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Moderator Douglas W. Brooks: The purpose of this session is to discuss the implications of the new capital guidelines for non-
operating insurance holding companies. OSFI (the Office of the Superintendent of Financial Institutions) has produced just 
fairly recently a set of guidelines that would apply to non-operating holding companies which really means that the application 
of these is pretty limited in terms of who it currently affects, really being just two or three companies. Bernard is going to give an 
overview of the new guidelines that OSFI has published, and then I am going to give an industry reaction perspective. Slightly 
handicapped from the point of view that it’s quite an active issue, the industry reaction is currently being developed and so 
I’ll probably not say quite as much as I otherwise might have, but hopefully get across the flavour of the industry response on 
some of the issues. Originally we had also intended to have a couple of additional participants to this session. Tom McKinnon 
was originally going to chair this session and also give an analysts’ perspective, a market perspective on the changes, what they 
would mean in terms of the companies. Unfortunately he was unable to be here. However, we will try to provide an overview 
of what the proposed changes are, and also sort of how the industry feels about them, and where they take us in terms of taking 
us toward a more competitive situation and also what some of the limitations are.

Given the relatively low attendance, I think we can certainly encourage interaction during, as well as after the presentations, 
so are you comfortable with that Bernard? If so certainly if there are questions as we go along don’t hesitate to ask rather than 
waiting till the end. I think we can be a little less formal in this sort of a setting. So with that I’ll turn it to Bernard to provide 
an overview of OSFI’s proposal.

Panellist Bernard Dupont: Thank you Doug. This discussion paper called the Holding Company Capital Requirements, Capital 
Regime for Insurance Companies that was published May 28, is the result of a couple of years of discussion in between OSFI 
and the industry. It mainly started in 1998 when the MacKay Task Force said you should probably do something for holding 
companies. In 1999 we published a White Paper, but there wasn’t a lot of interest at the time. It was mainly geared toward the 
banks, holding companies, and the banks didn’t really want to set up holding companies at the time. So the whole thing went 
dead a little bit for a couple of years, and then with the interest in the last few years for more acquisition on the life side, we 
published that paper.
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The main goal of that paper is to establish capital rules for holding companies based on group risk profile, and one of the goals 
is to have those capital requirements to be risk sensitive. We want this also to provide an overall indication of the strength of 
the group, and we also want those capital rules to protect against capital arbitrage or any double gearing of the capital.

Other considerations that we considered when we developed it is that the holding company should be a source of strength, 
not a source of weakness for the group. If there is too much leverage in the group then it could endanger the group rather than 
being a source of strength. We also want to help institutions compete in other markets. Here the word ‘help’ might be a little 
bit strong, I guess we don’t want to stop companies from being competitive in other markets, but I’m not sure we necessarily 
want to help directly, but anyway.

This new capital regime will apply to an adjusted MCCSR (Minimum Continuing Capital and Surplus Requirements) to a 
modified consolidated entity, and basically we would use the same rules as for the MCCSR where you would include all subs 
except the non-life regulated ones, and the only difference here is that we would also exclude significant, life foreign subs. The 
investment for those significant life foreign subs would be deducted from the capital. The goodwill would be deducted from 
Tier One and the rest of the investment would be deducted from total capital. Yes?

UM: Does it matter where in the company structure, the significant life foreign sub is? Doesn’t it have to be right underneath 
the holding company?

Panellist Dupont: No, we didn’t specify yet.

UM: Okay, so anywhere in the structure under the holding company.

Panellist Dupont: Yes. The reason why we don’t want to allow goodwill, under Tier One, is that in stress situations this is a fairly 
soft asset, so we believe it might be better to subtract it from Tier One.

Once you have done that, then you would take credit for any capital in your significant sub that would be above a level at which 
the foreign regulator would expect you to operate at. This would bring a similar treatment as if we were doing full consultation. 
Then the amount of excess you would add back would be subject to a 15% C-1 Asset Default Factor.

There were other options that were considered by OSFI. The first one that was suggested to us was to use the CAR, Capital 
Adequacy Requirement for the banks. Since we wanted the test to be sensitive to risk we said, “Well, we would probably need 
to add a couple of components to take into account insurance risk”. But then if you have a CAR which is basically a C-1 risk, 
and if you had a C-2, and C-3 and C-4 then you’re back to something we know very well. So we thought that using CAR wasn’t 
that useful after all. The other one we considered was full consolidation. We said, well we have MCCSR, why don’t we fully 
consolidate all the companies under the holding company. The problem is that you have lots of the business that would be in 
other jurisdictions, and then the MCCSR was developed for Canadian risk, and in applying a Canadian test to a holding company 
that would have maybe more than half of its business in the US, wouldn’t necessarily make sense. Then we also looked at the 
aggregation of all the capital required in different jurisdictions, but it proved to be fairly complicated. And also we had concern 
about the consistency in actuarial and accounting requirements in different jurisdictions. The last one that we considered was 
modelling. We approached the companies and we asked if they were ready to have those economic capital models in place fairly 
soon and the answer was No, we’re not ready yet. We are working toward having this in place in a couple of years but it’s not 
ready so we had to put something else in place. So this is basically what we came up with.

Also, companies will be expected to establish their own capital targets, and to do this the selection would need to be supported. 
It will need to have the internal control and be able to prove to us why this should be operating at that level. If they can’t do 
that then we’re just going to use industry-wide targets. Also they will have to provide OSFI with a best effort MCCSR for the 
consolidated entity.

