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Wally Bridel: Good morning everyone. Welcome to the second session, PD2. We have a great panel of experts for you 
this morning, or maybe that’s a panel of great experts. Either way, they’re all very anxious to meet with you today and 
discuss their thoughts and their views. This is actually the first panel I think that I have moderated where all of the 
speakers, they were the first call that I made. I said, “Would you like to participate on this panel?”, and they all said, 
“Yes, of course.” So I thought, “Wow! My job is going to be really easy.” 

And then when we got into compiling some of the material, we realized there was some overlap and areas that we needed 
to coordinate a little bit more, even to the extent that we were fine-tuning a few of the presentations last night, which 
unfortunately weren’t posted ahead of time. But my understanding [is that they] have been posted to the website now. If 
they’re not there today they will be shortly after the meeting and they’ll be there for your own downloading to your 
records if you so choose. 

Today we are covering off DCAT and the OSFI stress testing guideline, which is also known as guideline E-18. 

We’ll start off with guideline E-18. The final guideline was released in December 2009. There was an earlier draft out 
around the middle of 2009, and based on comments received some changes were made in the final, because effective 
2010 part of the guideline and the release of the guideline also asked for a self-assessment or gap analysis to be done by 
companies identifying where their current practices may not be completely inline with E-18. 

And as well OSFI exercised their option to ask for a standardized stress test to be conducted, which they did in April this 
year. That went out to two dozen or so companies in the industry. And so we’ll hear about some of the results and the 
findings and the next steps associated with that testing. 
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Nadine Gorsky will present on behalf of OSFI today for that presentation. Nadine is an FCIA and graduate of the 
University of Toronto. She is an actuarial consultant in the actuarial division at OSFI. She joined OSFI fairly recently 
after working for 20 years with Sun Life. In the years at Sun Nadine assumed increasing responsibilities in a wide variety 
of roles including group pricing, asset/liability management, risk management, and corporate actuarial. 

The second segment of our presentation will cover the recent activities of the Committee on Risk Management and 
Capital Requirements (CRMCR) of the CIA, and currently our committee does have responsibility for the DCAT 
educational note which, as you know, is a joint life and P&C educational note. It was actually last updated in 2007 and 
we did have fairly extensive updates to the ed note at that time. 

Currently we’re reviewing the ed note in light of E-18 to identify areas that need to be reviewed, areas that need to be 
updated, etc. 

As well, over the summer the committee did draft a response to the Actuarial Standards Board on their proposed changes 
to the DCAT Standards of Practice. 

Hélène Pouliot will present on behalf of the CRMCR today. Hélène is a Canadian risk consulting and software leader at 
Towers Watson. In this role she manages the Canadian life and property casualty insurance practice of Towers Watson. 
Hélène is a graduate of Université Laval, with over 20 years of experience in the life insurance industry, specializing in 
financial reporting, value-added performance measurement, capital and risk management, reinsurance, mergers and 
acquisitions, and corporate restructuring. 

And then finally we’ll look at the changes to the Standards of Practice that were recently proposed by the Actuarial 
Standards Board. These were released in July for comment, with a comment deadline of September 10, and we will 
review the changes and the comments that have been received. 

Jacques Tremblay will present for this portion of the presentation today. He is a member of the Canadian Actuarial 
Standards Board, and leads the project on DCAT changes to section 2500 of the Standards of Practice. Jacques is a 
partner at Oliver Wyman, an operating company of Marsh McLennan. Jacques has over 23 years of experience in the 
insurance industry and provides actuarial consulting to life insurance companies, banks, regulatory and industry bodies 
covering financial reporting, solvency testing, business appraisals, due diligence and peer reviews. He has also testified as 
an expert witness and is the Appointed Actuary for four companies. 

Now during this part of the presentation we will also have some coordinated comments between Jacques and Hélène on 
a few of the key points, or the more important points. Jacques will ask Hélène to share some additional thoughts, 
insights and practical considerations that arose through the committee debate and discussion that we had in forming our 
response to the ASB. 

OK, so with that I will turn it over to Nadine. 

Nadine Gorsky: Thank you very much, Wally, for that introduction. 

As he said, I’m from OSFI and I’ve come to talk to you about the stress testing guideline E-18, and the OSFI 
Standardized Stress Test. 

In terms of the agenda, I’m going to go over some of the principles laid out in guideline E-18, which is very much a 
principles-based document. And then just one particular application of the stress testing, which is the OSFI Standardized 
Stress Test that we’ll be coming up with from time to time and applying to select groups of companies, or more broadly. 

I’ll talk about, at a very high level, the results that came out of the most recent Standardized Stress Test, and just also 
how OSFI responds to those results. I’ll discuss a little bit about what came out of the E-18 self assessments and the 
plans that companies have to improve their stress testing. 

As Wally introduced, the guideline E-18 I’m talking about was published in December 2009 together with an 
accompanying letter, and it sets out OSFI’s expectations with respect to the use of stress testing by all federally-regulated 
financial institutions. The context there is that we are privileged in Canada to have a regulator that is looking at all 
financial institutions, deposit taking, P&C, life insurance, and we’re able to leverage the learnings within these very 
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diverse practices to come up with a best practice, and wherever possible harmonize best practices where that makes sense. 
This particular guidance on stress testing seemed to be a natural format for harmonizing best practices. One of the 
motivating factors was there was a perceived need to improve the use of DCAT in stress testing within insurance 
companies. As part of our supervisory functions we spend a lot of time looking at DCAT reports across companies and 
there was an observation that there was a need to enhance what was being done. 

And we also had the benefit of our banks [being] subject to Basel and they already have guidance on stress testing, and so 
we were able to exploit principles that were developed in that Basel guidance and incorporate some of that into the E-18 
document. 

I’ll just go over the key principles that are in E-18. One is that we want stress testing to be embedded in enterprise risk 
management. The context we’re coming from is one of the goals of risk management is that throughout the company, 
when you’re making decisions there has traditionally been a focus on best estimate outcomes providing a certain level of 
earnings that shareholders are looking for producing a certain capital ratio to please the rating agencies. And risk 
management good practice in enterprise risk management is to look at not just what happens if everything turns out the 
way you expect, but what happens when you depart from those expectations. And we really want to encourage 
companies on a regular basis throughout their risk management functions to be looking at what happens when events 
really depart from what you’re wanting to happen. 

