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A New Regime: Insurance
Investment Strategies in 2025

Nearly five years after the pandemic, we find ourselves in a market and economic
environment very different from that of the pre-pandemic era.

While we previously experienced a period of low inflation and low interest rates, today’s environment is marked by
higher inflation and interest rate levels, driven by more restrictive monetary policy. In addition to these significant
economic changes, insurance companies must also adapt to the new IFRS 17 accounting standards, which have
been in effect since January 1, 2023. Furthermore, regulatory change surrounding climate will soon compel insurers
to assess associated risks and increase measurement and reporting surrounding them.

Undoubtedly, these changes have forced insurers to reassess their asset allocation strategies to ensure a better
alignment with the new IFRS 17 standards and better position themselves for the new market environment. For
instance, strategies beyond traditional core fixed income (private debt, mortgages, infrastructure debt, global fixed
income, etc.) have become more attractive and suitable asset classes for insurers due to their risk-return profile
and characteristics that align well with liabilities.

Amid these developments, the pace of evolution across insurance companies is not uniform. Insurers are actively
familiarizing themselves with a number of these strategies, and access to the solutions is not in all cases seamless.
In certain cases, the use of derivative products can be beneficial, but there are governance and education
considerations as well. Responsible investing is also a new field for many insurers, and integrating these concepts
into their processes may require additional expertise and resources.

We encourage readers to also refer to Fiera Capital’'s October 2021 white paper — Understanding IFRS 17 — which

covered certain investment implications associated with the new standard.


https://www.fieracapital.com/wp-content/themes/fc/data/tpl-page-insurance/Fiera-Capital-White-Paper-Understanding-IFRS-17.pdf
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Fiera Capital: A Trusted

Partner to Insurers

Fiera Capital is a trusted partner to global insurance organizations with
C$2813B in assets under management for insurers and C$165.5B in global
assets under management as of September 30, 2024. Fiera is proud to offer a
highly refined set of capabilities for insurance companies, including tailored
liability-driven investing (LDI) solutions for insurance general accounts,
robust actuarial and advisory resources, sustainability solutions and reporting
capabilities, and a broad set of longstanding, compelling strategies in public
and private markets.

The firm’s insurance professionals have decades of experience in insurance
asset management, longstanding regulatory points of contact, and unique
visibility into the objectives and constraints of insurers. Fiera’s insurance team
has expert visibility into the three key aspects of insurance asset management:
reserve adequacy, profitability, and capital. The firm is also a proud partner

to the Canadian Institute of Actuaries in the production of the CIA IFRS 17
Reference Curves, used broadly by insurers and actuaries across Canada.
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More than Core: Enhanced
Fixed Income Solutions

The matching of assets to liabilities is a critical focus for insurers. While traditional
physical bonds remain the backbone of insurance portfolios, IFRS 17 has compelled
insurers to explore more nuanced solutions.

Insurers are now tasked with three main new Asset and Liability Management (ALM) challenges:

> Exceeding the yield of IFRS 17 curves, which include a material liquidity premium due to their derivation
from the illiquid nature of insurance products

> Matching liabilities’ interest rate exposure - particularly in the life insurance context

> Matching asset volatility to liability volatility, which has significant exposure to public fixed income
credit spreads

When optimizing an insurance portfolio under IFRS 17 and various capital requirements such as the Canadian
Life Insurance Capital Adequacy Test (LICAT) and Minimum Capital Test (MCT), the priority is typically to
leverage physical fixed income strategies to align assets with liabilities. However, when utilizing physical

fixed income strategies only, certain challenges — such as longer-dated liabilities or gaps in credit spread
exposure —may remain, making it difficult to fully optimize the ALM framework. In these instances, derivatives
can be deployed as an additional tool to enhance the portfolio. This section showcases how this two-step
approach — starting with physical strategies and complementing them with derivatives where appropriate —
allows insurers to balance capital efficiency, asset liability matching quality, and risk-return optimization,
ultimately delivering a more robust solution under the complex requirements of IFRS 17 and current capital
regimes. Figure 1 illustrates examples of key strategies for insurers and highlights the specific challenges under
IFRS 17 that these strategies help to address.

