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Moderator Tyrone G. Faulds: This session will be in both French and English, so if you need a translation
device, you might want to slip out now.

Welcome to the first of two sessions sponsored by the Committee on Life Insurance Financial Reporting. I
am Ty Faulds, the current Chair of CLIFR. Today, we will be covering the guidance that we provided earlier this
spring on the implications of the Finance proposal in regards to the tax of life insurance policies. We have presented
a supplement to the Fall Letter in about February. Sylvain is going to be reviewing that and what additional
guidance we expect to give on that topic before year end.

After Sylvain, Jean Mongrain is going to come forward and briefly review our plans for the Fall Letter this year.
And then following Jean, we are going to have Marc-André who is going to talk about mortality improvement and
the research we are doing on that and when we expect to provide additional guidance.

At tomorrow’s sessions we will be reviewing the status of our Educational Note on segregated fund guarantees.
That particular Educational Note is not on the modelling aspects of segregated funds, but on more the practical
considerations involved in it. The second session tomorrow will be on the Group Educational Note, where we are
on it. And the third session will be on interest rate calibration, we are doing an Educational Note on that. So that
is all tomorrow afternoon at the last session tomorrow, and we get the last session today. I think that is because
everyone feels that people stay around to listen to us.

(laughter)

So without further ado, I am going to pass the microphone over to Chris and Marc as I – or to Sylvain, sorry,
too many names. As I mentioned, part of this presentation will be in French and that side I think is the English
and this side is the French.

Speaker Sylvain Côté: Okay, thank you, Ty. So the purpose of my presentation today is to talk about the
implications of the 3855 on the different tax calculations. And CLIFR issued or published a document in
April, 2007, it was an Educational Note. The title of that document is Implications of CICA Handbook Section
3855, Financial Instruments on Future Income and Alternative Taxes: Update to Fall Letter. So that is a really
short title, that is really cute, eh.

(laughter)

So today, I will describe and explain just a bit what we can find in that document. So the first thing that we
can find in the document is a review of what has been written in the Fall Letter published in December, 2006.What
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CLIFR said in the Fall Letter is that this change, and we talk about the change of 3855, may create additional tax
timing differences. This accounting standard change is not effective for 2006 year end statements, so to calculate
the reserve at year end 2006 we didn’t have to take into account 3855. However, the opening balance sheet for 2007

as of January 1 would be restated.
Again, in the Fall Letter, we said that an industry proposal has been made to the Department of Finance, but

no formal response has been received. So it was at the beginning of December when we published the Fall Letter
and, because of that, what we said is that caution would be used in projecting any favourable tax timing results.
So after we published the Fall Letter at the end of 2006, on December 20, Finance issued a press release and back-
grounder, that is what we call the Finance Proposal. CLIFR views this document as a formal response, but it is not
a substantially enacted tax change. I think what is the most important thing in the document is that even though
we have a Finance Proposal, CLIFR mentioned that it is not a substantially enacted tax change.

In many cases the continuation of the current tax regime results in the reduction in the company’s tax-related
liabilities related to those established on a pre-3855 basis. So again, it’s about the same thing that we said in the
Fall Letter.

So in that document, again, we say that the actuary would consider that the intent of Finance is to revise the
tax regime on a revenue neutral basis across the industry. So it doesn’t mean that it won’t have any impact for every
company, but across the industry that is the goal that Finance is looking at. And again, because of that, in the
document with the Educational Note we say that the actuary would exercise caution before reducing liabilities. So
there are not a lot of things new compared to what we said in the Fall Letter.

Also in the document we mention that it is really important to discuss with the accountants to avoid, in fact,
double counting, for example. Generally what would be good is to have the same, to be consistent to what we have
in the accounting provision for tax is consistent to what we have in the liability. And at the end of it, the actuary
would make sure that the sum of the accounting and the actuarial provision makes sense altogether. That is really
important that the actuary look at the whole picture of the balance sheet.

Je vais continuer en français pour le reste de la présentation. Donc l’actuaire, on dit aussi dans le document,
que l’actuaire peut envisager de mesurer l’effet de la proposition de Finance, donc évidemment on encourage
fortement les compagnies à calculer ou à mesurer l’effet du « Finance Proposal ». Qu’est-ce qui se passe au niveau
du « Finance Proposal »? Bien c’est qu’il va y avoir un nouvel écart temporaire pour les gains reportés qui vont être
créés, puisqu’au niveau fiscal les gains reportés vont continuer de s’amortir. Ce n’est pas le cas au niveau statutaire,
alors ça va créer un nouvel écart temporaire. Il y a aussi un nouvel écart temporaire qui va être créé au niveau des
actifs, donc c’est l’écart entre la valeur marchande et la valeur comptable qui va s’amortir sur une période de 5 ans,
et aussi un autre point qui est très important, c’est pour les polices émises avant 1996, l’écart de réserve fiscal et
statutaire va s’amortir sur 5 ans. Donc ça, c’est un élément qui est défavorable en général pour les compagnies.

