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Moderator Robert J. Sharkey:…at Sun Life Financial since inception in 2000. Basically the four large insurance
companies at that time were compelled by the market actually, interestingly enough, to start doing embedded
value. Basically, the analysts started making up EV numbers and as a result of that we felt we could do a better job
so we started coming up with our numbers. Part of the background was Canada Life and Clarica and possibly even
Sun Life were potential takeover targets and institutional investors wanted to get a better idea of the value of a company.
That says a lot about GAAP in terms of how much insight into value GAAP does give or does not give.

In terms of what I’ll be covering, I’ll start off with some discussion of problems with GAAP measures. I’ll then
introduce the concept of embedded value and value of new business. I’ll talk briefly about why these concepts can
be significant to management and to shareholders and analysts. I’ll touch extremely briefly on some methodology
considerations for both EV and VNB and touch briefly on the topic of VNB measures of profitability and very
briefly, time permitting, the relationship between VNB and earnings. The latter two are illustrations of the sorts
of things that management are quite interested in.

So briefly, we all are familiar with what book equity is, but it’s not a particularly good value measure. It is often
influenced by historical accidents or events such as acquisitions and mergers. It’s closely related to the accumulation
of retained earnings and it’s largely related for financial institutions to the requirements placed on financial institutions
by both the regulators and rating agencies. Just to illustrate the difficulties with book equity, whenever there is an
acquisition, the price to book ratio would typically be at least two, sometimes three, which if you think about what
that means is that the person buying the company believes the company is worth more than twice the book equity.
So book equity does not give a good measure of the value of a company.

In terms of what book equity does not do, there is a list there. It’s a list designed to give you an indicator of,
obviously book equity does not do this, but EV does. So I’ll leave you to look at that. In terms of income, one of
the things that you’ll hear from analysts and shareholders and even management, is that a stock price of insurance
companies is discounted because people do not feel that the income that has been reported gives a good indication
of the value of the company that they’re buying. Some of the difficulties with income is that typically it has been
historically related. There has been an interesting transformation over the last couple of decades, driven I think
largely by derivative difficulties and I think there is a commonality between life insurance companies and derivatives
but it was derivatives I think that started the [tape skips]… to get comfortable with our results to more stochastic
and more forward looking.

Other difficulties with insurance company GAAP accounting are that every different jurisdiction has a different
approach to income. That creates all kinds of difficulties and we’re all familiar with the fact that there is an effort
underway to address that. There are also significant efforts between the accounting for insurance companies and
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every other type of company. Huge differences between insurance companies and banks, even though we’re in the
same financial sector. I’ve already mentioned that it’s not a good tool for assessing acquisitions and divestitures.
Whenever there is any major event happening in a company you find that income is not a particularly useful

measure in terms of determining what’s going on and the value impact. Some of the difficulties we’re all familiar
with, I’m just listing them. One of the fundamental difficulties in an insurance company is the mismatch and
GAAP concepts try to struggle with that and create matching principles, to some extent successful, to some extent
not. In terms of just the sheer fact that there is an uneven pattern, which is a different point from the matching,
an uneven pattern in terms of when income shows up if you’re looking at it from a cash perspective. So there are
some challenges there. Then you get into long term versus short term. When you’re dealing with long term types
of products, GAAP income has some difficulties. When you’re dealing with contingent events it also has difficulties.
It does not actually reflect capital costs and to varying degrees it reflects risk but not in a particularly transparent way.

So when you take, often as actuaries we think that two wrongs cancel each other out and make a right, but I
don’t think that works with return on equity. If you have something that does not really measure value created during
a period all that well and you compare it with equity which is not a particularly good measure of the amount of
assets being put to work during the reporting period and you try to come up with a measure of how effectively a
company is working, there is some difficulties with that. If you think about return on equity in an annual context
and you compare return on equity with the in-force business and return on equity with sales, this is just another
way of saying it’s very, very difficult to determine whether the return on equity captures in any meaningful way
what has been done with new sales. There is also a mismatch between income and book equity if you associate it
with a product, if you look at it on an annual basis. If you look at individual life, we’re all familiar with the fact
that there is an impact on new business, but if you think about it on a return on equity context, you get hammered
on the income part of the equation, often negative income for the first year or maybe even the first two or three
years and yet you have to put up all kinds of capital. So if you look at return on equity on a year-to-year basis it’s
not a meaningful concept. Yet, when you add it all together it’s supposed to be meaningful.

So basically, embedded value and value of new business try to address these issues. Basically, embedded value
measures the underlying value of a company. Value of new business measures the value created when you sell a business.
I’m using the word ‘value’ in a real sense. It’s designed to be a value measure. If you look at the change in EV you
find that provides a huge amount of insight into, or it can, into the value added by management, where value creation
is happening. Both EV and VNB measure, and take into account, the cost of capital and EV gives you a much better
idea as to the value impact of major events such as mergers and acquisitions or economic downturns.