When I talk about embedded in ERM I’m talking about all of the different risk management functions, whether it’s risk 
identification, risk monitoring and reporting, and developing risk mitigation strategies. I think stress testing is a tool that 
can be used in conjunction with your other risk management tools and it should be incorporated on a regular basis in 
those functions. 

Another key principle is actionable results. So that has to do with helping you to come up with risk mitigation strategies 
and I think that principle also guides how frequently you do stress testing. And where we’re trying to go is to increase the 
frequency of different types of stress testing. 

A lot of companies have made a lot of progress in doing sensitivity testing on a regular basis. And we’re looking for 
companies to make efforts to expand that as well into scenario testing on a more regular basis as well so that it can really 
be a decision-making tool and it won’t be based on something that is out of date. 

It needs to be an integral part of capital and risk management. It can be a very good tool to help you decide how to 
allocate capital across your organization to different types of businesses, and just when we say that everybody in different 
functions, whether they’re in pricing or business planning, should be aware of risk management principles. I think that 
stress testing has a role in those decision-making functions. 

The last principle is senior management and Board engagement. What we are trying to avoid is that this is a purely 
actuarial exercise, and that the Board sees the actuary come in and present the DCAT and feels like that they’ve now 
performed the stress testing exercise, and that’s being done and that’s fine and everything is sound and we can go all do 
something else. 

We really want to create a culture within companies where senior management is involved in the stress testing at all 
points in the process, from coming up with scenarios and validating processes to using the results to make decisions. 

Now I’m just going to talk about supervisory considerations, how OSFI looks at it. Basically we’re looking to see did you 
fulfill those principles that I just discussed. We look to see whether the scenarios are consistent with the risk appetite of 
the company and the business circumstances. A lot of companies, even if they’ve developed a risk appetite, they’re still 
working on defining that and articulating that and getting the Board involved in that process. 

We are looking for companies to develop scenarios that are aligned with their risk appetite, that they do make an effort 
to see what scenarios could potentially start to impinge on that risk appetite in terms of the severity of the scenario and 
what stresses they’re applying to different risk categories, that those are consistent with the company’s particular position. 
It may not be suitable for another company. It’s supposed to be designed for your company and relevant to your 
company. 
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The frequency and timing supports timely management action so we are hoping that this is not a once-a-year exercise, 
that it compliments DCAT. 

We want this to not just be about DCAT. When we talk about stress testing it’s a whole collection of tools to find out 
and explore that part of the distribution of outcomes that represents things not working out the way you planned. 

We also looked to see that your stress testing is commensurate with the company size. That if you have a very complex 
company you should have more complex stress testing, if it’s larger as well. In different territories it does increase the 
complexity. You start having to look at local capital requirements. We want it to include severe shocks, prolonged 
downturns, reverse stress testing. This is really, I think, where stress testing really fills a need that maybe could not be 
captured in a stochastic model. So we’re looking for that. And to really get companies comfortable talking about, “This is 
what we expect to happen, but this is the risk implication of this particular decision if things really don’t turn out the 
way we want.” 

We want you to be exploring the impact of assumed possible management actions, and that really supports decision 
making, and we want it to be reported to the Board at a time where it isn’t old news. 

Now I’m moving onto the OSFI Standardized Stress Test. I think the main message I want you to get out of this is this 
is just one component out of stress testing. It does not represent the gold standard of stress testing or once you’ve done 
the OSFI Standardized Stress Test then you’re done, and you’ve completed what you need to do and your Board 
shouldn’t be particularly concerned about the stress test. This was developed for a particular purpose and if you find risk 
management information out of this that’s great, but we did not mean to endorse this as the particular stress test that you 
need to be concerned about. It was not designed on a company-specific basis and it was not . . . Your management didn’t 
have anything to do with it. So I think I have a lot of qualifications about it. 

As a supervisor, we wanted to analyze market-wide risk exposures in a jurisdiction or globally. In this case we wanted a 
bunch of Canadian companies to all perform the same stress test just to help us and educate us about really the range of 
exposures that we have in Canada. And we wanted everybody to be doing something that is fairly similar so we can 
compare one company to another. 

We are going to be continuing to do these types of exercises. There may be more emphasis in the future then on the one 
we did in 2010. There may be more emphasis on just select exposures and pinpointing certain companies in the future. 

So, more about the objectives. We wanted to probe systemic vulnerabilities on an integrated basis. Let’s do something, 
maybe not unlike what we discussed in the plenary session about the Japan scenario, and maybe combine that with some 
other things. But we did not run it through any kind of econometric model where we thought, “That is a reasonable 
scenario.” It was more just to focus on some severe market, credit and mortality risks and see how companies compare. 

We wanted to have the ability to assess the feasibility and reasonableness of proposed management actions. And on it, 
maybe just one part of our objective was to provide insurers with stress considerations for their own risk management. 
We wanted the ability to better focus supervisory attention, looking at outliers, and making sure we understood the 
relative risks in the different companies. 

The testing approach was we took 24 life insurers. There were also similar exercises on the P&C and the deposit-taking 
financial institutions. There was a five-year projection period. It sounds a little bit like DCAT but this is not DCAT, 
because this is OSFI telling you to do something as opposed to your own management coming up with something 
designed for your own circumstances. 

There were some stresses, severe stresses on equity market performance, real estate performance, interest rate levels, credit 
default experience, mortality experience and some degree of non-performance by re-insurers. And those were all made 
very severe. There were a lot of questions from companies about how plausible these scenarios are but we did emphasize 
that we’re not endorsing this scenario as being suitable for your particular company. We’re just trying to get something 
that will really distinguish between companies and their risk exposures to help us in supervision. 
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Just what were the results? You know at a high level they aren’t very surprising. But when we looked at individual 
companies and compared them one to another, it did provide us with important information to help us have risk 
management conversations with companies. 