Pour les polices émises après 1995, l’impact de 3855 en fait est neutre. Il y a deux éléments qui s’observent :
il y a une différence de réserve et une différence d’actif, les deux sur 5 ans, mais les deux se compensent, ça n’a pas
d’effet. Donc après 5 ans, il va y avoir de moins en moins d’écart entre le fiscal et statutaire, sauf qu’il va en rester
surtout au niveau des actifs, comme par exemple : les dividendes, le fait que c’est non imposable, la non
déductibilité de IIT dans certaines provinces, les gains reportés qu’on a dit tantôt. Du côté du passif, il risque aussi
d’en avoir un petit peu, mais ça va être beaucoup moindre, peut-être au niveau des réserves IBNR qui semblent
avoir encore un écart mais ça devrait être quand même assez mineur.

Donc suite à ça, bien qu’il y a toujours des discussions qui se poursuivent entre l’ACCAP et puis la Finance,
l’ACCAP a répondu à la Finance le 30 mars. Qu’est-ce que l’ACCAP a répondu, grosso modo c’est qu’il demande
d’allonger la période d’amortissement de l’écart de réserve et l’écart fiscal pour les affaires depuis 1996 mais seule-
ment pour les compagnies pour lesquelles ça a un impact important. Ce n’est pas pour toutes les compagnies, c’est
selon une formule, la formule étant un écart de réserve statutaire et fiscal. Est-ce que ça c’est plus grand que 25 %
du surplus? Si oui, l’ACCAP propose d’allonger la période de surplus de 5 ans. Donc, à ma connaissance, il n’y a
pas eu de réponse suite à ça de Finance. Donc l’ACCAP est en attente à ce niveau-là. Donc, le dossier est à suivre
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et c’est évident que CLIFR suit de près le dossier. Donc comme on l’a dit tantôt, CLIFR suit de près ce dossier-
là. C’est un dossier important, ça avance pas à un petit pas de tortue, mais ça avance. Donc on suit le fil. Donc
CLIFR n’a pas l’intention de modifier ses directives dans le fond, tant qu’il n’y aura pas de changement fiscal

substantiellement promulgué. Donc, on peut comme on l’a dit tantôt, oui, il y a des propositions, il y des
discussions tout ça, mais tant que ce n’est pas un changement fiscal substantiellement promulgué, CLIFR n’a pas
l’intention de changer ses recommandations, et donc comme conclusion, l’actuaire devrait donc utiliser en 2007
la même base que celle utilisée lors du bilan d’ouverture donc d’être prudent et de reconnaître des gains au niveau
fiscal. Donc voilà c’est ce que j’avais à présenter.

(pause)

Moderator Faulds: Thanks Sylvain. Jean?

Speaker Jean Mongrain: I only have English slides.
The purpose of that presentation is to explain to you what is the – well, in fact, we tried to start earlier this

year the process for the Fall Letters in order to have an issuance earlier this year than last year. So we’ll look at the
reason for the early presentation for the Fall Letter. We look also at the background for the Fall Letter, we will
review the last year’s contents and it might be also that all those Educational Notes have been issued since last year’s
Fall Letter, the implication of CICA Handbook 3855, as Sylvain talked earlier, and the use of actuarial judgment
and the best estimate assumptions, the approximation to the CALM reserves and the margin for adverse deviation
paper. And we will look also at the new guidance for this year.

The general reason why we tried to start the process earlier – in fact, we started the process in the March
meeting of CLIFR – is to avoid the distribution of the Fall Letter close to the yearend work. Last year I think the
letter had been issued on December 1st. Our target is to have the letter being published for the Appointed
Actuary’s Seminar that will be held at the end of September. Also, to give time for people to implement the changes,
if any and if applicable to the company, because some changes might require some software changes, things like
that. Also, for the company having a non-December 31st financial statement we then try to have them in earlier
presentations.

And another point is to have feedback from the industry. That is why we wanted to talk earlier this year of
the Fall Letter contents. If any of you have any concerns relating to the yearend valuation you might address your
concerns to us.

The Fall Letter is – well, as most of you know, is to provide guidance for year end valuation on specific issues
that are not detailed in either the Standards of Practice or the Educational Notes. Usually – well, not usually, but
always represents the contents on CLIFR, as I said, it has been discussed since the March meeting. So if you have
any concerns for yearend valuations we have here the company’s mandate from CLIFR. Some might terminate at
the end of June, but I can only close those who terminate in the end of June. And Marie-Hélène and Sheldon are
the two regulators representing.