Figure 1: Solutions Implemented to Enhance Expected Return While Addressing ALM
Challenges and Minimizing Capital Charges
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Note: This data is based on projections.
There is no guarantee that these results will be achieved.
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Source: Fiera Capital, December 31, 2023 | Note: This data is based on projections.
There is no guarantee that these results will be achieved.

Public Infrastructure Debt

These debt instruments typically have extended maturities that align well with the long-term nature of life
insurance contracts, offering a natural fit for liability matching. Additionally, public infrastructure debt comes with
an illiquidity premium, providing enhanced returns compared to more liquid bonds. Infrastructure debt valuations
move with interest rates and public credit spreads, which is aligned with the valuation of IFRS 17 liabilities.
Furthermore, much of public infrastructure debt is tilted towards sustainable projects, such as renewable energy
and green urban development, meeting insurers’ evolving needs in sustainable investment.

Global Bonds

Global fixed income strategies offer insurers a powerful way to enhance portfolio diversification and returns
while optimizing capital efficiency. These strategies provide access to a broader range of issuers, currencies, and
credit opportunities, helping to improve asset-liability matching and reduce concentration risk. The combination
of higher yields, enhanced diversification, and favorable capital treatment (when fully hedged) makes global
fixed income a compelling solution for insurers looking to strengthen their investment portfolios and optimize
regulatory compliance.

Private Debt and Mortgages as Strong Candidates

Private debt and mortgages have emerged as highly attractive options for insurers under IFRS 17, offering higher
yields and stable cash flows that are well-suited for a matching portfolio, particularly in the front-end and ultimate
periods of the liability curve, which are less sensitive to interest rate fluctuations. The illiquidity premium, as
defined by the Canadian Institute of Actuaries, is derived from historical yields on private debt and mortgages,
making these asset classes a natural fit for achieving the necessary yield. While these assets provide attractive
yields with lower volatility, insurers may need to adjust the core portfolio duration to compensate for their lower
duration, ensuring proper alignment with liability matching and overall portfolio objectives.
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Bond Forwards
Bond forwards offer insurers an effective tool for managing long-term liabilities by extending the duration of their
portfolios in a capital efficient manner, particularly when ultra-long physical bonds are unavailable. This is critical
for life insurance companies under IFRS 17, where liability valuations are highly sensitive to interest rate changes. In
addition to duration matching, bond forwards can also be used to gain exposure to credit markets, allowing insurers
to align their asset portfolios with the credit spread component of the IFRS 17 discount curve. Furthermore, in a
steep yield curve environment, bond forwards provide an opportunity to benefit from favorable financing costs,
where the cost of using the forward contract is lower than the bond’s forward yield, boosting overall portfolio returns.

Credit Default Swap (CDX) Contracts and Total Return Swaps (TRS)

CDX contracts provide insurers with an efficient means of gaining broad exposure to corporate credit, particularly
useful under IFRS 17 where liability valuations incorporate corporate bond spreads. By using CDX, insurers can
match the credit spread component of the IFRS 17 discount curve without the need to directly purchase physical
corporate bonds, which may be scarce or illiquid in certain markets. CDX contracts allow insurers to efficiently
hedge or gain credit exposure across a basket of corporate bonds, though they predominantly offer U.S. market
exposure. TRS can offer long-term credit exposure, typically through contracts ranging from 1to 5 years. These
contracts provide exposure to a basket of securities or an index, enabling insurers to achieve the desired duration
of corporate credit exposure. These tools help insurers optimize their credit risk alignment while managing capital
more effectively.

