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Minimum Continuing  Capital and  Surplus

Requirements (MCCSR) for Life Insurance Companies

1.1.3 MCCSR/ TAAM Minimum and target capital levels

The minimum MCCSR/TAAM ratio for life insurers is 120%. The
MCCSR/TAAM  ratio  compares capital available to capital
required as calculated by applying factors for specified risks. The

ratio 1s set at 120% rather than 100% because the calculation: does
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not explicitly address other risks, e.g., systems, data, strategic,
management, fraud, legal and other operational and business risks,
nor risks not explicitly addressed by the actuary when

determining policy liabilities.

Each institution should establish a target capital level (which may
be expressed as a range) that provides a cushion above minimum
requirements to cope with volatility in markets and economic
conditions, innovations in the industry, consolidation trends and
international develbpment's. “An 'adequate ‘target capital level
provides additional capacity to absorb urexpected losses bey0nd
those covered by the minimum MCCSR/TAAM and to address

capital needs' through ongoing market ‘access. The target level

should take into accounf the ‘current and forecast business
environment and should, as the result of: -Capital'.adeqﬁ'aey“_,;-;—

plarning, be'adjus’ced' on a timely basis by 'seni’or:mahage’meritf(ih-"";

consultation with the board and with advance notice to OSFI) to
ensure capital adequacy under stress scenarios and through entlre
business cycles. |

OSEI expects each institution to establish a target total
MCCSR/ TAAM ratio, and maintain ongoing capital, at no less
than' the supervisory ‘target of 150%. — However, the
Supermtendent may,  on a case—by-case basis, establish in
consultation with an msﬁtu’uon an alternative supervisory target
ratio based upon an individual institution’s risk profile. OSFI will
consider any unusual conditions in the market environment when
evaluatmg compames performance agamst the1r target capital

levels.
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In addition, since tier 1 capital is the primary element of capital
that allows institutions to absorb losses during ongoing operations,
each institution should also establish a tier 1 target ratio (for
branches, a target test of adequacy ratio excluding other admitted
assets) that provides a significant cushion above the minimum
ratio of 60%. OSFI expects each institution to establish a target,
and maintain its ongoing adjusted net tier 1 ratio or test of
adequacy ratio excluding other admitted assets, at no less than the
supervisory target of 105%. This represents 70% of the 150% total
supervisory farget ratio. = Furthermore, because not all of. a
company’s risks can be mitigated through reinsurance, OSFI

expects each institution to maintain adjusted net tier 1 capital (for

- branches, available margin excluding d_ther. admitted assets) ator ... . ..
above 25% of the gross MCCSR/TAAM capital requirement, e
the requirement calculated without any reduction.for reinsurance. == .. |

ced'ed_.._' The requiremen_t to calculate a-tier-1 ratio gross of - -

reinsurance is waived for companies that cede less than 60% of
their business, as measured by both ceded reserves and the ceded

MCCSR/TAAM capital requirement.

Companies are expected to maintain their total and tier 1 ratios at
or above the established target levels on a continuous basis.
Questions about an individual company’s/branch’s target capital

levels should be addressed to the Relationship Manager at OSFI.

21

Minimum Capital Test (MCT) For Federally Regulated
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: '

Property and Casualty Insurance Companies

MCT Supervisory Target for Federally Regulated P&C Insurance

Companies

Federally regulated P&C insurance companies are required, at a
minimum, to maintain an MCT ratio of 100%2. OSFI believes that
each institu_tion should establish a target capital level that provides
a cus_hion above minimum requirements, .both to cope with
Volatﬂ_ity in markets and economic conditions, inn_ovation_s in the
industry, consolidation  trends and in_ternati_o_nal_ developments,
and to provide for risks not explicitly addressed 1n the calculation

of pohcy 11ab111t1es or the MCT Such risks mclude systems, data,

strateglc, management fraud 1egal and other operatlonal and. oo

capac1ty to absorb unexpected Iosses beyond those covered by the oy

m1n1mum MCT and to address cap1tal needs through ongomg

market access

OSFI expects each institution to estabhsh a target caprtal Ievel and
maintain ongoing capital, at no less than the superv1sory target of
150% MCT. However, the Supermtendent may, on a case—by—case
basis, estabhsh in consultatron with an institution an alternatlve
superv1sory target level based upon an 1nd1v1dual mstrtutlon s risk

profﬂe

Institutions are required to inform OSFI tmmediately if they
anticipate falling below the supervisory target capital level and to

lay out their plans, for OSFI approval, to return to their
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target level. OSFI will consider any unusual conditions in the
market environment when evaluating institutions” performance

against their target level.
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