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Background

The Life Insurance Capital Adequacy Test (LICAT) guideline replaced the Minimum Continuing
Capital and Surplus Requirements (MCCSR) guideline effective January 1, 2018. The LICAT
guideline establishes the standards used by OSFI to assess whether a life insurer! maintains adequate
capital or an adequate margin to support risks specific to the life insurance business. The LICAT
guideline does not address public solvency risk disclosures by life insurers.

Requiring relevant public disclosures is consistent with OSFI’s mandate of protecting
policyholders. When appropriate information is disclosed to stakeholders, it provides them with
an opportunity to assess key risk information.

OSFTI’s desire to improve the transparency of life insurer activities was outlined and broadly
communicated in OSFI’s Life Insurance Regulatory Framework issued in 2012. To achieve this
objective, the Framework stated that OSFI will promote enhancements to the regulatory framework
for life insurers through information disclosures to support the revised regulatory capital requirement.

The LICAT Public Disclosure Requirements guideline is comprised of the following sections:
I.  Guiding principles
I. Scope and implementation

The Annexes to this guideline contain minimum quantitative disclosure templates intended to
supplement qualitative disclosures.

L For purposes of the LICAT guideline, “life insurers” or “insurers” refer to all federally regulated life insurers,
including Canadian branches of foreign life companies, fraternal benefit societies, regulated insurance holding
companies and non-operating life insurance companies.
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I.  Guiding principles

OSFTI’s expectations outlined in this guideline are based on the following five guiding principles
aimed to provide a foundation for achieving transparent, high-quality disclosures that will enable
users to better understand and compare a life insurer’s business and risks. The qualitative and
quantitative information will provide stakeholders with a broader picture of the life insurer’s
capital and risk position and promote market discipline. Life insurers are expected to produce
LICAT public disclosures that reflect the following disclosure principles:

Principle 1 — Disclosures should be clear — Life insurers should communicate in a form that is
understandable to key stakeholders and through an accessible medium.

Principle 2 — Disclosures should be meaningful to users — Life insurers should highlight
significant current and emerging risks and how they are managed, including information that is
likely to be of business value to markets. Disclosures that do not add value to the users’
understanding or do not communicate useful information should be avoided.

Principle 3 — Disclosures should be consistent over time — Life insurers should provide a
consistent level of information over time to enable key stakeholders to identify trends in an
insurance company’s risk profile across all significant aspects of its business.

Principle 4 — Disclosures should be comparable across life insurers — The format and level of
detail disclosed should enable stakeholders to perform meaningful comparisons with respect to
solvency and adequacy of capital or margin for life insurers in Canada.

Principle 5 — Disclosures should be accompanied by qualitative narrative — Life insurers are
expected to supplement the quantitative information reflected in annexes A (LICAT) and B (Life
Insurance Margin Requirement and Adequacy of Assets — (LIMAT)) with a narrative
commentary explaining, at a minimum, any significant changes between reporting periods and
any other issues that management considers to be of interest to stakeholders. The qualitative form
of disclosure is at the insurer’s discretion.

Il. Scope and Implementation
1. Scope of Application

The LICAT Public Disclosure Requirements guideline applies to all active? federally
regulated life insurers. OSFI expects LICAT public disclosures to be tailored to the nature,
size and complexity of the insurer and to include, at a minimum: i) all key quantitative data
points outlined in the LICAT/LIMAT Public Disclosure Requirement templates (Annexes A
and B); and ii) a narrative description of material LICAT/LIMAT movements from period to
period.

2 Active FRFI Life Insurers describes life insurers issuing new life and health policies/contracts in Canada.
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2. Implementation date and frequency of reporting

Life insurers are expected to provide LICAT public disclosures at least annually and should
be aligned with the publication of the life insurer’s annual report.

For the first LICAT public disclosure reporting period (i.e., December 31, 2018), OSFI
expects life insurers to apply the guidance prospectively. Comparative period disclosures
should be provided in subsequent reporting periods.

3. Qualitative narrative to accompany the public disclosure requirements

Life insurers are expected to supplement the quantitative information with a qualitative
narrative that explains the significant movement between periods for each of the
LICAT/LIMAT components as shown in Annexes A and B. Disclosure of quantitative and
qualitative information should provide stakeholders with a better understanding of an
insurer’s capital and risk position and promote market discipline.

4. Location of disclosures

LICAT public disclosures should be publically available on the life insurer’s website and the
insurer should have an archive of LICAT public disclosures relating to prior reporting
periods.

5. Compliance with LICAT Public Disclosure Requirements

OSFI expects life insurers to comply with the LICAT public disclosure requirements stated
within this guideline. The LICAT information disclosed should be subject to the same level
of internal review and control process as the information provided for financial reporting.
This should include a process whereby an internal audit function (or a review function with
similar level of authority) reviews compliance with LICAT public disclosure expectations on
initial application and, subsequently, on a periodic basis. OSFI will address issues of non-
compliance on a case-by-case basis through bilateral discussions with the insurance

company.
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ANNEX A — LICAT Public Disclosure Requirements

LICAT Ratios Public Disclosure Summary Template

(thousands of dollars, except percentages)

Companies are required, at minimum, to maintain a Core Ratio of 55%? and a Total Ratio of 90%. OSFI has
established supervisory target levels of 70% for Core and 100% for Total capital.

Definition of terms can be found in Guideline A at: LICAT — Life Insurance Capital Adequacy Test

Current Prior Change -
Period 9

3 During 2023 and 2024, regulated insurance holding companies and non-operating insurance companies are
required to maintain a minimum Core Ratio of 50%. Starting in 2025, the minimum Core Ratio for regulated
insurance holding companies and non-operating insurance companies will be 55%.
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ANNEX B — LIMAT Public Disclosure Requirements

LIMAT Ratios Public Disclosure Summary Template

(thousands of dollars, except percentages)

Branches are required, at minimum, to maintain a Total Ratio of 90%. OSFI has established supervisory target
level of 100% for Total margin.

Definition of terms can be found in Guideline A at: LICAT — Life Insurance Capital Adequacy Test

Current

Period Prior Period

Change - %

‘ Life/IHC LICAT Public Disclosure Requirements

March 2018 Page 5

OSFI
BSIF


https://www.osfi-bsif.gc.ca/Eng/fi-if/rg-ro/gdn-ort/gl-ld/Pages/LICAT20_index.aspx