UM: Well, what is that?

Panellist Dupont: Well, it’s basically a fully consolidated MCCSR, but it’s a best effort one.
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UM: Do we have to do that as well as the model for the MCCSR for the holding companies?

Panellist Dupont: Yes.

UM: This is helping the industry too.

UM: I’m sorry, I missed that in the discussion paper. I didn’t see that anywhere.

Panellist Dupont: You didn’t see that. Okay. No, that’s a requirement. Mainly it’s to help our Supervisors. They know the MCCSR. 
Even though we are saying; well it doesn’t necessarily apply to all the US risk etc, etc, it’s still a measure that we know fairly 
well. So, that would be an indicator for us as to the strength of the group.

UM: And aren’t you getting that now from life.

Panellist Dupont: Well, we wouldn’t for the holding companies.

UM: But you are now for Manulife Financial.

Panellist Dupont: Yes, yes.

UM: And, for Sun Life (inaudible). You were getting that consolidated into the MCCSR for the whole consolidated group now 
so, you want to keep getting that.

Panellist Dupont: Yes. It would be a best effort right now.

UM: I thought the idea to modify MCCSR was to replace the consolidation of MCCSR.

Panellist Dupont: Well that’s the one that would replace it as the tool that we would use to regulate them, but still we want an 
extra filing tool.

UM: That’s not good news.

…(laughter)…

Panellist Dupont: Well, this is only a proposal so if you have any comments you are more than welcome to.

UM: Well Yes. That was in the proposal. I read it, and I don’t remember seeing anything in there that we wanted a regular MCCSR 
as well as this one. I thought this was what was now the...

Moderator Brooks: It does say in the – I don’t know. There’s a copy out there.

Panellist Dupont: Provide OSFI with a summary level estimate of capital available and capital required under MCCSR for the 
consolidated entity. No minimum requirement will apply for this calculation. Those requirements are, I’m sorry; did you have 
any other comments, no?

UM: You snuck it in. I missed that.

Panellist Dupont: …(laughter)… Those requirements are fairly similar to the ones under the new Basel Accord. For bank holding 
companies we will apply consolidated rules, and we will also allow institutions that have robust internal systems to set their own 
targets, so it’s similar to what we are proposing here. And the Basel Accord will give credit for excess capital in unconsolidated 
subs, and the goodwill will be deducted from Tier One also.

The paper was written under a form of proposals, and the first one is the definition of capital. Well it’s the same definition as 
now under the MCCSR for operating companies, except that senior debt with terms greater than five years would be admitted 
as capital. Then we expect to use two leverage ratios to regulate the holding companies and they would apply to the unmodified 
consolidated entity. The first one is debt plus preferred shares plus aggregate instruments divided by total capital, and that has to 
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be smaller than 35%. In the definition of total capital here we would include all that, and is the same thing for a debt from top 
in the numerator. It’s a short and long term debt. Then the other ratio would be debt over total capital – that has to be smaller 
than 10%. Here the definition of debt is debt that is not recognized as capital, so it would basically be short-term debt.

To be considered a significant life foreign sub you need to be subject to a risk base capital rule in the foreign jurisdiction where 
you are operating, and those rules are to be similar to the one that we have in Canada. The investment in the sub needs to be 
material, and the definition of material here is 15% of common equity, or 20% of three years’ average revenues. So the revenue 
of the sub has to be greater than 20% of your revenue of the group.

Also the sub needs to be separately managed. And once you’re meeting those criteria’s then any excess capital would be deter-
mined on a country-by-country basis. As an example in the US we would use 250% of the company action level that is used 
in the RBC. What we’re trying to achieve here is we want to use only the capital that would be available for a Canadian parent 
company if something goes wrong, and we are not sure that the US regulator would let go any capital under that 250% level.

The way we would determine how much capital you could add back is you would use your excess capital under the RBC, divided 
by your total capital, and that percentage you would apply to your assets backing your capital in the sub but transferring to 
Canadian GAAP. So you take your assets supporting your capital in the sub and you transfer it under C-GAAP then you apply 
only the percentage that is considered excess.

We also want to avoid arbitrage between the different companies in the group. We don’t want; just an example - companies in 
Canada transferring maybe seg fund business to their US counterpart if the seg fund requirements are lower in the States and 
the US Company transferring business to the Canadian company, any other business that could be reinsured just to arbitrage 
the capital rules.

In terms of stress testing we won’t be requiring a full, consolidated DCAT to the holding company. We will be asking for a DCAT 
for the consolidated companies and for the significant sub, any acceptable stress testing produced for the foreign regulator as 
long as it’s also similar to what we would be requiring here in Canada.

In terms of disclosure, we will be posting on our website the component of the capital available and capital required. We’ll also 
post the Tier One and total capital ratios. On top of that, we will strongly encourage companies to disclose more if they can. 
The reason for that is of course market discipline for the holding companies.

Like I said, this is only a discussion paper. You’re more than welcome to provide comments. The deadline for comments is 
June 30 and the discussion paper for those of you who didn’t see it yet, it’s on our website. If you just go to the address I’m 
providing here and there’s a section called Recent Postings or something like that, you’ll find it there. That’s all I had, so up to 
you Doug. Thank you.

Moderator Brooks: Thanks Bernard.

UM: I have a question, Bernard. I followed what you said about DCAT, you’re still going to require DCAT for?

Panellist Dupont: For the consolidated companies?

UM: Like now.

