the
NAIC blank. the Canadian annual statement Instructions do not prescribe a methodology for
aliocating intemal adjustment expenses to line or accident year. Instead, the Canadian



instructions state that any ‘reasonable basis® for allocation is acceptable.8 Presumably, the
methodology prescribed in the Schedule P Instructions would be an acceptable basis for

the Canadian statement.

The provision for unpald claims, including IBNR, Is shown on a Direct, Assumed, Ceded and
Net Basls by iine of business in the Canadian Annual Statement exhibit entitled *Claims and
Adjustment Expenses - Pald and Unpald® (Attachment 1). Detalled loss development
information is contained In two additional exhiblfs. "Net Claims and Adjustment Expenses -
Runoff - Total', reproduced in Attachment 2, shows a historical runoff of loss and loss
adjustment expense reserves for the past five accident years on a total all lines basls. Loss
and loss adjustment expenses are combined in this exhibit and IBNR by accldent year Is
displayed at the bottom of the exhibit. Attachment 3, "One year Test of Adequaocy of Net
Provision for Unpaid Claims ot 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 this exhibit.

The lines of business In the Canadian Statement differ significantly from those shown in the
NAIC Schedule P. The Property lines In the Canadian statement combine Fire, Allled, Inland
Marne, Earthquake, Burglary and Theft (Schedule P, Part D, Farmowners, Homeowners
(Schedule P, Part A), and Commerclal Multiperll (Schedule P, Part E). The Property line s
further subdivided Into Personal and Commercial business. The Canadian statement breaks
automoblle Into three sublines: Liabllity, Personal Accident and Other. Personal Acclident
compiises No-Fault coverage. which Is not broken out as a separate line In Schedule P.

Other Automobille includes physical damage, similar to Schedule P, Part J. The Canadian

80ffice of the Superintendent of Financial Institutions Canada, Insfructions for
Completion of the Annual Stotement, "Net Claims and Adjustment Expenses - Runoff - Total’.



statement does not require a breakout of the automoblle liabllity subline into Personal and
Commercial business, unlike Schedule P, Parts B and C. In Canada, Medical Malpractice is
Included with Uabliity. Workers' Compensation does not appear in the Canadian annual
statement since all Workers’ Compensation Is conducted through the provincial govermment
and there Is no private Workers' Compensation insurance. Mortgage and Title Is shown as a
separate line 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 wiites Canadian business must be aware of these line of
business differences. The actuary cannot rely on a data base constructed for the Schedule

P lines of business to provide the level of detall required In the Canadiaon statement.
Furthermore, In order fo include the Canadian business in a consolidated NAIC Schedule P,
the Canadian lines of business must be broken down into further detall. For example, the
Canadian Auto LUability and Personal Accldent sublines must be split Into Personal and
Commercial business In order to be included In the approprate Schedule P lines in the
Consolidated NAIC statement.

it Is clear from an examination of the altached schedules that the loss reserve Information in
the Canadian statement Is much less detalled than In Schedule P. For example, claim
development by accident year s not shown beyond five years in the total all lines runoff
exhibit, IBNR reserves are not broken out by line, and runoff by line of business Is not shown
beyond one year In the one yeor test of adequacy. Loss Adjustment Expenses are not
broken out separately from losses In elther exhibit. In addition, accident year loss ratios are
not avdiiable by lne of business.? In contrast, Schedule P, Part 2 displays ten years of

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

Istrain, p. 349.



expense, and Part 6 displays a history of IBNR by line and accldent year for the Iatest ten
years, Finally, the Canadian statement does not contain the level of detall for gross and
ceded reserves by accldent year that were Included in the 1989 revisions to Schedule P. it
should be noted. however, that some of the Information that is not formally required in the
Canadian annual statement should now be included in the Actuary’s Report, which will be

discussed beiow,

CANADIAN SOLVENCY REGULATION

While solvency regulation In Canada has the same goals as in the United States, it is
achleved through a different means In the Canadian statement. Since the Canadian
statement is on a GAAP basis, certaln adjustmenis must be made to put the Canadian
surplus on o more conservative liquidity basls. The *Reserves Required By the Superintendent"
in the Canadian statement aftempts to reconcile GAAP and liquidity accounting concepts.
The 'Reserves Required' consists of assets that are non-admitted for solvency purposes. The
Reserves Iinclude non-admitted assets on uncollected premiums In excess of 65 days, fixed
assets for autos, office fumiture and equipment, reinsurance ceded to unregistered
companies, deferred policy acquisition expenses in excess of 30% of uneamed premiums,
prepald expenses and defered income taxes, the Forelgn Exchange Fluctuation Reserve,
the Investment Valuation Reserve, the Hall Insurance Surplus Fund, and reserves for negative
amounts in non-cancellable Accldent and Sickness policles. In regulating for solvency, the
‘Reserves Requlred by the Superintendent® Is considered part of surplus for GAAP purposes,

