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Moderator David Congram:Good afternoon. Thank you for making the last session of today. I see we have still
got a few people coming in, but we would like to get underway. The title of our discussion is Development on
International Accounting Standards from a P&C and a life perspective. We have got some strong P&C input here
as well as we will have some comments from the life perspective too.

We are planning to go from 4:00 to 5:30. Obviously, I am going to be speaking and giving you some perspective,
but I am going to come on last at the discussion. The way we are planning to go is to have Neil Parkinson kick us off
and Neil Parkinson is the National Director of KPMG’s Canadian insurance practice here in Toronto. He is past
chair or co-chair of CICA committees related to the AuG-43 and the JPs with the CIA. He has been an accounting
advisor to the CIA Reinsurance Task Force and you will probably recognize him because he has been a speaker at
a number of the CIA conferences. So we are really pleased to have Neil with us.

In addition, we have David Oakden. David Oakden is theManaging Director of the Actuarial Division of OSFI.
He is a member of the Executive and Technical Committee of the IAIS. And if you have been to some of the
solvency discussions you probably are well tuned into that. He is a member of the task force responding to the IAA
standards that are coming out, which is Leslie Thomson’s committee. He is also Chair of the CAS Education
Policy Committee. He is a member of the CIA’s EC. You probably remember him as a past President of the
Canadian Institute of Actuaries and a former Board member of the CAS. And finally, he is a member of the
Foundation of Canada.

I am Deputy Chair of the IAA insurance accounting committee and I am also the co-chair of the IAA’s
Accounting Actuarial Standards Committee. So I think we have got a fairly good panel for you today and without
more ado I would like to start off by just sort of reminding you where we are in insurance public accounting in
Canada in 2007.We have just survived the introduction of financial instruments and that basically has put in place
IAS-39, not exactly but pretty close, for our asset side of our balance sheet. And I always use the words “that is a mixed
measurement model.” By mixed measurement, means you can choose how you are going to value your assets.

In Canada we are still on the basis that liabilities for insurance entities remain unchanged, that we haven’t
changed. Whereas that is a distinction when we start looking at international accounting and that is why I am
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making that particular emphasis. But I think it is important for us to remember that our process still involves
discounting future cash flows, projection of cash flows on realistic expected assumptions, plus margins for adverse
deviation. But in addition, we still have linkage of assets and liabilities, and obviously linkage of assets and liabilities,

when you talk in international, is one of the big changes.
In 2011 we expect to move to international financial reporting. So that is kind of where the backdrop is and

so what I would like to do is move — the way we have sort of structured today’s agenda is Neil is going to give us
a little bit of a background, plus he is going to focus on the discussion paper that came out just about a month
and a half ago now and that discussion paper is open for comment until the 16th of November.

David is going to talk about the IAA exposure draft on the measurement of liabilities for insurance contracts,
both current estimates and risk margins, and that paper has just recently closed its exposure period and the CIA
did make a submission to the IAA on that topic. And then finally, there is a discussion paper FAS 157 on fair value
measurements and I am going to bring that in as I wrap up the closing remarks and give you a context of how all
of these three pieces fit together in terms of the process that is being followed.

Okay, so let me first of all call on Neil. And I am just going to switch, get your presentation up, and you are
on your way.

Speaker Neil Parkinson: Okay. Thank you very much, David.
I guess what I am going to do here, and those of you who have printed off the slides might be a little daunted

by the number of them, but for all that I am going to fly through several of them and leave some of the others for
reference shall we say, because there is a lot of material here. There is certainly a lot of material on the whole
subject. As an example, the one big thing I carried up here is a copy of the May 3, 2007 discussion paper that was
issued by the ISB, it is double-sided pages too. It is not a biblical thinness of paper but it is still, you know, an awful
lot of read for anyone. And I hope you will forgive any of us if we look a little puzzled or say, oh gosh, I will have
to think about it in the course of this presentation, because the fact of the matter is there are a lot of open questions
in here and a lot of things to think about. It almost poses more questions than it answers.

Anyway, I want to start off by just talking about what we will do very quickly here. I just want to give a very quick
background on what IFRS is exactly and how, in a context of financial reporting standards, we are meant to get
there, talk a little bit about existing insurance IFRS standards, talk at a little more at length about the insurance
contracts discussion paper I just held up and a couple of very brief comments about getting ready for adoption.

First of all, what is IFRS exactly? Well obviously, the international part of it would suggest that it is a global
kind of a standard, it is meant to provide a single set of standards that are robust and well-developed across
international jurisdictions and is currently in use one way or another by over 90 countries around the world and
is issued by something called the International Accounting Standards Board based in London. Now, we have had
Canadian representation on that, in fact, we have had very active Canadian activity in the specific insurance
accounting proposals over a period of years. Further back in time, Paul McCrossan did yomen service trying to
convince everyone they should just do it the Canadian way, for example.

The other thing, importantly, IFRS are meant to be principles-based standards as opposed to rules-based
standards. Some of you will recall the business press extensively criticized the American rules-based model in the
wake of Enron and WoldCom by way of saying that this is just a big rule book that people could try to do
sophisticated financial engineering around. Now, there is advantages to having rules and principles-based standards
can be susceptible to people pushing judgment to a wider range of practice than is comfortable, but that is currently
the direction as opposed to a huge set of standards. And by way of comparison, if there is say 3,000 pages of
IFRS— probably not the right number, but about that — there is probably 3,000, literally, documents establishing
U.S. GAAP, some of which run to hundreds of pages. So there is a big wide set of bookshelves I need for my U.S.
GAAP material and a much narrower bit for IFRS for now.

So when you look at the map too it is quite striking to see that, aside from the white countries that don’t make up
a big share of global domestic product, most of the map seems to have some kind of colour associated with IFRS in it.



The sort of maroon colours have already adopted IFRS, or in the case of Canada, have got a sort of fixed deadline
for implementing it. Most of Europe, Australia, a lot of the other advanced economies are already using IFRS.
Convergence in the sort of bluish-green kinds of countries, much of the rest of the world with big GDP and the

U.S. itself in canary let’s say with convergence intended.
At one time I would have been quite cynical about this and said, well, to a lot of U.S. people convergence

means they will let the grid unwash and have the rest of the world adopt their standards. But that isn’t quite the
way it seems to be unfolding and it is not just because they may have felt a little chasten over Enron andWorldCom
and things like that. So if IFRS is becoming the base of GAAP in most major jurisdictions in the world what else
can we say about it? I have already mentioned it is a principles-based standards set. And in 2005 the Canadian
Accounting Standards Board adopted a directional change away from trying to eliminate differences between
Canadian and U.S. GAAP to one where we are going to move to IFRS. And already those concepts have started
to permeate Canadian accounting standards, notably CICA 3855 or financial instruments accounting. We have
heard about there is an exposure draft that will be adopted by the end of this year on post-employment benefits
accounting. Pretty much a cut and paste, the same across the world, in Canada, the U.S. and in IFRS jurisdictions
in lockstep. And that is happening to a lot of other things that are going to happen in the near term. In fact, if
you talk to Canadian accounting standard setters, they quite often use the term cut and paste because that is the
degree to which, once we have something out of IFRS, it is getting scrutiny or creative drafting in a Canadian
context in a lot of cases. We tend to try to get our influence in the earlier stages right now. And of course, some of
you may come from companies that report upstream to foreign parents, notably in Europe, where you may already
have a sniff of IFRS as a result.

So pictorially, if you think about it, Canadian GAAP, we have shifted the boat course towards IFRS and the
one big question there is going to be how big a bang is there going to be in 2011 when we ultimately get there?
Maybe not so large, because we are converging and conforming standards as we go and it is a little less clear exactly
how that green arrow for U.S. GAAP is going to move. And some people, including me, might have been quite
cynical about the prospects for that as recently as a couple of years ago, just thinking that maybe it is going to take
a long time or the momentum behind it would disappear.