Panellist Dupont: Yes. And for the ones that are not consolidated like the significant sub then we would be asking for a stress 
test for that company.

UM: Is there any jurisdiction that has stress testing and be considered similar to DCAT?

Panellist Dupont: Well that’s a good question. That’s something our actuarial division will need to have a look at, or it might be 
something also the companies are doing, even if the regulator is not asking for something; we expect companies would probably 
have some internal stress testing process in place that they will be able to share with us.
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UM: Because I wasn’t aware of any jurisdiction that’s doing something that similar.

Moderator Brooks: I think that’s one of the things I’ll comment on a little bit is a clearer definition around that and what’s 
required or expected there.

Okay, I’m going to, as I said, I’ll give a little bit of the background from an industry perspective, and also sort of an overview 
of the industry comments on the proposals as it stands at this stage, and a couple of the elements of that have already been 
touched on in the discussion here. As I also said, because this is an active discussion the response is being formulated and the 
dialogue between the companies with OSFI. I’ll probably be, as I said, a little bit more careful, reticent than I otherwise might 
have been in sort of giving full opinions.

To start with I want to talk about what the industry has been trying to achieve through looking at changes to the holding com-
panies, and it’s really about trying to ensure a level playing field with our competitors, particularly international insurance com-
panies that we’re directly competing with. One additional piece of background is that the rules that apply to the demutualized 
life companies were different than I think applies anywhere else in the world, in the sense that the demutualized life companies 
are able to have holding companies, but those are insurance companies, they’re not non-life company holding companies. As 
a result those holding companies are subject to all the requirements of the Insurance Companies Act, consolidated MCCSR, 
DCAT and so on. And that is a different situation than applies to holding companies, and I think any other jurisdiction for 
insurance companies. And again, we are directly competing with companies in other situations that do not have consolidated 
capital requirements at a holding company level. That includes non-operating life companies. Also the amount of leverage and 
so on is restricted as a result at the holding company level. So I think it’s important to recognize that the rules are different than 
exist elsewhere, and so you know, our goal as indicated, was to move toward a more level playing field, and allow Canadian 
insurance companies, particularly those that have the restrictions on the holding company to be more competitive in the inter-
national environment. And as Bernard mentioned, one of OSFI’s stated goals was to help insurance companies in that regard, 
so we’re looking forward to developing holding company rules for non-operating life companies that achieve that result. We 
also felt that there should be clear disclosure of the level nature of the playing field. Right now there are different structures 
that are allowed for different companies. The requirements aren’t always clear as to exactly what some companies are allowed 
to do, and what others are allowed to do.

I think I’ve touched on most of the elements that are listed on this slide. Again, as Bernard mentioned, these discussions have 
been going on for quite some time. As of last September, OSFI indicated a move toward a less structured regime for non-in-
surance companies, holding companies. Another goal of the industry is to have appropriate capital requirements. MCCSR is a 
formula that was developed in a Canadian context, and while everyone would recognize that MCCSR has some strengths and 
some weaknesses, it is sort of broadly appropriate for Canadian operating life companies. However, MCCSR does not reflect 
products in some foreign jurisdictions, particularly some risks in foreign jurisdictions. And so again, companies were looking 
for more appropriate capital requirements where those exist from a regulatory point of view. So where there are well defined 
local capital requirements, the companies would like to see those requirements in place rather than the MCCSR, which may not 
fit the particular jurisdiction. Also of course, the companies would like to see no requirements for unregulated companies, and 
also no consolidated requirement at the holding company level, but rather appropriate requirements at the operating company 
level. And then the market discipline should look after the effective requirements at the holding company level through appro-
priate leverage restrictions and so on that would be effectively applied by the market, and by the rating level that the company 
chose. So the market discipline and the rating agencies and so on would provide effective restrictions at the holding company 
level. Again capital flexibility – appropriate leverage is an important part of what the industry is looking for in the cost of capital 
- the average cost of capital can be significantly affected, is significantly affected, by the restrictions that are currently in place. 
I said it could be around 2%, and it depends how far you go in terms of liberalizing the system, but given the restrictions that 
apply currently with life, regulated life holding companies, the effect of cost of capital is higher than it would be if you could 
introduce more leverage appropriately into the overall structure.

The second point there gets at one of the points in the OSFI proposal that I’ll talk about a bit more later - the goodwill deduc-
tion from Tier One, which we don’t think is appropriate. Another objective is to avoid duplicate regulatory oversight and the 
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cost that’s associated with that. We don’t believe that for non-life companies that there should be life company, life regulatory 
oversight. Again that creates additional cost and also sometimes competing regulations or requirements, and again results in 
higher cost of capital, particularly in the current structures. We also feel that holding companies should be governed through the 
CBCA – Canadian Business Corporations Act – rather than the Insurance Companies Act. Market disclosure and requirements 
around CBCA holding companies, which are well developed, should provide the appropriate market discipline to ensure that 
there are appropriate restrictions at that level. We obviously think it’s quite appropriate that operating Canadian life companies 
are governed by the ICA. Yes?

UM: Are insurance holding companies like not the inactive life companies, but true insurance holding companies under 
CBCA?

Moderator Brooks: No. Insurance, for the demutualized companies, the insurance; the holding companies are ICA holding 
companies, not…

UM: But if you...

Moderator Brooks: And we don’t have any option to create a non

UM: (inaudible) reinsurance (inaudible).

Moderator Brooks: No. Neil.

