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Executive
summary
The Canadian life insurance landscape continues
to face numerous changes as it heads into 2017.
The digital revolution in particular continues to be a
major disruptor, affecting how insurers innovate their
operations and how they reach their customers. Adding
to that are ongoing regulatory pressures, a change
in the capital regime, tax changes for policyholders,
political and economic uncertainty and a widening talent
gap, all of which will combine to influence how insurers
tackle the year ahead.
Insurers need to adapt to the new solvency standard,
which will likely be ready for implementation in Q1
2018. Canada’s Office of the Superintendent of
Financial Institutions (OSFI) has issued the final version
of its Life Insurance Capital Adequacy Test (LICAT) for
federally regulated life insurance companies. Effective
1 January 2018, the LICAT will replace the Minimum
Continuing Capital and Surplus Requirements (MCCSR),
which have been in place since 1992. LICAT not only
results in a new capital ratio, but also adjusts the
sensitivity of that ratio to changes in the business and
economic environment.
The focus of technological innovation continues to
shift from cost reduction to reinventing products and
business models. Insurers will need to look deeper
into game-changing technologies such as artificial
intelligence, blockchain and behavioral analytics.
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Data, and how it’s managed, is also a major driver
of technological advancement. Insurers have been
working to organize high volumes of scattered data
into accessible, consistent formats to help them not
only meet regulatory and customer demands, but
also develop a framework for the next stage of digital
transformation and the next wave of changes in the
accounting framework.
On the InsurTech front, insurers will build on the
progress they made in 2016 and take further steps
to cultivate their capabilities. Some are integrating
InsurTech into their business models through
acquisitions and partnerships, while others are creating
internal innovation labs to weave InsurTech into the
fabric of their businesses over the longer term.

With a large percentage of the workforce retiring in the
years ahead and digital transformation accelerating,
insurers will need to assess and address their talent
needs. They’ll want to focus on areas that could be
handled by robotics or artificial intelligence, but also
determine which strategic, interpersonal and analytical
tasks they’ll need to be done by people. They will need
more digital expertise, such as cyber security, social
media and blockchain specialists, as well as digital
marketing and customer care executives. They’ll also
need to understand the mindset of millennials, who are
fast becoming a major part of the workforce.
In all, 2017 will be a year of disruption. Those insurers
who view it as an opportunity and seize its potential will
be positioned to succeed in the years ahead.

Global economic weakness and volatility will continue
to affect life insurers in 2017. Emerging markets are
seeing slower growth than in recent years, and financial
volatility is increasing. With the election of US President
Donald Trump, the future course of the US economy is
uncertain, affecting the Canadian economy in turn.

Impact of external factors on the Canadian life insurance market in 2017
(1 = low impact, 10 = high impact)
9 Regulations

Ever-increasing regulations and new accounting standards will present significant challenges as well as
opportunities to insurers in 2017 and beyond. The insurers who will rethink their business models to
unlock value from the new environment will be the industry leaders of the future.

9 Technology

Insurers will continue to drive cost savings and innovation through core technologies such as robotics
and analytics, while exploring new tools such as artificial intelligence and blockchain. Incumbents will be
keeping a close eye on InsurTechs, which now have US$4.6 billion in funding.

8 Economy

Stubbornly low interest rates, combined with mediocre Canadian growth, will put continued pressure
on insurers‘ margins, investment returns and credit fundamentals. A new Trump Administration in
the US as well as Brexit in the EU add greater economic uncertainty, with economists divided on the
potential impacts.

7

Customer
expectations

7 Talent

The convergence of demographic, regulatory and technological change will raise expectations for a
more digital, personalized and seamless customer experience. Simpler products and a holistic financial
orientation will become prerequisites as insurers strive for true customer centricity.
With insurance professionals retiring and digital transformation accelerating, insurers will face a wider
talent shortfall in 2017. Forward-looking insurers will focus on attracting and retaining data scientists,
cyber risk specialists and other talent to capture their future.
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Strategic
priorities for
2017
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Political turmoil, economic pressure and disruptive innovation will continue to redefine the 2017 business
environment for insurers. The impact of these changes will be felt across organizations, from compliance, risk
and asset management to product development, back-office operations and advisor roles. To navigate through
this uncertainty, life insurance executives should set the following strategic course for their firms:

1

Unlock value from a complex regulatory environment

2

Prepare for more economic uncertainty ahead

3

Stay focused on customer-driven innovation

4

Use technology to improve top- and bottom-line performance

5

Rethink strategies to attract, develop and retain talent

1

Unlock value from a complex
regulatory environment

Adapt to new solvency standard to be effective in 2018.
Canada’s Office of the Superintendent of Financial Institutions
(OSFI) has issued the final version of its Life Insurance Capital
Adequacy Test (LICAT), a capital adequacy guideline for federally
regulated life insurance companies. Effective 1 January 2018, the
LICAT guideline will replace the Minimum Continuing Capital and
Surplus Requirements (MCCSR) guideline, which has been in place
since 1992.
OSFI developed the LICAT to better align capital and risk measures
with the economic realities of the life insurance business, while taking
into account international advancements in the development of
solvency frameworks. The guideline was developed in consultation
with life insurers and other industry stakeholders, notably Quebec’s
financial services regulator l’Autorité des marchés financiers (AMF)
and Assuris, the not-for-profit organization that protects Canadian
policyholders in the event their life insurance company fails.
Under the LICAT, the amount of capital required to be held in the
life industry as a whole is not expected to change significantly
compared to the MCCSR. However, the new framework does result
in a significantly different capital ratio number from MCCSR, and it
will require stakeholder education to explain what the new number
means. As well, the sensitivity of LICAT is significantly different
than under the MCCSR regime and again will require changes to
the analysis currently presented. It also may require individual
institutions to evaluate their overall capital management plan based
on the business lines in which they are engaged, the risks they
choose to take on and how these are managed.

Unlock value from the ORSA process.
Canadian insurers have been producing their own risk and solvency
assessment (ORSA) report on an annual basis, or more frequently if
circumstances justify an updated report. The changes in LICAT and
upcoming accounting changes will require companies to continue to
evolve this analysis to take into consideration the changing regulatory
and economic environment.
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Some smaller insurers, still struggling with their internal assessment
of key risk as well as the definition and deployment of their risk
appetite statement, have not yet worked on creating and embedding
their ORSA framework, process and reporting.
Enterprise risk management (ERM) maturity varies widely from one
insurer to another, which is not surprising given the diversity of size
and complexity of insurers operating in the Canadian market.
A mature and effective ERM framework adds value to the business
by protecting the balance sheet, seeking competitive advantage
and building trust among stakeholders.
Up until now, regulators have not been intrusive in this process,
maintaining that this is insurers’ “own” process. However, we can
expect more scrutiny in the near future. Despite the fact that ORSA is
a regulatory requirement, insurers should focus on the value-added
opportunities of the process rather than the compliance exercise.

Shift focus to operational and cyber risks.
Regulators have recently issued operational risk guidelines that
require insurers to develop policy and guidance on operational risks,
including identification, measurement and management. Additional
requirements specific to cyber risks should also be expected in the
near future.
This represents an additional layer of expectations over and
above corporate governance guidelines and the expectation of an
integrated risk management framework. The effective deployment
of an operational risk management framework requires insurers to
synchronise their three lines of defense among business operations,
oversight teams and independent auditors. But insurers should
see it as an opportunity to improve risk-taking and corresponding
risk‑controls.

Adapt product features to the new tax legislation in
effect in 2017.
New income tax rules for life insurance took effect on 1 January
2017. These new rules will have a significant impact on estate plans.
As an important player in Canada’s permanent tax shelter trio (the
others are one’s principal residence and tax-free savings accounts
(TFSAs)), life insurance has long performed a critical role in
protecting, preserving and creating wealth for Canadians. For almost
20 years, however, there has been a desire by legislators to create tax
rules that standardise the level of tax deferral across all life insurance
products, address perceived abuses of the tax rules and eliminate tax
preferences for certain products. Moreover, improved life expectancy,
combined with interest and inflation rates, mean conditions are very
different from those at the beginning of the 1980s. This has led the
government to believe that the tax benefits of insurance has become
too generous.

See customer-centricity as a force for regulatory change.
The unyielding advance of disruptive business models will inevitably
impact the insurance regulatory landscape. Technology-enabled
convenience will bring what were once backroom industry debates to
the forefront of public policy discourse, with far-reaching implications.
Regulations perceived to be “old economy” impediments to progress
and customer convenience will very likely become politically
expedient targets. As an example, robo-advisors are already
attracting much attention from the regulators, who don’t necessarily
trust these new technologies.

Insurers now need to adapt their product design and offerings to
reflect these new rules.