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

A key component of Canadian solvency regulction is the minimum surplus requirement
included In the annual statement. Section 171 of the Canadian and British Insurance
Company Act (formerly Section 103) specifies the minimum assets a company must maintain
in order to continue to write business. Since the minimum assets are defined as the liabliities
plus the required margin, Section 171 Is effectively a minimum surplus test. The Section 17
test requires that the liquidity surplus 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
detemining the required surplus, the company must satisfy the most stringent of three tests:
The ‘original’ test, and the Premium and Claim tests, which were added in 1987,
The Original Test states that minimum surplus must be greater than or equal to
the sum of 15% of unpald claims, plus 15% of uneamed premiums for lines where
the expected or actual loss ralio exceeds 80%, plus deferred policy acquisition
expenses plus 16% of unregistered ceded uneamed premium and unpald claims
where premium ks not covered by cash deposlis.
The Premium Test states that minimum surplus must be greater than or equal to
15% of gross written premium durng the preceding 12 months plus a supplemen-
tary margin on gross premium less o reduction for reinsurance ceded.
The Claims Test states that minimum 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 Section 171 Margin must be the largest margin produced by the three tests. The original
test examines the net liablities at a single point in fime. The two new tests were added to
reflect a company’s operations over a perod of time. As a resulf, companies that have
experienced rapld growth or adverse claim experlence would be required to cany a higher
margin under the new tests than under the orginal test. The 36-month average under the
Claims Test was designed to minimize fluctuations in experence. The Premium Test does not
include a provision for smoothing, because it was designed to immediately reflect rapld

growth. Since the rellef for reinsurance is only 50% of ceded reinsurance, companies with a

11



high level of relnsurance would also be required to camy a higher maorgin under the new
tests. For a company with no unusual characteristics, the new tests were constucted to
produce a result similar to the original test. Attachment 4 shows the cailculation of the

Minimum Asset Test in the Canadian annual statement for a federally registered company.

Non-Brifish foreign insurance companies who are registered io canmy on branch operations in
Canada must deposit assets with the Recelver General and with a Canadian tustee to
cover the company’s liablitles and minimum surplus. The minimum surplus requirements are
approximately the same as those for domestic insurers. Attachment § shows the calculation

for a branch company.

CANADIAN CERTIFICATION REQUIREMENTS

Another important tool In Canadian solvency regulation Is the Actuary’s Report, which by
law must be attached to the Canadian annual statement. The Office of the Superintendent
of Financlal Institutions issues guldelines to ensure a report of high qualily and maximum
utility. However, the OSFI leaves the format and content of the report to the professional
Judgment of the author. The guidelines cover the presentation, level of detall and discussion
required In the report and describe the procedures for the acceptance of reserve
specidlists. The guidelines Issued for 1990 Include a recommended text for the actuaral
opinion, which has been reproduced in Attachment 6. The Actuary’s Report must contain
separate sections for policy and clalms reserves. Each section of the report must show the

detdlls of the calculation of the statement reserve and must Include an opinion about its

adequacy.
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Policy Reserves

Policy liabliities represent the anticipated net costs of discharging the company’s obligations
with respect to its Insurance policles and reinsurance contracts In force, excluding claims
fiabllittes. These policy llabilitles represent the provision for future claims and adjusiment

avrarmane A N o
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portion
expenses to service those policies, net anticipated premium adjustments and anticlpated
relnsurance commission adjustments. The policy reserves are not shown expliclly in the
Canadlan annual statement. They are the net total of the uneamed premium reserve,
deferred premium acquisittion expenses, and any other related assets and liabilities, Since the
Canadian annual statement is on a GAAP basls, deferred acquisition expenses should be
recognized. If the policy liablities are less than the uneamed premium reserve, the
difference should be shown as deferred acquisition expenses. On the other hand, if the
policy labliifies exceed the uneamed premium, the difference should be shown as a
premium deficiency. The defered acquisttion expenses should not be greater than the

uneamed portion of acquisiiion expenses.‘o

The Actuary’s Report must include an opinion on the adequacy of policy reserves. The
report must show the derivaﬁ;an of the uneamed premium reserve and the deduction for
acquisition expenses caried In the statement. The report must also show the derivation of
the required provision for ultimate claims and other oblbaﬁons expected to arise after the
statement date under policies In force at the statement date Including adjustment expenses
and the expenses relating to servicing policies. The actuarial opinion must state whether the

net reserve In the annual statement plus any amounts receivable from reinsurers Is sufficlent

10Canadian Institute of Actuares, Recommendations for Property-Casualty Insurance
Company Financial Reporfing, January 1990, Part 4,
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{0 cover the uliimate claims and other obligations expected to arse after the statement
date under policles in force at the statement date including adjustment expenses and the
expenses relating to servicing policles for direct and assumed business. The OSH guidelines
state that the actuary should consider the following In expressing an opinion:

[+ Uttimate loss ratio history

o Changes In premium rates

o Trends In frequency and severllty

o Trends In the cost of servicing policles

o] Important changes in coverage
o Changses In the cost of reinsurance
o Significant lags In premium collection