Relative Value Strategy

Fiera’s Active and Strategic Fixed Income team has managed its Relative Value strategy since 2010. The relative
value strategy is highly appealing for insurers as it allows them to generate portable alpha — additional returns
beyond their matching portfolios — while maintaining a duration-neutral position. This approach involves a long-
short strategy with government bond forwards, where the manager exploits pricing inefficiencies between bonds
without taking on duration risk. One of the key advantages of this strategy is that it incurs minimal capital charges,
making it highly efficient under regulatory frameworks such as LICAT and MCT. By remaining duration neutral,

the strategy has minimal impact on overall interest rate risk exposure, allowing insurers to profit from market
inefficiencies without disrupting their core portfolio objectives, making it a popular choice for enhancing yield.
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Selecting Investment Vehicles

Under LICAT/MCT, the choice of investment vehicle is critical for insurers,
as it directly impacts capital efficiency and risk management.

Structuring investments is not a one-size-fits-all endeavour; insurers must consider various options such as pooled
funds, separately managed accounts (SMAs), and structured notes based on their unique liability profiles and
capital requirements. Pooled funds under LICAT, for example, are subject to the most punitive reading of the
insurer’s Investment Policy Statement based on asset allocation ranges, even if the actual investment exposure in
the pooled fund may differ.

On the other hand, SMAs — which are generally offered by asset managers - offer a look-through approach, aligning
the capital charge with actual underlying investment exposures as of the valuation date. Structured or rated

notes may also be utilized to gain exposure to a specific asset class while benefiting from a lower capital charge.
Each vehicle has its own advantages, and careful structuring is essential for maximizing capital efficiency while
optimizing risk-adjusted returns. Figure 4 illustrates the impact of optimizing the investment vehicle (limited
partnership versus structured note) for a private debt strategy on a capital-adjusted return basis.

Structured Notes and Capital Efficiency

Investments in a limited partnership (LP) may result in a significant capital charge similar to investment in equity
even if the underlying investment may call for a lower capital charge. To achieve more favorable capital charges for
investments such as private debt, for example, the investment may be structured in a note format. In this case, a
typical structure may involve a senior note investment (which would be eligible for a lower capital charge), as well
as a subordinated equity investment (which would have a higher charge).

Figure 4: Asset Class Risk-Return Relationship (After Impact of Capital Charges)
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Source: Fiera Capital, December 31, 2023 | Note: This data is based on projections.
There is no guarantee that these results will be achieved.
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Climate: The Insurance Investing Lens

Navigating Regulatory Demands
and Current Landscape

Insurers are increasingly required to integrate climate-related risks into their governance, risk management, and
investment strategies, driven by regulatory mandates such as OSFI's B-15, AMF’s climate guidelines in Quebec, and
the Task Force on Climate-related Financial Disclosures (TCFD). These frameworks emphasize the identification and
management of both physical and transition risks from climate change, while also aligning investment portfolios
with climate scenarios. Additionally, under IFRS S-2, insurers must provide detailed disclosures on how climate
risks impact financial performance and the steps taken to mitigate these risks.

In the last decade, sustainability and ESG (Environmental, Social, and Governance) investing have transformed
from niche considerations into mainstream investment considerations and even dedicated investment strategies.
Insurers have begun to integrate sustainability into their investment strategies, particularly focusing on climate-
resilient assets like renewable energy and green bonds. This shift reflects a growing awareness of the financial
impact of climate change on insurer portfolios and a response to evolving regulatory pressures.

Helping Insurers Thrive

At Fiera Capital, we believe that, as long-term investors, incorporating ESG considerations can have a material
financial impact. We integrate ESG factors into our investment process as an essential lens for managing risk and
identifying new opportunities. By rigorously assessing environmental, social, and governance criteria, we strive
to align our investments with sustainable practices that meet evolving industry expectations. Recognizing the
rising demand for insurers to embed climate-related risks into their investment, risk, and governance frameworks,
we work closely with them to define ESG objectives and implement tailored strategies. This approach not only
supports their sustainability goals but also ensures adherence to industry best practices.

Our support extends to detailed climate-related reporting, covering carbon intensity, emissions reduction
targets, net zero alignment, and temperature scores. In addition to aligning portfolios through our proprietary
ESG framework and the UN Sustainable Development Goals (SDGCs), we offer transparent engagement reporting
that provides insights into our ESG dialogues with investee companies. We also proactively disclose potential
controversial issues within the investment universe, helping insurers stay informed and aligned with their
sustainability and risk management objectives.