But, in fact, I think there are a lot of reasons for optimism. If you look at a couple of things, the U.S. Financial
Accounting Standards Board has a memorandum of understanding, they are jointly developing projects, they are
moving towards IFRS very quickly. And even more surprisingly, given the political aspects of the SEC— I mean,
you literally figure out who is a Republican and who is a Democrat on the Securities and Exchange Commission —
even there the sort of usual not invented here mindset of a lot of U.S. political bodies has decisively turned towards
saying IFRS is where you want to go. You will have seen recent press releases referring to eliminating the
reconciliation requirement eventually for IFRS preparers to U.S. GAAP when they file in the U.S. And that is just
a huge change, which if you had asked me to bet on that five years ago I would have given you long odds against
that happening anytime soon.

What are we going to do in Canada?Well, interestingly, some of that 2011 will come a lot sooner than you think.
If you look at this chart, this is the Accounting Standards Board timeline, the view is that in your 2008 financial
statements for an insurer — and here we are talking about calendar year type of fiscal years — your 2008 financial
statements would include some qualitative disclosures about IFRS, nature of convergent plan, nature of differences
that you see between IFRS and what you are doing now. And in the following year, your 2009 annual report, the view
would be that you would make some quantitative disclosures. Now, you can’t be expected to actually compute the
differences, but at least greater than, lower than types of disclosures or discussion about why things may be
significantly changed. And it will be easier or harder to do that, depending on how well evolved the standards
associated with insurance will be by the time we get there.

Then by 2011 we go live, that will mean retroactive restatements. So the idea is that in your 2010 year you
will be thinking about comparative figures. And of course, for many of you involved with planning and financial
management, will start thinking at some point when I do my strategic planning or long-term planning, when I do
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my budgeting I am going to start using a new accounting basis. So, as you can see, it is not quite a let’s wait for
four or five years and see what unfolds, it is going to take a lot more movement than that.

The outcome of all this is going to be a financial accounting landscape that looks like IFRS for those of us in

this room. Sure, there will be other aspects elsewhere in the Canadian economy. Not-for-profits will still have their
special rules for accounting, some private companies may have some form of GAAP light. There was discussion
from securities commissions that maybe they should be able to use U.S. GAAP where there are already U.S. GAAP
filers in stead of going to IFRS. But some of you will have heard that OSFI has already expressed quite clearly that
they don’t see it being useful or practical for any of us to report on more than two different bases, they can’t
compare insurers, they want everybody to use IFRS by the time we get to 2011. So for all of us, we might as well
think about the top left quadrant here.

So let us talk briefly about what current IFRS standards are all about. This is a little different framework in
the sense that existing Canadian GAAP standards start talking about what kind of entity you are. Are you an
insurance enterprise and what kind? And if you are a property casualty insurer use accounting guideline 3, if you
are a life insurer use CICA 4211. In contrast, IFRS starts with a framework that is saying are you offering insurance
contracts? If you are offering insurance contracts, I guess you had better account for it like one. So the basic
construct of those rules is a little bit different.

So what standards we have in place are IFRS 4 which has been in force in time for the widespread adoption
of IFRS in Europe in 2005 that basically defines insurance contracts and provides some guidance on some other
areas. IFRS 7 has a lot of detail about disclosures because people couldn’t agree. Some of you will remember, gee,
weren’t we talking about that kind of a discussion paper a few years ago? Well, yes, but people couldn’t agree,
it was very contentious. So what IFRS did, particularly for Europe when they adopted on timetable for their whole
economy in 2005, the adoption of IFRS, they said, well, keep on using your national GAAP rules for measurement
for the time being until we get it worked out. So that is kind of where we are. And so, that is why this discussion
paper has come out, to deal with and get a common measurement standard in place.

So a couple of comments about what IFRS 4 says. First of all, the basic definition of an insurance contract
will look reasonably intuitive and sensible I think to most of us. In fact, it is pretty consistent with say U.S. FAS
5 with paragraph 43 I think, which similarly defines whether you got an insurance risk as indemnifying somebody
against loss for an event and that is really what this is about. So this is probably not a big change for us. However,
there are some implications and, particularly as you look at things like some of the text in the discussion paper that
we are talking about now, those of you who are life insurers will find it a little harder to say I guess my RRSP
premiums are really premium revenue, they will be more like deposit accounting under IFRS 4 and probably the
way we will go under the discussion paper ultimately. And that took a lot of work in Europe to sort out the sheep
from the goats, what contracts were what, which ones had deposit elements that had to be separated, something
we haven’t worried about in life accounting in the past.

IFRS 4 also defines reinsurance contracts. Pretty simply it is just, you know, a contract between a couple of
people offering insurance, but it notably doesn’t require FAS 113 risk transfer testing. And those of you on the P&C
side know you have got FAS 113 whether you like it or not, because it was stuck into OSFI Guideline D9. This may
ormay not change between now and the end of the discussion paper, because there is research ongoing about risk transfer.
But for now, at least IFRS 4 permitted a much wider range, for instance, the reinsurance accounting to apply to
inherently profitable insurance contracts, something which is really hard under U.S. GAAP to do. It also had other
things about the possibility you might have to unbundle deposit components. But it really didn’t, as we said,
address measurement and, accordingly, required a liability adequacy test instead.

Disclosure, much more extensive than most people are used to in Europe. And as we will see later, I think,
it will probably, although a lot of the disclosures required are intuitively sensible to us, probably going to be a lot
more detailed than we are used to.

So now, a quick tour of the discussion paper and I will emphasize, I think, the measurement pieces. First of all
from a timeline perspective, as David mentioned, the discussion paper was issued onMay 3 and here we are six weeks
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later, we have used up a piece of the runway to comment on this by November 16. About 12 months after that end
of comment period,November 16, the idea is that there will be an exposure draft of what will be the final IFRS standards
which will be followed by a comment period and the release of the final standards, which will be about the late in

the year 2009. So we have a limited amount of time to express ourselves on a lot of the question raised in that paper.
What are the basic tenets?Well, single measure models, no longer would we look at life and non-life differently.

Yes, there will be differences in practice, but the whole idea is that you do it pretty much the same. Right now,
as you know, P&C there is a lot more deferred and match accounting, deferred premiums, deferred acquisition costs
and write them off over a policy term, stuff that you basically run through the P and L straight away in a life insurance
model.What we are heading to is a model that is basically the same in that respect as the existing Canadian life insurance
accounting model, no deferred acquisition costs, no unearned premiums. It will therefore be a perspective valuation
model much as we are broadly familiar with under the existing life insurance model. And the intent is to get to
something, magic term, current exit value. If the entry value would be what a policyholder would pay you to take
on the risk, I guess the exit value is what you might have to give somebody else to take on the remaining liabilities
under your insurance contracts. And that ties in nicely to the idea of fair value, at least in principle.

Now, there are a number of preliminary views in the discussion paper that are summarized here and I will focus
on some of them a bit more, things like measurement attribute being current exit value already referred to in the fact
that it would be a single approach for everybody. But the discount rate, observable market rates for similar cash flows,
doesn’t sound very much like asset-linked valuation. So you would be looking at something more— pension actuaries
would be a lot more familiar with using basically rates that are out there in the economy as opposed to rates you expect
from your own portfolio. Well, you would need risk margins determined on a portfolio basis and we will talk about
that a little more. The outcome of it could be that you could get a day 1 profit as soon as you sign a contract. If the
risk margins and your whole unexpired liability provision is less than the money you have been paid, you can get
a day 1 profit, a little different than what people are used to or used to thinking about. In many cases, insurance
is a kind of a service contract.

There are limits on what you can do in allowing for policyholder behaviour. I skipped a line about subsequent
measurement. At least that one isn’t going to be strange to us, unlike the U.S. that locks in assumptions say for
life insurance accounting and valuation, we already recognize changes in estimates pretty much straightaway and
that at least is in the model, so that is not new. Policyholder behaviour, there are certain tests to meet, to consider,
most importantly for life insurers, when you can count on future premiums. Some of them may or may not look
a lot like what we are doing in current CALM methodology.