So, at a high level what is embedded value? I think the easiest way of looking at is the value of a company has three
components.We’re all familiar with the tangible value or the realizable value of surplus. That is one component. Then
there is the value of the business as it stands, not taking into account the fact that you can sell future business and create
value, so not taking into account the franchise value of the company.This is more than just putting a value on the PfADs.
For example, with a group business you have very small PfADs in the short term until the contract renews but with
respect to EV and VNB you take into account the value created from expected renewals, not only the first expected
but all the expected renewals, so over the expected time period when the client is with you. The third component
of value that I’ve already alluded to is the franchise value. If you take these three components, the value of surplus, the
value inherent in the business and the value that will be generated [tape skips] … you get the appraisal value of a
company. Embedded value covers off the first two components, but embedded value also through VNB allows you
to get a handle also on the franchise value. So using embedded value concepts you can come up with an appraisal
value. This connection is not accidental. Embedded value uses the same methodologies, the same assumptions and
so on, the same techniques and approaches that would be used in an appraisal value. Particular appraisal value will
take into account different things that are not reflected in embedded value. There is the franchise value but I’ll show
you how you can estimate that, but it wouldn’t take account of synergies and a strategic fit.

So what is the value embedded in the business? How are EV and VNB actually calculated? Well the first step
is you take the business that you have in-force and you project the income that you expect that business to generate
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every future year. You take the present value of that and you take the present value using something called the risk
discount rate. I’ll touch on that later, how you come up with the risk discount rate. So obviously that’s an important
concept, the discount value. The other thing that you do when you’re coming up with embedded value is you

determine the capital required to support the business that is in-force and then you project for every future year
the amount of capital required to support the business as it runs off in each future year. Then you actually calculate
the cost of that capital and then you take a present value. So basically, the embedded value is the GAAP income
that is going to be generated from that business over its lifetime on a present value basis, less the costs of capital
required to support that business. So you can kind of see just from that description that this fits logically with what
a shareholder or investor might be willing to pay for a company because what the shareholder is interested in, the
two fundamental things, are the income and the capital.

Here are the various formulas. I haven’t written them out too formulaically. I’ll just remind you that there are
a few copies of notes on this presentation. The slides should be available on the CIA website and if you wish a copy
of the notes I can email it to you.

Okay, why is embedded value and value of new business of significance tomanagement?Well basically, everything
that management does or thinks about or focuses on, you can have an income perspective on it and you can have
a value perspective. It is not that income is going to be thrown out, that perspective is going to be absolutely
fundamental, but the value aspect can also provide insights. Sometimes they give conflicting insights and that’s
when EV and VNB are most useful. So for example, some of the things managements do is they communicate to
shareholders and analysts and they communicate to employees about what’s going on in the company. If we want
to communicate about value creation, EV and VNB is a very good tool. I already mentioned it has a long-term
focus and it’s focused on value as opposed to a short-term focus which is the tendency for income. So some of the
other things that management does is create strategies and plans and so on. Value concepts can become an integral
part of strategic thinking and business plans. Obviously, value if it’s going to be useful, needs to be incorporated
into the key management reports. It allows you to set performance targets and incentive compensation requirements
and when you do that you’re directly aligning management interests with shareholder interests. It can be an incredibly
useful tool in product development. I may have slightly overstated it, saying that it can be used to manage. It is
an incredibly useful tool for product development and pricing. Often things like value at risk from the banking
industry are referred to as value measures, they are actually income measures. It’s dealing with the potential income
impact. That is what essentially value at risk is. To my mind, it’s not a value based risk measure, but you can actually
use EV and VNB as true value at risk measures. It is quite difficult to do, but it can give you a quite useful different
perspective on risk. You can use it in capital allocation. You can obviously use it in terms of mergers and acquisitions.

Significance to shareholders, the first comment I’ll make is certainly in a North American context the traditional
GAAPmeasures that analysts use, and I’m no expert on this but I think it is clear that they will remain fundamental.
EV is not going to replace them, but nonetheless it provides a complementary insight into what is happening with
a company. It provides a public measure of the value created during the period. If you report change in EV it provides
information about where the value creation has come from. It allows you to compare companies. If you’re thinking
about companies operating in different jurisdictions with different accounting and capital requirement systems,
you can use EV and VNB to do cross-jurisdiction comparisons. One of the things that happened in the UK when
bank assurance took off was the banks discovered that owning an insurance company was a bad thing from the
perspective that it actually hurt their income. The shareholders were not particularly excited about the fact that
they had these banks and they understood them and all of a sudden they bought these insurance companies and
then bad things started happening. So the banks found that EV was quite useful in communicating to shareholders
that even though income was being hurt, or you know maybe it wasn’t totally negative but was adverse, they were
able to communicate effectively that value was being created and these acquisitions made sense using embedded value.