Claims Reserves

The Actuary’s Report must show the derivation of the net camied reserve for unpald claims
and adjustment expenses, including IBNR. The report must also show the derivation of the
provision for ultimate claims and other obligations Incured before the statement date
including adjustment expenses. The actuarial opinion must state whether the net reserve in
the annual statement plus any amounts recelvable from reinsurers Is sufficlent to cover the
ultimate claims and adjustment expenses. The actuary should consider the following in
expressing an opinlon;

o Ultimate loss ratio history

o Trends In frequency and severity
o important changes in coverage
) Changes in the cost of reinsurance

o Significant lags In claim reporting and payment pattems

() Significant deficlencles In the run-off of prior claims reserves

14



Reinsuronce

The Actuary’s Report must state the amount assumed to be recelvable from reinsurers. It
must also specify any unusual problems and delays expected In collecting this reinsurance.
Such situations may Include disputes with reinsurers, a reinsurer’'s past history of slow
payment, a reinsurer being subject to reguiaiory restictions, or when ther
probabliity that the reinsurer will deny liabilty. The regulations issued by the OSFl for 1990
explicttly state that the person signing the report should discuss the matter of any unusual

problems or delays with management.

Content of the Report

The guidelines from the OSFl were expanded in 1988 to describe the suggested content and
format of the report In more detall, For policy reserves, the report must disclose the amount
of the camled uneamed premium reserve, the amount of the deduction for acquisition
expenses and the amount of any other reserves in the statement providing for claims and
other obiigations. The report must oiso disclose the amount that is required fo make proper
provision for claims and other obligations. Similary, for clalms reserves, the report must
disclose the amount of the carled reserve for unpald claims and other obligations and the
required reserve for claims and other obligations. For both policy and claims reserves, the
report must state the amount of reinsurance recelvable, as well as the amount of any
doubtful or delayed reinsurance. The 1990 guidelines further require the actuary to reconcile
any discrepencies between the required reserve provision calculated In the Actuary’s Report
and the reserve caried In the annual statement, It should also be noted that the

recommended text of the actuaral oplnion contalns an expliclt statement that the actuary

15



is satisfled that the data utllized are 'rellable and sufficient' and that the actuary has verified

the consistency of the data with company financial records. 11

The guldelines also suggest that the commentary In the report include a discussion of the
particulars of the reserve cdicuiation and the methodology and assumptions underiying the
evaluation. The actuary should also disclose any significant changes In assumptions or
techniques since the previous evaluation. The commentary should include a discussion of
the principle characteristics of significant lines of business and any significant changes in
marketing strategy., mix of business, retention, level or type of reinsurance. the method of

recording data, and changes In settlement rates.

The report should show ullimate accident year clams and claims ratios. The following Is

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

business:
o Cumulative Pald Losses and Adjustment Expenses
o] Case Reserves, including Adjustment Expenses

o Cumulative Reported Claims

o Number of Open Cialims

The 1988 changes further specified that the data included in the report should enable the
reader to reproduce the calculations underlying the actuary’s evaluation. The exhibits may

show the following:

lioffice of the Superintendent of Financlal Institutions Canada, Report of the Actuary
or the Reserve Specidllst on the Properly and Casually Business of 1990 Pursuant to the
Provisions of the Canadian and British Insurance Companies Act or the Foreign Insurance
Companles Act, 1990, page 14.
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o The determination of cumulative incurred losses

o The calculation of average case reserves

o] Any adjustments for changes In settlement rates or for reserve strengthening
o Any adjustments for varying retentions under reinsurance contracts

] The calculation of average development factors, tall factors and trend

These guidelines thus require some of the detalled loss development data that is not
provided in the annual siatement Hself. Although the guldelines state that this information
should be shown for the principle lines of business that the company wiltes, they do not not
specify the criteria for including a line and the level of detall within line. Nor does the report
specify the number of accldent years that must be displayed in the triangles. The Instructions
do not requlre losses to be shown separately from adjustment expenses. Since these
guldelines were recently Issued, the OSFI interprefation is stili evolving. In this author's
experience, the OSFl has expected the Actuary’s Report to comply with these guldelines as
closely os possible.

CANADIAN INSTITUTE OF ACTUARIES STANDARDS OF PRACTICE

The Canadian institute of Actuaries has published Recommendations for Property-Casualty
Insurance Company Financial Reporting which serve to gulde its members. These recommen-
dations comprise many of the guidelines contained In the CAS Statement of Principles
Regarding Property and Cosualty Loss and Loss Adjustment Expense Reserves. In fact, the
Considerations for Claims Uablliles (Part 3) are almost identical with the CAS Statement of

Principles for Loss and Loss Expense Reserves.