Here is last year’s contents of the Fall Letter. We will review briefly the contents of the letter as well as the
progress of the work that has been done since last year. For mortality for insurance and annuity we were giving
guidance on the improvement of mortality assumptions. We were giving guidance on the scenario assumptions for
interest rates following the new standards of practice of last year and also for the stochastic testing calibration
criteria. We were giving guidance on the seg fund valuations, long-term equity returns, the options, Group policy
contracts and Sylvain talked about earlier also the 3855 new CICA guidelines.

So for the insurance mortality, the guidance was on the level of mortality and improvement that the actuaries
can put into the valuation of the reserves. And no guidance is yet available, but the working group has been
established to review guidance on CLIFR. Group leaders Edward Gibson will review the work of that group every
month and an update of this committee research will be made by Marc-André.
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For the annuities, the guidance was also on the mortality improvements to provide an alternative to the AA
Scale that we used to have in our calculations. This guidance is worse since the last two years now. For annuities,
mortality improvement is also under review by the working group and they are also reviewing a new individual

annuity and mortality table to provide guidance for its use.
For the interest rates, we were providing guidance on the interpretation of the new Standards of Practice since

the 2320 and 2330 that have been issued in 2006. CLIFR is concerned also by the wide range of practice in
stochastic testing relating to the calibration criteria. In fact, a working group has been established also and it’s led
by Wally Bridel who is also a CLIFR member. The guidance was concerning the use of stochastic testing. The
parameters need to be appropriate to the Canadian Life Insurance reporting and it needs to encompass the nine
prescribed scenarios of the new Standards of Practice. We need to review the parameters if the reserve is lower
than the CTE80. And the reserve needs also to be larger or equal to the prescribed scenario number nine. And the
Ed. Note is targeted for 2008 in that field of practice.

Guidance was also given for the lapse study in Universal Life. The guidance was based on the 2003 UL Level
COI lapse study. The guidance said that the study was appropriate for the first five years of consideration but
there was a lack of UL specific drivers, like the fund value or movement of rates in the interest rate environment.
So we have to look if it would be possible to have an ultimate lapse rate similar to a standalone T-100. And I think
today there was another session on a new study for the UL lapse rate. So the new experience study will be
reviewed and probably be updated in the guidance for this year.

The valuation of seg funds – well, part of the session tomorrow will be on that one. The guidance last year
was related to the amortization of acquisition expenses, the valuation of the guarantees and the hedging – well,
tomorrow’s session will have more details on that one.

The currency risk – CLIFR’s recommendation in last year’s Letter was to integrate a multi-currency interest
rate model or use currency forwards if that is not available. And if it is not available, you should use also the
interest rate differential in the future. The margin for adverse deviation ranged from 5-50%, but an Educational
Note will be published very soon in that field.

The long-term equity return – this was another item in last year’s Fall Letter. The recommendation deals with
the historical period and stated that you should use the longest possible period for historical data. The Canadian
market, it was established that period begins in 1956. Similar criteria should be used for other major markets. And
for a less stable or emerging market, the risk premium net of margin for adverse deviation was limited to the
assumed Canadian equity and a process for an educational note is also beginning.

In other items on the guidance was the concern about the value of minimum interest guarantees and embedded
options. Because of the low economic environment, some of the described scenarios might not catch all the value
of those options. And while stochastic testing might catch all those – might give material value to those options, the
appointed actuary was not required to produce stochastic testing but should review the exposure in that situation.

Section 3855 was also part of last year’s letter, but I won’t spend too much time on that one. The two Ed. Notes
had been published last year on that one. So part of that contents has already been transferred to Ed. Notes.

The last item was the contents of Sylvain’s presentation; it was about the tax timing difference that will come
with 3855. So we are waiting for Finance to provide additional guidance on that one.

Following, the 2007 Letter, well, provided that 3855 will continue to be part of our guidance. And any feed-
back we will receive from the practitioners, and it is a goal of having an earlier presentation this year, is to have
feedback for any concerns that the industry has relating to the year end valuations.

Those are the last two sentences that we used to see, is that the actuaries should be coming out with relevant
Educational Notes and other designated educational materials. Fall Letters fall into that category and need to be
considered for the yearend valuation. And all those documents also are available on the CIA website.

So really, the goal was just to give an early presentation in order to get feedback from the industry and also
to have an issue of the Fall Letter around the Appointed Actuary’s Seminar by the end of September.

Thank you.
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Moderator Faulds: Thanks, Jean.

