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Moderator David M. Baker: As I joked to my boss, I said: “Uh-oh! You guys are diluting the gene pool here. You’re
letting non-actuaries present at this conference!”

So I feel like I’m inside hallowed halls here or something. I’m not going to be speaking on anything too
intelligently. I’m going to let these two gentlemen to the right of me do all the heavy lifting; I’m just directing
traffic today.

So what we want to do is really keep this as a fairly dynamic, interactive kind of session. We don’t pretend to
have all the answers but we do want to talk today about a new and emerging, exciting area that we’re seeing in our
industry around combination products.

And so to my right we’ve got Fred Jacques who is the AVP of Living Benefits at Munich Re and to his left,
Dominic Hains, who’s the AVP of Development at RGA.

So just to give you a bit of an overview in terms of some of the things we’re going to be talking about. We’re
going to take a quick look at some consumer not-so-bright ideas and then some bright ideas and the application
to our industry. Some market observations, current trends, future opportunities and then Fred is going to take us
through an example product opportunity. And then we’ll have time for Q&A.

As I mentioned earlier, we really want to make this interactive so as we go along I’m going to ask a question
of either Fred or Dominic or both, they’re going to provide a response and if you’d like to build on that or you
have a question at that time — you see we’re all equipped here with mikes — please feel free to jump up and ask
a question.

So let’s take a look at some not-so-bright ideas. Depending on how this goes, we’re going to get a bit of crowd
participation here.

So headlights in combination with slippers for…? Yes, you’ve got it, night lights for your feet. (laughter) So
if you’re wandering your friendly Wal-Mart aisles, you may or may not see this product but I have to admit I have
not seen it.

Aerosol toothpaste. As the name implies, aerosol and toothpaste in one handy container. I’m not sure who
came up with this idea. Obviously they didn’t have any kids. Can you imagine going into the bathroom, you know
that spare bathroom that your kids... they’ve got this stuff. It’s all over the mirrors. It’s in their hair. “I tried to get
it in my teeth, Dad”.

The all-terrain stroller. Now this is for those of you who are maybe for a little more of a rural bent or this other
neighbour of ours who wants to get Junior inaugurated into that deer hunting season right from the get go. You’ve
got combination tracks and stroller for the all-terrain stroller.



All right, well let’s take a look at some bright ideas. These are things that we all know have made it through
the marketplace and have been very successful.

Now obviously Post-It notes. We use scotch tape here actually. As I understand it the fellow who invented it

was from GE; it was a variation on a glue that he discovered. But really it’s something that we’re all familiar with
and who would have thought such a simple idea could become so widespread.

Alarm clock. We probably tend not to think of this as a combination product but sure enough, clocks didn’t
always ring when they struck a certain time, I guess. So here you go, alarm clock.

Then the last one. Any of us who has travelled in the airport? We seem hard pressed to imagine travel now
without the wheels on the suitcase and that’s even migrated into our computer bag luggage. I’m not sure what the
statement is on that because either we’re carrying too much work home or PC’s haven’t gotten as small as we
thought they would.

So what I want to do now is take a quick look at how this applies to the insurance industry. So let’s get started.
We’re going to look at how do you actually define a combination product and Fred I’m going to swing this one
your way.

Speaker Frédéric Jacques: Thank you, David.
So how do you define “combination product”? Well, when we put this presentation together, we kind of

brainstormed and were looking an official definition of what is a combo product and we couldn’t find any. So we
came up with our own. A combo product is really a product that’s catering to multiple benefit needs from a policy
all wrapped into one umbrella.

Even with that definition, we’ve looked at it and we came up with what we would call two categories: the kind
of hybrid combo product and then a truer combo product.

And if we look at what could be considered a hybrid combo product, we’ve all experienced that. The P&C
side of our organization are pretty good at it. They are basically telling you: “Well, if you give me your car insurance
and your house insurance, I’m going to give you a 5% discount or 10% discount.” So really what they’re doing,
they’re taking two separate products that they have on their shelf, packaging together, putting a bow tie to it and
say: “Here’s the package.” You can get that. So is that a combo product? They’re catering to all your needs; they
just integrated some of the process to make it a sale easy for you. So we could see that as kind of combining some
of the marketing and the sales process and the administration process.

Another one that is more common in the life insurance market is taking a base chassis product, like a term
or permanent life product and then adding a rider as a component. We’ve seen some CI riders on life product,
waiver on life product. So basically those are fairly independent products. We just packaged them together and
you’re saving a policy fee, and it’s easy. It’s the sale process; it’s the pitching idea, the marketing idea behind it. But
if you think about it, those are two separate benefits that can stand on their own except that there is some slight
administration integration.

The other option that we also looked at is the conversion option. Basically you have one product and if you
pay a small fee, or it could be built in, we’re going to give you the option of moving from this product to another
product that we have on our shelf, except that you don’t need any underwriting. So we have seen an emergence of
those products out there in the market where you could have a DI product and after a certain number of years,
you then can convert to an LTC. Similar to what we see in term to UL, except that now you still have the same
benefit trigger but then there’s some conversion there. We’re seeing some emergence of those types of products.

Now if we were to look at something that we would be calling more the traditional combo product, one of
them is accelerated payout. This is very, very common in other countries around the world. UK is a good example
where they had tremendous success of accelerating CI on the life product. We’ve also seen some of that in Canada.
Acceleration is not common but we’ve seen it. There are some UL products or life products that they can accelerate
some face amount in case of terminal illness. So this is one type of acceleration, as well, because once the benefit
is paid out under that acceleration then your face amount is getting reduced.
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Then we have what I would call a morphing product. A morphing product is a product that starts with
something and within the same product at a defined point in time or age, morphing into another product, a totally
different trigger. So a good example of that would be, you buy a life insurance and at age 65 your life insurance

drops and it becomes an LTC. It’s not elective for the policy holder. There’s no selection. They bought that package
and it’s just going to happen regardless. At that time the policy holder can always lapse, but this is the product that
they used. It covered two triggers at two different points in time. They don’t overlap and that’s under one contract.

