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QUESTION 24 

TOTAL POINT VALUE: 3 LEARNING OBJECTIVE(S): C2 

SAMPLE ANSWERS 

Any four of the following answers were expected: 

 The actuary considers a two year forecast period for all scenarios. Standards state that 
the forecast period for a typical P&C insurer would not be less than three fiscal years, and 
so the actuary should forecast to December 31, 2020.  

 The actuary reviewed a single prior year of recent operations. Standards of practice state 
that the investigation would review normally at least three years of operations including 
the financial position at the end of those years. The actuary should review operations 
from at least 2015-2016 in addition to 2017. 

 The actuary only performs further analysis on three scenarios, however all scenarios that 
cause the insurer to fall below the supervisory target capital level during the forecast 
period should be subject to further reporting. The actuary should model ripple effects, 
etc. for the inflation scenario as well. 

 The actuary studied ripple effects, macroeconomic effects, system-wide interactions and 
management corrective actions, but failed to consider possible regulator action. Given 
that four scenarios had the MCT ratio fall below the supervisory target and one fell below 
the minimum target, it would be reasonable for the actuary to assume that the regulator 
might step in and restrict or stop the issuing of new policies. 

 The actuary reports that the insurer’s financial condition is not satisfactory. However, the 
MCT ratio of 91% means that the company still has equity. The requirement for 
satisfactory financial condition that the insurer meets the supervisory target capital 
requirement under the base scenario and that the in all scenarios the assets are greater 
than the liabilities. While it doesn’t mention the MCT in the first forecast year for the 
adverse scenarios, this appears to be the case. 

 The actuary stratifies the MCT ratios of the scenarios at the end of the forecast period; 
however the actuary should consider the MCT ratio throughout the forecast period (and 
its difference from the base scenario) to measure each scenario’s risk to the insurer. 
Some scenarios may have been worse at December 31, 2018. 

 The AA ranks scenarios according to MCT. The AA should rank scenarios based on surplus 
sensitivity. 

 If the base scenario is materially different from the business plan and the difference is not 
due to a reforecast of the business plan, then the AA should seek confirmation or an 
explanation of the new assumptions from the directors or senior management. 

 

EXAMINER’S REPORT 

Candidates were expected to identify the ways in which the actions of the AA deviated from the 
Standards of Practice.   
 
Common errors included: 

 Not identifying four items. 

 Incorrectly accepting the AA’s statement regarding the company’s financial condition, and 
then executing management actions, providing deadlines, and notifying OSFI.   
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 Incorrectly suggesting the AA was not in accordance with the SOP when the AA discarded 
the results of the reinsurance risk factor and the off-balance sheet risk factor. 
 

 

  