Since the Canadian Actuary Is required to give an opinion on policy reserves, the Canadian

recommendations contalin a separate section for policy liabllitles (Part 4) that are not
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addressed In the CAS Statement of Principles. The CIA Recommendations list several
considerations for determining policy fiabilities. Premium development should be considered
whenever the ultimate premium is not recorded at the inception of the policy. In addition,
the estimated loss ratlos for the unexplred policles in force should reflect the impact of

changes in average premium levels and appropriate frend factors should be applied. Any

seqasonality In frequency and severity should be considered In estimating the claims ratio for
the unexplred portion of the policies in force. Projected future losses and premiums should
be adjusted tfo reflect any changes in rel@mme plans. Finally, the considerations for claims
llablitles should be applied when estimating utimate claims for the purpose of the

determining policy liabilities.
Discounting

The issue of discounting Is as controversal in Canada as It s in the United States. The cument
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 policy
or claims reserves reserves In the Annual Statement. On the other hand, the CIA
Recommendations state that it Is generally accepted actuaral practice to value liabiliies on
a present value basls. In recognition of the need for consistency with the OSFl regulations,
the Recommendations provide that when the govemment statement does not allow the
labiiities to be stated on a present value basls, the Actuary’s Report should value llabliities

on an ultimate basis.12

12Canadfan Institute of Actuares, Recommendations for Property-Casually Insurance
Company Financlal Reporting, January 1990, Section 5.04.
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The CIA Recommendations contain guidelines that the member should follow whenever It is
oppropriate to discount reserves. These guldelines are simliar to the exposure draft Issued by
the American Academy of Actuaries on the standards of practice for discounting properly
aond cosualty loss and loss adjustment expense reserves. Both the CIA and Amerlcan
Academy recognize that the cholce of a rate of retumn In the present value calculation Is a
function of the context In which the discounted reserve Is used. Both also recognize that i
may be appropriate to include a provision for uncertainty In the calculation of discounted

reserves.

As In the NAIC blank, the notes fo the Canadian annual statement ask whether the Insurer
has recognized the time value of money In establishing the provision for unpald claims and
adjustment expenses. If the answer to this question Is yes, the company must disclose the
rate of interest used by line of business and the basls for selection of the rate. In addition,
the company must disclose the impact of discounting on both the income statement and
balance sheet. The company must aiso make a similar disclosure if the calculation of
deferred acquisition expenses or premlum deficiencles reflects discounting. The Instructions to
the Canadian annual statement further stipulate that reserves shown In the run-off exhibits
should be on an undiscounted basis. Simllardy, the reserves In Schedule P must not be
discounted, and the company must disclose the amount of the discount by line of business
and accident year for other than workers’ compensation tobular reserves in Schedule P,
Part 1.

As In the United States, Canadlan reserves must be discounted for tax purposes. However,
the application of discounting In the Canadian tax law differs from the requirements issued

by the intemal Revenue Service.
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Reinsurance

Both the CAS and CIA Recommendations address the Issue of reinsurance. While the CAS
Statement of Principles states that t may be approprate to analyze direct and ceded data

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

materal. Moreover, the CAS Principles state that the recoverablity of relnsurance Is a
consideration that should be addressed separately from the reserve evaluation process. The
CIA Recommendations specifically state that the member should address the recoverabillity

of reinsurance.

Other Guidelines

ke the CAS Statement of Principles, the CIA Recommendations leave the cholce of an
oppropriate reserving methodology up to the actuary. In recognition of the fact that
llablliles cannot be determined with complete confidence, the CIA recommendations
discuss a provision for adverse deviations. The Canadian recommendations list five foctors
that should be considered In determining the provision for adverse deviation, Including the
confidence in the expected development pattemn, the depth and quality of the historical
data on which the reserve evaluation Is based, the ultimate fluctuations affecting frequency
and severity, the Infilalion rate, and the conservatism of the Interest rate used In discounting
the liabilities. The provision for adverse deviations would be added to any discounted
reserves. However, since the OSFI does not allow discounted reserves, the provision for

adverse deviation iIs not used In practice.
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The CIA Recommendations contain suggested texis for the Report of the Actuary in both
published financlal statements and the govemment statement. The Recommendations also
clte situations 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 audtitor. The
actuary, os a ‘reporting professional® who certifies reserves, typically relies on the auditor’s
work as a “specialist professional' who verifies the data on which actuaral calculations are
based. In tum, the auditor In his capacity as a ‘reporting professional’ relles on amounts
determined by the actuary as a ‘speclalist professional® when the auditor expresses an
opinlon on the falmess with which the statements present the financial position of the
company. In recognition of this important relationship. the CIA and the Canadian Institute of
Chartered Accountants have developed an exposure draft of a Joint Policy Statement
conceming the auditors use of the 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 Policy Statement
detalls the roles and responsibilities of both the actuary and the auditor in thelr capactties as
‘reporting” and “speclalist’ professionals. The Statement also recommends that disclosure of
the respective roles of the actuary and auditor be provided by management either as part
of management’s report accompanying the financial statements or In a note to the

financlal statements.13

I3Canadian Institute of Actuares/Canadian Institute of Chartered Accountants, Joint
Policy Statement Concerning the Audifor's Use of the Work of an Actuary and the Actuary’s
Use of the Work of an Auditor In Connection with the Preparation and Audit of Financial
Statements (Exposure Draft), January 17, 1990,
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FUTURE DEVELOPMENTS

The Canadian institute of Actuaries has recently made a proposal to further strengthen the
role of the actuary In Canada. The CIA proposal recommends that a new position, the
appointed actuary, be created for all property-casualty and life insurance companles in

Canada, including both Canadian and branch operations.