Acquisition costs, expense that is incurred, consistent with the idea of not having unearned premiums for
property casualty insurers. Maybe unbundling part contracts, question about whether you have got a real constructive
liability to determine whether you can count them in your valuation. And also, there is something which may turn
out to be less important than it seems on the surface, which is the concept of reflecting credit risk inherent in the
contracts you have issued. And suffice it to say there, you will hear a little bit of buzz, but on closer inspection —
and there is a line in the discussion paper that says that they don’t expect that at least at the inception of contracts the
reflection of credit risk will be material to the measurement of a contract. So just take anything you hear about that
and say, gee, I hate this conceptually and just remember it probably doesn’t matter much from a quantitative standpoint.

Now, just a couple of other details in here about what you do in that measurement model. First, unbiased
probability weighted estimates of future cash flows. Sounds reasonable so far, but the idea is you wouldn’t use a heavier
pencil to guestimate those. You know, you would want your sort of most likely outcome, apply current market
discount rates to discount. So far, this is the kind of thing a CFA would love, you know, it is beginning to sound
a lot like an evaluation model. And also, add onto that explicit unbiased estimates of margins for basically risk and
aggravation. Risk margin for the risk you take on, service margin for the other services you may provide. And if
you think about this, at least in concept, in looks a lot like market value. But the difficulty may be trying to
workout how to do these last bits, in particular about risk margins.
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One of the controversies in this has been the question of whether the result of that calculation should be able
to give rise to an initial profit at inception. And a there was a slim majority I guess of the ISB committee members
who believed that it should be allowable to see this happen. Of course, many of you life actuaries are going to say

what do youmean a profit at inception, I am used to strain, you know, what is all this profit at inception chatter about?
But conceptually, there was a rearguard action fought by a number of ISBmembers, they didn’t really like the concept
in the first place and thought that maybe a good thing to do might be to use this concept of calibration to make
the initial measurement, at least of these contracts, such that there would be no profit and effectively you would
set the margins such that effectively you got to the observed price of the transaction when you sold the policy to
a policyholder. However, that one didn’t win and it was somewhat inconsistent with the notion of the current exit
value to try to do that.

Now, also while there is some conceptual discussion or draft guidance included in the discussion paper on how
you would set risk margins, the ISP says it doesn’t intend to really prescribe methods all that much, because a
whole list of possibilities approaches — they are not inclined to propose that any one of them is any better than
another and some of them there is reference to some methods which will be familiar to us here in Canada certainly.

There is also question about future premiums and policyholder behaviour which, on the surface of it at least,
it looks as if maybe this isn’t necessarily a big problem for us. Again, this is a particular issue probably for life
insurers where you might be considering what policyholders are going to do in the future. But to use cash flows
into the future beyond the contracted period for a policy, basically renewals that will happen or the possibility of
lapse for that matter, you have to meet certain conditions. One of the following conditions shown, present value
of premiums less than present value of the resulting additional benefit payments. In other words, if the policyholder
wants to pay premiums because you are going to get it in the neck, I guess that you probably better accrue for both
the premiums and the likely higher costs and that is probably intuitively sensible.

Another condition would be unconditional contractual right to enforce payment of premiums. Okay, sounds
sensible. And lastly, there is a question of retaining a right to guaranteed insurability. It is not totally clear, in fact,
I think there is some risk that these things might not get you to the same place as you are right now on a CALM
methodology for life and providing for future and closed from premiums.

Acquisition cost, as mentioned, expense when incurred, won’t belabour that anymore. There is some suggestion
that if — I don’t see this happening in the Canadian market much— but if you do have premiums paid including
specific reimbursement for initial work, initial acquisition costs, recognize the premiums straightaway, that is again
probably intuitively sensible.

The question of discretionary policyholder participation rights. Particularly related to par policyholders and
whether you should be accruing dividends as part of your policy liabilities. This looks, again, on the surface as if
it is probably going to not cause a big change for us but, again, the devils may be in the details there.

So just a quick summary of the differences between IFRS Phase II and Canadian GAAP. It was mentioned
discount at market rates instead of your own portfolio that it is going to be a bigger difference for life and, to a
lesser extent, it may be a bit of an issue for P&C insurers where, you know, it tends not to be all that large a
difference in practice for most P&C companies. Liability valuation is to include explicit risk and service margins.
In many instances right now that is not done, at least not, you know, directly or certainly not explicitly.

Change in estimates reflected on liability valuations straightaway. Not a change, maybe a change for those of
you who report up to the U.S. on a U.S. GAAP basis. UPR and DAC go away. From a property casualty perspective,
when you start analyzing the pieces that go into the determination of UPR and DAC and then compare that to
what happens if you were to try to do a perspective valuation for property casualty contracts, you will start thinking,
gee, maybe it won’t be so different after all. A couple of questions though. When you start providing for cash
outflows on claims that haven’t been incurred yet and when you have those cash flows will the aggregate paths between
all the claims on the unexpired contracts be greater or lesser than the ones you have got now as an example or is that
otherwise gathered up in a model? Don’t know. I think some accountants are going to end up looking to a lot of
actuaries to get very involved in questions like that.
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Reinsurance portrayed on a gross basis. That has been the case in IFRS in the past, not a change for property
casualty, is a change for life. And then classification of insurance versus deposit contracts. I would have to say that
while I, you know, show my view that likely this is the outcome that will come out of the discussion paper,

the discussion paper is not absolutely crystalline on this. It still seems to show a bias towards saying deposit contracts
get accounted for like deposits, but it still leaves open the possibility they haven’t made their mind up totally.
And there is a whole bunch of other opening questions, in fact, many of which are expressly listed in there, things that
they want comment on, but other things like what happens with credit insurance for credit insurers, mortgage insurers?
Well, you would have to treat that as effectively in a financing contract or would you get to give it insurance treatment?
Not really clear. And if you do those kinds of things, that could be a big deal.

Also, areWorkers’ Compensation schemes covered? I think in the discussion papers that were circulated before
the current run that was actually a question, but they hadn’t actually made up their minds about whether it should
apply toWorkers’ Comp. schemes. However, there is no such language I found yet on the current discussion paper,
so there may be a bias to say that Workers’ Comp. is in and not out of the tent. So adoption, and here I will just
make a couple brief comments. European companies in particular is where a lot of the experience was and they
had huge issues here, some of them said it was SOX 404, Project II. You know, they had all kinds of systems
training and other changes. They, of course, were the first ones to really do it, so they had a bigger mountain to climb
without a whole lot of roadmap right off the top and all kinds of things had to happen. Generally, they waited a little
while to get started, they didn’t have reference points or comparisons, you at least do have that, and you could argue
that there was some poor project management. The result, they paid people like me a little bit too much probably
to help them along the way, a prospect which is maybe not so bad frommy perspective, but not so good from yours.

How will it be different? Phase transition, we will eliminate a lot of these differences as we go over the next
three or four years. On the other hand, we will have to make earlier communication to the marketplace, like I said,
in your 2008 and 2009 statements. And it may or may not help that some of you will have gone through internal
control certification off the bat. But I do want to emphasize that this timeline is not a lengthy one. And if you look
at the time leading up to 2011 and say, well, what would I do if I was managing any project? Well, even allowing
for you to do sort of an anticipating change and assessing impacts between now when the exposure draft comes out
in about a year and a half ’s time you then have not much time to break up reasonable design phases, implementation
and pilot phases, not very much time there. I think that the likelihood of there being a big delay is something that
most of the standard setters will resist, they don’t want to see anybody else lose their enthusiasm I think or see the
timetable slip because of that and possibly lose the consensus it seems to have built here.

The following bits in here are about the details of those phases are just there for you to look at later on at your
leisure if you wish, a fine thing to do this evening instead of going to bars I guess. But don’t underestimate the scale
of this. Frommy standpoint, the biggest thing in financial reporting during my lengthy career, despite my youthful
appearance, I have been around for a long time and I haven’t seen anything this big. And there are benefits to be
had from it about maybe more consistent regulatory approaches, better comparability and things we can all imagine
quickly. And furthermore, your friendly local regulator has already said, gee, I think maybe you guys ought to have
project plans and teams in place thinking about this and your boards of directors will start pestering you about what
you are doing about IFRS.