Speaker Marc-André Belzil: Bonjour. Hello everyone. Thank you for coming, I know it is late and I appreciate

that you are here.
There was a session this morning to talk about mortality improvement and I touched base a little bit on what

I am going to talk about. A little bit of discussion and hopefully this will create discussions and interesting feed-
back from the audience.

First of all, I would like to – Ed Gibson is the Chairman of our Subcommittee on Mortality Improvement,
but he was not able to make it today, but he asked for someone to volunteer, and I volunteered, so that is why he
is not here today. Our committee’s goal is to propose a mortality improvement basis, which would be good for the
valuation of Life Insurance and Annuities as well. And here are the subcommittee members. And I would like to
– also Ed helped me on this presentation and many thanks to him and to also all the members who provided
feedback on this presentation.

Currently we have a draft proposal that’s only been seen… If you want a preview, just go here.

(laughter)

There’s no suspense at all. Okay, now that you know, the current draft specifies the best estimate improvement
scale that would be the same for Life Insurance and for Annuity business. Mortality assumption would have its
own PfAD, MfAD, but with the direction of the PfAD being different, opposite directions for Life and Annuities.
And the main data that was used to come up with the mortality improvement and the PfAD were based on Mary
Hardy’s paper, and it was published about a year and a half ago, which uses data based on populations.

There were a few discussions this morning and before that on why we would use population improvement
and not insured population. Mary Hardy had access to 20 years of insured data, which is not a whole lot to project
in the future – that’s one of the reasons – but also in the data itself we see an impact of underwriting changes over
the last 20 years, with the blood testing being done and not being done and blood pressure. So you see that the
underwriting could change, so that would have an impact on the results themselves.

And on the annuity data, Louis Adam in an unpublished work showed that there was also some good
mortality improvement of later ages also based on population data. This is what Mary Hardy came up with.
Basically, a scale that starts around 3%, 2-3% for male and female, and gradually goes down to 1% at the higher
ages. The population data over a longer duration is probably a better source than the annuity study data, which is
not as reliable and also, because of what I said before, any underwriting changes in the last 20 years had an
impact on insured data, so that skewed the results. We decide as a committee to have the same improvement for
male and female, I am going to discuss why later. And also, we wanted to have a maximum duration, especially
for Life for this, so we decided maybe for 25 years we could use mortality improvements. That is in a large part
based on Mary Hardy’s suggestions that, with the data that she had, she said probably 25 years is the longest you
can project mortality improvement.

And also we are thinking about introducing a concept of hedging credits for companies that have both Life
and Annuity data. They have the same PfAD, but in total you could reduce probably your PfAD if you have both
businesses. It is not exactly the way it is going to be, the concept is there, it is a good concept, but it is not done
yet. Like I said before, we decided to go with a unisex approach. One of the reasons is when you look at mortality
improvement it is really dependent on the period that you observe. If you look at the last 20 or 30 years experience
and you try to project you are going to get different results than if you look at the last 80 years of data. One thing
that we found, if we use Mary Hardy’s data like it is you would see female improvement being higher than male
improvement. And if you look at the last 20 years, well, it is the other way around. So we decided it was a bit weird
to use female improvement that would be higher than male starting in 2008, for example.
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Then we looked at some data from OSFI that was published recently. It was in a report, the Menard/Wade
Report, it was released in 2007, and they also look at population data. They show mortality improvement over
different time periods. And we’re going to see some graphs, but for a longer duration of 70 years you see female

improvement rates being higher than male rates, but it’s the opposite if you look at the shorter duration.
As you can see here, for example, that is for a male, for a population between 15 and 64, and that would be

typical Life Insurance, and 65 to 89 for Annuities. If you look at the 1991 period, you will see really a big
improvement. And as you expand that time horizon you see that in the last 70 years that was lower than what it
was in the last 10 years. It is interesting to see that’s for a male. You will see the total opposite if you look at female
data. You will see that the opposite holds true now. You will see that the longer you go the higher the improvement
is. And that part we saw when we tried to have male and female rates. We saw that if we used Mary Hardy’s sex
differentiated business, not business but business differentiated by sex, you will see the longer that we go the
female improvement is higher than male.

So what we propose is to have the same improvement for male and female. And then you can see the same
graph as you saw before, but now there is a green line showing what the proposal would be, and it is exactly in the
middle of male and female. Then we look at history. If we use unisex improvement how would that stand over a
different time period? Well, so we looked at the last 70 years that is based on the Menard/Wade Report, historical
rates. What we proposed would be in between male and female if you look at the last 70 years. If we look at the
last 40 years, again, the proposed is almost in between, at higher ages and between 15 and 64. And if we look at
more recent data in the last 10 years, then again the proposed would fall in between male and female. Well, we
thought that method made sense. Also, if you look back at history it also makes sense; it is always in the middle
of male and female.