In many respects, the responsiblities of the appointed actuary would pardllel the role of the
independent auditor. Under the CIA proposal, the appointed actuary would have the same
Aght of access as the Independent auditor to all persons and records necessary to the
performance of the actuary’s professional dutles. The appointed actuary would report in
witting to the president of the Insurance company any transactions and conditions that the
actuary feels would have a significant adverse effect on the financial position of the
company. The CIA further recommends that this report should be automatically presented to
the company’s board of directors and that the appointed actuary should advise the OSFI if
appropriate action is nq'r taken to rectify the adverse conditions. Like the external auditor,
the appointed actuary would be required 1o report in person to the board of directors at
least once a year. In addition, the CIA recommends that the financial statements include a
report by the appointed actuary, similar to the auditor's report, as well as a description of
the roles of both the appolnted actuary and audltor. Finally, to minimize the possibliity that
management might pressure the actuary o relax his professional standards, the company
directors would be required to formally report the termination and reasons for temnination of

the appointed actuary to the OSFI.
As of this wiiting, the CIA has submitted these recommendations to the Minister of Finance

and has appeared before the Commons Standing Committee on Finance In connection

with legisiation related to the Reform of Federal Financial Institutions, The recommendations
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were apparently well-recelved. The CIA hopes that this proposal will be Incorporated in
upcoming revisions to the Federal Insurance Act.

CONCLUSIONS

In summary, a Fellow of the Casually Actuarial Soclety will find that the conslderations in
certifying Canadian reserves are more similar to the practices In this country than théy are
different. This paper has reviewed some of the key differences that may be of inferest to a
Fellow of the Casualty Actuariol Soclety who has responsibiity for the reserves of a
Canadian subsidiary.  Overall, the actuary will find that the Conadian certification includes
more detall than Is presently required in the United States. In the future, It Is lkely that the
role of the actuary in Canada will be expanded even further. The reader is urged to consult
the appropriate references for a more detalled and up 1o date discussion of particutar
topics.

23



BIBLIOGRAPHY

American Academy of Actuares, Actuarlal Standard of Practice Discounting of Property and
Casually Loss and Loss Adjusiment Expense Reserves, (Exposure Draft), October 1989,

Canadlan Institute of Actuares, By-Laws, Section U(2).

Canadian Institute of Actuarles, Recommendations for Property-Casually Insurance Company
Financial Reporting, January 1990,

Canadian Institute of Actuardes/Canadian Institute of Chartered Accountants, Joint Policy
Statement Conceming the Auditor’'s Use of the Work of an Actluary and the Actuary’s Use of
the Work of an Auditor In Connecfion with the Preparation and Audit of Financial
Statements (Exposure Draft), January 17, 1990,

Casualty Actuarial Society, Statement of Principles Regarding Property and Casualty Loss
ond Loss Adjustment Expense Reserves, May 1988.

Clak, John and Oakden David, "Canadian Accounting” In Strain, R. W., Property-Liability
insurance Accounting (Third Edition), 1986, Chapter 16.

Office of the Superintendent of Financial Institutions Canada, Instructions for Completion of
the Annual Statement.

Office of the Superntendent of Financlal Institutions Canada, Report of the Actuary or the
Reserve Specialist on the Properly and Casualty Business of 1990 Pursuant to the Provisions of
the Canadian and British Insurance Componles Act or the Forelgn Insurance Companles Act,
1990.

Quebec Insurance Act, Section 309.
Reynolds, D. . W. and Ryan, J. P., "Professional Guidance for Casualty Actuaries In Australia,

Canada, United Kingdom and USA®, Casually Actuarial Soclety Discussion Paper Program,
May 1988.

24



174

1989

HARTFORD INSURANCE COMPANY OF CANADA
Insurer Yesr
CLAIMS AND ADJUSTMENT EXPENSES - PAID AND UNPAID
Claims and adjuaiment expenses paid Provigion for unpaid claims (including unreported) aad adjusiment expenses
Clans of Insurance ; i : "
pis Rome R - e g R 5o
o {2) 09 {04) ©3) 106) 07} (L]
$:000 $'600 $°000 3000 $°000 3000 $%00 000
Property - personal .............. L1 T R S 236 236 ..................................... 164 ....................................... 164 ........
Property - commercial ........... 173 418 418 463 463
Property - total ........oieinnnt 03 654 654 627 627
Aireraft ...

Automobile - other .
Automobile - total ..

Legal Expenses ..
Liabifity .....

Mortgage ..

Surety ....

Marine ...l
Subtotal ...l
Accident and Sickness ........... 20
TORl +.eeeeeeeeerenns 2 o 2,144 0 2,144 0 4,188 4,188

9€

1 euwyopyy
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HARTFORD INSURANCE COMPANY OF CANADA