So anyway, this is the awareness scare story part of the presentation. So with that, I will pass it over to the next folks.

(applause)

Speaker David Oakden:What I am going to attempt to do today is go over some of the material that Neil has
just gone over again, concentrating on risk margins and also go over the IAA paper on the measurement of liabilities
for insurance contracts, current estimates and risk margins. Now, the IAA paper was actually published before the IASB
exposure draft or comment draft and so it was kind of prematurely trying to comment on some of the issues that
the IASB was going to come up with, but these things had been developing and I think people were pretty familiar
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with the direction it was headed. So I am going to go through both of these documents, the IAA one is of a similar
size to IASB one, and just try to pull out the comments on risk margins and what it means.

When you look at the overall basic building blocks, and these are the blocks that Neil described, the IASB paper

looks at estimating your insurance liabilities by estimating the future cash flows and that is just the probability
weighted cash flows from all the different possibilities, which at least on the P&C side is pretty close to what we
do today. Discounting those cash flows for the time value of money, and I think on the time value of money a little
more guidance might be required, but I am not going to talk about that today, and then adding a margin. But you
can see in this whole process the margin is a very critical element.

Just in terms of the margin IASB refers to the value as exit value, which is basically the amount that the insurer
would expect to have to pay today to transfer these liabilities to another entity. So therefore in looking at these
numbers and looking at the margin you are trying to calibrate the margin to what you can sell your liabilities for
today. However, bearing in mind that there is no market, so it is virtually impossible to calibrate this to the market.
The IASB, you know, talks about the margin. I think Neil has been over this. I am using the term risk margin here,
but there really are two margins; a margin for bearing risk, which I think the paper calls and I am going to call the
risk margin and a margin for services. The margin for services is really if you have collected a premium and you are
going to provide some services in the future, then you have got to put up some kind of provision for what it is going
to cost you to provide those services in the future, so that is really what is intended there.

I do want to reiterate that the margin is not a shock absorber. If you get a very unpleasant surprise that unpleasant
surprise goes right through to the bottom line when it occurs and the margin is whatever margin you would currently
require. If it turns out that, as conditions change and the margins on this business increase, then you retroactively just
increase the margins across the board on all your outstanding claims and that increase would go through the bottom
line. And conversely, if you decided the current conditions reduce the margin, then that would also go through the
bottom line earnings. Certainly, the IASB paper has very little guidance on calibration. I do think that more guidance
is needed. I am not sure if the IASB is the best organization to provide that guidance, in fact, I think the IAA might
be the best source of that guidance.

Also, in terms of how to get the margin the IASB actually suggests seven approaches. And while I have listed seven
bullet points here in the roughly 200 pages of guidance that we have got that is pretty much as much as they have.
They have a couple sentences in each of these, but all they do is describe what these are. I have put down the third one
as the Canadian approach. I have taken it a bit of licence, they didn’t call it the Canadian approach, but that is what
they were describing. But these are basically listed, they are all given equal weight.

There is a lot of discussion in the IASB paper on the price for insurance. You know, we are looking at an exit
value approach, so we are theoretically looking at what you could sell your liabilities for. But the only active market
for insurance products is when you sell a product and there is a question how valid is the price of insurance in terms
of calibrating the margins that you use. Basically where they are coming out is that the price you sell your policy for
is a reasonableness check, but it is not something that you can hang your hat on. So it really can’t be used to calibrate
the margins, but certainly can be used as a reasonableness check, it is something that does have some value. And again,
that is an issue that has been discussed, they have asked for comments on that, but certainly with that approach, profit
or loss, at inceptionwould be permitted and there wouldn’t be a presumption that you sold your product atmarket price.

I think if you look at insurance products, you know, life insurance is basically sold, it isn’t bought. And through
the selling model, you know, a good salesman can sell products at a higher price and there is quite a variation and
I think that you shouldn’t use that price necessarily as a market price. If you look at non-life products, we have the
insurance cycle. I have heard some horror stories about dramatic decreases in commercial rates recently. You know,
are today’s rates the market price or are last year’s rates the market price or do you take some long-term average?

So, you know, I think certainly we have got to get away from looking at price. And I think where IASB is coming
out here is probably right, but the trouble is it doesn’t give us an awful lot of helpwhenwe are trying to calibrate ourmodels
and I think, there, the IAA is going to need to do a little more work. I guess the other way to calibrate it would be an
unbiased estimate of a third-party acquisition. And again, if we had any kind of a market there, that would be useful.
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Now really, the meat of what I am trying to do is to get onto the IAA approach. If you remember my first slide,
we talked about the IASB had sort of a three-part approach; you have the cash flows, you have the present value,
you have the margin.The IAA takes what I think is an approach that, to me, is a little better. They talk about a current

estimate, which is really the present value with the cash flows and to the current estimate you add a margin— I think
as actuaries that tends to be the way that we would think about it— and then relating that back to the IASB approach,
the exit value would be equal to the current estimate, plus the margin. So when you talk about the current estimate
it is the first two points of the IASB building block and I think we are both talking about the same kind of thing.

The IAA then goes into some considerations for current estimates. Just to point out the second one, consistent
with financial reporting standards, seems a bit peculiar, but the IAA is writing this in response to a request from
the IAIS. Now, the IAIS is a group of insurance supervisors. And Canada is unique in that GAAP and statutory
are actually the same. For all the other insurance supervisors around the world GAAP and statutory are different,
so IAA is writing this for the supervisors, so that is why the second point is there.

Reflects, observes market input, that is also in the IASB paper. Although it is interesting, IASB talks about
consistent with market inputs when it is looking at your cash flows. And I am not quite sure how cash flows can
be consistent with market inputs, it is more the current value, the cash flow and the discount rate combined, that
are consistent with current markets. So I think the IAA, at least actuarially, is more logical on that point.

Talks about model-based estimates being used. And I think when you think this whole thing through there
is some thought about exit value. I am starting to become convinced that exit value is not a very good word and that
this is really a mark to model type approach for liabilities, that is really what IASB is proposing and certainly the IAA
is realizing that is something that basically is a strong consideration.

Unit of account, basically here both parties are pretty much on the same page. It is a portfolio we are talking
about, basically similar risks. IAA does mention that they are managed together just as an aside. And another point,
current estimates not current conditions. So, you know, for example, if you are looking at non-life insurance you
might find that the current year had some very bad results. You don’t have to use those very bad results, you can
use what results you expect in the future, so you don’t have to use the current marks.

On life insurance, if you expect mortality to improve you should reflect the improved mortality which,
depending on what you are looking at, can make your numbers higher or lower. If you expect the lapse rates to change
you don’t have to use the current year’s lapse rates, you can project the lapse rates that you expect on the business in
the future. And I think all this is pretty consistent to what we have been doing in Canada, just consistent assumptions.

Significant asymmetry and cash flow, I think most Canadian models treat that very well, but you are kind of
looking at a situation where you might have some embedded options. You know, right now the options aren’t in
the money. You know, a lot of the accounting requirements in some countries would pretty much allow you to
ignore those embedded options. What this is basically saying is you should consider all cash flows and to the extent
that some of those cash flows, you know, the options and the money, then you should figure out what the probability
of that cash flow is and value that accordingly. You can use approximations, if you have got inadequate data then
you can use other data sources and the assumptions should be reviewed systematically and revised. I think these are
all pretty solid actuarial practices that we pretty much abide with today.

Now, we had the seven approaches that the IASB had suggested.The IAA really has three approaches for margins.
There is the cost of capital, and while they don’t come out and say it in so many words, if you read the paper this is
clearly the preferred approach and it is really what they are trying to sell in that paper.They talk about statistical models,
basically the quantile model or the conditional tail expectation approach, which really are two variations on the
same thing. They say good things about these methods, but they fall far behind the cost of capital if you read
between the lines.