So what we then propose for Life Insurance is to have a maximum improvement rate equal to 50% of the best
estimate, the green line, 50% of the best estimate. Basically that’s a 50% MfAD on the improvement rate. The
maximum duration for that improvement would be 25 years and there will be some special consideration for
death-supported products. If we see that this decreases reserve we will do something, we will have to take that into
account.

As for Annuities, the minimum improvement rate would be at 150% of the best estimate and then their way
the minimum duration would be for 25 years. So this is basically what it is. The green line is the best estimate and
the annuity minimum and the insurance maximum in blue and red. This is basically a comparison of the current
AA scale for male and female. And you see that the proposed valuation is always higher than both of them, male
and female, especially so at the higher ages like 80 and above, you see a big difference.

To conclude, first of all, if we want to go ahead with this on Life Insurance, then this would require a change
in Standards of Practice, because currently we have to keep – 100% of mortality improvement must be in the
margins, and now we are proposing 50%. The proposed change for Annuities would be simpler, but if we have a
proposal we want it to be valid for both Life and Annuity, so we are going to wait because the Life part required
a change in the Standards of Practice and we are going to wait until 2008. It is going to give us some time to do
sensitivity testing to get feedback, so unlikely to have an impact this year.

Our subcommittee started in October/November, so probably seven or eight months ago, so it had limited
review from CLIFR, we had some feedback from CLIFR. But it hasn’t yet been endorsed and it is still in the early
draft stage. So our session today is basically to get feedback on the industry and they’re really welcome.We did some
limited testing – two or three companies. Well, the members of the subcommittee did some testing in their own
company, and this testing indicated material changes to Annuity reserves, an increase of 3-5% and a material
decrease to Life Insurance from 1-2%. But again, very dependent on business mix.

Obviously, we are going to do some more testing, so we welcome any volunteers, people in the industry that
would like to test this and come back with their results and maybe tell us, you know, if we are in the wrong
direction or in the right direction.

So at this point, I am finished.
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Moderator Faulds: Thank you very much, Marc-André. We are now open for any questions.

Mr. John Brierley: John Brierley. One question on the mortality improvement. When you use population in

mortality improvement are you not doing some double counting for things like changes in the mix of population
over time, the switch between the percentage of smokers to a higher percentage of non-smokers? Where if you
looked at the same statistics on insured mortality you would end up having that corrected, because we have the
expected basis on a smoker/non-smoker being a little bit more. So I think that, from that perspective you may be
overstating the improvement when you apply population improvement to insurance. The same thing might
happen with other improvements in some of the other things that would be coming through in the underwriting
process. So I am just a little concerned that that might not be quite the right way to go.

Speaker Belzil: Thanks for your question. The non-smoking or smoking was a topic in our committee. We
recognize that, especially since smoker prevalence was around probably 70% in the late 1950s and now it is down
to 20-25% - that had a material impact. We asked Mary Hardy to do some work there, but there was not a lot of
data and she didn’t feel comfortable extrapolating the smoker-differentiated data. She could have done some – she
did some actually on the insured data, but that is only worth maybe 20 years of experience. On the population
data there is no such smoker or non-smoker differences.

On the other hand though, if you look at over 80 years maybe the impact is not as much an issue as if you
look maybe in the last 50 years where obviously there you would see the impact of the smoker prevalence being
that high and going down. So yes, it is an issue, we don’t have any data to rate it on really. So that was one thing.
Again, if you look at the insured data you have a bias there because changes in underwriting have probably affected
the results there. So if you look at that, then you are going to see changes in blood profile. For example, with
AIDS, companies require blood be taken at really low amounts and that was back at the end of the 1980s and
1990s. So you would probably see a decrease in mortality there because you had more data to do a better under-
writing decision, but that is no longer the case. It was not the case before in the 1980s. It is hard to just look also
at the insured data, because there is some bias there, some problems there.

Mr. Michael Hawkins: Michael Hawkins. First of all, I would like to commend the committee for looking after
mortality improvement. I think that has a potential of removing some inappropriate conservatism from the
valuation. I think that is a good improvement.

I have a bit of concern with the MfADs on the mortality improvement rate. It seems to be a risk of putting
in double MfADs. There was already MfADs on the base assumptions, so do we really need to put an MfAD on
the mortality improvement rates? When we look at another valuation item, expenses, we put an MfAD on the
expense rate. In my experience, I have never seen an MfAD on the inflation rate because when you do the one,
you are already capturing it. Do you have comment on that?

Speaker Belzil: I know that the 50%– basically, we looked at the Mary Hardy’s data and we looked at the
confidence interval. And the best estimate with a 50% PfAD, it was giving us around CTE80, which is about right
for reserves. I don’t have the slides here, but if you look at her results, she said that basically up to the 97.5
percentile there is no improvement. But at the 75% confidence interval, then yes, she says, they are improving and
continuing to improve in the future.