1989

Insurey NET CLAIMS AND ADJUSTMENT EXPENSES - RUN-OFF - TOTAL Veur
98 5ot 8
1985 | ottt @y 19 86 wu"m‘ld 105) B | ol B om B8 | pior R o9 189 M:S&‘un
(o)) 0N (] ©3) {068) on (o) 09) {10} (1) un
$°000 $'000 $°000 $°000 $'000 $'000 $°000 $°000
Unpaid claims, Dec. 19_ 84 .. .. ... vereans o1 | #Ys38%
Paidduring 19_85_ ... ...l 02
Unpaid claims, Dec. 19_85. .................... 03| 32:032 1 11,413 j 23,445
.20,871
26,621
Paid during 1987__ ..o, 10].8:699 | ! 5,552 | 14,251 } 10,031 | 24,282 | 1,252 ) 25,534
Unpaid claims, Dec. 19_87 -
Bxcess or (Deficlency) .........ccvvenviinnnns,
RBHO . evernennemneienneenannanes RUTTO
Padduring 19_88_ . ...
Unpsid claims, Dec. 19.88__ .................. .
Excess or (Deficiency) ...........cciiiienennn..
REUO oovvneernennarinaeenennnanasnseaannnns
Paid during 19_ 89 .........................om}..300 1 85, 3685 j o3 488 | 28} 706 | a8s | 1,091 | o es3 I 2.144
Unpaid clalms, Dec. 19.89 _ ... 4,)88..°
Excess or (Deficiency) ...........cooviviananasn
REGO ...vveenennnnisseninaeeenaneenaess
* Including s total of $'000 __833 for net incurred but y 6,33
not reporied claims, allocated as follows: Clines 18 + 19) 22 }.. 4'3 Z o
on ao Deduct (line 15, column 10y 23 | 330
(25 19895 _410 __ (current year) 1988 3 _187 (S prior year) Yotal ul 2,028

@6 1987 __93

enie8Ss 43

(2o prior year) 1986 __56
peioryear) 1984 __44

{ath

(314 prior year)

($th and all prior years)

Le

< uewyooyy
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1989

HARTFORD INSURANCE COMPANY OF CANADA
Insurer Year
ONE YEAR TEST OF ADEQUACY OF NET PROVISION FOR UNPAID CLAIMS AT PRIOR YEAR END
Net Provision foe Linpaid Claims — Total JBNR Component of Net Provision
o lai
year end s pofopeidn il year end Driar years ocion years o
{01 {02) (03) {04) [ (06} {67) o)
$°000 3000 $'000 $'000 $'000 5'000 $°000 $°000
Property - personal .............. [ TI0 ORI 172 80 35 .. 26 |38 2 35 b (9)......
Property - commercial ........... 02 496 189 223 84 110 29 68 13
PrOpenty - 1018] +vvveeeeeeeennn. 0 668 279 278 110 148 41 103 4
Afreraft ..., 04
Automobile - fiability ............ os|...... 2,35, ... |......... 627 ......]...... .61 L us. | 523 b 27 139 ) 357.......
A bile - p 1 aceid L6 L 82 b 55 0 (2) |8 oo 5 e 12.......
Automobile - other ,............. 0 63 (10) 5 68 14 8 44 (38)
Automobiie ~ total ............. 08 2,501 656 1,671 174 555 36 188 331

Legal Expenses
Liabitity

409

207

955

104

409

442

8¢
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HARTFORD INSURANCE COMPANY OF CANADA

Reference
Page

05

&8

10

28 &

43

45

Altachment 4

Sample Minimum Asset Test for Canadian Company

MINIMUM ASSET TEST

1. Assets Available for Test Purposes

Less:  Non-admitted Assets
{nvestment Valuation Resetve and Reserve for Foreign Exchange
FIUCRURLIONS . . ... ivteaaieentn e eeisaeteanenanirasenaninns 03
Non-sdmitted portion of shares of property & casualty
insurers (attach details) ..............

Deferred Policy Acquisition Expenses. .

Plus:  Excess of Market Value aver Book Value (page 70, line 08,

Ol 03) .. .ovtii ettt e 124
............................................................... o3
Equals: Assets Available for Test Purposes ..............cooviviiiiiionn, 0%

2. Liabdilities for Test Purposes

Total Liabilities .......c.o oot i e

Plus:  Hail Insurance Surplus Fuod
Reserve far negat
LT 2
Reserve for Rei Ceded to Unregistered [
(page 50, line 99, column 10)..

(Accident and Sickness ciaims are ded from the

Gross claims incurred during preceding 12 months (page 40, line 19, column
08 plus column 09) ....ouiuriuiiniiiiiis e 17

Portioa of line 17 in respect of reinsurance ceded during preceding 12 months
(page 40, line 19, column 10} .. 18

Reinsurance Ratio (lesser of line 18 + line 17 and 50%) ..

4. Margins Required for Test Purposes

(n) Accident and Sickness Policies
Margin on claims (15% of unpaid claims and adjustment expenses other

than those in respect of instalment claims)..........coiivinioieiiniiinis 2
Plus: Margin oo jums (15% of d other
than those in respect of son-cancellable policies or, if lpplbbk pue
69, line 15, cOlBmMR 05) ... veiirrinieteiriaeareniienarereraaas
Equals: Margin required for Accident and Sickness Policles ................. 2

28

Page 1

1989

Year
Current { Prior
Year Year
[(UY) ©2)
5000 $°000

16,262 15,180

17,421

16,522

2,028 2,368

0 N

o] Q
e

0 Q

0 0




HARTFORD INSURANCE COMPANY OF CANADA

Reference
Page

36
39

50

67
67

67

Ensurer

MINIMUM ASSET TEST - Continued

4. Margins Required for Test Purposes (cont'd)
(b) Policies other than Accident snd Sickness Policies

{i) Unpaid Claims and Unearned Premiums

Margin on claims (5% of unpaid claims and adjustment expenses)........... 01
Plus:  Margin on unearned premi (15% of d premi or, if
applicable, page 69, line 14, column 08) .............ocovienniiin 02

Excess of "‘Required Caverage™ over “'Reserve” for Reinsurance
Ceded to Unregistered Insurers (page 50, line 99, column {1 minus
column 10} ..