Plan for the new accounting standard for insurance
contracts.
The IASB is expected to issue the final version of IFRS 17 in the
spring of 2017. The effective date will be 1 January 2021.
The new standard will introduce major changes in how companies
account for insurance contracts. Together with the implementation of
IFRS 9 for financial instruments, this will represent a huge challenge
to adapt accounting policies, systems, data and reporting.
Insurers who haven’t yet started should assess the potential impact
on operations and start planning for the transition. The winners
will be the ones who understand the business impacts sooner
and adapt portfolios of assets and liabilities in advance of the
implementation date.
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Prepare for more economic
uncertainty ahead

Adjust to the uncertain economy of the future.
Life insurers are operating in an uncertain economic and financial
environment with sizable volatility risk. In 2017, global economic
weakness will continue to be a worry, particularly as growth in
emerging markets decelerates and financial volatility escalates.
Interest rates in Canada will likely stay low in an effort to spur
investment and growth. This is in contrast to the US, where the
economy started to rebound slowly in 2016 and interest rates have
risen. Insurers should not disregard such a rise in interest rates in
Canada in their financial planning, and should consider the impact of
interest rate increases in stress testing.

Watch for more political turbulence.
The election of Donald Trump to the US presidency has raised
questions about the future course of the US economy. US growth
had been expected to rise from roughly 1.4% in 2016 to about
2.1% in 2017. If President Trump pushes through his agenda of
slashing taxes, boosting infrastructure spending, and taking strong
protectionist measures, US growth could suffer from wider budget
deficits and slower trade.
On the other hand, if Trump were to move more prudently on tax cuts
and spending and soften his stance on trade, economic growth could
exceed expectations.
On the global front, the impact of Brexit and a slowdown in growth in
emerging markets will add to the economic uncertainty.

Spur innovation to counter tenuous growth.
Swiss Re Sigma now forecasts that in-force real premium income
for life insurance (the amount a life insurer underwrites based on
premiums collected on active policies, adjusted for inflation) will rise
by 3.8% in 2017 in Canada, representing a small improvement over
2015 and 2016 forecasts. Much of the tiny growth in 2016 can be
attributed to a pickup in demand for direct life products and accident
and health insurance, as opposed to a rise in premium prices or sales
of annuities.
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While year-on-year premium growth for Canadian life and annuity
insurers is expected to remain higher than other advanced markets, a
pickup in Canadian and US GDP growth for 2017 would be good news
for both life and annuity insurance lines. Meanwhile, health insurers
will benefit from any policy shift that will generate rising demand for
private insurance products.
Going forward, demand for life insurance, particularly for whole life
insurance, is expected to strengthen as customers seek greater safety
in a volatile financial environment.
At the same time, any rise in long-term interest rates, which may now
look more likely, will help stimulate demand for annuity products. As
profitability in the sector is highly correlated to changes in interest
rates, any increase in bond yields would provide much-needed
relief to insurers struggling to maintain margins. Low bond yields
have been the biggest problem for insurers for several years. Most
economists expect a modest improvement in 2017; however, it still
would not be enough to raise portfolio yields materially.

“ A prolonged period of low
growth and low interest
rates could put at risk
the solvency of many life
insurance companies.”
IMF Executive Board, 23 September 2016
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Stay focused on customer-driven
innovation

Apply analytics to gain deeper customer insights.

Reassess strategic positioning for the years ahead.

The customer provides a valuable compass to companies mapping a
strategy for changing times. But understanding and addressing the
diverse needs of four generations of clients is not easy: it requires
advanced analytical tools to search through reams of scattered data
to uncover customer insights.

With the industry in transition, this is an ideal time for management
teams to assess their current market position carefully and decide
where they would like to be in the long term.

In 2017, insurers should further integrate customer information
systems across the enterprise and distribution channels to gain
a more complete picture of their customers. By drawing more on
segmentation, behavioral and predictive analytics, they will be able
to identify sales and new product opportunities among both existing
clients and new ones.

Create a strong cross-channel customer experience.
Not unlike other financial institutions, insurers are faced with the
growing expectations of customers who are becoming more digitally
connected, self-directed and better informed. “Delivering a superior
customer experience has become a critical piece in the growth
puzzle for the industry,” explains Steve Yendall, Insurance Partner,
Advisory Services at EY. “We’ll see insurers continue to explore ways
in which they can ensure smooth, seamless service at every stage
of the interaction.”
Specifically, insurers are at various stages of creating digital
platforms and mobile apps that simplify interactions, provide more
personalized service and offer better access to data. To engage
customers — particularly younger ones — insurers are likely to focus
more on social media programs and communities that promote health
and financial wellbeing.