I am not sure there is double counting. If you look at improvement itself and because there is also uncertainty
in this improvement and if there is uncertainty in the improvement then we need some kind of padding it up. Are
you more concerned about the level or –

Mr. Hawkins: I am concerned that –
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Speaker Belzil: – just no PfAD at all?

Mr. Hawkins: – no PfAD at all on the improvement. One company I am working with on annuity pricing had,

from last year, uncertainty on the improvement rates, so the actuary there was considering should he have a higher
PfAD on his base pricing. He came up with his best estimate mortality assumptions, best estimate mortality
improvement rates. And then he was looking at what MfAD should he have, should we have an 8%, should we
have a 10% with the MfAD on top of that? I mean, that is why you are doing the big reserve increase from those
tests.

All right, I won’t take up much more time. The other comment that I had was, that it seems to be a very
prescribed approach. Usually we have a range of practice and it is up to the appointed actuary to find assumptions
that are appropriate for their circumstances. Circumstances change from company to company and from country
to country obviously as well. So there seems to be a different tack. I know we often have limits on where that
range could be, but it seems very prescribed and I am wondering if that is, you know, a new direction CLIFR wants
to go or if it is not. And you know, in particular, you can have, you know, if the companies are doing a lot of Group
business, why are they using a different situation in the Life, companies doing mostly Life, and it isn’t always
appropriate. You get the socio-economic environments and things like that.

Moderator Faulds: I guess I will try and answer the question on is this a new CLIFR direction. I don’t think so.
CLIFR has always given a prescribed mortality improvement for Annuities and we have always given a prescribed
mortality improvement for Life. The Annuities used to be no more than AA-scale and no less than the AA-scale
and the Life Insurance mortality was none. Where any individual actuary doesn’t have any better knowledge than
any others we feel a prescribed basis is appropriate. Where there is actual support and experience that the actuary
can look at to draw their own conclusions, such as what is your current level of mortality, we feel a lot of latitude
should be allowed to recognize that. But we think the mortality improvement is more like the first than the second.

Mr. Hawkins: It is just, as an example, like on the male/female thing, if company’s writing only Group annuities
from wind-ups with pension plans, that is a preponderance of male mortality, so that might be appropriate in
general, but it is not appropriate necessarily to a company’s circumstances.

The other thing I wanted to say was on the hedge. You know, that would be different in different companies.
For example, Company A, if they were looking at whether we should be doing more Annuities to be hedged. But
if you look at their Life block, it is mostly term business, so they had very little post age 65 Life mortality
exposures. But on Annuities, it was all post age 65. So the idea was a hedge and the concept was good, but you
have to be very careful because it really was not a hedge in that situation.

Mr. Simon Curtis: Simon Curtis. I would like to actually echo Michael’s congratulations to you actually taking
on the mortality improvement issue. It is really daunting one to take on, but I think it was long overdue to be
looked at because the prescription on no improvements never sat well I think with many of us in the medical
based world.

I had a couple of questions or comments, one on mortality improvements and then one on currency. Maybe
I will start just with the currency.

You seem to take the approach to currency... it sounds like you are really saying that you have to go back to
a currency neutral type investment assumption and then add a PfAD. Obviously, in a company like Manulife, I
always think about currency a lot and that never sat that comfortably with me, that we would end up more
conservative than risk – you know, we would be saying risk neutral plus a PfAD, which seems to be counter
intuitive to what you see in a lot of finance theory today that you, you know, you either – once you go to a risk
neutral world you are kind of finished. Like, you shouldn’t put the company worse off than actually if they elected
to go and hedge the risk. And that just seems to systemically embed a PfAD on that, which I clearly can see there
is a risk but is it a GAAP type risk or a capital type risk?
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You know, I wonder when you think of it from a GAAP context is it an appropriate result? Now, I don’t have
an answer to it, but I would be interested in your thoughts on that, because I have gone back and forth. So maybe
you can answer that and then I will ask my question on mortality.

Moderator Faulds: I think that one is for me. Yes, we have given some consideration. I guess we have decided at
this point in time that it would be best to recognize if you did hedge out the risk versus if you didn’t, our feeling
was that you should be resulting in a higher GAAP reserve if you didn’t do the hedging than if you did. If you did
the hedging you have no risk.

Mr. Curtis: Recognizing that that is completely different than where international standards will end up?

Moderator Faulds: Yes.

Mr. Curtis: Okay. You know, as I said –

(laughter)

Having said that, I can see both sides on that one. You know, I am just wondering if you guys had thought
that one right through.