And the last one, I would call it the extension rider, and basically you take a product and depending on what’s
happening to you then the payout on that product would be bona fide. And I’m going to get through a bit more
details on the extension products later but one good example of an extension product that everyone can easily
understand is, if you have annuity product, you have an annuity payout, and someone becomes 2 out of 6 ADL’s
dependent then suddenly the annuity payout is bona fide. So if you were getting a $1000 a month under your
annuity payout, now if you’re fitting the 2 out 6 ADL’s, your payout is becoming $1500 or $2000. So there’s an
LTC component also on top of that annuity payout.

So those are the broad categories that we came up with in terms of a combo product.

Moderator Baker: Thanks Fred. So thinking of some of the ideas that we saw on the consumer slides, Dominic,
tell us what sort of rationale that you’d use in determining what products could fit together for us in our industry?

Speaker Dominic Hains:Well, a first thing that comes to mind when you look at those not-so-bright ideas is —
for example I keep thinking of the slippers — it might be a great idea but you’re still going to need that flashlight
that you combined in your slippers for something else. So are you just going to walk around carrying a slipper that
happens to have a flashlight built in?

So the one thing to keep in mind is, does it make sense? Are you still going to need those two things separately,
or does it just really make sense to have both together and combining that use?

So to go back to that alarm clock idea, well almost nobody walks around just carrying a bell these days, except
maybe at those meetings to signal that it’s time for the next session. So maybe translating that also to the insurance
concept of a combo product, what are those products where there is a co-morbidity that you can work with, where
there could maybe also be a saving that you can pass on to the insured that makes the product more attractive.

Speaker Jacques: And one thing to support the combo product emergence in Canada — and it’s really, really a
hot topic in the U.S. — there’s a lot of people talking about combo products. We saw some emergence in Canada

and Munich Re did an advisors survey. We surveyed advisors across Canada and it was an open-ended
questionnaire to the advisor and we were asking them: “What do you think is needed in Canada for new product
ideas or other aspects?”

And by far all the advisors talked about: “Well, we need combo products.”
They didn’t tell us what type of combo products, but they said, “Well it’s combo products. We need that.”
It’s funny enough because we were expecting that it would come out as combo products. So almost at the end

of the survey, we gave them the option to tell us what are the combo products that would work and they came up
with various ones. You can see that there’s a mixed bag of everything. You can mix pretty much everything that
they had in their portfolio and they wanted to combine them. But the most interesting statistics that we got from
that is out of all the advisors that have answered the survey, only 13% of them saw no need for combo products.
So that leaves us with 87% of the advisors out there thinking that a combo product could be a great thing for the
Canadian market and it would help them sell products.

Now when we’ve asked them what type of combo product they would like to see, I’ve mentioned there’s a lot
of them that showed up. If you’re looking at what can mix together really well, it’s what’s going to sell? Because
ultimately none of us like to develop products just to leave it on our shelf. We want to sell those products.
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What do we think mix very well? Maybe the advisor will say, “Well I have no value in that product.” But one
of them that they mentioned is Life with Critical Illness. And they said that this was by far the highest one that
they would like to see introduced in the market. And funnily enough this is a product that’s been having a lot of

success around the world. But in Canada, acceleration of CI on Life, the sales of the product have not been great
to date. It’s very, very, very minimal but it appears that the advisor might be ready to consider those products in
certain situations, so it might be worth investigating.

Moderator Baker: OK, thanks guys.
So having said that, what do you think are the limitations then in trying to build a combination product?

Dominic, do you want to take a swipe at that one?

Speaker Hains: Well the first one, one of the key things when you’re thinking about combo products is you’re
thinking also about the possibility of integrating some processes internally like underwriting: only having one set
of underwriting requirements; ideally having only one person doing the underwriting for that combo product.

So when you’re thinking about developing, is it possible to integrate? Is currently the underwriting being
done by two completely different lines of business? If it’s for example a Life product or a Health product, how
realistic is that?

And the other big one on the processes is the admin system. Do you have an admin system that is capable of
handling a product say with lump sums, various daily or weekly or monthly benefits?

That product that evolves over time from CI to LTC, lump sum to monthly payments, that’s a big one.
Taxation can be a limitation because taxation on any — well, not any, but on most insurance products tends to
be still a gray area. I mean UL has been around for a long time now and you probably all know how clear the rules
on taxation are for these products. You’ve got to make certain assumptions when you’re thinking of developing a
combo product say that combines Life and various Health benefits. But that can be a limitation, depending how
confident you are that those assumptions you are making are going to hold up.

Another one is the complexity of the product. For example, take a product that follows someone over his life
cycle with different benefits, responding to different needs. So when you work you might have some Life and DI
and as you age and get closer to retirement, maybe that life insurance amount goes down and then some LTC starts
kicking in. It’s a product that can be very complex to explain and to sell to customers if you combine a couple of
those benefits. Insurance is a product that’s hard to sell, it’s a product that is sold and not bought. So selling one
product sometimes can be hard enough. Combining two, three different benefits just can make the thing a lot more
difficult to sell.

Also at the end of the day, cost is also an issue. If you get a product, especially one that would have different
triggers that can all pay benefits at the same time, it’s not a product that evolves but rather one that has simultaneous
triggers almost. So for a product like that, even though it answers a lot of needs, cost can go up pretty quickly and
that’s a major obstacle to have a successful sales result with such a product.

Moderator Baker: OK, thanks Dominic.
So let’s take a look at a few market observations. When we were putting this together we said, it’s probably

appropriate to have folks from the reinsurance up here because as direct writers, we aren’t probably that keen to
come up here and talk about the things that we’re necessarily working on. So that’s one of the reasons why we got
Fred and Dominic up here.