UM: Well there is a provision for IHCs – insurance holding companies – but those are also governed by the Insurance Companies 
Act. There was some dialogue between the industry and OSFI a couple years ago about relaxed regulatory requirements, and 
the company was to adopt these IHC’s (insurance holding companies) but the amount of additional flexibility is so slight that 
it didn’t make sense for them to adopt them. But they’re not CBCAs.

Moderator Brooks: No. So there’s no effective alternative at this point. So just in terms of, this is a very simple sort of structure, 
but in the current environment there’s a life holding company which again is an ICA holding company. It’s OSFI regulated and 
has a consolidated MCCSR requirement then the Canadian life company that is held by the holding company again, OSFI regu-
lated with a full MCCSR requirement, and then obviously lots of different structures are possible, but Life US or other foreign 
life companies under that then have double regulation. They’re OSFI – they fall under OSFI jurisdiction, they also fall under 
the local jurisdiction, have both MCCSR requirements through the consolidation with the Canadian life company and any ICA 
or again, whatever other foreign requirements apply. If there are non-life companies, those again are also subject to some OSFI 
regulation. It may be too strong a word there but certainly oversight applies to those companies. So the desire would be to 
move to a structure that has a holding company at the top – I really shouldn’t say life holding company – a holding company at 
the top which has some OSFI oversight, but no consolidated MCCSR requirement. This again would be the industry preferred 
structure. And then under that, and again the form obviously can vary tremendously, but to the extent there are Canadian life 
companies, again an OSFI regulation, MCCSR requirements are perfectly appropriate. In those situations, however, for a US or 
other foreign life company that is in a well regulated jurisdiction, the feeling would be that those requirements should apply in 
those jurisdictions, and for non-life companies that there should be no OSFI regulations and no oversight at the operating com-
pany level. That then would allow more in addition to less actual oversight and the associated cost of that. Also it would allow 
leverage to be introduced into the whole structure where it’s appropriate, so non-life companies may have effectively lower ratings 
requirements and allow higher leverage which would reduce significantly the overall cost of capital for the whole organization. 
Similarly, having the local requirements apply could result in lower capital requirements in total for the organization, although, I 
certainly agree with the point Bernard made that a company shouldn’t inappropriately arbitrage regulatory capital requirements 
by moving business to, let’s say a jurisdiction where the capital requirements for a particular risk are sort of obviously too light 
and give a result where you really don’t have sufficient capital in the organization - that would clearly be inappropriate, although 
I think there are also appropriate places where risk can be moved around. But assuming that a jurisdiction has appropriate capital 
requirements for the risk, the risks that are involved in those businesses I think it’s appropriate that those capital requirements 
should apply, and that there shouldn’t be a double level of requirement or a greater of requirement. Yes, Rob?
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UM: (Inaudible) you didn’t say anything about CBCA as a (inaudible).

Moderator Brooks: That, Yes, our view that that should be a CBCA holding company at the top level.

UM: And then when you say some OSFI oversight, and CBCA oversight, what would be the OSFI oversight at that level?

Moderator Brooks: I think OSFI does have sort of the concept of the lead regulator for financial institutions, I think is an ap-
propriate concept, but not the same sort of oversight that would apply in an operating company context.

UM: I see. So it could be that you could see it, envision where it could be both CBCA oversight and OSFI?

Moderator Brooks: Yes and the CBCA companies aren’t regulated companies, so there wouldn’t be a duplication in that sense. I 
do think it is appropriate that there be some regulatory oversight of international financial institutions, and the logical candidate 
to do that is the lead regulator in the jurisdiction where the company exists.

UM: I got it. Thank you.

Moderator Brooks: That’s my opinion, some people may disagree with that, but I don’t think that’s inappropriate. Yes.

UM: Just for fun – if this were a US based presentation, would a US company which had a Canadian sub, is this a sub that 
(inaudible) – are you aware whether this is a sub that (inaudible)?

Moderator Brooks: Yes, US or other foreign companies that have Canadian life companies can have non-regulated holding 
companies holding those, Yes, and in other jurisdictions, again there would be non-regulated holding companies. But yes, cur-
rently foreign companies in Canada can have non-regulated holding companies for life companies.

Bernard has outlined the OSFI proposal, and while there are no specific minimum capital requirements, in other words there 
is no number in the document, we think that they are implicit, and in fact we think additional regulatory restrictions would be 
imposed because of some of the requirements, so I’ll go through a few of the elements in terms of the industry reaction, and I 
think this summarizes some of the key ones, and I’ll talk more about some of these.

With generally, again, disappointment with how far or not OSFI has been prepared to move with respect to capital requirement, 
and in fact as was pointed out earlier in the discussion, there’s actually now both an adjusted MCCSR and a current MCCSR 
required at the holding company level, so there’s actually an additional requirement. But I won’t say that I don’t disagree, but, so 
we think that’s, you know, not sort of adding value particularly given that these things then are potentially subject to disclosure, 
and the disclosure issue I think is an important one because our feeling is that while there may be no numbers specified in the 
document, once those things are disclosed and compared to other companies, both that are in this regime and others, there 
will be effectively requirements, whether they’re appropriate or not. So we think that a combination of the requirements and 
disclosure around those actually provides more restriction than even currently exists in some respects.