Fiera Capital has committed to the Net Zero Asset Managers initiative, actively working toward achieving net zero
greenhouse gas emissions by 2050 or sooner, supporting the broader goal of limiting global warming to 1.5°C. As
of December 31, 2023, our commitment includes US$15.23 billion of the firm’s total assets under management.
This is a foundational target that we will regularly review, with plans to expand our commitment as methodologies
advance, covering more asset classes and incorporating new data. Driven by a long-term perspective, our
investment teams engage actively with companies to enhance ESG disclosures, climate transition plans, and
governance practices on behalf of our clients (see Figure 5).
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Figure 5: Fiera Capital Sustainability and Engagement Objectives
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There is no guarantee that these results will be achieved.

Conclusion: Charting a New Course

The evolving economic and regulatory landscape presents both challenges and opportunities for insurers. As they
navigate the complexities of the post-pandemic environment - characterized by rising inflation, higher interest
rates, and the implementation of IFRS 17 - insurers are compelled to reassess their asset allocation strategies.
Optimizing portfolios to match liabilities, improve capital efficiency, and incorporate ESG factors is essential.
Through innovative approaches such as integrating non-traditional fixed income and private markets, leveraging
derivatives, and carefully selecting investment vehicles, insurers can enhance returns, manage risks, and align with
their regulatory regime. At the same time, addressing climate risks and implementing sustainable investment
practices will be crucial for future-proofing portfolios. By adapting to these shifts, insurers can position themselves
to thrive in a dynamic and increasingly complex market.

Contact

Emerson Savage
CFA, CPA, CAIA
Head of Public Markets Sales

esavage@fieracapital.com
416 524-1233

Alexander J. Comeau
MA, CFA
Head of Private Markets Sales

acomeau@fieracapital.com
514 954-6643
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fieracapital.com

Fiera Capital Corporation (“Fiera Capital”) is a global independent
asset management firm that delivers customized multi-asset solutions
across public and private classes to institutional, financial intermediary
and private wealth clients across North America, Europe and key
markets in Asia and the Middle East. Fiera Capital trades under the
ticker FSZ on the Toronto Stock Exchange. Fiera Capital does not
provide investment advice to U.S. clients or offer investment advisory
services in the US. In the US, asset management services are provided
by Fiera Capital'’s affiliates who are investment advisers that are
registered with the U.S. Securities and Exchange Commission (the
“SEC") or exempt from registration. Registration with the SEC does
not imply a certain level of skill or training. Each affiliated entity (each
an “Affiliate”) of Fiera Capital only provides investment advisory

or investment management services or offers investment funds in

the jurisdictions where the Affiliate and/or the relevant product is
registered or authorized to provide services pursuant to an exemption
from registration.

This document is strictly confidential and for discussion purposes only.
Its contents must not be disclosed or redistributed directly or indirectly,
to any party other than the person to whom it has been delivered and
that person’s professional advisers.

The information presented in this document, in whole or in part, is
not investment, tax, legal or other advice, nor does it consider the
investment objectives or financial circumstances of any investor. The
source of all information is Fiera Capital unless otherwise stated.

Fiera Capital and its Affiliates reasonably believe that this document
contains accurate information as at the date of publication; however, no
representation is made that the information is accurate or complete and
it may not be relied upon. Fiera Capital and its Affiliates will accept no
liability arising from the use of this document.

Fiera Capital and its Affiliates do not make recommendations to buy
or sell securities or investments in marketing materials. Dealing and/
or advising services are only offered to qualified investors pursuant to
applicable securities laws in each jurisdiction.

Past performance of any fund, strategy or investment is not

an indication or guarantee of future results. Performance
information assumes the reinvestment of all investment income
and distributions and does not account for any fees or income
taxes paid by the investor. All investments have the potential for
loss. Target returns are forward-looking, do not represent actual
performance, there is no guarantee that such performance will be
achieved, and actual results may vary substantially.