So are there lessons that we can look at either past, or from other countries, Fred, that can help us in making
some of these choices?



Speaker Jacques: Well, definitely. I think it’s always good to look at what we have in our market but it’s even
valuable to look at what we have outside of our market, to think about what could come in our market and be
very successful.

But before we look at the outside market, I would challenge all of you to think about a combo product that
most of you are already owning and maybe you forgot that you’re owning a combo product but you have one
that’s been extremely successful in the Canadian market. What is it?

Well, you’re combining life insurance with some investment vehicles. And it’s been ingrained in our mentality.
It’s been here for ages, but if you think about it, this is a very, very successful combo product that’s in the Canadian
market. And can we repeat that with some other product? Well, it’s all in the marketing and the delivery.

Another product that is probably in your portfolio and you don’t even remember. You probably have a
mortgage but we add mortgage insurance to it. What is your mortgage insurance covering? Well depending where
you took your mortgages, you may end up with Life coverage; you may end up with Life and CI coverage; you
may end up with disability on it. Did you remember that when you bought the product, they told you “Oh you
can have all of those products” or it came more as a package deal? So you may own some combo product; it’s
doable if it’s packaged probably.

Another combo product that we have in Canada and that one, would I call it successful? Well, it is successful
but it carries some risk and we’re all aware of the risk. It’s “back to back”. What they’re taking, they’re taking two
separate products; they’re putting a bow tie to it. And those are the advisors doing this because I don’t think any
single insurance company has been able to package those two successfully and be profitable. You always want to
have one portion of the product with one carrier and the other portion with the other carrier, and hoping that you’re
right, because one of you two will lose money on it. So that’s where we’re looking at it.

So combo product is great. You can achieve great things with combo product but there could be some
drawbacks if some products are combined and they create something that never existed before and that’s putting
you at risk.

So if we’re looking at the combo product market in Canada, there’s a clear emergence of combo products. For
some of you that attended the June meeting, Pierre Parenteau was showing the product from Blue Cross engine,
right? Tangible, tangible. Sorry for the French. I don’t know what it’s called in English. So it’s a product that is really
a hybrid that mixes Life, CI, DI, LTC depending. All the products.

So, there’s a product out there, there’s some company that tried to have Life and CI together as acceleration.
We’re not in the combo phase but a lot of companies are looking at it and trying to combine products.

We have another company that fairly recently came out with a DI to LTC product. So that’s another point
that Canada is looking at emergence of combo product and are we going to be successful at it? Well some other
markets have been successful at it, so I don’t see why we would be not as successful. It’s all in what our advisors
will be willing to sell and how we’re going to package and deliver the message to them.

If we look around the world, there’s been tremendous successes. I mentioned UK has accelerated Life and CI;
that sold lots and lots of policies. But another market that has accelerated Life and CI, that most of you are probably
not aware of and if you were at my previous presentation, you’ve heard about it. It’s the Korean market. In Korea
they sold loads of policies and they’ve been very, very successful at packaging Life and CI and they also package
with that some medical benefits as well.

So depending on your market, depending on your regulations, depending on how your health system works,
depending of how your brokers are selling the products, you can package products successfully.

I’ve seen also some products in Japan where they combine Life and LTC or actually LTC and they give you
some Life coverage on top. So it’s much easier to sell a combo product if you have the big premium and say “Well,
for that little extra piece I can give you a Life rider.” Right?

It’s the reverse approach of what we’ve taken in Canada. Most of the time we say, “Well it’s the cheap Life
premium. If you want it, I can give you a big CI premium on it.”
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Well that’s not how McDonalds operate and they’ve been successful at selling a lot. “Hey, It is the Big Mac
for .99 cents. We can upgrade your fries and drinks.” Everyone buys it.

So it’s really trying to package and change our mentality on it and there’s definitely some success around the

world that has shown that those products can work together.

Moderator Baker: All right, thanks Fred.
So Dominic, what are the key risks to the company to be aware of putting products together?

Speaker Hains: The first one is monitoring. It’s really the importance of monitoring your experience. As Phillip
mentioned in the previous session for those who attended, a good example for that is the UK with their acceleration
product. The market is mostly selling accelerated but the stand-alone product is also available. So theoretically, your
accelerated CI plus Life should be more expensive than just your stand-alone Critical Illness because you had the
Life benefit.

Experience turned out to be roughly the same between the two products on the claim side therefore showing
that there probably has been some anti-selection in those people that chose to buy that stand-alone version instead
of that more widely available accelerated benefit. So with that experience that has been used in recent pricing, that
difference has almost completely disappeared. So it’s important to monitor that experience and identify
opportunities where some policy holders may select against you.

And also another thing to be careful of, for example, on your combo product is if you’re combining your
underwriting environments between the products that you are combining but are still selling that stand-alone
version on the side, is there consistency between those requirements? And if not, are there situations where you
think that there could be some selection against you? So that’s one thing.

Another risk is, as I mentioned earlier, the taxation, how it could evolve. If there’s no clarity when you develop
the product then you have to make certain assumptions. Over time, could that change? And if so, would it impact
you? Would it impact the policy holder? And if so, what type of impact could it have on your lapse rates? On the
negativity towards your company? It could even lead to litigation — who knows?

Another risk is not generating growth in your sales, so cannibalizing the sales between your products. So if
you are selling quite successfully a Life product and a Health product and you decide to create a combo product
that combines the two, are you going to generate sales from those people that were saying they were interested in
buying the Health product but thought adding the two stand-alone versions was just too expensive or you’re just
attracting those same people that thought that both products were a good idea and they were already buying it and
you’re just not creating new sales.

Also, I mentioned the tax, but required surplus is another one where there could be uncertainty when you
develop your product. You’re not exactly sure how the product should be classified. Is it Life? Is it Accident and
Health? What factors are you using? And eventually over time if that changes, how is this going to impact your in
force portfolio? Are you going to have to re-price the product? Well if the premiums are adjustable, do you have
the opportunity? If it’s not, can you re-price your product for new business? And what kind of impact is it going
to have?