Equals: Margin required for Unpaid Claims and Unearned Premiums ........ 04

{ii) Premiums Written

Basic margin (15% of gross premiums written during preceding (2
1o 313 2 08

Plus:  Supplementary margin on gross premiums (lesser of 5% of gross
premiums written during preceding 12 months and $500,000} .
Equals: Gross margin

Less:  Margin reduction for reinsurance (Gross margin x Reinsurance
=TT N 08

Equals: Margin required for Premiums Written .. ..........covvunveneann..n 09

(iii) Claims Incurred

Basic margin (22% of average annual gross claims incurred during preceding
B LY T 10
Plus:  Suppiementary margin (lesser of 7% of average annual gross claims

incurred during preceding 36 months and $500,000) .... At
Equals: Gross MBrgin . ........oveeiiiiniirinenieninnianenns 12
Less:  Margin reduction for reinsurance (Gross margin x Reinsurance

RBUOY L.ttt e i e s 13
Equals: Margin required for Claims Incurred ... iiiiien, 4

5. Excess of Assets Avallable Over Assets Required

Liabilities for Test Purposes (page 67, 1ine 16) .................ooiiiiiiill 15
Plus:  Margin required for Accident and Sickness Policies (page 67,

TINE 22) . iiiiver ittt et etonanianasasteesaseinaraastoesanns té

Margin required for policies other than Accident and Sickness

Policies (the greatest of above, lines 04, 09 and 14) ................. 17
Equals: Assets Required for Test Purposes ..............covviiiiiianinnnes 18
Assets Available for Test Purposes (page 67, lipe 09) ....................... 19
Excess of Asets Availsble over Assets Required for Test Purposes ........... 20

29

Attachment 4

Page 2
’ 1989
Year
1
Curtent Prior |
Year Year
@y firl] !
$°000 57000
i
!
. 828 ... 646 ...
TN 281 45
889 891
ST e L 592
198 197
........ 789
0 0
779 789
U 588 fo 839 ..
187 210
e 750 862 ..
0 0
778 869
L8087 6,309 |
Lo LU A °..
889 89l
L 80836 0 7,300
17,421 16,522
10,485 9,222




45

HARTFORD FIRE INSURANCE COMPANY

Relerence
age

48, 39

05
43

38

33

"

w

IS

Insurer

Aftachment 5

Page 1

Sample Minimum Asset Test for Branch Company

FEDERAL TEST OF ADEQUACY
OF DEPOSIT IN CANADA

. Assels Available for Test Purposes

Book value of total investments under control of Minister (page 04 lines

3 + 11 + 23, column 02) or (page 48, lineg 08, column OY)........... .,.... ol
Less:  Non-admitted portion of assets under control of Minister ............ 02
Investment valuation reserve. ... ... . oL 03
Plus:  Cash under comrol of Minister (page 04, line 01, column 02) ... .... 04
Investment revenue due and accrued on assets under control of
Minister (page 04, line 02, column 02)............... ... .. ... ... 05

Excess of Market value of 1o1al investments under control of
Minister over book value (page 49, lines 06 plus 07, column 02 -
column 01) or {page 48, line 08, column 03)........................ 06

Equals: Assers Available for Test Purposes .................... ... 07

. Liabilities for Test Purposes

Total Liabilities {excluding Marine) .........cooveiviiiiiiniiennnn i, 08
Plus:  Reserve for reinsurance ceded to unregistered reinsurers ............. 09

Non-resident taxes due and accrued ...l

Less:  Instalment premiums not in arrears ...
Amounts due from agents in respect of husmess wrilten on or

after November 1st (page 23, line 96, column 03} ................... 13
Premiums receivable from policyholders not in arrears............... 14
............................................................... 15

Equals: Liabilities for 1651 PUTPOSES . ... oouiim it it 16

. Reinsurance Ratio

(Accident and sickness claims are excluded from the calculation)

Gross claims incusred during preceding 12 months (page 33, line 18, volumn

08 plus column 09)

Portion of line 17 above in respect of reinsurance ceded during preceding

12 months (page 33, line 18, column 10) ........ ..., 18

Reinsurance Ratio (lesser of line 18 - line 17 and 50"0) .................... 9

. Margins Required for Test Purposes

(a) Accidemt and Sickness Policies

Margin on claims {15% of unpaid claims and adjustment expenses other
than those in respect of instalment ¢laims). ............. . .. oiiiiia., 20
Plus:  Margin on unearned premiums {15% of unearned premiums Other

than those in respect of non-cancellable policies or, if applicable, page

47, ling 25, column 06} ..ottt 21

Excess of Initial deposit requirements over otherwise total

requirements (page 47, line 25, column 12).......... ... . ... L. 22
Equals: Margin sequired for Accident and Sicl policies. ................. 23

30

1989
Year
! v
Current i Prior |
ear i Year H
o1 j 2 {
$'000 i $°000
|
|
129,473 | 127,663
I
........... °§ A7
............... Jovie e
...... 3,015 | 3,020
I
: |
T d
132,488 ' 130,636
72,044 | 75,682
I 6,773

.................... 5,962 )
78,507 76,193
42,691 35,325
15,044 8,668

0.35 0.25
........ 78 .20
........ 107 |.......9%8 .

