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1. Background 
 
The Insurance Companies Act (ICA) makes specific reference to participating policies in a 
number of sections.  These sections are intended to provide a minimum level of protection for 
participating policyholders.  However, management of these policies is subject to significant 
discretion by the company with respect to the management of the business and the level of 
policyholder dividends.  
 
In 2005, the ICA was amended to require each company with participating policies to have a 
policy for the management of the participating policies.  In addition, new requirements for the 
management of adjustable policies were added. 
 
In 2010, the Policyholders Disclosure Regulations (Regulations), which supports the ICA on the 
subject of par and adjustable policies, was enacted after consultation with industry. 
 
II.  Problem Identification 
 
There are a number of missing components in the current guidance for participating policies and 
adjustable policies: 
 

 The changes to the ICA introduced new requirements for Appointed Actuary (AA) 
opinions respecting participating and adjustable policies.  A key requirement is that the 
AA is required to opine on the “fairness” of the policies regarding the administration of 
participating accounts, the setting of participating dividends and any adjustments to 
adjustable policies.  However, the ICA and the Regulations do not explicitly specify how 
fairness is to be determined.  There is also no guidance on fairness from the Canadian 
Institute of Actuaries (CIA).   

 The management and disclosure requirements of the Regulations are quite succinct, as it 
was expected that OSFI would develop guidance that would provide more detailed 
direction. 

 Some sections of the ICA related to such participating policies have been the subject of 
inconsistent interpretation and application by companies in the past. 
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 Large mutual insurance companies demutualized in 1999, 2000, and 2006.  While there 
was some guidance at the time concerning the requirements governing participating 
policies subject to demutualization, this was never formalized by OSFI.  Companies that 
demutualized are subject to continuing management and reporting requirements with 
respect to such policies, but these requirements have yet to be explicitly and formally 
documented.  

 
III. Objectives 
 
This new guideline addresses the above issues by giving direction to companies on how best to 
comply with the revised requirements for participating and adjustable policies.  
 
IV. Identification and Assessment of Objectives 
 
Option 1 – Rely solely on the ICA and the Regulations 
 
The advantage of this option is that OSFI would not have to devote resources to developing its 
own guidance on participating and adjustable policies.  However, the resources and costs to 
produce the guidance are not material. 
 
As previously noted, the Regulations were developed with the understanding by industry that 
OSFI would develop additional guidance.  As it currently stands, there is also a lack of any 
official guidance on the continuing requirements for companies that have previously 
demutualized.  Without additional guidance from OSFI, practice could vary between companies 
in how they meet the requirements of the ICA and the Regulations. 
 
Option 2 – Let the CIA develop any additional guidance.  
 
As under option 1 above, OSFI would not have to devote resources to the development of 
guidance. 
 
While the CIA has authority over the professional responsibilities of AAs, it has no authority 
over the companies themselves.  As such, this option could result in variation in practice between 
companies, with the potential for unequal treatment of policyholders. 
 
Option 3 – Develop OSFI guidance on the revised ICA and Regulations requirements as they 
affect the companies, but have the CIA develop professional guidance for the AAs. 
 
The advantage of this option is that it results in consistent expectations for companies in how 
they interpret the ICA and the Regulations.   
 
While there are costs for OSFI related to the development of guidance, they are relatively minor 
compared to having to supervise a variety of company approaches to the management of 
participating and adjustable policies.  
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V. Consultations 
 
OSFI issued a draft guideline for comment in June 2011.  A number of organizations and 
individuals provided valuable input, a significant portion of which has been reflected in the final 
version of the guideline. 
 
VI. Recommendation 
 
OSFI is of the view that the creation of guidance is the most appropriate option for ensuring that 
institutions consistently meet the requirements of the ICA and the Regulation.  The guidance 
should be developed in cooperation with the CIA developing appropriate professional guidance 
for the AA in how to fulfill the AA’s obligations in the ICA and the Regulation.  