I think Seg Funds is an example. CI? For now, a lot of companies are using the accident and health factors,
but there is some work being done that could clarify those guidelines and that could change their surplus. So there
are good examples that we can think of when thinking of combo products; the situation could be the same. If you
have to reserve on a U.S. GAAP basis, what U.S. GAAP methodology are you using for those products? What FAS
number methodology should you use? So those are risks.

The last one is, I mentioned the complexity of the product. It’s complex to customers; it’s complex for advisors
to sell. Could there be situations where the customer didn’t quite understand what he was buying and thought he
was buying something else than he actually bought? And say it’s an accelerated type product, and a claim happens.
There’s some disability benefit being paid and it reduces the life insurance amount at the time of the



death claim. The beneficiary realizes that: “Oh I thought that we had $100,000 of insurance, not $50,000. What
happened?” Could there be a potential liability to the advisor, to the company leading to possible litigation?

So those are all risk factors to consider when working with these products.

Moderator Baker: Thanks Dominic. It sounds a little intimidating but nonetheless we are still seeing some

products emerge so...

Speaker Hains: Oh yeah. No, I don’t want to sound negative. It’s all those check marks that you have to put in
your pricing reports and when you present that to the CRO.

Moderator Baker: All right, so we touched on this a little earlier. I don’t know if there’s just a few additional
comments that we want to add around this, but we are starting to see some combination products emerge in the
marketplace particularly around the Health segment. Dominic I don’t know if you want to comment on that?

Speaker Hains:Well, the hot trend these days really seems to be around Long Term Care.
It takes different forms. It can either be as Fred mentioned in the examples of different types of products.
It can be a conversion privilege. So for DI to LTC.There’s someCI with a conversion privilege to LongTermCare.
It could be an accelerated payment of your CI benefit. So you start with $100,000 of CI with monthly benefit

in case of Long Term Care needs that reduces your CI lump sum but the remaining CI lump sum is still available
at one point if you have a critical illness claim. So that’s the hot trend.

There’s also already some other products that do combine all different types of benefits: Life, CI, DI with LTC,
and different percentages to basically custom fit the product for your needs.

And just to go back to LTC, the reason why it’s the hot thing these days? I’m not 100% sure, it could be either
of two things. First one could be just to generate a momentum for the LTC product itself, because some of those
options the guarantees around that LTC option are not quite the same as the base guarantee say on your CI
product. So you’re buying the insurability, but it’s still unclear what type of product is going to be available at that
time or what exactly is going to be guaranteed. But it can be a good starter for the conversation.

So it’s either that or the other possibility is that with the current products that are available out there, maybe
there isn’t one that quite adequately meets all the needs when you get older. After retirement, do you still need the
same amount of CI or life insurance? So LTC can be a good fit and you’re giving the policy holder the option to
choose as they get closer to that age whether they need it or not.

Speaker Jacques: Yeah, and a few things that we can think of, if we look at combo products. It’s sold by advisors
and if they’re able to adequately explain the product in terms that the policy holder will understand, they might
be able to hit the home run with you and walking into your home and being able to give you some protection on
Life, … Because they’re doing the complete portfolio review and looking at your risk and they may give you some
Life. They may be able to give you some Long Term Care. They may be able to give you some CI, some DI. So
depending on your need, they’re able in one visit or two, three visits, depending on how adamant you are about
buying insurance — they’re definitely adamant about selling you insurance but buying is a different story — they
can look at it and make many sales at one point in time and keep you in their portfolio so that you don’t go around
and change advisors down the line. So they’re basically catering to all your needs in one aspect.

One of the reasons I could probably put out there why we’re seeing more emergence of LTC is everyone
realizes that we’ve got an aging population here in Canada and they look at it and there might be a lot more
emergence of LTC in the future.

So using LTC seems to be an appropriate aspect if you’re looking at the aging of population and also in terms
of the government situation about health care. So that could fuel some of the reasons why the current initiatives
on combination product have been tailored around the Long Term Care.
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Moderator Baker: OK, thanks guys.
Any questions up to this point in time? Everybody is sitting there. Good.

U-M: They all want to go to cocktails.

Moderator Baker: Yeah, I know. So we’ll keep rolling through here. We’re standing between you and a drink at

the end of the day and I’ve been in these conferences so I know what that’s like.
So Fred I don’t know if there’s a lot more you really want to add here. I’m going to throw it out here but I

know you’re going to be talking a little more at length on some emerging products. But is there anything you want
to add at this point?

Speaker Jacques: Yeah. I’m going to give you a small lecture later so I’m going to change hats and be a teacher
for a minute. But one product that we’re seeing, a big buzz in the U.S., is a combination of annuity and LTC. So
I’m going to get into a lot more details with that one. So stay tuned. I’m going to refrain from commenting a lot
more on this.

A product that we saw emerging in UK is a product that I would call the “pot of money”. Basically you’re
buying half a million dollars of face amount and within that product there’s benefit triggers that will make you
herald (ph) that $500,000 depending on your benefits. And it’s predefined in your contract.

So you have $500,000; that’s your coverage. How do you access those benefits? Well in your contract it’s
defined as “if you get a disability you can get 1% of that payout paid on a monthly basis while you’re disabled” so
it’s going to draw from it. If you get a CI you can access 25% of it. If you get an LTC then you’re going to get 2%
of it, and so on. So there’s many triggers that are already defined in your product.

It creates some complexity in the product and it caters to some of the needs. But it could be a good product
because from the consumer’s point of view, they feel that no matter what happens, they’re going to get something
out of it. They’re able to dodge all those illnesses and get hit by a car crossing the street. Well, they’re going to get
their death benefit anyway. So they’re paying for something that they will ultimately use no matter what.