I’ll talk a little bit about the definition of the Significant Life Foreign Subsidiaries – SLFS – nothing to do with Sun Life Financial, 
but again a few issues around how those are defined and the restrictiveness of those, as well as the level of capital before there’s 
deemed to be an excess as Bernard discussed. The goodwill deduction from Tier One is a significant issue. Restrictions around 
that, again, we think are unnecessary and/or duplicative of other restrictions. There’s a point; did you refer to that? Oh yes, you 
did, the approval of inter-company transactions, OSFI’s purpose is to avoid arbitrage. The Tier One, Tier Two differentiation at 
the holding company level we, again, believe is unnecessary and duplicative with other restrictions that would exist, and then 
just in general terms we don’t think this has moved far enough in terms of achieving a level playing field with other insurance 
companies who we’re competing with.

We’ve talked a little bit about this already, the fact that there’s an adjusted MCCSR required, as well as the sort of best efforts cur-
rent MCCSR that Bernard referred to. Combined with the disclosure around this issue, we think it implicitly creates a minimum 
that companies are going to be required to live with, and will result in inappropriate comparisons to other companies in the 
industry. So we’re quite concerned about the structure that’s proposed here and not debating the fact that companies should have 
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appropriate capital measures and requirements at the holding company level, but we think those are going to tend to be unique 
to the companies involved, need to be developed in that context and shouldn’t be duplicative and add more requirements.

The question of capital composition and leverage - the issue of goodwill being deducted from Tier One. That effectively means 
that acquisitions in other jurisdictions, for example, US acquisitions by Canadian life companies would have a very high cost 
associated with them. So we’re quite concerned about that. We don’t think that makes any sense in that there should be ap-
propriate leverage allowed for acquisitions. We think it’s perfectly appropriate from a capital point of view, and also again puts 
Canadian companies that are trying to make US acquisitions at a significant competitive disadvantage if we’re effectively required 
to fund US or other foreign acquisitions through Tier One capital. So that’s quite a significant issue for the industry, particularly 
in light of the fact that looking forward, you know, foreign acquisitions are where acquisitions are going to happen, major ac-
quisitions are going to happen. So we think this is a very significant issue. We also, as I alluded to, don’t think that tiering of 
capital is necessary at the holding company level and that there are duplicate leverage tests in OSFI’s proposal that really need 
to be ironed out. There are probably some elements that could be taken, but some of the parts result in duplicate requirements 
that we think add unnecessary constraints in addition to the fact, as I said earlier, that the market already provides a lot of 
market discipline at the holding company level because of all the disclosure requirements around capital and debt and so on. 
And again the result of all this we think implicitly requires holding companies to operate at a certain rating level equivalent to 
an A or better sort of rating, which may be where companies would chose to operate, but we don’t believe that it’s necessary 
for OSFI to specify effectively what the holding companies rating should be, and that should be determined by the company as 
it wants to position itself in the market, and the market will determine the appropriateness of that. And there certainly will be 
elements of a company’s overall structure that don’t require that sort of level of rating. Neil?

UM: With respect to the leverage test – maybe I’m mistaken or thinking the wrong thing, but is there not already some form of 
leverage test in the ICA – some 20% limit? How does that interact?

Moderator Brooks: Yes.

UM: How does that work and how does that interact with these new proposed leverage tests?

Moderator Brooks: Do you want to answer that, Bernard in terms of how it interacts?

Panellist Dupont: It would be on top of the, but when we developed the…

UM: So what is the 20% rule? Because I’m looking at the one that says, you know, debt to total capital has to be less than ten 
percent. There is already a rule that says it has to be less than 20%. I’m not sure how that rule works, but if it’s along those lines 
then the new rules in fact are more constraining.

Panellist Dupont: I’m not really sure I understand correctly the 20% rule anyway because I’m new in the life industry.

Moderator Brooks: I think the 20% applies not just to Tier Two debt, but to other forms. So we think, I mean we believe cer-
tainly one of the points that we’ve been making is that the ten percent test is too restrictive and unnecessary, and also not well 
defined and that it just says debt which we believe at a minimum it should say financial debt as opposed to operating debt. So 
there are life company operations, MTNs, that sort of thing that are, or it could be deemed to be debt, and those clearly should 
be excluded from this test. And that’s also not clear in the test.

We talked about significant life foreign subs and the definition of those. As Bernard said there are two tests – an equity test 
or a revenue test. We think in this there may be just, some of this may be wording that can be cleaned up. The way the test 
is worded, it would be each subsidiary that would be measured on this basis, which would sort of prohibit a company hav-
ing several subs in a particular jurisdiction that may in aggregate be significant, but may individually not be. Again, that may 
be just an unintended wording consequence in the proposal that OSFI’s put forward. Revenue may not be the best measure. 
Revenue is not necessarily the best measure for measuring the significance of an operation in a life company context. Also, it’s 
really only the US that talks about significant life foreign subs, but certainly in discussions with OSFI what is meant by that is 
US. We believe there are other jurisdictions where there are appropriate capital requirements, actuarial accounting standards 
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and so on, where that could potentially apply as well, not just the US. Also the level we think is too high, the 250% of RBC we 
think would more appropriately be, perhaps 200% would be a perfectly adequate level of capital in an RBC context, and that 
it should be the excess of that, rather than above 250%. So we have some concerns around the definition, although as I said 
some of that may just be unintended wording, but certainly our concern is around the fact that it’s restricted just to the US and 
the level on which it’s based.