286 318 AJ




HARTFORD FIRE INSURANCE COMPANY

Reference
Page

47

33

45
43

43

45

insurer

FEDERAL TEST OF ADEQUACY
OF DEPOSIT IN CANADA
(continued)

4. Margins Required for Tests Purposes (cont’d)
b) Policies Other than Accident and Sickness Policies

{i) Unpaid Claims and Unearned Premiums

Margin on claims (15% of unpaid claims and adjustment expenses)........... 01
Plus: Margin on uncarned premiums (page 47, line 24, column 02 or if
applicable, line 24, column 06) ............ccoiiiiiiiiiiiiiiiiia, 02

Excess of *Required Coverage" over “‘Reserve’ for Reinsurance
Ceded to Unregistered Insurers (page 43, line 99, column 10

minus column 09)
Exeess of Initial depo:

1ents gver of
requirements (page 737, line 24, column 12)...

Equals: Margin required for unpaid claims and unearned premiums .......... 08
(ii) Premiums Written

Basic margin (15% of gross premium written during preceding 12

=T 13 1T T
Plus:  Supplementary margin on gross premiums {lesser of 5% of gross
premiums written during preceding 12 months and $500,000) ......... 07
Equals: Gross TaTEIN ....vvunreniiineaneariasrnnraieerirrtcsiirennas 08
Less: Margin reduction for reinsurance (Gross Margin x Reinsurance
RAUO) «aevtvreretineaeeetiinoreratanernenaeoiairatsnareins 09
Equals: Margin required for premiums written. ... 10

(iii) Ctaims Incurred

Basic margin (22% of average annual gross claims incurred during preceding

LT T T 1t

Plus:  Supplementary margin (lesser of 7% of average annuai gross claims
incurred during preceding 36 months and $500,000) .

Equals: Gross margin ........o.vvverennaniiaieeaann, 13
Less:  Margin reduction for reinsurance {Gross margin x Reinsurance
T g i4
Equals: Margin required for claims incurred . ............ccoiietl 15
§. Excess of Assets Available Over Assets Required
Liabilities for test purposes {page 45, line I6) ......................... ..., 16
Plus: rlargzi;\ required for Accident and sickness policies (page 45, ,
23 2. ) TP 1
Margin required for policies other than Accident and Sickness
(the greatest of above, lines 05, 10and 18)...... ..., 18
...................................................................... 19

Equals: Assets required f{or test purposes
Assets available for test purposes (page 45, line 07). .

Excess of assets lable over assets required for test purposes .............. 22
Increase in liabilities over prior year ............ovieeiiiiiii i 3
Monthly pro-rata increase (line 23 + 12 10 nearest thousand doHars} ......... 24

EXPECTED CLAIMS RATIO

Aftachment 5

Page 2
1989
Year

Current Prior

ear Year

©on 02

$'000 5000
7,433 7,358
_____ 2,705 2,556
2,099 . 'l, G630
95 300
12,532 11,244

500 429
8,545 9,015
...... 2,991 120254
5,554 6,761
...... 9,037 ... 8:28
500 500
9,537 9,741
...... 3,338 12835
6,199 7,306
78,507 76,193
......... 286, ).....318
12,532 11,244
...81,325 .. 87,735.....
132,488 | 130,636
41,163 42,881
(3,638) 3,447
NIL 287

The claims ratios shown in column 03 on page 47 are the claims ratios expected under policies issued by the Insurer for the classes of insurance
shown, during the unexpired terms of such policies.
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Attachment 6

Suggested Wording:

REPORT OF THE ACTUARY

Policy Liabllities:

In my opinion, the net uneamed premium reserve less defered policy acquisition expenses
plus any other reserves as shown in the Annual Statement plus amounts recelvable from
reinsurers In respect of those policles Is an amount at least equal to the amount that will
make proper provision for all claims, all claims adjustment expenses, and servicing expenses
which are expected to arse on the unexpired portion of business in force at the date of the
Statement. | am satisfied that the data utllized are reliable and sufficient for the valuation of
these liabllitles. | verifled the consistency of the valuation data with company financlal
records.

Claims Udabilities:

In my opinion, the net unpald claims and adjusiment expenses as shown In the Annual
Statement plus amounts recelvable from reinsurers In respect of those claims Is an amount at
least equal to the amount that will make proper provision for the ultimate claims and claims
adjustment expenses incured before the date of the Statement. | am satisfied that the data
utiized are reliable and sufficient for the valuation of these liablities. | verlfied the
consistency of the vaoluation data with company financlal records.
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