And it’s really taking the CI concept in Canada of putting all those ROPs on that product that makes it so
attractive for the advisor to sell to the policy holder because you’re selling to your policy holder a guarantee. You’re
guaranteeing of getting money back from the insurance company and we all realize that people love to get any
money from insurance companies. They try to anti-select to get insurance money from us. And some of them are
actually whipping legitimate claims, but there’s nothing better than getting your money’s worth. And having that
portfolio umbrella product is really a way to address that.

In the prior presentation, I talked about a product that we saw in Netherlands where it’s basically a disability
product but the disability is triggered by a critical illness condition. So upon suffering a critical illness condition
then you can access your DI portfolio. It’s triggered by critical illness, so if you get a heart attack then you can access
the pool for the first year. You either get a monthly payout or a lump sum and if you’re still disabled from that same
condition after 12 months, that’s when the normal DI kicks out and then you’re paying a monthly until you’re no
longer disabled. So this is really another type of combo that we’ve seen around the world.

Moderator Baker: Thanks Fred.
So Dominic, how do you think the government is going to respond to these products, especially the ones that

cross lines? I know we’ve had conversations in our shop around combining as you mentioned earlier the Life and
the Accident and Sickness. So any guesses on what might happen there?

Speaker Hains: Well, my first, simple answer is: I don’t know. And that’s the reason I mentioned that in the
limitations and risks; there’s uncertainty. One thing that I think will happen is, it’s going to take some time before



there is some more clarity. There needs to be more of those products out there with a design that is common across
different carriers with some similarities.

Maybe it’s not necessarily as applicable here as what happened in the U.S., but with all the different regulators

and the different departments for Disability or Life, the ball’s been thrown around a lot. For products combining
different benefits — let’s say an annuity and a LongTerm Care — the Annuity regulator looks at it and says “Well
it’s really more Long Term Care, so why don’t you look at it Mr. Long Term Care?” and then Mr. Long Term Care
looks at it and says “Well it’s really more of an annuity so...”. It takes some time before there’s agreement with who
should take care of it, what the ruling should be, what kind of category it really fits into. So that’s one of the things
that you possibly could expect.

Speaker Jacques:One thing that we had experienced in Canada, and all of us thought about it, was that most of
the time if the tax situation in Canada was not clarified, we’re going on the assumption that it could be
grandfathered and from experience a lot of that has been grandfathered. From my own belief after what the
government did on the Income Trust last year, I’m no longer sure that the stuff will be grandfathered because if
they’re able to turn around and change their approach, who knows what’s going to happen. So really having a
crystal ball would be good but at the moment I’m not really sure if they’re going to grandfather or not because the
government seems to be reacting differently than they did in the past.

Moderator Baker: Thanks.
So last question here as we look at future opportunities, and that’s probably a question that is directed

specifically to you as reinsurers. How do you see your role in helping us as direct writers with the R&D components
of product development?

Speakler Hains:We see our role as helping in the R&D and product development by being able to benefit from
some of the international exposure that we have on different markets, different products, and being able to adapt
and import success stories.

And the advantage of being sometimes second or third or fourth after other markets is we can also benefit from
their mistakes. So as Frederick explained in his earlier session for example some mistakes that have been made in
Korea on some accelerated CI, if there are lessons there that can be learned.

And another reason to help in the R&D and product development and growing the market is, if the market
grows everybody wins. Insurance companies win. Reinsurers win. We’re all in there together, so we want to help.

Speaker Jacques: Yeah, I think from our historical roles, a lot of you direct carriers came to the reinsurer — and
a recent example of that is when the Preferred Life came to Canada — a lot of you turned to the reinsurer to look
for some guidance. So we’ve been an integral part of some of the product development initiatives and it’s mainly
because of our worldwide exposure and the amount of R&D and manpower that we can put behind the R&D in
coming up with the market because your success is our success.

And ultimately, let’s face it: we can come up with the information. We can come up with some
recommendations. But we’re not there to force a product down your throat. You have to have a risk appetite for
it. It has to fit into your own company planning and development philosophy and it’s got to also cater to your own
market. You know your market better than us and that’s why we would love to be involved in your R&D operation,
but it’s got to be a two-way street. We have to have dual communication there because there’s a lot of things that
you know and you have a better handle on your market than we do. And we may be able to bring some different
perspective from our experience around the world or also from prior product development that we did and avoid
you from taking a path that may lead to some issues. And because of that we might be able to shorten your
development cycle from our own experience.
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Moderator Baker: Right, thanks guys.
So any questions before we get Fred up here to step us through a sample combo product that’s some companies

are working on, I guess more in the States?

U-M: I don’t have a question, just observations.

Moderator Baker: Sure.

U-M: Brokers are interesting characters, you know that. I respect them but you ask specific questions about a
combo or whatever, they will always say: “Oh, yeah. We want this. We want that. There’s no problem.”

We’ve tried that. Let me assure you we’ve tried several times to combo products. The first thing that we found
out is that if you go with Life and CI together, you combine them, then you’ve got a broker that says: “But I’m
not licensed for CI. I’m only licensed for Life. I can’t sell that, that’s ridiculous!”

And you go to the consumer, you don’t promote that combo product because then they deal with the broker
and then he’s only licensed in Life or in CI, but not both. So that’s one obstacle.

The other obstacle is that you underwrite a Life product and it’s a standard issue. And then on the CI it’s a +25%.
Again the broker will go to you and say: “That doesn’t make sense.What are you doing here? One is standard, the other
one is +25%. I can’t sell that.”

So those are observations and they are obstacles on combo products when you can buy Health and Life
together and it makes it very difficult. We’ve tried it on more than one occasion and I can tell you the sales were
not very successful and we thought that we had the answers to all their problems.