The approval of inter-company transactions; we understand OSFI’s broad objective of not wanting inappropriate arbitrage, but 
this is something that doesn’t exist at this point –advanced approval of inter-company transactions. So again we have some 
concern around that. And then, again, just to repeat the level playing field issue, which really is the overall objective that we’re 
trying to achieve, we don’t think this particular proposal achieves it or really moves us very far in that direction, although 
they’re certainly - I’ve obviously focused here on sort of the negative elements - there are elements that we do appreciate, but 
we certainly do not think this takes us far enough along in the direction of a level playing field.

I want to just touch on a couple of other implications in addition to specific comments on the proposal itself. As I said, there 
have been some movements which do provide opportunities for lowering the cost of capital to some extent, again not as far as 
we would like, but that does help with the competitive situation even if it doesn’t resolve it. There will be a need to integrate 
other capital regimes, and I guess different companies have different ways of doing this currently, but to the extent that say an 
NAIC requirement for a US company now becomes materially more important to a Canadian company, and probably means both 
more attention will have to be paid to it, and also thought given as to exactly how that should be integrated into a company’s 
overall capital management structure, and performance measurement structure and so on. I think it also does generate a need 
for internal capital measures to provide an overall consistent risk-related view. So economic capital measures at the holding 
company level, I think become more necessary to ensure that companies understand the risk, and are managing them appropri-
ately on a consistent basis across the organization rather than just adding it up, MCCSR for one, NAIC for another, and so on. 
So I think it’s important that companies develop these, also as Bernard indicated, OSFI did sort of look at the state of readiness, 
I guess you would say, of companies to use internal measures as an alternative, and decided that companies weren’t there yet, 
which I would agree with generally, so I do think it’s important that we move in that direction. And I think that probably has 
some implications for actuaries. There are a couple of things that aren’t entirely clear in terms of what is required. What, will 
be required at the holding company level. Would there be any kind of appointed actuary report at the holding company level if 
it’s a non-life company? If not, what implications does that have for the appointed actuary concept and the actuarial profession 
in the sense that are actuaries effectively at risk of sort of having the scope limited.

DCAT again, the way I read the proposal, there is no requirement for any specific form of stress testing at the holding company 
level. There are pieces required for each of the life operating companies, and those could, and again the definition isn’t clear 
yet as to the equivalent to DCAT for say a US company. Does that exist isn’t clear, but the proposal allows that to substitute 
for DCAT. What that means, I mean you can’t do stress testing by pieces and add them up and get any meaningful result, you 
have to do a consolidated stress testing. If there isn’t a specific actuarial requirement for that, at the holding company level, 
again there is a risk that it could diminish the role of actuaries in this new context, and I think it would be quite important for 
the actuarial profession to take a lead in developing appropriate stress testing at a holding company level, whether there is an 
explicit requirement for an actuary to perform that or not. Otherwise the actuarial profession I think, could be at risk of again 
having its scope limited. So I think this is quite an important thing for the actuarial profession to take a lead in to develop 
broad appropriate stress testing requirements and economic capital requirements at a holding company level. So that sort of 
concludes what - put a Sun Life advertisement up here - concludes what I wanted to say. Again, this is an active sort of matter 
of discussion with OSFI. There’s still some discussion around exactly what the words mean and so on, so we may have more to 
say, and more specific sorts of illustrations to give at a later date, once the rules are clarified and so on. But that is sort of where 
things stand at this point. So, with that I’ll open it to any discussion/comments there might be.

UM: I have a question for Bernard. I guess I also wondered about the 250% implied to the action level, not the action level, I 
mean the US RBC. We’re sometimes not that familiar with how the regulatory environment differs in the US. But I was wondering 
if that particular level is really where the regulator starts to take action. I would have thought from the name that the company 
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action level would imply that level of 100% would be the level that they start taking action. So that would be the appropriate 
measure.

Panellist Dupont: The RBC, the way they operate is sometimes fairly complicated to understand, I’m not sure even the regulators 
over there all apply the same rules. But it is our understanding that if you have the 100%, and you have the company action 
level which is 200 or 250% of the RBC level, and then what we’re asking is something above that, we realize that nobody would 
be allowed to operate at 255% let’s say above the RBC, at 5% on top of the 250 in the US. So they used this as a measure where 
in the law they can trigger action, but they put lots of pressure at much higher levels than that, and you can see no companies 
operate over there under 250%. Most of the people will operate at 400 or 500%. So this is a level at which we believe that the 
regulator would be at ease at letting capital go to the parent company. Just to finish, it’s not a level that was given to us, this is 
the amount that we are using - this is an amount that we believe is being used.

UM: And then, I wasn’t quite sure why you have to go into the assets backing surplus and take some ratio. But, why can’t you 
just take your total RBC capital, subtract the 250% of the company action level, and come up with the difference and use that 
number as just the add in, or add back in the modified MCCSR. Why do you have to get into this?

Moderator Brooks: I think it amounts to the same thing.

UM: I don’t follow the necessity for this conversion back to assets backing the capital.

Panellist Dupont: It’s to put it under Canadian GAAP.

Moderator Brooks: I don’t; I think it amounts to the same thing. It’s just taking the Canadian GAAP value of the proportion of 
the asset which is equivalent to the amount over 250% or whatever.

UM: So it’s the same proportion but applied to the value of the Canadian GAAP of the assets rather than (inaudible).

Moderator Brooks: Yes.

UM: So it’s not just a fixed dollar amount compared to Canadian dollars.

Moderator Brooks: No.

UM: It’s a little like the (inaudible) process where you say here’s what assets you need and what proportion of your assets do 
you need when you take that proportion. But you apply it to whatever value you’re giving to the assets.