Then there is the explicit assumption approach, which is pretty much what we do in Canada.They pretty much
trash this approach and I think quite unfairly. But they basically say it may produce inconsistencies between assets
and liabilities in insurance and other industries. And certainly if the margins are not based on current market
expectations, but are selected judgmentally by the actuary, then these criticisms are true. But if the margins were
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selected to some extent based on, you know, current pricing or current market expectations and somehow calibrated
to the market, the Canadian approach, I believe, is superior to anything else and is really a very practical approach.
So I really think that, as Canadians, we need to push that approach and get back to— and we did produce a response

from the CIA and we did suggest that they look at that approach. But I think what might be valuable would be
for the CIA actually to modify the current approach and actually to go back to the IAA with a variation on the
current approach to show how it can be calibrated and might work.

Just getting back to the paper, the IAA talks about how-risk situations. You know, these are very similar to some
of the considerations we have in our standards for choosing, you know, higher margins or on the P&C business
in any case and certainly things we would all agree with. And also a point maybe we should spend a bit of time
on, we tend to think of margins as something that you would add to your liabilities. So if the liabilities go down
over time, if you had a constant margin, then that constant margin would reduce over time. But they are saying that
the margin should go down as the risk reduces. And if I can kind of think on the P&C side, which is a lot easier for
me than thinking on the life side, if you have got some P&C risks that you write you typically have some very easy
predictable claims and you have some very difficult unpredictable claims.

What happens is all the easy claims get paid first. So you start out with a liability that might be 100 and then the
liability goes down to about 25, which is the difficult part. So if you have a 10 per cent margin on your 100, when you
get down to 25 most of that risk that you have, the original 10 points of risk, most of that is still around. So maybe the
10 has gone down to 5, but 5 out of 25 gives you a 20 per cent margin. So something that we really need to think about
is how these margins ought to change, and in the IAA paper they present some examples where the margins actually go
up by 10 per cent a year. And while the margins are illustrative of what might happen and show some numbers, they
really bear no relation to how the risks might change, they are just sort of arbitrary examples and not terribly helpful.
So something we need to do through this is kind of thinking through how these risks might change and certainly
I think there would be an expectation that the percentage would go up. Certainly over time the risks ought to decline,
so the absolute value would decline and I think some serious thinking needs to be done on that particular point.

Now, I think this is perhaps the most important concept in the IAA paper, and I am just going to dwell on it.
The real issue is that if you are setting margins there is a presumption that two companies writing virtually the same
business with the same experience ought to have the same margin. Now, in Canada we basically get to that approach
by setting standards and guidance that would get to actuaries to roughly the same point. But if you are setting margins
based on a cost of capital or a quantile approach, you know, the capital for a small company that is writing pretty
much the same business is going to be larger on a proportional basis than the capital for a large company. And so
if you use a cost-to-capital approach to get your margins the small company would therefore generate higher margins
than the large company. If you are using the quantile approach the same argument holds, the small company would
generate higher percentage margins than the large company.

So to get around this the IAA has made this proposal, which I think is really an excellent proposal and really
I think gets at solving or at least quite helpful in solving the problem as to look at a reference entity. And so when
you are setting your margins you are not looking at the capital you would require, you are thinking of somebody who
might potentially buy your block of business, so you are getting back to the concept of an exit value and you are
saying what kind of margins would the buyer require on this business? So what you need is you need to have some
concept of what this reference entity is going to be, because you need to put yourself in the place of this reference
entity so you can calculate the margins that that reference entity would require. So that is the basic concept, I think
it is a useful one.

Now, the IAA in their paper had suggested the reference entity just simulation to setting margins. But when you
are doing your liability assumptions there are a lot of other assumptions you come up with that are company specific.
And I think the concept of a reference entity would be helpful in some of those instances, you know, when you are
looking at the continuing expenses of running off the business and other aspects, you should think about how those
numbers might relate to a reference entity. You should be careful because if you have a book that, you know,
is underwritten to very strong stringent standards, one would expect to have slightly better experience on that book
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of business. And if someone bought that book of business that underwriting is still there and would expect to have
better experience.

So this is not saying you should use industry experience when doing your valuations, you should use the experience

of the book of business and the characteristics of that book of business would have to be reflected. But other categories,
if you had a slightly higher than expense ratio to service policies because youwere inefficient, you know, thismethodology
would, I think, give you the right to use industry or at least more normal expense ratios pricing it, which means going
on you would probably take a small loss each year as your actual expenses exceeded what is in your valuation. But I
think that reference entity would be more useful and, in fact, the CIA in their response had made that suggestion.

You know, what does this reference entity look like? It is big, basically so big that process risk is as small as practical.
It is multi-lined and diversified so that, you know, some of the diversification benefits would be included. It is
highly rated, it is AA. That is kind of important, because you need to know how much capital — they are pushing
the cost of capital approach, so you have got to know how much capital the reference entity needs and so that kind
of answers that question. And also, it has got business that is similar to what you are writing, so it is a company that
would basically be taking your business, combing it with their business and running it. So you are looking at an acquirer
that would, you know, know your business and be experienced and would just add your business to its portfolio.
So that is kind of what they are looking at. Certainly, as I read the paper, those are the kind of characteristics I would
like to see in a reference entity.

Now, just some final thoughts on the cost of capital method. It clearly is the method that the IAA prefers or
at least the authors of this paper prefer. They talk about a 4 to 6 per cent cost of capital and that is the cost of capital
above the risk free rate, so if the risk free rate was 4 per cent it is saying you want to get an 8 to 10 per cent before-tax
return on your money. Those numbers seem pretty low to me.When I was doing acquisitions we typically used the
cost of capital around 10 per cent. And then in terms of trying to calibrate a model, if that is the kind of guidance
you got, it leaves, to me, just far too much variability, unless we can determine that North America just requires
a higher cost of capital approach. It is also a pretty wide range even, 4 to 6 per cent, there is a 50 per cent difference
between top and bottom. And they do give some examples at 8 and 10 per cent in the paper. So if you are going
to use a cost of capital approach I think, you know, a little more guidance is required.

Also capital, they refer you to the IAA blue book, they talk about the solvency to — I keep forgetting what
these mean — the solvency capital ratio I think is what SCR means. If you attended the last session, that is about
a 99 per cent CTE is what that is calculated at. You know, I just think if you are going to use the cost of capital
approach that a lot more guidance is needed. I think the paper is very thin and people have to go back and try to
come up with some more precise guidance on how to get the capital ratios because, you know, we are looking at
a reference entity in terms of these capital ratios and I think the IAA could, you know, take some sample reference
entities and provide some more helpful guidance as to what the capital requirement was going to be or if the CIA
wants to push their method they might do something to calibrate what the margins ought to be.

I just thought I would conclude by throwing out just some examples of where we are at. If you want to use a
different cost of capital, the risk margins are proportional to the cost of capital, so if we use 5 per cent all those
numbers would be cut in half. So it is pretty easy to play around with that if you have got a 10 per cent cost of capital,
which I thought was something by North American standards, was a more reasonable number. You know, for short
tail lines it goes from 6.3 to 12.6. And now, see these examples I really think are short-tail P&C lines and long-tail
P&C lines. Those are not appropriate margins on the life side, which might be even larger.

You know, our typical range for margins is 2.5 to 15 per cent and on the short-tail lines we usually end up in the
lower part of that range and on the long-tail lines we usually end up in the higher part of that range. You know, those
numbers might be more closer to say using a 5 per cent cost of capital. That just doesn’t seem to work in our instance.

It is also interesting, in the paper they gave the capital ratio was 35 or 70 per cent. It certainly shows that they
are a long way from getting to those solvency ratios and I think before very long we need to get some more guidance
on what the capital would be if we use that approach.