Moderator Baker: Those are good observations.
I guess most of the brokers that we’d be dealing with are dual licensed and certainly in Ontario when they get

their Life license, they tend to write their A&S license as well.
Your other comment on the ratings — I think that’s a common challenge and Dominic was alluding to that

in terms of trying to align your underwriting. And then you need to look at your stand-alone. I know that there’s
companies out there who have tried to align their age and requirements up front to minimize that. That’s not to
say that you’re going to use different manuals or different requirements. You’re still going to underwrite the CI and
the Life. So you could have, as you indicated, a +25 on the CI and a standard on the Life. But to the extent that
you can minimize some of that up front by aligning age and amount requirements going in, you might be able to
minimize those pieces. But certainly...

U-M: I’m not disagreeing with you as well, that’s for sure. First of all let’s just say that in Ontario all of our brokers
are licensed both in Life and CI. OK so that’s point number one.

Point number two, if for instance you come up with an underwriting that says “OK we need to increase our
price by 5% in order to cover this additional benefit” or whatever, you’re not going to solve the problem, I think,
because the broker can say: “I can do it cheaper somewhere else.”

Moderator Baker: That’s right.

U-M: It’s not a win-win situation. That’s all I’m trying to say.

Moderator Baker: No, no. It’s good comments. Fred, do you want to comment?

Speaker Jacques: I was going to say, especially to your second comment on this issue, that there might be an
opportunity here to look at just what we’re doing as an industry in really segregating the two different



underwritings. There are very good reasons to have different decisions on Life and CI, for example, as you
mentioned. But there could be an opportunity for us to look at what we’re doing. And if we really want to integrate
the two then we might have to bite the bullet somewhere or try to reflect it in the price if there’s room. But if you

differentiate your product enough maybe so that there is no comparison, or if there is, then they’re trying to do
one and it’s really not a good comparison. But maybe that’s the solution.

U-M: Then what are you doing if you have two insurers, one is CI and the other is Life?

Speaker Hains: Then that’s what we’re looking at, right? That’s the type of products that they are kind of sold
separately and there’s a bow tie attached to that and then you really need coordination among everyone that’s
taking risk on that product. If you’re developing a product that has both of them integrated, that would alleviate
some concern but that also opens the doors to anti-selection because I can say I can select that product or select
two separate products and get a cheaper price like we saw in the UK experience.

So I’m not saying combo is the solution to everything. I think there’s a market for combo. We just have to
find a proper way to package it, a proper way to deliver it to the market.

And I love your comment, Georges, on “you have to be careful what the broker wants and compare to what
the broker needs” because they want everything. I can tell you right away they want cheaper price, more flexible
underwriting, higher commission. So that’s what they want. Now can we deliver on that? Unfortunately, no, it’s
not the reality. So what they want and they say that they’re going to sell, may not work. So we have to always
evaluate our risk tolerance on that.

U-M: Dominic, you also raised an issue earlier concerning the current government. Is it going to be treated as a
Life product or a Health product? And so on and so forth?

I read the law on this and it was very specific. If you’ve got, for instance, I’ll give you an example, a Critical
Illness product, and you’ve got for instance a return of premium on that as a rider, it’s treated as a Health product.
If it’s embedded in the product, it may not be. So you’ve got to be very careful with your base product; everything
else is a rider. And then it will be the base product and it works… until they change the law.

Moderator Baker: And CI is not a Health product.

U-M: It’s not going to be retroactive.

Speaker Hains: Yeah, there’s a proposal that’s been made by the CLHIA to CRA a few years ago and like the one
on UL, we’re still waiting for clarification on it, so time will tell when it’s going to happen. I think regardless of
the ruling, it’s going to create some distortion in the market but I think over the long run we’ll be better off because
we’ll have a clear idea of where we’re going.

Moderator Baker: Thanks for your comments. Any others?
OK, Fred it’s over to you.

Speaker Jacques: All right. So I mentioned that we’re going to look at some examples of product opportunity in
combining Long Term Care and Annuity. And I’m going to look at really what’s happening in the U.S. here.

And I can say that this product had a lot more sex appeal a few months ago than it does have now, something
about a financial crisis happening in the U.S. and spilling into Canada? Haven’t heard about it. I’m not looking
at my pension statement. I’m not looking at my investments at all. I’m just working.

But some of the combos that our friends in the U.S. have looked at is when you have an Annuity — really
all of them are Annuity and LTC but there’s different variations of them. You have an annuity and there’s always
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surrender charges on an annuity product. And if you are failing the 2 out 6 ADLs, what they do is they’re waiving
your surrender charges. So there’s no additional LTC component, your LTC component is waiving of the surrender
charges. So there’s many insurers in the U.S. that are doing this. The LTC benefit, is it big? No, it’s small, but there’s

still an LTC component in there and that could be attractive for some policy holder. The price tag, the price point,
is fairly cheap.

Another one is enhanced value and I’ve touched on it. So basically you have a payout annuity and what it does
at the moment you have your trigger at 2 out 6 ADLs, what it can do is either increase your payout or give you a
bonus. And it’s making you realize that your annuity payout is probably there to pay your normal living expenses,
that people are retired and they’re looking at that amount of money as steady of income to pay for your debt,
RRIF and their normal daily living. However, if they do have a LTC condition, suddenly they have different needs.
So not only do they have to keep on living but they also have to pay for many services and care that they are
requiring in order to have an interesting life and not losing a lot of standard of life. So because of that, that’s an
interesting component. So you could package an annuity and having that higher payout. Is there some company?
Well in the U.S. we’ve got approximately ten insurers that are offering this product.

The other one is the substantial LTC benefit and I’m going to go through that one in a lot more details. I think
it’s got some sex appeal. It had a lot more sex appeal as I said before. There’s only a handful of companies that are
developing this product and the reason why I’m saying there’s only a handful is because that product is really
leveraging the change in taxation that will happen in the U.S. in 2010 where you will be able to combine annuity
and LTC into a very tax efficient product.