This document may contain “forward-looking statements” which
reflect the current expectations of Fiera Capital and/or its Affiliates.
These statements reflect current beliefs, expectations and assumptions
with respect to future events and are based on information currently
available. Although based upon what Fiera Capital and its affiliates
believe to be reasonable assumptions, there is no guarantee that actual
results, performance, or achievements will be consistent with these

forward-looking statements. There is no obligation for Fiera Capital
and/or its Affiliates to update or alter any forward-looking statements,
whether as a result of new information, future events or otherwise.

Strategy data such as ratios and other measures which may be presented
herein are for reference only and may be used by prospective investors
to evaluate and compare the strategy. Other metrics are available and
should be considered prior to investment as those provided herein are
the subjective choice of the manager. The weighting of such subjective
factors in a different manner would likely lead to different conclusions.

Strategy details, including holdings and exposure data, as well as other
characteristics, are as of the date noted and subject to change. Specific
holdings identified are not representative of all holdings and it should
not be assumed that the holdings identified were or will be profitable.

Certain fund or strategy performance and characteristics may be
compared with those of well-known and widely recognized indices.
Holdings may differ significantly from the securities that comprise the
representative index. It is not possible to invest directly in an index.
Investors pursuing a strategy like an index may experience higher or
lower returns and will bear the cost of fees and expenses that will reduce
returns, whereas an index does not. Generally, an index that is used to
compare performance of a fund or strategy, as applicable, is the closest
aligned regarding composition, volatility, or other factors.

Every investment is subject to various risks and such risks should

be carefully considered by prospective investors before they

make any investment decision. No investment strategy or risk
management technique can guarantee returns or eliminate risk in
every market environment. Each investor should read all related
constating documents and/or consult their own advisors as to legal,
tax, accounting, regulatory, and related matters prior to making

an investment.

The ESG or impact goals, commitments, incentives and initiatives
outlined in this document are purely voluntary, may have limited impact
on investment decisions and/or the management of investments and

do not constitute a guarantee, promise or commitment regarding actual
or potential positive impacts or outcomes associated with investments
made by funds managed by the firm. The firm has established, and may
in the future establish, certain ESG or impact goals, commitments,
incentives and initiatives, including but not limited to those relating to
diversity, equity and inclusion and greenhouse gas emissions reductions.
Any ESG or impact goals, commitments, incentives and initiatives
referenced in any information, reporting or disclosures published by

the firm are not being promoted and do not bind any investment
decisions made in respect of, or stewardship of, any funds managed by
the firm for the purposes of Article 8 of Regulation (EU) 2019/2088

on sustainability-related disclosures, in the financial services sector.

Any measures implemented in respect of such ESG or impact goals,
commitments, incentives and initiatives may not be immediately
applicable to the investments of any funds managed by the firm and any
implementation can be overridden or ignored at the sole discretion of


https://www.fieracapital.com/en/institutional-markets
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the firm. There can be no assurance that ESG policies and procedures
as described herein, including policies and procedures related to
responsible investment or the application of ESG-related criteria or
reviews to the investment process will continue; such policies and
procedures could change, even materially, or may not be applied to a
particular investment.

The following risks may be inherent in the funds and strategies
mentioned on these pages.

Equity risk: value of stock may decline rapidly and can remain low
indefinitely. Market risk: the market value of a security may move up or
down based upon a change in market or economic conditions. Liquidity
risk: the strategy may be unable to find a buyer for its investments
when it seeks to sell them. General risk: any investment that has the
possibility for profits also has the possibility of losses, including loss of
principal. ESG and Sustainability risk may result in a material negative
impact on the value of an investment and performance of the portfolio.
Geographic concentration risk may result in performance being more
strongly affected by any conditions affecting those countries or regions
in which the portfolio’s assets are concentrated. Investment portfolio
risk: investing in portfolios involves certain risks an investor would not
face if investing in markets directly. Operational risk may cause losses
as a result of incidents caused by people, systems, and/or processes.
Projections and Market Conditions: We may rely upon projections
developed by the investment manager or a portfolio entity concerning

