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1. Overview

This regulatory notice applies to all federally regulated life insurers, including Canadian branches of foreign life

companies, fraternal benefit societies, regulated life insurance holding companies and non-operating life insurance

companies. It communicates adjustments to the 2025 Life Insurance Capital Adequacy Test guideline (LICAT

guideline) to remove the limit applicable to deductions from available capital for stop-loss reinsurance

arrangements and align capital treatment of unregistered reinsurance of segregated fund guarantees (SFG) with

other products.

https://www.osfi-bsif.gc.ca/en/guidance/guidance-library/life-insurance-capital-adequacy-test-guideline-2025
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2. Background

Section 10.5 of the LICAT guideline (Adjustment to Available Capital for Stop-loss Arrangements) outlines the capital

treatment for certain stop-loss reinsurance arrangements. Specifically, a ceding insurer may reduce its Tier 1 capital

deduction with respect to negative reserves for risks it has reinsured under a registered stop-loss arrangement. The

aggregate reduction amount for all such arrangements is limited to 5% of Net Tier 1 capital prior to reduction for

these arrangements. A corresponding reduction and limit apply to foreign insurers operating in Canada on a branch

basis.

Sections 7.2.1 and 7.2.2 of the LICAT guideline (Credit Risk and Market Risk, respectively) state that the credit risk

and market risk capital requirements for segregated fund guarantees (SFG) are calculated net of all reinsurance.

Changes to these sections are necessary to make the capital treatment commensurate with the risk exposure. We

publish this interim guidance to provide timely and clear guidance to insurers using stop-loss and SFG reinsurance

transactions.

3. Revisions

A. Removing the aggregate reduction limit on Tier 1 capital deduction (section 10.5)

The limit that applies to the aggregate reduction amount on the Tier 1 capital deduction (for Canadian insurers) and

the reduction in the amount included in Assets Required (for a foreign insurer operating in Canada on a branch

basis) no longer applies.

Should we observe material deterioration in the insurer’s capital quality because of these arrangements, we may

take supervisory actions to ensure the insurer’s capital quality remains satisfactory.

B. Changes to SFG credit risk and market risk capital requirements (sections 7.2.1 and 7.2.2)

An insurer should calculate its credit risk and market risk capital requirements for SFG net of registered reinsurance

only. In other words, it may not reduce credit and market risk capital requirements to reflect risk mitigation from

unregistered reinsurance.
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Refer to Section 7.6 on the recognition of Eligible Deposits held for unregistered reinsurance of SFG.

4. Conclusion

The adjustments outlined above have immediate effect. They are expected to be incorporated in the next version of

the LICAT guideline, at which point this regulatory notice will be rescinded.