We asked for all sorts of financial statement projections but of course we focused on MCCSR and earnings. In the most 
likely scenario, of course, we see a steady growth and that’s what you would normally focus on when you’re coming up 
with your business plans. But then we shock that and we’re able to see what are the implications of those business plans 
if there was a very severe scenario. We found performances were significantly worse in years one and five because of the 
nature of the scenario, and that this was where we had some very bad experience and even with management action you 
still get pretty bad experience, and we were able to distinguish, though, how bad was bad. 

Common management actions. We were able to look at dividend reductions. We were able to look at reduced sales, 
increased premium rates for new and existing business. Of course, some companies would assume they could get capital 
but that’s, you know, raise additional capital, that’s an example of where you would want to look at it both with and 
without management action. In a very extreme scenario there would be severe constraints on that management action. 

What are some of the key observations? Well, we just were able to really compare what impacts segregated funds have in 
creating equity market risk exposure. The exposure to low interest rates across companies. Those with universal life and 
term insurance exposure. Exactly what does that mean in terms of interest rate exposure? The impact of high claims 
activity due to pandemic experience, so where there were writers with high mortality exposure. How does that place 
them compared to some other companies? Insurers without access to external capital—we were able to have 
conversations, meaningful conversations with those insurers when their results did show up as outliers. 

OSFI’s response: as I said the purpose of this scenario was an OSFI purpose, and forgive me for coming up with corny 
analogies, but because of my life stage I think about analogies within my family so this is sort of a situation where 
children come to you and ask you, “Why do I have to do that?”, and I just say, “Because I’m telling you.” 

(Laughter) 

So that’s a little bit of an analogy. That’s not how you’re supposed to do stress testing. You’re supposed to do it because 
you’ve come up with appropriate scenarios that are specific to your company that your management has bought into. 

But for OSFI it was useful. We were able to compare one company to another and that was something that we had a lot 
of difficulty doing in the past. 

Some examples of issues raised with specific companies as a result. The way some companies, maybe who were foreign 
perhaps and had branches or subsidiaries in Canada, how you allocated capital to Canada, and what you would do when 
you have limited access to capital and bad things happened in your Canadian branch or subsidiary. Reinsurance 
arrangements with companies with high mortality experience. We were able to have discussions about those as well. 

E-18 self assessments. What came out of that? Well, I just also want to say that we did have one on one discussions with 
companies about E-18 to get their thoughts on where they are and where they want to go with stress testing and with 
risk management in general. 

A most common gap identified is the lack of a consolidation of various risk management policies into a comprehensive 
ERM framework. So that’s more than just narrowly talking about stress testing, but I think there’s a challenge in that 
over the years companies are recognizing that they need to have a policy on this aspect of risk management, how to 
manage credit risk, how to manage operational risk, how to manage market risk. How do we bring these all together to 
articulate our overall philosophy on risk management, and companies are really trying to deal with that. 

The documentation was a large issue. We’re talking about within a risk management exercise like stress testing, you still 
have to deal with just the regular operational concerns about how do you make sure you have appropriate controls on all 
the different procedures and reconciliations, and all the good operational practices applied to your stress testing. And 
that is somewhere where companies are catching up and, of course, on the evaluation arena or other financial reporting, 
you have SOX. We may not have that for stress testing but that doesn’t mean you should be doing nothing in terms of 
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operational management. And so companies are recognizing there’s a need to improve on those controls and the 
documentation to support those controls. 

There’s a growing role of the Board in terms of defining risk appetite. We are trying to get more and more recognition of 
the need to articulate how much risk can we tolerate when we come up with this particular business plan that has 
implications on what’s going to happen in terms of our exposure to extreme events. There is a growing need to educate 
the Board and to have the Board involved in making decisions about what that exposure, what is the appropriate amount 
of exposure associated with a particular business plan. 

DCAT, in terms of self assessment, everybody recognizes DCAT is still a key stress-testing exercise, but other stress 
testing is increasingly being used, primarily in the realm of sensitivity testing, and for the purpose of capital and risk 
management. There is, I think, a growing recognition of the need to integrate stress testing and a lot of aspects of 
decision making and to avoid only focusing on, “Oh, you know that decision will produce this expected return.” We 
have to look at what are the tail implications of that decision and we want stress testing to be part of that decision. 

So ad hoc scenario testing is under-utilized, and so there remains, in our opinion, the need for more frequent stress 
testing on an enterprise-wide basis. And also looking at integrated scenarios and some of the secondary effects of 
scenarios on, say, policyholder behaviour. 

A very important role for stress testing is also to improve liquidity, risk management. That is not an industry-wide 
practice at this point, but it’s a natural place. Stress testing is a natural tool for testing liquidity of the company and 
especially with so many multinational companies that are subject to local requirements. 

Just to sum up, I tried to come up with a fairly comprehensive last slide and even reading this I probably didn’t totally 
succeed. I put a definition of what we mean by stress testing. So a financial institution stress-testing program should be 
able to identify for senior management, Board, regulators and other stakeholders the specific vulnerabilities that it may 
face in case of certain exceptional but plausible events, along with risk management actions that it may consider 
initiating to mitigate these vulnerabilities. 

And with that, that’s the end of my presentation. Thanks. 

(Applause) 

Hélène Pouliot: Bonjour. Good morning. Au tout début, je veux m’excuser auprès de mes collègues francophones : 
toutes mes remarques vont être faites en anglais, mais je vous invite à poser des questions et à apporter des commentaires 
dans la langue de votre choix. As Wally said earlier I will be talking about the proposed change to the DCAT educational 
note. The Committee on Risk Management and Capital Requirements has started discussion on this issue. We haven’t 
really reached a conclusion yet, but we just wanted to share with you where we’re at on this. 
 
OK, so just moving right along, obviously this change is coming about as a result of the publication of OSFI E-18, and 
suggested changes to the Standards of Practice, so we’re looking at how this would influence the current educational note 
we have. Certainly we’re still discussing, as I said, and comments or suggestions are very much welcome. 

The areas that we’ve been discussing in terms of potential changes cover items as simple as definitions, the framework 
that’s used to produce DCAT and E-18 type of stress testing, the methodology underneath the DCAT, and the lists of 
potential risks to consider. 