Moderator Brooks: Yes, I don’t think there’s any difference from the way you described it other than just the method that it is 
calculated. But it effectively gives the Canadian GAAP value of that excess. Just on your other point, on the 250%, again we 
would feel that 250% is too high. There are some companies operating below 250% – AIG for example has operating companies 
that are operating below 250, so we are certainly making that point that 250 is too high.

UM: The other side of that, Doug, is our experience in insolvencies has been getting money out of the US. And it’s very, very 
good if things start going south it’s going to (inaudible).

UM: I guess some of the stress testing, I guess it’s still not clear whether or not there are jurisdictions where the stress testing 
that’s done in that jurisdiction is incomparable to DCAT. I mean there’s asset adequacy testing in the US which they have their 
scenarios they have to test. Would that be considered reasonably similar or not?

Panellist Dupont: Well we didn’t really explore that, we just wanted to give the general direction that we won’t be asking for 
DCAT, consolidated DCAT at the holding company level, and if anything, if they can prove to us that there’s something done in 
foreign jurisdictions that we, would be acceptable for us then, we are ready to accept it.

Moderator Brooks: The way it is right now, the burden of proof is on the company to demonstrate that. It isn’t clearly spelled 



Implications of New Capital Guidelines for Non-operating Insurance Holding Companies (F2) 11

Proceedings of the Canadian Institute of Actuaries, Vol. XXXV, No. 2, June 2004

out in the OSFI proposal, so is that fair? So at this point the burden of proof is on the company to demonstrate that there’s an 
appropriate test, stress testing in place.

UM: What; now that there’s two MCCSR’s in this case, what are the auditing requirements related to those MCCSRs?

Moderator Brooks: That’s a good question. I have to admit I hadn’t thought about that one.

UM: Is it only one that’s going to be disclosed by OSFI, or is it both that will be disclosed?

Panellist Dupont: Yes. Only one would be disclosed.

UM: Modified?

Panellist Dupont: Yes.

Moderator Brooks: The other one is; Bernard used the term - best efforts basis, so I think clearly that couldn’t be subject to 
audit, but that’s a question I hadn’t thought of myself, so it’s a good point.

UM: Just thinking of all the added cost, I mean it would be nice to be able to get away from some of the cost of doing some 
of the work that’s deemed not really necessary. If you have to do a full MCCSR - I don’t think OSFI ever realizes how much it 
costs in real dollars for people to actually do the calculation and the systems costs to get the information to do a full MCCSR on 
business that’s outside of Canada. And so when I first saw this I thought okay, with the modified MCCSR at least you can get 
away with doing all these detailed calculations with MCCSR for the foreign business if it qualifies. And that’s why I was really 
disappointed to hear that there’s still the regular requirement as well. Because there’s so much cost associated with pulling all of 
that together and it also has to be audited. If it still had to be audited that would be another cost that I don’t think is getting the 
company value. If you have a US operation, you’re managing that on RBC and the Canadian operations you’re managing that 
at MCCSR you’re not getting any management value of trying to pull it all together to come up with the total number because 
the only one that cares about that is OSFI. You’re not managing to it at all.

Panellist Dupont: But I think the cost to arrive at the best efforts MCCSR should be much lower.

Moderator Brooks: Well, not really. I agree with Gord on that one. I think it’s tough to do anything that could be called a best 
efforts MCCSR that wouldn’t involve a lot of the data collection and compilation that Gord talked about.

UM: You know (inaudible) going on now, the companies that have the foreign subs under the operating life companies in 
Canada. So you’re probably right, it seems to me this might be a transitional sort of thing because you’re right, there’s an awful 
lot of effort involved, but if you move towards that structure you’re got the foreign companies hanging off (inaudible) holding 
up directly instead of (inaudible) people would be more (inaudible) anyway (inaudible).

Moderator Brooks: Well, I certainly hope that sort of disappears after a couple of years but there is a fairly significant cost I 
think.

UM: (Inaudible).

UM: I am an interested observer in this whole scene, and I see somebody that’s been wearing braces and then wants to move 
to a belt, and that they don’t know if the belt’s going to hold the pants up so they want to have both – the belt and the braces. 
…(laughter)… And then maybe they’d figure out the belt really does the job, and so they get rid of braces. So maybe it’ll be the 
existing MCCSR will be dropped in time.

Panellist Dupont: There’s chances we’ll have, definitely.

Moderator Brooks: But the cost in the interim is...

UM: (inaudible) …(laughter)… (inaudible) regulator thing that has a under its belt.
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UM: (inaudible) as Mike was saying, it’s kind of already built in. You’re already doing this full MCCSR (inaudible).

UM: But when you do acquisitions that haven’t had the MCCSR (inaudible).

Moderator Brooks: Yes, I mean if you look at just for example the Manulife acquisition of Hancock. Hancock wasn’t doing that. 
To have to do it, even on a best efforts basis, that cost isn’t going to be insignificant. I shouldn’t speak for Manulife but I think 
that’s a pretty fair statement.

UM: (inaudible) that should be good news.

…(laughter)…

Moderator Brooks: Yes but if we want to do something some day then. Jim?

UM: I’m wondering Bernard, how much discussion is there in the discussion papers - how much flexibility is there in the discus-
sion say if we’re supposing, just supposing, that you get a response back from the industry that is very critical?

Moderator Brooks: There’s a slim chance.

…(laughter)…

Panellist Dupont: We don’t expect that though.