The other is on the mortality improvements. You know, I think that is a very tough area to know what the
right assumption is. And when I listened to what you have gone through, there’s been huge intellectual leaps – you
know, a period over which you will permit it, the fact you have gone to unisex, the percentages you are going to
come up with, the fact that you are not going to reflect health status.

And my problem, I guess, is I worry about these internal processes where one person who – I know Mary, she
is a great person, but she does a lot of research in a lot of areas and so she does an academic paper and then you
have some internal look at CLIFR, make all these huge assumptions and come up with a set of descriptions. I think
that what CLIFR should really seriously think through is whether we should get the CIA to commission one or
two knowledge experts in mortality to do a peer review of what you come up with. I think that would actually give
a lot more weight to whatever changes you come up with, personally. Because I don’t know how the rest of us are
supposed to assess whether it is good guidance and such. So that is one thing I would just give you as an idea. I
think it might carry a lot more weight if what we came up with you could really show had been strongly peer
reviewed and endorsed as a reasonable approach, because it is such a core assumption and in so many areas it could
probably be challenged, that it might be an idea.

The other issue that intrigues me is, you will come up with this for Canada, but 80% plus of my mortality
risk is not Canadian. And I don’t really want to be put in a situation where you guys would then prescribe this as
for non-Canadian risk. But I would be curious as to how you would then say companies with non-Canadian risk
would cover this issue.

Speaker Belzil: I know, personally, I would not use this for the U.S. I think there is a difference in countries –
they are not as high, first of all. So I would tend to use this as maybe a maximum of what you could use in the
U.S., but I am not familiar with what do they use if you value U.S. business. What about you, Ty?

Moderator Faulds: I think for countries outside of Canada we rely on our usual. You do your own homework
and make sure it is consistent with what we’re doing in Canada. But we are not going to be doing studies on it.

Ms Penny Teddiman: Hi, my name is Penny Teddiman. I just had a few comments about the annuity mortality.
I gave a seminar with Marc-André this morning and I just thought I would mention some things. I am very
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concerned about the mortality improvement that you were recommending. It is just too low I believe. And I also
think that if you look at Mary Hardy’s paper, you know, I will give you it later, but my interpretation was that she
would say that you would take the average over 20 years and project for 20 years, that would be the normal for

way to do it. Anyway, I don’t think that she would take 83 years and use that as a projection for improvement for
the next 20.

Speaker Belzil: Yes, just to answer that. She specifically said in her memo using something longer and projecting
longer than 25 would be a mistake. And the rule of thumb, for her, is to take at least twice, if you are going to
project 25 you need 50 years of historical data. I think that is consistent with the seg fund approach as well.

Ms Teddiman: Okay, well I will send you separately a different research paper showing what she said – I guess
there are a lot of opinions on this and maybe that is another thing – that was one researcher and I will send you
references there. But recently, like male improvements, is running probably 2.5-3%. It just depends on what time
period you are taking it over. So if you have a valuation standard at like 1.5%, it is going to be too low. Another
thing about margins, I think the latest Educational Note said that you are supposed to take the base plus
improvement together and then put the margins on that. We may have misinterpreted it, but that was our
interpretation of it. And this is one that just came out at the end of last year, so that is what we were looking at.
But, you know, you would have to probably think.... Anyway, that was what somebody was asking about margins
on margins and I thought we were supposed to take them both together so you wouldn’t have margins on
margins. You are supposed to look at them both together, which I would think would do.

Another comment I would like to make is I don’t think it’s correct to take Canada in isolation. We should be
looking at all the countries together and then seeing and trying to relate the improvement that is going on in
Canada to the U.S. and to all the other countries and I think you would come up with a better result.

Speaker Belzil: Like I said before, you are right. And if you look at different periods over the last 10 years, 20 years,
you would see different results, male and female. If you look longer you see the opposite. And you can see how it is
hard to come up with a good mortality improvement. If you have someone here that says if you look at population
data you are going to overestimate what the improvement is going to be, someone else would say you underestimate.
That is the kind of struggle that we always have in the committee. If you use this data, then it seems that it is high.
If you look at population data it may be a bit low.

Again, we are trying to come up with a reasonable answer and it is really hard, because we have different types of
data and we are trying to rely on really hard data to do this. As for the margins, I will bring it back to the committee.
But to me, like if you have your qx, your representative qx, and you put a PfAD on it, that is for a mis-estimation
at the time you do your valuation. If you put improvement on top of that future improvement it has uncertainty;
it needs a separate MfAD. I will bring it to the committee and will discuss this, but –

Ms Teddiman: Yes, there is one other point I want –

Speaker Belzil: Actually, I think it was unanimous. Everyone felt that is the way it should be and maybe other
people have different comments too.

