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About Sovereign Life Assurance Company

Sovereign Life Assurance Company (Sovereign Life) was a private life insurance company
headquartered in Calgary, Alberta, with approximately $1 billion in assets prior to its liquidation in
1993. The company had approximately 249,000 policyholders, the majority of whom were covered by
Assuris protection.

Sovereign Life operated primarily in life and annuity products but became increasingly exposed to
higher-risk investment strategies tied to real estate development.

Causes of Failure
The failure of Sovereign Life was driven by a fundamental shift in business model, combined with
concentrated exposure to real estate and insufficient capital for emerging risks:

e Business model shift and concentration risk — The company moved from traditional insurance
operations to effectively financing real estate development through its balance sheet

e High exposure to real estate and mortgage assets — Significant investments in commercial real
estate and fee-based mortgage lending increased risk

e [nadequate capital for new business model risks — Capital standards did not fully capture the
risk of these asset classes and business activities

o Weak risk understanding and oversight — Emerging risks were not well understood by
management, supervisors, or the actuarial framework at the time

e Product and valuation pressures — Assumptions underlying certain products (e.g., lapse rates)
proved overly optimistic and required strengthening

e [nability to execute strategic alternatives — Attempts to sell the company or raise capital were
unsuccessful due to concerns about asset quality

Supervisory intervention was further complicated by challenges from management and the
involvement of senior debtholders, which delayed the resolution process.

Impact on Policyholders

Sovereign Life had a large policyholder base, and its failure posed significant risks given the long-term
nature of life insurance and annuity contracts. Without an effective resolution, policyholders could
have faced loss of benefits or disruption in coverage.

Maintaining continuity of coverage and stabilizing confidence were therefore central objectives of the
resolution.



Role of Assuris

Following supervisory intervention, Sovereign Life was placed into liquidation under Canada’s
Winding-up and Restructuring Act (WURA), a court-supervised insolvency process. Assuris worked
closely with the supervisor and the liquidator to design and implement a resolution strategy.

Initial efforts to sell the company as a whole were unsuccessful due to concerns about the quality of its
real estate and mortgage assets. As a result, a more complex multi-party transaction was developed to
separate and transfer viable business while managing less liquid assets over time.

The solution involved a coordinated three-party arrangement between the liquidator, a purchasing
insurer, and CompCorp Life (CCL), a special-purpose life insurance company established and owned
by Assuris to facilitate resolution. Under this structure:

e Sovereign Life’s life and annuity business was transferred to a solvent insurer through an
assumption reinsurance agreement

e Higher-quality assets (primarily bonds) were transferred to support the assumed liabilities

e CCL acted as a bridge institution, temporarily holding less liquid assets and supporting annuity
obligations through reinsurance arrangements

e Indemnities were used to support obligations where outcomes were uncertain

This approach allowed illiquid or lower-quality assets to be managed and sold over time rather than
liquidated under distressed conditions.

Recovery Efforts and Outcomes

The resolution of Sovereign Life achieved a structured and orderly outcome despite the complexity of
the failure. Policyholder recovery was approximately 90%, based on negotiated outcomes, with total
costs to Assuris of approximately $20 million, which was post-funded through industry assessments.
The resolution avoided forced asset sales and enabled continuity of coverage for policyholders.

The case also highlighted important legal and operational considerations, including the application of
policyholder protection limits and the interpretation of claim priorities in liquidation.

The Sovereign Life experience reinforced several key lessons:

Business model shifts and asset concentration can materially increase risk

Capital frameworks and risk understanding may lag emerging risks

Asset quality and market confidence directly affect resolution options

Taking control of a failing institution can be complex and contested

Flexible tools (e.g., bridge structures, reinsurance, indemnities) help avoid fire-sale liquidation
and support execution

This case illustrates the importance of flexible resolution tools in managing more complex failures
involving concentrated and illiquid asset exposures.



About Assuris

Assuris is an independent, not for profit, industry-funded compensation organization founded in 1990.
Our mission is to protect Canadian policyholders if their life and health insurance company fails.

Every life and health insurance company authorized to sell insurance in Canada is required, by the
federal, provincial, and territorial regulators, to become a member of Assuris under the Insurance
Companies Act of Canada. Fraternal benefit societies and prepaid medical services companies can opt
to become a member of Assuris. Member companies cannot terminate their membership as long as
they have active business in Canada.

Assuris is designated by the federal Minister of Finance under the Insurance Companies Act of
Canada. Assuris is recognized by the Autorité des marchés financiers (AMF) as the compensation body
whose members are Quebec-chartered life insurers.

Assuris acts independently in the public interest and balances the interests of the life and health
industry and government/regulators with our resolution objectives:

e Protect policyholders and support the transfer of benefits
e  Minimize the cost of failure to the industry
e Contribute to public confidence in the insurance sector and Canadian financial stability

Experience with past failures and current work with restructuring professionals ensures that Assuris
maintains the resolution expertise to develop tailored solutions to life and health insurance industry-
specific issues.