So that concludes what I had planned to say.
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(applause)

Moderator David Congram: So the last presentation, mine is to try and bring the pieces together, so let me start
off here. If you were at the solvency session earlier on you heard about alignment. Alignment was talked about
between the IAIS and alignment with the IASB and hopefully that that is going to come together and that there

is a lot of work taking place to try and draw those two together.
With FAS 157 one of the things that the ISB is also trying to do is come together with U.S. GAAP and

convergence of the two sets of standards is another objective of the IASB and also FASB. So we have got another
sort of convergence or alignment which is going on at the same time. You might say why is this all happening?Well,
Neil gave you a hint, he said in the U.S. the SEC has said, because they are looking around the markets and they
have looked at what percentage of the worldwide trade they have and it has been dropping significantly, that they
want to say well maybe you don’t have to do an actual reconciliation with U.S. GAAP, we could accept IFRS. But
let me repeat, it is IFRS, it is not Australian IFRS, it is not Europe IFRS, it is not Canadian IFRS, it is IFRS. But
that is a big issue in terms of how do you get convergence happening. Well, if you want to go to capital markets
in the U.S. and you don’t want to do — I mean, to not have to do a U.S. GAAP conversion is a big bonus, but
that means you have got to do true IFRS. Capital markets are starting to drive this convergence as well, so I think
that is a — you know, when you say well this is never going to happen, well hey, things are happening.

Now, the reason you might say well why are we going to talk about—why is 157 fair values an important thing
to do? Well FASB issued 157 and then ISB put a wrapper around 157 and issued it as an exposure draft as well.
What they are trying to do is draw those two together. How does this fit in with the discussion paper?Well, the IASB
exposure draft of fair values is still open, so when they issued the discussion paper they said well, you know, current exit
value it kind of feels like fair value, it kind of looks like fair value, but we don’t know what fair value is going to be
in the end so, you know, we can’t say it is fair value. And there is also some political pressures as well on the IASB,
because when they say fair value everybody gets uptight as to exactly how that is going to fit together.

So I am just trying to give you a flavour for where we are going. But what I want to start off with then is how should
it measured? Should it be measured on a U.S. GAAP definition or should it be measured under IASB?The next slide
deals with that. But I want to just answer the next two questions.When does it apply?This standard defines how you
determine fair value, it does not define when you would use fair value. So the question you have to then say in your
mind, well when would I use fair value? Well, if I was doing an embedded derivative I would do it on fair value, if I
was doing a business combination, purchase and sale of an organization, you are required to do it on fair value whether
you are in the U.S. or whether it is under IFRS, both of those require the fair value. So fair value is already in use.

You know, I just want tomake sure that you understand this is real live stuff we are talking about as we go forward.
When is it coming?Well, you have to resolve this. I will read this to you. Under U.S. GAAP they define, “The price
that will be received for an asset or paid to transfer a liability in a transaction between marketplace participants at the
measurement date.” Go to IFRS, “The amount for which an asset could be exchanged or a liability settled between
knowledgeable willing parties in an arms-length transaction.” Well, they sure used different words, didn’t they, just to
mean the same thing maybe. Maybe? And then when you go into IFRS, ISA 39 is no the only definition of fair value.
There is two or three of them actually that you can find in the IFRS. So it is going to be an interesting question.

Now, I am going down FAS 157. I am telling you that, because I noticed that on this slide I didn’t put it on,
but that is the context of what I am talking about. So what does FAS 157 define? It says “exit price.”Well, we have
heard exit price, you know, in a discussion already. It uses the words “in the principal market.” Now, that is an important
issue, because this isn’t whether you are selling this off in a particular divergent place, it means this would have to be
sold to a regulated entity. And we are in the insurance business, if you sell the company you have got to sell it to another
regulated entity, because that is the business of insurance. So that is the principal market you would have to sell it to.
So I want you to get a sort of feel for these words.

From the perspective of a market participant David was talking about the reference entity. Well, that is what
they are kind of getting at. I want to expand a little bit on what he has said just to give you a sort of different context.
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A concept of insurance contracts would be primarily mark-to-model basis. Notice how I used the mark-to-model
basis because that is the words that is in fair value, you see, and that is kind of when we start to think.

Let us talk about the two types of market. Well, the two types of market that I have talked about and talked

about and talked about are wholesale or retail, there is other words so it is just different language, exit or entry,
same sort of talk. So are you talking about a business to business or are you talking about a business to consumer?
Well, the reality is— and this is where the ISB I think stumbles along— is if you had a highly active or liquid market
where you had a large amount of trading taking place probably entry and exit comes closer and closer together. So that
is one of the reasons why there is a lot of confusion about these two. However, if you don’t have that sort of marketplace,
and frankly we do not, then theymean two very different things, so we have got to understand that significant difference.

You use assumptions a market participant would use in pricing or including risk. David has already expanded
on that in terms of the paper and I want to talk a little bit more about that in a second. But entity-specific inputs
are all right if not inconsistent with what the market participant would use, and David said that already. Let me
just reiterate though the question that David asked, which was, you know, what about expenses? The reason I want
you to really think about expenses is because, you know, we are used to doing valuations in Canada on an entity-specific
basis, we set our assumptions, the whole philosophy of what we are doing, our whole philosophy on howwe determine
risk margins is on our business, the company we are looking at. Well, all of a sudden we are going to go to a concept
of a reference entity or a market participant, that is a different item.

So let us say you are looking at a company and the expenses are high, yet you look at the marketplace and the
expenses are much lower, and now your reference entity — you are now going to use lower expense assumptions.
Now, is that really— Imean, out of my tube, but I have been trained to be prudent. So there is a lot of questions about,
you know, should this be value in use, another language, sort of wording coming up? Should there be sort of aminimum
whereby as you set these margins?Well, now you would say well why would you do that?Well, you have got to think
about well why would I put myself in a situation where really the expenses that we are dealing with are not the ones
that I am going to continue to use. And this is a big debate and I don’t think this is my answer, but the important
thing is for you to understand it is a market participant basis that is being proposed.

Let me go to the next slide and keepmoving here. I am still talking about FAS 157 proposal or the exposure draft.
May be consistent with market income, cost or replacement approachmay be used. In other words, multiple methods
can be used to determine what fair value is. It has got to be appropriate to the circumstances, but what I really want
you to focus on is this wording, Level 1, Level 2, Level 3. Level 1 really means I have got a particular financial
instrument, let us say I have got an annuity, let us say it is in a seg fund. I can value the seg fund because I can go
and look what the assets are being traded for and I can just use those numbers. Now, when I do that I bring both
the current estimate and the risk margin in because it is the marketplace that I am looking at. Got it? So Level 1
is quoted prices, that is what it means.

Level 2, are there market observables? Well, the kind of things that you think about here, well I want to use
a risk-free interest rate.Well, a risk-free interest rate I am not sure it really is observable, but let us say an AA interest
rate is observable, that is an other market observable. When you get to Level 3 you are basing the information on
the information — you are doing a model. And you are going to project your cash flows, so you are dealing with
exactly how do I produce a model that would go — and I am going back to the same words — market-to-model.
Under FAS 157, the lowest input determines the category. All that means is, for disclosure requirements, you go
to the lowest one, it doesn’t mean anything else. What I want you to understand though is when I use these words
Level 1, Level 2 and Level 3 it is very important to our thinking process and I will demonstrate that when I go back
and refer back to Neil’s discussion where he was talking about the current exit method and some of the restrictions
around that and, low and behold, recognition issues will come up.

So let us take a comparison of FAS 157 and IAS 39.This is high level, but I wanted to give you some sort of notion
to grapple with this thing, because I find once you get this into your mind it can be very very helpful. So when
you talk FAS 157 you are using sort of an exchange notion, you are going to transfer it to. Where under IAS 39
they use a settlement notion. Now, you have to be a bit careful of this word “settlement.” Settlement in my language
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means runoff, settlement in some accountants’ language means I will pay you to resolve what is owing, I am going
to pay you off, if I promised to pay you a whole set of payments into the future I am going to give you a dollar
amount now to solve that. You can’t do that for insurance. You really have to look at a runoff, because unless you

get your policyholder’s approval — in other words, you are not talking about I am transferring this to another
reference entity — unless I get my policyholder’s approval I can’t actually settle it, settle the transaction.

So IAS 39 has a slightly different connotation than what is in 157. They both refer to market participant or,
I like to use the words, “reference entity,” it just helps me try to grapple with that. The two methods are actually
remarkably different or remarkably the same. There is Level 1, Level 2 and Level 3, it is very close in both of them,
IAS 39— it is described differently, but it is pretty close. Cash flows— under FAS 157 all market participants would
consider — whatever a market participant would consider, that is the cash flows you do. If you go to IAS 39 it is all
market participants would consider as well, however, watch the demand deposit floor, says yes. In addition, if you go to
— I am now going to jump to the current exit value, which is the one we are talking about in the discussion paper.