Rethink go-to-market approaches to meet changing
investor needs.
With margins under pressure and customer buying behaviors
evolving, insurers will continue to reconsider distribution approaches
in 2017. They’ll look for new ways to improve customer engagement
and act more as advisors for their “financial health” while
experimenting with direct-selling platforms designed for specific
customer segments. Product innovation will also be top of mind, with
insurers providing new prevention-based insurance, hybrid products
that combine benefits and other new offerings.
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According to Janice Deganis, Canadian Insurance Leader at EY,
insurers need to ask themselves a central question: which market
segments will drive sustained growth in my company’s future?“
Insurers are facing divergent paths to future growth, each offering
unique challenges and opportunities that will shape the business
strategy,” says Deganis. “The retirement spectrum – clients at
retirement, in retirement or about to retire – is one option; millennials
represent a whole other path. Though larger insurers may be able to
travel down them all, smaller companies will need to zero in on the
market segments most likely to fuel success, and build the capabilities
to meet their specific needs.”

Use M&A to improve competitive positioning for the future.
To cope with ongoing low interest rates and other market strains,
insurers will continue to explore M&A opportunities in 2017.
“Insurers will use M&A to strategically reposition their business
around the areas of manufacturing and distribution they want to be
in, and will continue to explore expansion into Asia,” says Ron Stokes,
Canadian Financial Services Transaction Leader. “It will be less about
Company A merging with Company B, and more about targeting
component pieces within Company A and Company B, even beyond
our Canadian borders.”
Stokes notes that executing on M&A can be difficult in today’s
marketplace: “One M&A problem for life insurance firms is that the
economics may not work. In this environment, even agreeing on the
principles of valuation on portfolios and products can be challenging.”

Find the right InsurTech strategy for the firm.
After making considerable progress in 2016, insurers will take
further steps to cultivate their InsurTech capabilities in 2017. Some
will continue to build InsurTech into their business models through
acquisitions and partnerships, while others will create internal
innovation labs to weave InsurTech into the fabric of their businesses
over the longer term. Others will continue to do both.
The key will be to find the right solution to the inherent InsurTech
paradox: startups need to be nimble and responsive to thrive in a
dynamic marketplace. But they also need a rigorous compliance
infrastructure and a history of financial strength to compete in a
highly regulated marketplace.
A collaborative approach offers a win-win to InsurTechs and
incumbents. The competitive threat will not come from InsurTech
startups, but instead from incumbents that move first into the
InsurTech space.
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Use technology to improve top- and
bottom-line performance

Use technology to improve your current business
approaches.
Margin compression will encourage insurers to continue to find new
efficiencies. They’ll continue to scour their end-to-end operations
for ways to cut costs and boost profits, from automating backoffice operations to creating digital interfaces with customers and
distributors. Algorithmic underwriting, robotic process automation,
digital cross-selling and digitally-enabled customer experiences are all
on next year’s agenda.

Get control of data across the extended enterprise.
To facilitate analysis, insurers will go further in organizing high
volumes of scattered data into accessible, consistent formats.
This should include data held within the enterprise and across
distribution channels.
Improving data and analytics will not only help insurers meet
regulatory and customer pressures but also allow them to build a
framework for the next stage of digital transformation. Focusing on
advanced analytics is crucial; as one CEO said, “We don’t have a data
problem; we have a data leverage problem.”

Prepare for the next phase of digital innovation.
In 2017, insurers will continue to experiment, and the focus of
innovation will start to shift from reducing costs to reinventing
products and business models. Insurers will explore new approaches,
such as lifestyle monitoring and prevention and reward programs, and
they’ll look deeper into game-changing technologies such as artificial
intelligence, blockchain and behavioral analytics.
Developing pilot programs and use cases for these technologies
will be a priority, since they will spur this next phase of insurance
innovation. To make this happen, CEOs and management teams
will need to tackle a fundamental challenge: nurturing a culture of
innovation that encourages new thinking and collaboration.
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Expense transformation in the face of shrinking returns.
Low investment yields, soft pricing and increasing health claims
costs are straining returns and necessitating fundamental structural
change to the insurer cost base in both the front and back office.
Operational excellence is being embraced in principle out of necessity,
but it must become foundational to enterprise culture to become
sufficiently expansive and self-sustaining.
Attempts to do more with less have exposed years’ worth of
underfunding in strategic IT and operating model/platform
efficiencies. Notwithstanding, the business and innovation agenda
demands a development pace that legacy platforms either cannot
keep up with or functionally support altogether.
Customized sales and marketing or employee workbench tools are
adding to rather than replacing infrastructure costs, and further
exacerbating the expense predicament. Moreover, upgrading
foundational policy, claims and billing systems is increasingly
becoming the single greatest necessity to enable the integrated
digital agenda. Carriers with scale and access to strategic capital are
making sizeable investments to re-platform legacy infrastructure.
Second-tier players need cost-effective alternative solutions
and offerings, including managed services, to keep pace with
technology demands.