In terms of definition there are some differences in terminology. E-18 talks about stress testing as a risk management 
technique used to evaluate the potential effects on an institution’s financial condition of a set of specified ranges in risk 
factors, corresponding to exceptional but plausible events. Stress testing in E-18 encompasses sensitivity testing and 
scenario testing. Sensitivity testing is meant to cover one risk factor at a time. And it’s meant to be done over a short 
period of time, while scenario testing should cover multiple risk factors and be more over a longer-term period. 

E-18 also talks about reverse stress testing, as Nadine mentioned, and it’s meant to determine what scenarios could 
challenge the viability of an institution. Under the current DCAT ed note and the current Standards of Practice, we refer 
to plausible scenarios as scenarios of adverse but plausible assumptions about matters to which the insurers’ financial 
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condition is sensitive. By scenario testing we cover both scenarios of one risk factor and multiple risk factors. Integrated 
scenarios are scenarios with multiple effects. We consider, the CIA considers, plausible scenarios as scenarios that reflect 
the 95th to 99th percentile of outcomes, and in our current approach the AA, although [they] should run several scenarios, 
is not expected to report on all the scenarios that have been run, but rather should at least report on three scenarios that 
would be the worst impact on the financial condition. 

We do talk about stress testing in the current ed note, and stress testing means a determination of how far the risk factors 
have to be changed in order to drive the insurer’s surplus negative, and then evaluating whether that degree of change is 
plausible. Sounds very much like reverse stress testing. 

So, you know, not tremendous differences in terminology but it would be most likely desirable to have consistent 
terminology between the E-18 stress testing and the DCAT Ed Note. 

Then moving onto the framework that’s underneath the production of a DCAT, as opposed to stress testing. Nadine has 
talked about the stress testing as very much part of risk management, and it should really cover a wide range of risk, and 
it should cover both at the business unit level, the product level as well as at the enterprise level. 

DCAT is also a powerful risk management tool. It can be used to identify risk and to recommend risk mitigation 
strategies. The ed note currently refers to that although it doesn’t really stress that fact all that much. It seems almost like 
an afterthought. But definitely we feel that DCAT is an important part of risk management already. 

Also, part of the consistent framework, E-18 talks about how an institution should have a robust infrastructure in place 
to be able to run various scenarios, changing scenarios and being able to report to senior management on a timely basis. 

Our current Standards of Practice, and the ed note talk about DCAT as an annual exercise. So certainly not meant to be 
done on a frequent basis. There are provisions, though I have heard that if there are significant changes in an institution, 
either in the business or in the underlying risk, that the DCAT would be produced more often than once a year. But for 
the most part we know that DCATs are produced only once a year. So if we need to produce DCAT more often than 
once a year perhaps we need to go back to our processes for producing DCAT and see how we can adapt our process and 
make it more efficient so we can produce a DCAT more often, and also adapt to various demands we’re going to be 
receiving on producing various scenarios. 

On methodology, I had the pleasure of reading the DCAT ed note all over again and when I read it I certainly saw there 
was a lot of focus on the financial condition of the company. The main purpose of DCAT is to stress test or to discuss 
the impact on the financial condition defined as the capital position relative to supervisory minimum, which is our 
current approach or supervisory target level. We don’t talk about really testing against other measures such as economic 
capital or even looking at earnings impact. The focus is really all on the capital situation of the company. Certainly we 
know that the tools that we use for DCAT can very much be used to look at other financial key components and maybe 
we need to stress that a little more in our guidance. 

The other aspect which comes back very often is how do you decide if a scenario is plausible or not. We talk about the 
95th percentile to the 99th percentile as being the desired level. If you do stochastic testing you can probably determine 
that, but for the most part actuaries don’t do stochastic testing to determine the level of the scenarios they’ll use for 
DCAT. So how do you really define if a given scenario is plausible or not? We feel that keeping in that definition of 
plausible that we need to provide more guidance on how to choose the appropriate scenarios. 

The last item is on the list of potential risks to consider. We currently have a pretty long list of risks that the AA should 
consider, both on the life and the P&C side. 

E-18 also presented a long list of risks that was presented in a different manner. It also perhaps offered more emphasis on 
operational risks perhaps than we have had in the past. We are to consider operational risks but we know we have some 
limitations on how to quantify operational risks so we tend to do more testing around financial types of risks. But in E-
18 all risks are at the same level. 

So there’s a feeling that we should look again at our list of potential risks and look at our definitions and try to make it 
more consistent with what E-18 has presented. 
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So where do we go from here? We’re still in the very early stages of looking at the potential changes to the ed note. We 
welcome all comments again and suggestions, and I believe our timeline to produce a revised ed note is sometime in 
2011. 

Thank you. 

(Applause) 

Jacques Tremblay: Good morning everyone and welcome to Montréal. Bienvenue Montréal. Mon nom est Jacques 
Tremblay. My name is Jacques. I’m a member of the Actuarial Standards Board. And I'm the Chair of the Actuarial 
Standards Board designated group responsible for changes to section 2500 Dynamic Capital Adequacy Testing, and I’ve 
got to thank Dave Pelletier and Charles McLeod for that. 

On a lighter note, two weeks ago I was asked by the daughter of a good friend of mine to be their master of ceremonies 
at their upcoming wedding next summer. And I was very honoured. But my first question to her was, “Are you sure?” 
And she said, “Yeah, we thought about it and we think you would be great.” And I said, “Don’t you mind about my 
French accent?” And again she was very kind and said, “No, no, no. You’ll be great.” So don’t worry today. I’m not 
going to ask you to toast the bride. But I’m certainly going to use this as a practice. Being in front of you for all these 
years certainly helps. 

OK. The agenda of my presentation today is to give you a little bit of background on the changes to section 2500, to 
review the objective of the Standard of Practice revision, to describe the changes proposed in the exposure draft, and to 
provide highlights as well from the feedback received. And finally, to discuss the next step, which is what will happen 
after today and after the next Actuarial Standards Board meeting. 

In 2009, OSFI published guideline E-18 on stress testing. And the guideline sets out expectations with respect to stress 
testing as Nadine just presented to us. 

DCAT was identified as one example of stress testing for insurers but not the only one. In our notice of intent the 
Actuarial Standards Board proposed to revise section 2500 to ensure consistency with the guideline as appropriate. 