a portfolio investment’s future performance. Projections are inherently
subject to uncertainty and factors beyond the control of the manager
and the portfolio entity. Regulation: The manager’s operations may be
subject to extensive general and industry specific laws and regulations.
Private strategies are not subject to the same regulatory requirements
as registered strategies. No Market: The LP Units are being sold on a
private placement basis in reliance on exemptions from prospectus and
registration requirements of applicable securities laws and are subject

to restrictions on transfer thereunder. Please refer to the Confidential
Private Placement Memorandum for additional information on the risks
inherent in the funds and strategies mentioned herein. Meteorological
and Force Majeure Events Risk: Certain infrastructure assets are
dependent on meteorological and atmospheric conditions or may

be subject to catastrophic events and other events of force majeure.
Weather: Weather represents a significant operating risk affecting the
agriculture and forestry industry. Commodity prices: Cash flow and
operating results of the strategy are highly dependent on agricultural
commodity prices which can be expected to fluctuate significantly over
time. Water: Water is of primary importance to agricultural production.
Third Party Risk: The financial returns may be adversely affected by
the reliance on third party partners or a counterparty’s default.

For further risks we refer to the relevant fund prospectus.

United Kingdom: This document is issued by Fiera Capital (UK) Limited,
an affiliate of Fiera Capital Corporation. Fiera Capital (UK) Limited is
authorized and regulated by the Financial Conduct Authorityand is
registered with the US Securities and Exchange Commission (“SEC”) as
investment adviser. Registration with the SEC does not imply a certain
level of skill or training.

Abu Dhabi Global Markets: This document is issued by Fiera Capital
(UK) Limited, an affiliate of Fiera Capital Corporation. Fiera Capital (UK)
Limited is regulated by the Financial Services Regulatory Authority.

United Kingdom - Fiera Real Estate UK: This document is issued
by Fiera Real Estate Investors UK Limited, an affiliate of Fiera Capital
Corporation. Fiera Real Estate Investors UK Limited is authorized and
regulated by the Financial Conduct Authority.

European Economic Area (EEA): This document is issued by

Fiera Capital (Germany) GmbH (“Fiera Germany”), an affiliate of

Fiera Capital Corporation. Fiera Germany is authorized and regulated by
the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).

United States: This document is issued by Fiera Capital Inc.

(“Fiera U.S.A."), an affiliate of Fiera Capital Corporation. Fiera U.S.A.

is an investment adviser based in New York City registered with the
Securities and Exchange Commission (“SEC”). Registration with the SEC
does not imply a certain level of skill or training.

United States—Fiera Infrastructure: This document is issued

by Fiera Infrastructure Inc. (“Fiera Infrastructure”), an affiliate of

Fiera Capital Corporation. Fiera Infrastructure is registered as an
exempt reporting adviser with the Securities and Exchange Commission
(“SEC”). Registration with the SEC does not imply a certain level of skill
or training.

United States-Fiera Comox: This document is issued by Fiera Comox
Partners Inc. (“Fiera Comox”), an affiliate of Fiera Capital Corporation.
Fiera Comox is registered as an investment adviser with the Securities
and Exchange Commission (“SEC”). Registration with the SEC does not
imply a certain level of skill or training.

Canada

Fiera Real Estate Investments Limited (“Fiera Real Estate”), a
wholly owned subsidiary of Fiera Capital Corporation is an investment
manager of real estate through a range of investments funds.

Fiera Infrastructure Inc. (“Fiera Infra”), a subsidiary of Fiera Capital
Corporation is a leading global mid-market direct infrastructure investor
operating across all subsectors of the infrastructure asset class.

Fiera Comox Partners Inc. (“Fiera Comox”), a subsidiary of

Fiera Capital Corporation is a global investment manager that manages
private alternative strategies in Private Credit, Agriculture, Private Equity
and Timberland.

Fiera Private Debt Inc. (“Fiera Private Debt"), a subsidiary of

Fiera Capital Corporation provides innovative investment solutions to
a wide range of investors through two distinct private debt strategies:
corporate debt and infrastructure debt.

Please find an overview of registrations of Fiera Capital Corporation
and certain of its subsidiaries here: https://www.fieracapital.com/en/
registrations-and-exemptions.
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