Ms Teddiman: One other comment I wanted to make. I think the AA-Scale, I think that isn’t really the root
problem, because it is only varying by a gauge. You are not varying it by calendar year, so you are forced into some
sort of one rate forever for annuities, for improvement, which is causing problems. You are forced into assuming
a lower improvement rate, because even though currently it is much higher, you can’t reflect it because it is going
to be projected right out.
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Speaker Belzil: That is a good point. Mary Hardy looked at the insured data, Select and Ultimate, and she didn’t
find any reason to use Select rates for Life. For Annuities, obviously we didn’t have the same data for Annuities,
but you are right, some people think that maybe we could have different rates probably the first five or 10 years

and then gradually go to an ultimate rate over the remaining 15 years. It’s not carved in stone but like I said, so
far that is what the proposal is and we are taking comments and I will bring these comments back to our
committee and have a good discussion on this.

Mr. Neil Haynes: My name is Neil Haynes. I don’t think I have a question, just a few comments. First of all, I
would just echo and support the point that Penny was making about the apparently low level of recommended
mortality improvement for male, 4.5%, does feel low in the current environment. And I would just suggest that
we think hard about that one. And I appreciate what you said about not applicable in 2007, you know, let’s do
some testing, understand what the numbers look like, give us time to sort of sit back and think about that.

I think the point that Simon made about peer review is a really interesting point. I hadn’t thought of it before,
but just off the cuff I think that would be a useful exercise to go through. This is obviously an important topic area.
There is a lot of good research that has been done around the world and, you know, clearly the demographics are
such that retirement markets and longevity issues are going to be very important in the insurance world to the
actuarial community for a long time to come, so I would certainly support that.

In terms of out-of-Canada mortality improvement, I would hope essentially that the principle of adopting,
you know, starting with population and mortality improvement, not distinguishing between Insurance and
Annuity data is something that we have arrived at as a Canada-only solution for the time being and that is not
necessarily being promulgated as a principle to be applied for other jurisdictions because of the way in which
mortality is investigated in other jurisdictions and so on.

And lastly, the piece that does leave me scratching my head a little bit is the notion that we should start with
the same best estimate assumption for both insured lives and annuitants. I think it kind of stands to reason that
one ought to expect different mortality improvements from those two groups of individuals over time. And
perhaps the 50% MfAD concept, which feels like a big percentage. Maybe part of that is not so much MfAD but
perhaps just simply a distinction that there is in fact a difference between insured life mortality improvement and
annuitant mortality improvement. And if that is part of the rationale for the 50 per cent, perhaps we should add
some clarity if that is the case.

Speaker Belzil: That was not really intent of the 50%.The 50% on the Life, basically it was to bring the best guess
plus PfAD at a CTE80 level evaluation. And so we thought if it is similar for annuities, we do the same measure
and the same adjustment. It was not made in a way to compensate for the fact – it wasn’t made so that Life and
Annuity would be different. We feel that this is the same population and the same view of the future should apply
for both. I think it went up as far as CLIFR and CLIFR agrees with this approach as well. MaybeTy can comment.

Moderator Faulds: I think, as a number of you have indicated, this is a very, very important direction and
comment. I think we have had a number of discussions on this topic at CLIFR. There is far from a consensus. And
as you have heard, in this room there is far from a consensus as well. So I hesitate to say that we have reached any
conclusions at this point in time. We have got a proposal, we really appreciate the feedback and we hope to get
yet some more feedback. And I think I wouldn’t be speaking out of line, if you do have a very avid interest in this
feel free to give Ed Gibson a call and suggest that you might like to participate on this team. Brian?

Mr. Brian Loewen: Brian Loewen. We have quite a few environmental issues coming up in the world in the near
future I guess. I just wanted to hear you guys comment on that. Do you give that any consideration or is that just
too much of a wild card or what?
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Speaker Belzil: Yes, as a committee, yes, we could have used, you know, changes, trying to come up with changes
in obesity levels that would impact diabetes and then that would impact on coronary disease and try to predict, you
know, new drugs coming in and viruses coming in, and it never ends. So basically what we said is that we are going

to look at just hard data and do basically – the method that has been used is a method used by all demographers
all over the world. It’s the Lee-Carter method. It has been adjusted, it has been improved, it has been validated with
historical data and we decided that would be the approach and not to try to look in the crystal ball really and try
to project a difference in others. It is really interesting, but at the end of the day it is really hard to do that and come
up with something. Well, we have discussions if we do non-smokers/smokers. So if we start adding a lot more
assumptions in there it’s really hard to debate this, but that’s another point.

Moderator Faulds: Thank you all, this session is adjourned. I hope to see you tomorrow.

(applause)
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