The notice was published in December of 2009 and we had a two-month comment period. And at that point we 
received two comments. One was the concept of reverse stress testing was not well defined, was not an educational note 
research paper, and it would be ill advised to put that in the Standards of Practice at this point. So we agree with that 
and the intention is to have an educational note or a research paper on how one would do reverse stress testing. 

The other comment we had was to include methods and assumptions, and updates to methods and assumptions to the 
Standards of Practice as well. Because some members made large changes to methodology assumptions just after 
publishing DCAT and some of the regulators were questioning really how good the DCAT was in light of what they 
knew. And that’s unfortunate. 

The exposure draft was issued in July of this year with a comment deadline of September 10. And we have received 15 
comment letters from multiple regulators, federal and provincial members of the Canadian Institute of Actuaries as well 
as many of the Practice Committee. We’ve heard from the Committee on Property and Casualty Insurance Financial 
Reporting, Wally, your committee, the role of the AA has contacted me as well and they’re formalizing their response. 
And so I want to thank everybody who took the time to send comments. I know we’re all busy but the comments are 
thoughtful, it’s an important part of the process and it will improve the end result. 

The objective of the changes is again to ensure consistency with guideline E-18, and we identified four areas for potential 
changes. The definition of satisfactory financial condition. The text of the Appointed Actuary’s opinion, and really 
whether this is an opinion or a report on the future financial condition of the company. How to perform reverse stress 
testing. And then, finally, the frequency of the analysis and the timeliness of data used and reporting as well as methods 
and assumptions. 
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After reviewing E-18 it was decided that the content of E-18 was much larger than what we had in our standard, which 
was specifically talking about DCAT. And so we have decided to focus on dynamic capital adequacy testing in our 
changes and later on add a section on E-18, or on enterprise risk management, ideally. 

The scope of E-18 extends beyond the scope of DCAT. DCAT will continue to focus on stress testing via what are 
plausible material adverse scenarios. And that’s a key question that we’re asking ourselves. The reverse stress test—is it 
plausible or not? The stress test asks, “What will it take to render the company insolvent?” And it’s a bit of a conundrum 
to put that in the DCAT analysis and just tell your board there’s no way this will happen. And that’s driving as well why 
removing the opinion, focusing on stress testing. More often stress testing as well and focusing on management action in 
light of the results of these scenarios. But not everybody agreed on this and I’ve heard that. 

Again, the concept of stress testing was left out and we will consider a new section on the rest of guideline E-18 further 
down the road. 

The frequency of the analysis, the reference to annual was removed. The guideline emphasized that stress testing is a 
valuable risk management technique and that the federal regulator expects companies to use it in the everyday operation 
of the company. So, again, we removed annual to be following the spirit of the guideline E-18 that ongoing risk 
assessment and frequent stress testing should be done. 

The goal is that stress testing be treated as more than a compliance exercise exclusively for the regulator. And we have 
heard this complaint from the regulators before. 

The comments received are not sure what purpose the change serves. So I just elaborated on that valuable risk 
management technique, everyday operation of the company. Some members said that removal of the annual requirement 
was reasonable. 

I want to stress the new guideline and hence the requirement with respect to frequency and timing of stress testing. It’s 
there to ensure that stress testing is done to sufficiently support risk management and timely action of management of 
the board. Also the regulators may wish from time to time to require a limited number of stress tests more frequently 
than annually. 

So, that was the background behind this particular change. I think, Hélène, your committee had comments about this 
particular item. 

Mme Pouliot: Our committee did have some comments about this. There was some discussion, not a lot of discussion 
on this, but certainly currently we expect that the DCAT, as I said earlier, will be done once a year. But in special 
circumstances everybody understands that you need to produce a DCAT more often than once a year. 

I guess a distinction we were making was that there is a difference between a full DCAT and stress testing. That we 
certainly would encourage regular stress testing if a company has a large exposure, for example, one given risk area that 
they should be encouraged to do stress testing in that area frequently and not just wait for the yearly DCAT process to 
do the testing. But it was felt to produce full DCAT more than once a year might be too much of an imposition. It may 
not bring as much value added as really commensurate with the effort. 

M. Tremblay: Thank you. Moving to satisfactory financial condition, we’ve revised a definition which now calls for 
meeting the supervisory target capital for the base scenario in addition to the minimum, and the rationale is to be more 
reflective of accepted practice from both a regulatory and company management viewpoint. 

The reality is that the regulator’s recent practice about whether to be concerned about a company was not consistent 
with the definition of satisfactory financial condition that we had, which is the minimum. Some comments received 
would be to remove the reference to minimum capital, that it was necessary to mention both minimum and targets since 
the target will always be higher. And we agree with that and we’ll make that change. 

The term capital requirement is ambiguous. And the term supervisory minimum MCCSR or MCT is a better choice, we 
agree. As I just mentioned, the minimum capital is likely to be removed and the financial condition of the insurer will be 
tested against the supervisory target capital level only. 



10                          SEPTEMBRE 2010 COLLOQUE POUR L’ACTUAIRE DÉSIGNÉ – MONTRÉAL (TR-2) 
 

 
Vol. 21, Septembre 2010                              DÉLIBÉRATIONS DE L’INSTITUT CANADIEN DES ACTUAIRES 

One comment was to not include the actual criteria, and I understand it’s an issue for property casualty companies 
practising in Québec, where there’s no 150 MCT. It’s defined at the company level and it’s agreed with the regulators so 
we’ll make that change. 

We’re also going to add definitions. The supervisory minimum capital as we know it is 120 MCCSR and 100 MCT. 
The supervisory target capital is 150 MCCSR and 150 MCT, unless you’re a property casualty company in Québec 
again. There’s what’s called the alternative supervisory target capital, which could be clearly not 150 but it could be like 
175 MCCSR. And then finally there’s the company-specific target capital. You may run your company at 200 MCCSR 
but that won’t be mentioned here in the DCAT. That’s not part of the Standards of Practice. The Standards of Practice 
will focus on the supervisory target capital. 

Also there was one comment to be regulator independent. I thought we had done that but I’m going to go over the 
Standards of Practice to make sure that that’s the case. 