When we go to the discussion paper it says, now, wait a minute now, before you look at those cash flows can
we recognize them? So you have got to put a test of recognition and that is when Neil talked about, well, are you
going to include all the renewal premiums? That is a recognition test being put on. I think it is helpful to talk about
that, I will just talk about the renewal premium for a second, because you have got to think about is that a customer
intangible, how do I look at that? The way the language works if it is a customer intangible that was generated by
the company, then you can’t recognize it. That is different from if it is a customer intangible that was let us say one
that you acquired when you purchased in a business transaction, because in a business transaction you can put goodwill
on the financial statement. So there is a real distinction between them. And what it is is the risk recognition is a
categorization, putting into different categories the actual cash flows and how you consider them.

Discount rates, risk-free but adjustment for credit, prevailing in return for same characteristic, demand deposit
floor, FAS 157 says no, IAS 39 says yes.

So I just want to stop and sort of think about — I am just going to do this slide and then I am going to stop.
The building blocks that are being proposed in the discussion draft are very similar to Canada but unlinked.
That is sort of a quick summary of those. The current exit value method is a concept of a reference entity versus
this entity-specific concept.

The implications of accounting constraints, whether they be tax, future premiums or dividends— now I want
to spend just a couple of minutes on this.When you go into the discussion draft and you read what are the objectives,
what is the measurement attribute objectives that the IASB are choosing?There are three. One, that responds to the
needs and objectives of the primary user as a basis for economic decisions. So clearly, the exit method would sort of
pass there. Two, that it achieves comparable accounting between entities within a country and in different countries.
So this is this concept of comparable accounting. And I agree with David, that this concept of a reference entity,
this market participant concept does start to grapple with — if we can define that better that does start to grapple
with how we could get comparable accounts. Should be comparable with non-insured entities as well. Those are
the three criteria that the IASB put into their discussion paper.

When they select themeasurement attribute they selected the current exit method. Let me just read the words that
they put in here. “In the Board’s preliminary review an informative and concise name for a measurement, using the
three building blocks described above, is current exit value.” The three building blocks. What are the three building
blocks? A projection of cash flows, a discount rate and a risk margin. When we compare that to the paper that was
written by the IAA the discount rate was flowed into both the current estimates and the risk margins. In other words,
it was just the normal way, you discount the future cash flows you are doing. But they separate that into a third building
block. So that is sort of an initial difference you have got to think about, because what it implies is that you don’t
necessarily have to discount your risk margins, fascinating. And sometimes you don’t, I mean, let us be realistic.

So current exit value could be defined as the amount the insurer would expect to pay at the reporting date to
transfer his remaining contractual rights and obligations immediately to another entity. The current exit value is
typically not observable.
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So what I want to go to now and bring you back to Level 1, Level 2 and Level 3.That objective that they outline
for the exit method, in my mind, is very consistent with their overall objective of what they are trying to achieve
and also fair value. What is very interesting though is that objective can be achieve by varying market evidence,

you know, Level 1, Level 2 and Level 3, and if you turn it into the language of 157. So the question comes up though
— they say, however, there are three building blocks necessary to do this.Well, my question is, in our minds, you know,
the key issue is really what is your measurement attribute, what is your measurement objective? And then the way
you achieve it, whether go Level 1, Level 2 or use building blocks, is a secondary item. And so we get into this real
interesting conflict between the two elements of exactly whether you should do the measurement attribute first or
whether you should go through this concept of recognition. Well, I am sure we will talk a bit more about that.

But I think we have run out of time. I want some questions. We have still got another 15 minutes here I think.
So let us move to questions and see whether we…

[off microphone]

Mr. Allan Brender: I think you have done an excellent job of summarizing something that is horrendous. There is
a million questions, but Neil is here, so I want to ask a question that very much involves accountants and the CIA.

I think one of the big issues, and there is a lot of confusion about it, even at this meeting, is what does all this
mean to the CIA? And it has to do with how do actuarial standards enter into IFRS 4? David touched on this whole
question of SEC, saying we will accept pure IFRS. What does that mean? For example, let us take that last one.
Purify IFRS. I find it almost impossible to think that they could mean there shall be no actuarial standards. It seems
to me that IASB is searching for some kind of actuarial standards, but they don’t want to say what they are but
they somehow expect someone somewhere to provide something.

So then that brings up the question, if Canadian actuarial standards which are not inconsistent with the kinds
of qualitative things they had in the discussion paper, like the way we do risk margins, if they find that acceptable,
would that be considered to be a narrowing of IFRS or not? I mean, that is one question.

The second question, there is a lot of confusion because we had GAAP and statutory being the same. There is a
lot of confusion and discussion here about what is the role of the appointed actuary or is there any role for the appointed
actuary in this whole thing? And I would just like to say this, just look at the situation, the Insurance Companies Act
says that, “The actuary has to have a public opinion that the valuation has been prepared according to the standards
of CIA.” It doesn’t say that that is part of the GAAP statement, but it is in the public statement.

We have a joint policy statement between the CICA and the CIA which has just been renewed and in which
the auditor expects the actuary to say that he has prepared the valuation according to the standards of the CIA.
The AuG-43, the audit guide for auditing insurance company practice in Canada, which we wrote just a few years ago,
basically says that the auditor will have an expert who will work according to the standards of CIA. If that disappears
into the world because there is going to be an international auditing standard which is dealing with the use of experts,
the draft that I have seen also says that the auditor will expect that that expert will have used his local professional
standards. So I don’t see why people have to be so worried that the role of the appointed actuary is going to disappear.
It doesn’t have to be something which is necessarily required by GAAP.

My sense is from the auditors I have spoken to our auditor advisory committees in OSFI and so on, the Canadian
auditors are very happy to have standards around someplace. They need them to rely on otherwise how do they
make judgments? I mean, people are sort of comfortable with this.We don’t need the explicit tie within CICA standards
that we have in 4211, which specifically mentions the CIA in the Accounting Handbook. That is gone. But it seems
to me, does that mean that we have a disaster or are we perfectly comfortable with all these other assurances that
we have and basically not much has to change? And I would say that not much has to change, is pretty much the
situation in the P&C world today in Canada. There is no specific tie within the CICAHandbook to CIA standards
and yet everyone, in fact, is very happy that actuarial standards apply as they are. And I would say that the CIA is
searching now, and the committees, saying what are the implications for the CIA? And we are searching for what
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is the role and does GAAP somehow exclude what we are talking about, I mean, in the IFRS world or can things
continue or how much do they have to change? It is not clear, I would appreciate some comments.

Speaker Parkinson:Well, a couple of brief comments on that, Allan.
First of all, I guess I would agree that the role of the appointed actuary doesn’t have to change, not because

of IFRS. I think that it is more a matter of whether the role of the appointed actuary is in keeping with, you know,
what governance, practices and financial reporting practices will be globally. This is one of the last jurisdictions that
has that role. It was, as you know, modeled on largely the UKmodel and, as everyone in this room knows, I mean,
that changed and they don’t have that model in the UK anymore. But that doesn’t mean actuaries don’t do the reserving
in the UK, it just recognizes the idea that it is a management function and that actuaries are part of management,
so that is a management estimate and auditors go off and audit it. So I don’t know how that will unfold and that is
maybe a topic for another day.

The other question though is one about actuarial standards andmy own view is I am quite comfortable and quite
happy, as many auditors are I think, with the idea that actuaries will have a very significant role in a financial reporting
practice.However, what has changed is that inCanada, for better or worse, wewere in a periodwherewe, in our standards,
basically punted it to the actuaries and we had situations where, say, if we holus bolus import CIA standards for life
insurance actuarial, and largely did that when P&C insurers started to discount.We ended upmaybe with some PADs
included in P&C liabilities that weren’t technically within the GAAP framework where our liability was.