…(laughter)…

UM: I mean will OSFI’s views be altered? I mean will there be another discussion paper or will at the end of July there will be 
a, you know, something posted on the OSFI’s website saying this is the final rule?

Panellist Dupont: I don’t think we have taken any position on that yet. I mean we’re just waiting to see what will be the reac-
tion from the industry, different stakeholders, and then we’ll see what needs to be done. If reactions are very negative then you 
know, we might have to publish another discussion paper and…

UM: Was your standard designed mostly internally or did you already have input?

Panellist Dupont: We had some input from the industry already.

UM: So after all that input you still believe the risk so, it sounds to like the input has already occurred yet you still stick to your 
guns, so the likelihood that you’re going to change that (inaudible).

UM: I would severely doubt that there’s been significant input on some of these particular things. I would be very surprised.

Moderator Brooks: There’s been broad input.

UM: (inaudible) industry said they should have a regular MCCSR and the modified MCCSR. I think that’s probably quite a 
surprise to the industry.

Moderator Brooks: Yes.

Panellist Dupont: I think the input was more, don’t stop us from competing you know, in the states and other holding companies 
under regulated, so we sort of said; well okay then, we need to come up with something that will give them some flexibility. 
We can’t apply fully consolidated MCCSR of the holding company level, and that was our proposal, but seeing the industry 
thinks it’s not enough but.

Moderator Brooks: John, you had a…
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UM: Yes, is OSFI looking at the Bank Act as well to see if there are some consistencies there? For example when a bank owns 
an insurance organisation, the investment in insurance subsidiaries there is a full deduction off the capital with nothing added 
back for any excess capital in those organizations. If that’s going to apply to insurance holding companies to only look at you 
know, to allow an add back with the excess over 250% (inaudible) RBC, would that apply in the banking system as a rule?

Panellist Dupont: Yes, we had a look at the new Basel Accord. I mean the people who would have loved that holding company 
paper are people who have banking background and they know what is coming, and we already mentioned in that paper that if 
what’s in here is not consistent with what is being done for banks over time then we’ll have to modify our banking approach.

Moderator Brooks: Yes, one of the statements that will be made in the industry response is that we’re not comfortable, again, 
particularly from a current Canadian company perspective, we’re not comfortable with having rules that will apply to banks, 
but do not apply to any other foreign insurance company, and have them imposed on Canadian insurance organizations. If that 
becomes an international standard, that’s a different sort of question but, so OSFI is taking a sort of leading look at Basel and 
applying that to insurance holding companies which we don’t think is appropriate.

UM: I want to come back to your point Doug about the disclosure and the MCCSR. Take that the mere fact that OSFI still is 
requesting a consolidated MCCSR means that, even if they don’t disclose it, you know things like rating agencies are aware that 
this is a requirement. They will be asking for that, and applying it. Even though you don’t require a particular target level related 
to that number, or particularly management related to that number, that won’t be the case in the rating agencies. I think that 
we want to try and get both the regulator and the rating agencies on-side with looking at the capital regime that the company 
is using to operate its business, and to manage its capital. And so if this company has a US and Canadian operation and, so 
the US operation should be looked at under RBC, and the Canadian should be looked at under MCCSR, and then maybe the 
holding company has this modified thing, so you can just make sure it sort of all ties together. But the consolidated MCCSR 
implies some level of capital management that doesn’t really exist, and we’re even saying you leave it within your own shop, it 
doesn’t really exist as a capital management tool anymore. So I think really we need to drop it. Otherwise it’s carrying on and it 
will be used by the market to look at the operation. And that will be so restrictive on the way you operate and will just be very 
restrictive on the company that’s trying to operate in two markets and be competitive in both.

Moderator Brooks: Well that’s exactly the point I think we’re trying to make in the response.

Panellist Dupont: Now on the other hand it won’t be disclosed publicly, the best efforts MCCSR.

UM: Yes, except, that doesn’t really matter, I mean the rating agencies today asked for information that’s not disclosed publicly, 
and they use it in their work. And I really, personally, don’t think it’s fair for them to use something that’s not really being used 
by the company to manage. It reverses it back and sort of forces the company to manage its business on that measure which 
there is really no intention or need to measure its business on that measure.

Panellist Dupont: But then Gordon you’re making the assumption that financial analysts wouldn’t understand that.

UM: Sorry, I don’t understand.

Panellist Dupont: You’re making the assumption that the rating agencies wouldn’t understand that you’re not using it to man-
age etc, etc. So that you know they would blindly take a best effort MCCSR, and then assess your company against it and I 
think…

UM: Well, that’s what they’re doing. They do now.

Moderator Brooks: It’s always a risk if you have information as Gord said, that is there, that the company is not using to actu-
ally manage the business. To have that available is always a danger because it creates misleading information, it creates that you 
know, additional potential implicit requirement, if not explicit requirement and so on.
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UM: Take the example of a company that wants to make another significant acquisition in the US, from the point of view of the 
MCCSR is much more penalizing to their ratio than the situation in the RBC, then you could wind up with a situation where 
they, this overall MCCSR begins to deteriorate even though your separate measures still look okay.

UM: The rating agency, I think I agree with Bernard, saying that if the rating agency does not believe in this global MCCSR as 
a valuable measurement, then the agency (inaudible).

Moderator Brooks: Well if that’s a measure that is available and they know OSFI is looking at it, I think that risk is there. At 
any rate it is 12 o’clock by my watch, so I certainly want to thank you.