With respect to data, provision for governing the time limits of the data and methods and assumptions were added to the 
Standards of Practice. What we’ve added is that the analysis would be based on data which is less than six months old. 
And what we meant by that is if the report is to be dated on August 31 that your data would be no older than February 
28. 

What I want to stress is that the key is that the analysis should take into consideration recent events, and recent financial 
operating results. And really that’s what we’re after. 

What we’ve put in the standard is that the forecast period would begin with the most recent available fiscal year balance 
sheet date, or the date of the data, whichever is later. The spirit of it would be that if you’re going to do your analysis in 
the third quarter of the year, which most of us do, you would start with June 30, 2010, data. For a property casualty 
company you would go from there for three years. For a life company you would go from there for five years. You would 
reflect recent events and recent financial operating results and you would be matching your MCCSR ratio and MCT 
ratio as of June 30. Now if you want to report the December 31 picture to your board going forward, and then finally 
July 30 three years and five years later, that’s fine. Again the focus is on recent events, recent financial operating results. 

Somebody asked, “Well what if I go back to December 31 and I true up my data for financial results and recent events 
up until June, do the analysis in August and then present it a bit later?” And that’s fine by me, which is why the subtlety 
is between the words would and should in the standard. Right? What we would like is people to go from July moving 
forward and doing three years or five years. But if you use approximation, you’re more comfortable using the December 
31 picture moving forward, but you do true up your analysis to something less than six months than when you do it 
you’re meeting the spirit of what we meant in the Standards of Practice. 

For clarification as well, six months was not the delivery time from when you start doing the analysis and when you 
deliver it to your board. It was really meant the analysis time. And the thinking is just when you do year end. You do 
year end December 31. If there’s a hail storm like we had in Montréal a couple of years ago happening in the middle of 
February, what do you do? Well you don’t necessarily change your financial results but you quantify the impact and you 
discuss that with the board. And I think that’s meeting the spirit as well of what is meant by recent events and recent 
financial operating results. 

Comments received would be that nine months would be more workable, but I think that that comment is more in light 
of elapsed time or delivery time as opposed to analysis time. The forecast should be presented as of fiscal year end. So I 
just went through the example where that would be acceptable to us. 

And really I want to stress that what’s important is current information and timely process. 

Hélène, I think your committee had comments on this as well. 

Mme Pouliot: Yes, our committee had a lot of comments on this one. To be fair, though, I think that when we were 
first discussing this our interpretation was that the six months was to cover everything—the preparation of the DCAT, 
the preparation of the report, the analysis, and the delivery to the board. So there was a bit of stress around having to 
deliver within six months, but having said that there were still feelings on both sides. There were members that were 
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saying that we certainly should encourage timely and efficient DCAT analysis. We still feel it’s an important part of risk 
management and we shouldn’t drag the process over nine, 12 months if it would be more useful to do it in a shortened 
timeframe. 

Also, the whole question about starting the projection at a different time than the year-end date; there were members 
that were saying that it shouldn’t be an issue because companies should have good controls on their data. It shouldn’t be 
an issue to start the projection of the DCAT at the end of April, the end of March, or whatever you decide is the right 
timing. 

On the other side of that there was some resistance to the six months because a lot of people felt that it would be better 
to start the projection at the year end, because at year end your data has been audited, all your liabilities have been signed 
off by the Appointed Actuary, that it was a more solid place to start. You’re also comparing it to previous years’ results, 
which are typically year end. If you were to start your DCAT at June 30, for example, there could be some cyclicality in 
your business and it may not be totally comparable with year-end results of previous years. 

Of course there were lots of comments about the practical issues of producing DCAT within six months. Again, having 
in mind the fact that we thought it meant to present it to the board within six months, that especially for a large 
organization the whole process can be quite complex. It may be difficult and very challenging to do it within six months. 

Certainly, the point that Jacques made, about if you start your DCAT in the second half of the year you should update 
your assumption for whatever has happened during the first six months, goes without saying. It’s currently in our 
Standards of Practice. And maybe it’s not been followed all the time, but it’s an important element. Certainly if you’re 
going to start DCAT later on in the year you have to consider what circumstances that have occurred in the first half of 
the year. 

Finally, I guess the other point that was made was about the fact that if you started in June for your forecast period, or 
September or whatever, and then you ended in September, then it may not be as useful information to the audience to 
talk about DCAT results and capital position at a September date as opposed to a year-end date. 

M. Tremblay: The next one is methods and assumptions. And again it’s consistent with what we just discussed on data. 
Changes are to reflect up-to-date experience studies. We said reflect contemplated changes in methods and assumptions 
for the coming year end. And the rationale is to ensure the analysis is current. 

The comments received is that to reflect up-to-date studies is already part of the general standards so we’ll take a look at 
this to make sure that it meets the spirit of what is meant specifically for DCAT. I’m also concerned that people don’t 
spend a lot of time looking at the general standards. They look at the practice-specific standards. 

The other comment was contemplated could be too inclusive and it’s likely to be replaced by expected, and essentially 
what is meant for property casualty will be clarified. Our intention was, in essence, that you would look at your loss 
development factors and whatever mortality table you would use and, to the extent that you know where you’re going to 
be at next year end or the next little while, if it’s material you would reflect that in your analysis. 

Hélène, again your committee was concerned about this one. 

Mme Pouliot: Yes, it was very much the word contemplated that we had an issue with. We prefer to talk about expected 
change or plan change in assumption. I suppose what we were concerned about is the situation where if you did your 
DCAT in the middle of the year you’ve done your mortality study at that point so you’re planning a change in your 
mortality assumption but you haven’t really completed your lapse study, should you just take into account the change in 
mortality and not all change. So we thought it was better to consider all your changes and assumption and we certainly 
prefer the word expected as opposed to contemplated. 

M. Tremblay: OK. List of risk categories. Really, all I meant there was to update the list to be consistent with guideline 
E-18. 

Some of the comments received were as is, some of the risks are subsets of others. 
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People want to clarify that the list is not a minimum, one would consider relevance, as in E-18. And that’s correct. 
Certainly you don’t need to test each and every one of the risks out there. You know what’s important for your company 
and you should just move on.  