And then the last one that we’re seeing, there’s some growth there in the U.S. about Life and LTC. So it’s a
small product for the moment but it’s also growing.

So let’s look at the interesting one. I’ll call it “leverage your rainy day fund”. So basically if you’re close to
retirement, you’ve probably made some saving in your life and you have that money parked somewhere in a GIC,
or hopefully not in the stock market, but you have that money parked there to pay for your care in the future.What
you can do, you can take that money and here as an example, I think we said take $60,000 of your savings and
drop it into a deferred annuity. Let’s assume that you’ve parked that $60,000 into your deferred annuity and by
the time you get to 2 out 6 ADL, that annuity with the interest compounding, came up to $73,000.

So with $73,000, for two years, you can draw $100 a day, if I forget all the interest and all that simple
calculation. So you’re able to have a $100 a day payout. What the LTC does is after those two years, the company
will say, “Well I’m going to give you two money bags. I’m going to give you two extra cash so you can get six years
of benefits because your payout is being triggered by the LTC.” You went through it with two years of benefits and
now the insurance company says “Here you go. Now the LTC kicks in.”

So what is the advantage of that product? Well, you can leverage your rainy day fund, you can make that pot
of money to your advantage if you ever become two ADL dependent because it can triple the amount of money
you can access for your health care. It can free up some cash for future so you’re really protecting your assets. And
one concept that I have alluded before, you cannot lose because if something happens to you, you can always get
that money. It’s your annuity. It’s not the insurance company annuity; it’s your money. You can always access it.

So I’ve mentioned why it’s happening. It’s the U.S. change in taxation and that’s one thing that we don’t have
the advantage of in Canada. And I can say “yet”, because who knows what the government will do? They will
probably realize that the pension is costing them a lot of money. I read in the paper that they lost I don’t know
how many billions recently on the pension fund? So they may realize that transferring some of that risk to the
private sector could be interesting for them.They may give us a tax break for it. But in the U.S. it’s been really fueled
by that. So companies are gearing up right now to be ready for 2010, because they expect that there’s going to be
a tremendous wave on that product.

What it does? Well, there’s some inherent pricing hedges in the product and I’m going to get through it a bit
later, but really the annuity and the LTC behave differently in terms of lapses. So I’m not saying it’s a one to one
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offset but it gives you some pricing hedges there. And what you could do since you’re using the rainy day fund that
pays for your benefit for two years, what you’ve just created is a Long Term Care product that has a two year wait.

If we look at the Long Term Care stats, it’s basically saying that most of the claims are taken care of within

about 15 months. So the bulk of all your claims have been taken care of by people drawing from their own money.
And you can package it with a four year benefit — the two money bags, remember? So then you’re paying an

extra four years. So someone has to be on claim for six years before exhausting that. And what is the advantage that
it does? It’s protecting the insurance company from that tail risk that they don’t know what’s happening. And you
have to put that in the U.S. mind frame; they’re having a lot of cognitive claims at the moment in the U.S. It’s
because at some point in time they had very, very relaxed cognitive screening and the number one claim in the U.S.
now is Alzheimers and they are looking at it and how do we price that tail? Because now we have very, very long
tail risk and that’s a way to remove that risk.

So there’s definitely some opportunity to offer a Long Term Care coverage with an annuity. Here, it’s just a
small graphical example. It’s not to scale. So what it does, it’s the annuity. As your lapse increases your profit goes
down and then when your lapse goes down your profit goes up. But the LTC is behaving in the different sections
so then there’s some offsetting hedges that are interesting from a pricing point of view. I’m not saying it’s one to
one; it’s definitely not one to one. The LTC portion is much smaller than the annuity portion but nonetheless
there’s some benefit of combining product.

So what we do here — I’m showing a design — I’m going to call it the 2/2 and there’s the 2/4. So basically
that yellow line is showing your money back; that’s what it did during that time you were self-funding your LTC.

And you have to look at what is the market for it? Well, I think it’s got to be targeted to people who have the
money, so it’s a more affluent market. But what’s happening here is you have two years of benefits that are paid from
your own money and the next two years or four years, depending on your design, are really where the LTC kicks in
and that red line there is really after those six years are exhausted, you’re not exposing yourself to the tail risk.

So what does it represent in terms of saving? I’ve said that, you can generate some nice LTC sales for a much
smaller premium. Well, if we look at a male 65-ish, that’s what we would look at. So 50% of your claims are
covered by that first money back. So you’re self-funded for 50% of your time and then you can offer an LTC
component for 40% of what a normal LTC would cost. So it makes the LTC product a lot more affordable.

Now there are many variations to it. I’m showing that if you want to offer only one bag, it’s going to cost you
only 26% of the normal LTC cost.

There’s some other designs: 3/3, 3/6. Here we can say it’s even cheaper. Obviously as you move down that
portion, the tail risk gets smaller and smaller.

So those are just conceptual designs. It can be designed any way you want, right? And it all depends on the
price point.

How has that product been funded? It’s through a spread on the interest rate that you’re making on your
annuity. Now I’ve said before, the product was very sexy before. I’m not sure the spreads are still there at the moment
and I’m not sure the spreads are there in some markets like Japan where the interest rate is very, very low. Do you
have enough spread to pay for the LTC pieces? It’s got to be customized to every market in seeing if it can work.

So some of the considerations? and I think it’s a repeat of a previous slide. If we look at it from a pricing side,
what are the challenges that you have?

Well, most of our morbidity developments on the LTC at least, it’s looking at the entire life span, and now
you’re really focusing on cognitive impairment because those are the ones that will be there for a long, long time.
So we may have to modify our morbidity basis.