In this situation under IFRS we are suddenly going to have a more robust, whether it is right or not, we are going
to have a more complete conceptual framework. And so long as the actuarial standards come up with numbers that
meet that framework, stay within the conceptual framework, then I think that is okay. On first glance, the IFRS
standards seem to allow for the possibility that you may get different methods used by different people so long as they
are within the conceptual framework of the standard. And it may in fact be that we do things a little differently here
than you do in South Africa or wherever, the difficulty may be in the market, getting people to convince themselves
that even though it seems within a conceptual framework you get to the same place. So I don’t know that we won’t
get convergence of those actuarial standards globally too, hopefully we will, but that may take a longer crack.

Moderator David Congram: Let me just comment on two items. This discussion paper, the IASB specifically says
we won’t go further in defining risk margins and it also says we won’t go further in defining discount rates.
Obviously, from the discussions that we have had of the IAA there appears to be, generally, a view that we need to
have some form of guidance and the IAA is obviously willing to try and put that in place.

I think the marketplace will require a single IFRS. How you implement IFRS does not restrict you from having
one or two or three opinions. I mean, that is something that the national country may choose to do. The problem
that I think we will have to have though is it will have to be an international standard of one IFRS standard, otherwise
how do you respond to the objectives that are here, comparable accounting between entities within the country
and in different countries? You know, that, to me, says we have just got to have one IFRS.

Speaker Oakden: And further to that, I think too, David, how do you get to the point where we get the hope for
portability of regulatory oversight across borders, a more mutual recognition of regulatory practices across borders
without that?

Mr. James Adick(ph): I thought these were excellent presentations. Just a couple of quick questions and a comment
or two.

David, I was just a little confused.The slide you put up—David Oakden, sorry.The slide you put up, you know,
said that this cost of capital, whatever that is supposed to mean, was 4 to 6 per cent over the risk-free rate. I am just
not sure that I understood you, because if the risk-free rate today is about 4.5 per cent inverted yield curve kind
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of thing, you know, that would get you up to the 10 that you talked about. What did I miss in your presentation?
Because I think you were saying 10 is about the right number —

Speaker Oakden: Yes, I was thinking of, you know, typically on acquisitions, companies would like to make say a
rate of 10 to 12 per cent after tax. With a 30 some odd per cent tax rate that is a 15 to 18 per cent return before tax—

Mr. Adick(ph): Oh, that is what you meant.

Speaker Oakden: You take off 4.5 per cent, it gives you a number a lot bigger than 4 to 6.

Mr. Adick(ph):Okay. I am just not sure how it is applied, I haven’t, you know, studied these things. But I just thought
overall, you know, as a cost of GAAP somewhere around 10 per cent would make some sense in today’s world.

I don’t know, I guess I don’t really have any problem, maybe there is just some specific detail, say as much as
maybe David Congram does with some of these concepts. I don’t see, you know, what is wrong with holding a
liability on your balance sheet that is, you know, reasonable market value for what you could sell that thing for.
So I really don’t have any problem with that. And we talk about no markets for it. Well, maybe — I don’t see why
there isn’t. I mean, obviously those are regulated entities and you can sell business satisfying regulators. I don’t see
any problem with that. I don’t know with the, you know, this whole cost of capital thing. I don’t know— you know,
like of course in Canada, like we are all thinking about selling business and these embedded value things where,
you know, which I never went with anyway.

But I would look at, you know, properlymargined liabilities, margined for future performance, whether it be service
or, you know, risk or function and plus the cost of capital. I am not sure if that is where these guys are going. That is
what I would demand, to take on that so that, you know, I wouldn’t be doing this embedded value crap, I would want
that margin there so I could get paid for honouring the obligations. So I don’t know if they are trying to hold a liability
that would be the sum of a margined liability plus a cost of capital so that if they sold it, you know, so it would
be neutral in their balance sheet. Maybe that is where they are going, I don’t know, it just seems kind of odd.

Just two other things really quickly. Actually, I was really surprised, because in the late 1990s I made a
presentation to the Canadian Institute of Actuaries and I talked about the next evolution of GAAP and this is
getting pretty close. I was working with Michael Hawkins and we sort of saw how these things would evolve and
looking at what we sort of thought were some of the flaws in the Canadian method and I will just give you two
of them quickly and then I will sit down. I know David has a problem with, you know, entity-specific assumptions
and in the various transactions andM&As that we are involved in, I mean, one of the big things was always, you know,
selling the business into somebody that had a more efficient operations. And so if you really think about it, so they
get to release all these reserves and you sell the business and, holy smokes, you have made a whole bunch of money
because you have released all these fat reserves that you had.

I think when you go back and think about it, like just because an entity is inefficient, so we have this, in the
Canadian GAAP, we have all this back ending, you know, where you lose all this money in the back because you
have got these huge expenses, so you set up that reserve that is really fat and then you make profits going forward.
So the guy that owns the shares of this thing is going like what the hell is going on? Like really, if the expenses are
fat, you would expect him to be losing money throughout rather than losing in the beginning and then making all
the way down the road. I mean, that makes no sense to me.

My last comment here is — and I think it was Neil or maybe it was someone this morning — they talked
about adjustments to risk-free rates. But they are basically — I think we were told more or less think it is going to
be the risk-free rate.Well, I think that is exactly right. You know, if you think about it, if you margin those cash flows
and you discount them at the treasury forward rates, that is a cost of treasuries to, you know, to mature those
obligations, so I think that is exactly right. And I found that so many, you know, problem with the Canadian rules
is that the actuaries today, because the actuary gets the value of the assets through all of these C-1 and even C-3,
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which is not even alive, all of that stuff is in the actuary’s work. So the actuary can arbitrage the capital markets
and that is what we have been seeing here today or we have been seeing, the actuary can overvalue the assets
because it creates more cash flows than the markets would give you for them.

So I think all of these things are good things, you know, and I would guess — I won’t even go into lapse rates,
because those are really options and not a distribution, which is what we are treating them as. So I really don’t know
that this is going to be really good news for Canadian companies, I think maybe on the expenses if they have high
expenses, but I think all these other things look to me like it is going to be a strain on the balance sheet compared
to what we have been doing.

Okay, thank you.

Moderator Congram: Is that a question? Do you want to go ahead?

U-F: I wonder if anyone has looked at the macro position. For example, if you have a risk and then another company
takes on some of that risk. The company taking on the risk has a liability, which it could value at current exit value,
but the company that cedes some of that risk are they looking at it from their net liability level or are they going
back and breaking it down into gross and then the treaty, and do they have to revalue the treaty as though they had
to get a new treaty today in order to make it equal?

Speaker Parkinson: Well, I am not sure how clear that is in the paper. It does talk about disclosing, you know,
the reinsurance gross. So for life cos that have been accustomed to doing their valuation, you know, doing their
cash flows and that have reinsurance on the liabilities and that, you know, that is a bit of a change. On the surface
of it, it sounds as if maybe you do your valuation of your liability and then you calculate what you have laid off to
the reinsurer and show that as a recoverable on the other side. And you would — I haven’t really thought, frankly,
I am not sure anybody has really thought about whether you would say, oh gee, great, I did a great job of buying
my reinsurance. But I think once you have bought it that pretty much determines, you know, the pricing on the
reinsurance piece. That is not a very considered response I have to say.

Speaker Oakden: I am going by memory here, but I really think that the paper was looking at a net valuation
and a gross valuation with the difference between gross and net being reinsurance ceded and then, of course, you would
have to consider the credit risk and what the appropriate margin was going to be on that. But the net result would
be that the assets you have for reinsurance ceded would actually be grossed up for a margin, which is not typically
what you do with assets, and then grossed down a little bit for credit risk.

U-F: All right, I don’t really have a question and I will be very quick. But I just want everybody to take note of the
correlation between the length of the question and the gender, but anyway.

(laughter)

Like I said, I don’t have any questions, but I would like to give an advertisement for my talk tomorrow at 8:45 in
Georgia-A and I will be talking about ICDC. Thanks.

Moderator Congram:Well, I think we are just over time. I would just like to thank our speakers, they did a great
job and I appreciate all the questions.

(applause)
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