Then there’s more guidance on “new” risks through ed notes that’s likely to come. 

The opinion. The opinion has been changed to become a statement by the actuary. 

We’ve deleted the last sentence that says, “In my opinion, the financial condition of the company is satisfactory.” The 
rationale is really to emphasize the worthiness of the process, the constant risk analysis, stress testing, and the 
management action that are needed in light of that, as opposed to saying everything is OK. 

Comments received is that it reduces the value of the report; reduces the role of the Appointed Actuary; the statement 
lacks conclusion; it’s less useful to the board; unless an opinion is prohibited some may still include it, leading to wider 
range of practice. A comment from Ontario is this could be a big issue for us. 

So the reality as well is what I discussed earlier, the reverse stress test. And if you’re going to put that in DCAT then if 
the actuary is going to say that everything is satisfactory then clearly this scenario is not plausible. And we don’t really 
have a definition of plausible. So that’s certainly, for me, a problem right there. Having said that, the people are quite 
vocal on this issue and I welcome comments in the next few minutes. The key is really that the work is done following 
accepted actual practice. That’s really what’s key to us. We’ve heard back that the removal was reasonable from some 
members, that it made sense to removing the opinion, as to whether the condition was satisfactory, but clearly we needed 
provincial and regulator’s approval before we could do that. 

One of the comments received was that a reverse stress test should not affect the opinion because it is not generally 
plausible, as I just mentioned. Defining plausible is a key issue. 

The statement lacks conclusion. And while I’m saying your conclusion is really that the report is made consistent with 
accepted actuarial practice. It’s part of stress testing and it’s ongoing. And you are to discuss the key exposure that your 
company has to the different risks what the management action should be, and what’s the plan about it. 

If we looked at the opinion itself the DCAT was initiated a long time ago. Somebody told me in 1992. And at that point 
the CIA decided that it could not mandate DCAT since it did not have the authority to do so. But the federal and 
provincial regulators could. What the CIA could do is govern how the work would be done. And OSFI and the 
provincial regulator agreed to mandate DCAT with the work being done by the Appointed Actuary following CIA 
Standards of Practice. And as you see in ICA 368 there’s no requirement for an opinion. The requirement is for a report 
and that the report be done following generally accepted actual practice. 

So, that’s where we are today. And it clearly will be debated a little later on. 

Hélène. 

Mme Pouliot: Yes, some members of the committee had some concern about removal of the opinion and I think that 
your position on this may vary very much depend on your board and the companies that you work for; some of the 
boards are not as well educated in insurance matters and they tend to rely very heavily on the opinion of the Appointed 
Actuary. To remove it felt like it was a major, significant change to the presentation of the DCAT to the board and we 
felt that it was somehow removing some of the conclusion. The conclusion that the AA brings to the DCAT is the 
opinion for one, the identification of the risk and the identification of the risk mitigation strategy. So we felt in some 
cases that it was important to have some kind of an opinion provided by the Appointed Actuary. 

M. Tremblay: Next steps and timeline. Our hope is that the effective date for the final revised Standards of Practice 
would be effective on the first of January 2011 and therefore would apply to your DCAT next year. It’s expected that 
early implementation will not be permitted as the changes are material. 

We did ask people if there were any other changes that we should consider and the answer is not really, nothing material 
really. So the ASB and the working group on DCAT will review the comments received as well as the comments we will 
receive in the next few minutes. 
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The role of the AA committee has asked for an extension and I’m to receive their comments in writing shortly. 

The Actuarial Standards Board is meeting on October 21 and December 1 this year, and if changes to the exposure draft 
are material from what we have today then we’ll re-expose. It’s just that simple. But certainly we’re here to listen to the 
membership and go from there. 

Thank you all. 

(Applause) 

Mr. Bridel: OK, we have time for questions. Again, please use the microphones either front or back. And state your 
name. We’ll start with Lesley. 

Lesley Thomson: Hi. It’s Lesley Thomson. Jacques, you said the issue you have with the opinion is in the definition of 
the word plausible, but we have that in the definition of satisfactory financial condition today. So we have the issue 
today. It seems to me that what removing the opinion does is remove the need to define what satisfactory financial 
condition means. 

So, right now the definition includes the word plausible. I mean, I understand the point that plausible is not well defined, 
although we do have a definition of it, or a description of it, in there in the standards or the educational note. Now it’s 
kind of 99th percentile. I think that’s being changed. 

But we’re in that situation today and we’re giving opinions. 

M. Tremblay: Yes, there are two points. You’re right. If we take the opinion out then why do we need the satisfactory 
financial condition to be defined? And the thinking was that you still need some kind of a benchmark for your board. 
You’ll tell them, “This is my supervisory minimum target and over all the scenarios I still need this.” 

Ms. Thomson: So they’re still going to ask me for an opinion. 

M. Tremblay: What’s that? 

Ms. Thomson: So they’re still going to ask me for an opinion. 

M. Tremblay: For the opinion? 

Ms. Thomson: Even if you don’t. 

M. Tremblay: The opinion is a big, big issue for a small property casualty company. So certainly we need to revisit this. 

The question I had—I hear you about plausible and plausible material—still, when you bring in a reverse stress test that 
basically highlights what would it take to bankrupt the company. And then to put that into the same report as everything 
is fine, I find that’s pushing the envelope a little bit. 

Ms. Thomson: OK. Well, I’ll tell you. I’ve run scenarios that look pretty awful in my DCAT now and it’s all part of it. 

I have a second question or comment, if you don’t mind, for Nadine. Thanks for your presentation, Nadine, but I have 
to admit I was a little disappointed. I was hoping to see some results of the Standardized Stress Test. We put a lot of 
work into it. I know how our company fared and I was hopeful that we might see some kind of observations as to what it 
did to other companies. I’d be really interested in seeing how we compared. 

Ms. Gorsky: I guess I don’t have maybe a very strong defense on that, but one of the problems with being a regulator is 
just how things that we say can be interpreted. We’ve had some experiences of being misinterpreted, and we’re 
concerned about endorsing the scenario as having a particular significance for members of the public or people outside of 
our supervisory function. And in the end we concluded that it was best to limit the disclosure on that subject. 