Drive cost savings by drawing on robotics to automate
insurance processes.
Another strategic line of defense available to all insurers regardless
of size is the use of robotic process automation (RPA) to automate
business processes and streamline back-office operations. Digitizing
routine processes can deliver significant near-term gains in the
form of reduced costs, lower error rates and increased customer
satisfaction for carriers across all business lines.
Rather than a next-generation future-proofing technology, robotics
is little more than advanced scripting that works on any platform,
within any environment, to eliminate repetitive data entry of data
movement between systems. A configured software robot enables
24/7, error-free processing, and is especially suited to mainframe
application environments where workflow-dependent validation logic
inhibits extensions or integration.
“Automating processes with robotics may be a sound route for those
insurers seeking to cut costs,” says EY’s Steve Yendall. “But it takes
prudent assessment — by the client and their vendor — to identify
which processes are best suited to this option.”

What are the quantifiable benefits of RPA?
A robot is 1/10 of the cost of an on-shore FTE &
1/3 of an off-shore FTE

An unattended automated solution that works
24/7, without complaint

Double-digit reduction in error rates; robots
never forget their training

RPA works with the existing IT landscape

Robots can be trained by existing business users

Speed and accuracy of process execution
improves significantly
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Rethink strategies to attract,
develop and retain talent

Have a clear view of the future of work.
With a large percentage of the workforce retiring in the years ahead
and digital transformation accelerating, 2017 will be a good time to
take a hard look at future work needs.

Make 2017 the year to build new talent management
strategies.
Insurers will only be able to transform their business if they have the
right talent.

According to EY’s Canadian Insurance Leader Janice Deganis,
insurers should ask themselves key questions, such as: “What work
will need to be conducted by people? Which repetitive tasks can be
handled through robotics? What are the strategic, interpersonal and
analytical tasks that we will need a human brain to do?”

“Without the right people, you can’t deliver on any of the firm’s
strategic imperatives,” says EY’s Deganis. “Insurance companies will
need to rethink the strategies for attracting, developing and retaining
talent if they are to succeed in a fast-evolving financial industry.”

As they plan ahead, insurers will also need to identify the digital
expertise they’ll need in the future, from artificial intelligence, social
media and blockchain specialists to digital marketing and customer
care executives.

Creating a culture of collaboration and a team approach will also
be critical to achieve a transfer of technical and digital knowledge
between seasoned professionals and new hires.

Understand the millennial mindset.

Equally, linkups with InsurTechs through partnerships, acquisitions
and VC investments could be a quick way for insurers to advance up
the learning curve. Bringing in digital experts in such critical areas
as advanced analytics and cybersecurity, and developing greater
collaboration between internal teams (including the CRO and CIO) will
also be essential.

Forecasts suggest that by 2020, millennials will make up 46% of
the workforce. Unfortunately, according to the Insurance Journal,
more than half of them (53%) perceive the industry as not being
innovative, and 65% say it has a bad image.

Talent

Prioritize
talent

“The industry needs to do a better job of helping incoming talent
to understand how exciting the business is becoming,” says
EY’s Deganis.
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One way to do this, for example, is to emphasize the rise of
digital transformation and advanced data science. Insurers will be
increasing the use of technology such as social media to attract
millennials and targeting messages to their concerns, including
social responsibility, career advancement, entrepreneurial rewards,
teamwork and flexible hours.
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Talent and
organizations in
a digital world
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EY’s Deganis believes that insurers should prioritize hiring risk
experts next year, particularly in the cyber area, because that
knowledge will be needed for internal operations and for providing
advice to commercial clients.

Create clear pathways to transfer knowledge.
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