What’s going to be the impact on claim termination? Well we know that a lot of claims terminate within the
first two years, so when we’re pricing the LTC we have to throw that experience study from the U.S. out of the
window and come up with termination rate that’s going to happen from year two to forever. And we know that
once someone has been on claim for two years, there’s a lot of termination that will come, but they won’t terminate
easily and when they’re going to terminate, they’re probably going terminate to death.
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Lapses. I mentioned there’s some offsetting factors.
Reserves. Dominic mentioned that, definitely it’s a concern in the U.S., especially under U.S. GAAP. What

are you using? Are you reserving an annuity? an LTC reserve? How do you split it? How do you handle your DLR?

It can be a bit complex.
Pricing software. You need to be able to price that product somehow, and do you have the tools to be able to

come up with a proper pricing that’s taking all those interacting factors together?
In the U.S., well, you have to file all your stuff and what’s going to be the interest rate, the lapse, the mortality

and all those other factors that you have to really address and look at?
What are your guidelines? Because if you do have different guidelines by product …? Let’s say that you’re

looking at a profitability on the annuity of X and the profitability on the LTC as Y, which one are you going to
choose as a profit target for that combined product?

And if you’re working in silos or semi-silos in your company, you may have some conflict of interest, and some
people will say, “No. This is my product, but I wanted to have that target.” So are you going to create another
hybrid department to handle that product? That could be an issue.

How are you going to market that product? Is it an annuity or is it an LTC? It depends what’s your target
market. It depends what you’re trying to achieve, what you’re trying to accomplish. I could see going both ways.

And the design implications, I’ve said that sometimes when you package products together they behave
differently than on its own.

And the rider, hopefully they should not impact your basic sales. Because if you’re starting to have an impact
and Georges alluded to it before, when you’re combining products, if you’re rated on one and standard on the other
one, that could have an impact on your sales. This is an important one, because the people who are selling annuities,
they don’t like to go to underwriting. They don’t want to go to underwriting. They want an easy process. There’s
no underwriting on annuities, very limited.

So how do you underwrite those products? Well, it’s great because you’re using the policy holder’s own money
at the beginning. And I don’t know a lot of people that will anti-select by using their own money. They have to
burn two years of benefits of their own cash before accessing the life insurance LTC coverage. So because of that,
are you going to see as much anti-selection? The cognitive screening, is it really needed? Not as much. There’s a
lot of approaches and you’re going to do an “accept or decline”. You’re not going to spend too much time
underwriting because you don’t want to impair the annuity sales. So it’s really simplified and streamlined and it’s
really an “accept or decline” approach.

The waiting and elimination period. Well, I mentioned it’s self-funded. So some of your traditional concerns
that you had with Alzheimer’s, Parkinson’s, MS, they’re still there but they take a different percentage of your
concern. It’s not the same thing. And the more you extend your waiting period, the less concerned you are with
anti-selection because people have to use their own money.

So you can simplify your underwriting. You just decline the conditions on the LTC that totally are declinable.
You can do just telephone interview; that’s good enough so you can do a quick screening.

The average testing on that product in the U.S. is only adding two business days to the process. So it’s not
bad, you’re not deferring a lot of your sales. You’re just adding two business days. So it’s pretty good, because we
all know that the longer it takes to underwrite then we have a lot more chances of people falling off the books and
deciding they don’t want that product. So you have to address and sell a product as fast as possible.

And it doesn’t impact substantially the process, so it’s a good concept on paper for the U.S.
Would it be a good concept somewhere else? I think there would be opportunities there. You may have to adapt

it to each other market. Definitely the U.S. has preferred taxation treatment, so definitely they have an edge over
us. But it’s doable and that’s something that could emerge here in Canada, maybe in five years, ten years? Who
knows what’s going to happen with the government, if they’re going to change the taxation of it? Or maybe we
can do it now? Is it going to work or not? It remains to be seen.

Questions?
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U-M: You had mentioned that we are in a low interest rate environment now, and you have to basically tack on
the spread of the interest rates to cover the risk, right? So, obviously the higher interest rates are, maybe the easier
it is to tack on? the easier it is for that spread to be less noticeable to the customer?

Speaker Jacques: Absolutely.

U-M: This exists in the U.S. for some companies. Do you have any sense what that spread is? Is it one, two percent?
I know it probably varies by ages and stuff but do you have any sort of sense as to a range?

Speaker Jacques: It varies by age and it varies by your risk tolerance and what your profit is that you want to have
on the product. But I’ve seen from 38 basis points to probably close to 110 basis points on there. So that’s kind
of the range that we’ve seen to date. As more and more companies are looking at it, that may change.

U-M: Is that with a similar duration as to the example you put on the slide?

Speaker Jacques: Yeah, and it really depends, right? Depending if you do a 2/2, 2/4 or 3/3? All of those factors
will have an impact. But yeah, that was around the 2/4 concept.

So, that’s why I gave my comment on Japan. When you have an interest rate that’s below 1% and you have
to tack a spread of 1.5% on 110 basis points, I don’t think it would work.

Moderator Baker: Frédéric, you’ve got a question over here.

Speaker Jacques: Yes?

U-M: In the U.S. market, is this fixed income or variable indexed products? And does that make sense in Canada,
like on Seg Fund products?

Speaker Jacques: Yeah, that one was on fixed income.

U-M:What do you think on Variable Annuities?

Speaker Jacques:Well, I wouldn’t want to be the actuary who’s going to price it because it could be challenging
to evaluate what’s going to be your LTC payout, right? Because you have to freeze your payout at one point in time.

U-M: But it’s all 3%, 4% management fees…

Speaker Jacques: You could. Yeah, you could. Now you just add another layer of guarantee where the spread just
increased but like everything else, I think everything is priceable.

Now is it going to be sellable? Well, who knows? We can put probably five actuaries in a room and come up
with a very nice technical pricing and come up with all those features. And yeah, I think it’s doable. You just have
to make sure that we have proper guidelines in place and that it makes sense.

Moderator Baker: Any other questions?
Thank you very much for your attention today.

(Applause)
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