Stuart Wason: Stuart Wason. Just to comment about the change in the opinion or the change from opinion to a 
statement. Personally I’m supportive of that change because if we think that ultimate risk management responsibility lies 
with a board, that it really should be the board that makes that decision about risk capacity, risk appetite. And I 
understand, Hélène, your comments about less sophisticated boards and smaller enterprises, but still the buck does stop 
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with them and for them to . . . I’m glad they rely on the actuary for expert advice. But I don’t think they can or should 
hide behind the opinion and say, “OK, we’ve got the opinion so we don’t have to do anything else.” If there’s any sort of 
hint of that then I hope we all agree that’s not a good thing. 

I think the situation that we really could get into though with the opinion, if we retain the opinion, is now that we think 
that the good part of risk management is that you do those reverse stress tests. You know, what would it take to break my 
company? OK, let me try to envision the scenario that would break the company, not because I think it’s going to 
happen, but from the learning that comes from it and that discussion in front of the board about risks and so forth. You 
can get a lot of helpful material that comes out of that. And so if that is to be part of DCAT, which I think we would all 
embrace—it’s a better, wider, broader, risk management practice—then maybe the time has come to change opinion to 
statement despite the advantage, the comfort it might give to smaller institutions. 

Mr. Bridel: Any comments from the panel or . . . 

M. Tremblay: The comments received so far—I think it’s like 60/40 that the people are comfortable with removing the 
opinion and having it as a statement. And clearly this is a chord with some people and that we’ve touched on. It is with 
some of the provincial regulators. They’re not comfortable with that despite your comments, Stuart. 

Clearly I need to bring all these people in the same room and make sure that we have a meeting of the minds as to where 
we go from here. It’s clearly, as well, an issue for small property casualty companies. They seem to be pretty upset with 
this. 

Certainly we’re listening to everybody and we’ll discuss it at the Actuarial Standards Board at our next meeting and I’ll 
get back to everybody. 

Mr. Bridel: Paul. 

Paul Winokur: Paul Winokur. I’m still blown away by Dave Pelletier’s comments this morning. Maybe all the DCAT 
reports have to say none of the current products should be sold anymore. 

(Laughter) 

But is there any thought on giving guidance to the Appointed Actuary on section 369 of the Insurance Companies Act, 
which requires the Appointed Actuary to take certain actions if there’s an adverse financial condition that’s not been 
rectified? And if we lose the ability to define what a satisfactory financial condition is, does it mean it’s even harder for an 
actuary to determine what an adverse financial condition is under section 369? 

M. Tremblay: Thank you, Paul. This did not hit the radar, but thank you for bringing it up. And I’ll bring it up at the 
next ASB meeting. I do understand that what does the actuary do in that circumstance and where do they go is 
important. 

Mr. Bridel: Jean-Yves. 

Jean-Yves Rioux: Jean-Yves Rioux. A couple of comments. The first comment is that the focus of DCAT had been quite 
a bit around making recommendations so I hope we don’t lose that with the revisions. 

The second thing is more of an observation. As Appointed Actuaries we have often a perceived responsibility to forecast 
or predict in the market and sometimes analysts state, “Oh, actuaries should have predicted the market’s downturn.” 
Like they have to revise reserve. One comment is that we have to be a bit careful about the opinions we give when we 
make statements because are we running the business of forecasting and predicting? Or we’re in the business of providing 
estimates of liabilities. So that’s a comment. 

About the first one —the recommendations is still . . . I would like to hear if it’s still the focus of the exercise. 

M. Tremblay: I guess I would say yes, policy liabilities are estimates and that’s not going to change, and DCAT is a tool 
to stress test what could happen. And so I’m comfortable with the space that we’re in. 
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M. Rioux: And we’re preserving the role that we have in making recommendations for mitigation actions in what we 
observe are poor results? 

M. Tremblay: I’m sorry. Say that again? 

M. Rioux: One of our roles currently is to make recommendations as to risk management practices that would mitigate 
the risk. So I just wanted to . . . I didn’t get a chance to review the progress on how it’s going to evolve as 
recommendations and guidance around the DCAT but I hope we don’t lose that. That’s my comment. 

M. Tremblay: Well, the thinking is we want to move away from DCAT being just a regulatory exercise. And 
unfortunately people are treating it like that. And the intention is clearly, through the guideline, and through the 
Standards of Practice, that this would become more prevalent in the day-to-day operations or month-to-month 
operations. So I see the changes are being actually in the right direction in helping the role of the actuary in the future. 

Yes, people are getting hung up on the opinion itself, but really the report is all about your key exposure and your 
recommendation and what management action should be, as in, “Don’t sell product A or product B anymore.” 

M. Rioux: Thank you. 

Steve Haist: Steve Haist. Just a general observation. We’ve heard how the Canadian system is working very well and is 
principle based. It just seems to me that in this DCAT proposal, and perhaps the current DCAT, we’re getting into too 
much detail in terms of specific things such as six months, in terms of specific risks you must comment on even if they 
have nothing to do with the specific company in terms of reflecting expected valuation or contemplated valuation 
changes when they may be immaterial in terms of the total context. I think we’re getting too prescriptive and such 
prescription should be better served as commentaries in an educational note. 

M. Tremblay: I look at the practice-specific standard that we have for life insurance and I’m pretty happy with what we 
have. And there’s a lot of detail on how to come up with the mortality assumptions, how to come up with the margins 
for adverse deviation. And the changes that we’re making to the Standards of Practice are, yes, to be consistent with the 
guideline, but also reflective of some of the poor practices out there. And it makes us all look bad at the end of the day. If 
you do your analysis in the third quarter, you present it in the fourth, you start with December 31, and you quasi-reflect 
what happened. Two months later you make a huge change of methods and assumption and you don’t push it through. 
It affects our credibility. So I think the changes that we are proposing strengthen what we have and will narrow the range 
of practice in the right direction. 

Mr. Bridel: Thanks, Jacques. We maybe have time to squeeze in one more question if anyone is interested, or if 
something hasn’t been raised. If not, then please join me in thanking our speakers—Nadine, Hélène, Jacques—one more 
time. 

(Applause) 

And thank you very much. 

[End of recording] 