In the U.S. there is minimal interest in embedded value and value of new business and in Canada the analysts’
interest has been lukewarm. That is not to criticize analysts; there are some very obvious reasons, and in contrast,
in Europe where EV and VNB are the primary driver of stock prices. One of the reasons is that perhaps GAAP
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income statements in Canada are a little bit more meaningful than their equivalent in Europe so you can get a little
more out of them. Another reason is that there are only a few companies reporting EV and there are a lot more in
Europe. So to devote the time to learning some esoteric measure when only a few companies are involved, is it

worth it?
Finally, the amount of disclosure that is being done by Canadian companies is minimal. So the implications

of that are there could be a lot of concerns about how the measurement is actually being done and that relates to
our other standards. Is there sufficient communication about the assumptions, sufficient disclosure and so on? The
other is that if you give this information at a total company level it is not going to give you much insight into what
is happening in a particular business group or a particular business unit. So there is probably very limited payback
to Canadian analysts and I think the lukewarm response is a result. This is a chicken and egg situation in my
mind.Why don’t insurance companies give more information?Well, to some extent they are concerned that if they
give more information, analysts don’t perhaps as a rule totally understand what they’re looking at, and so companies
are concerned about what the reaction is going to be. Whether that’s true or not, I don’t know. So basically, until
there is more disclosure, until there are more rules surrounding how it’s calculated so that each company calculates
it in a somewhat common way, until there is more transparency about what is going on, it will probably remain
a pretty secondary tool. So this is the second aspect.

What can shareholders do and what can analysts do with EV?Well there is a very simple equation. If you relate
market capitalization, MC, and you formulate the franchise value of a company as a multiple of one year’s value
creation through new sales. So VNB is the value created by one year of sales, and you say, I think the value of the
future sales is 20 times that, you can end up with an equation that market capitalization equals embedded value
plus a multiple of one year of value creation through sales. So the key concept is ‘M’, the new business multiple.
So, the first thing you can do with that equation is you can actually say well what is the market cap and what is
the EV and what is the VNB and you can solve for ‘M’. Typically, ‘M’ will be in a range of 10 to 20 and if you’re
in the 20 you’re a higher range that means the market assesses your ability to grow future profitable business very,
very highly and if you’re in the 10 or lower range, the opposite conclusion. So that gives you kind of a feel. The other
thing you can do is you can look at a company and say, well given what’s going on in terms of sales growth and in
terms of how profitable I think their products are, I can come up with an ‘M’. If I stick the ‘M’ in there in that
equation, market cap = EV + ‘M’ x VNB, I can actually determine what I think the theoretical market capitalization
should be for a company and I can also come up with a target share price. Just divide that theoretical market cap
by the number of outstanding shares. So obviously analysts are pretty focused on figuring out what the target
stock price is going to be a year out or two years out and here is a potential tool for getting some insight into that.

Just to give you a feel for how you might come up with an ‘M’, this is not unrelated to what happens with
appraisal value. The crudest approach is to take the risk discount rate, the thing that you’re using to discount all
your cash flows when you’re doing EV and VNB, and you take the sales growth and if you just treat it simply that
there is going to be a 9 percent risk discount rate and there’s going to be a 4 percent sales growth, you can work
out one divided by .05 and that gives you a multiple of 20. So that basically means if business grows at 4 percent
a year and all the associated assumptions related to that, the multiple should be 20. Obviously, that is incredibly
crude. You can start refining that in many, many ways. One of the critical things to do would be to do it by product
and get a separate multiple for each product that reflects the specific growth rate for that product. Another thing
to do would be to say well I don’t know about this 4 percent forever. Maybe I think it’s going to be 6 percent for
the next three years, you know, going down to 4 percent for the next three and then who knows what’s happening,
a very low growth rate after that. Usually in an acquisition the acquirer does not want to pay full value for what
they’re buying. I shouldn’t say usually, I would say never will an acquirer want to pay full value because if they do
pay full value or more than full value then they’ve just done a bad thing for the shareholders or they’ve done nothing.
At best they’ve done nothing for the shareholders if they pay full value, so one of the things that often happens is
to truncate the period so you only take into account five or ten years of sales. So you can play around with this
multiple concept to come up with different values.
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The key thing in embedded value is the change in embedded value. One of the interesting things is that the
concept is very related to change in income, the source of earnings analysis that is done. It is not accidental. EV can
be looked at as an accounting system. You can actually present EV balance sheets and EV income statements and

so on and so on. It is a balance sheet income type of approach. So, all the things that you’re familiar with with respect
to sources of earnings can apply to change in embedded value. Often we break out the impact of any changes in
the risk discount rate and we break out the impact of currency because those can be quite material as separate items.
We can talk about VNB, value of new business that corresponds to the impact of new sales in your source of earnings.
The source of earnings doesn’t deal with capital movements in any particular way but in EV it’s obviously quite important.

I’ve talked about the relationship between sources of earnings. Obviously, because they are parallel, you want
to have a certain amount of consistency between source of earnings and embedded value. At the conceptual level
you’d like everything that you classify as an experience to be classified as an experience in both. Simple things like
that. Actually, source of earnings is one component of analysis of change and in fact you can generate sources of
earnings from EV because one of the components in the change in EV is obviously the income generated during
the year, but there is a lot more to the change in EV than the change in sources of earnings. One of the things that
is quite useful is to compare the impact of an assumption change from a source of earnings perspective and from
an EV perspective. You can do that. You can come up with the exact amount of the impact on the source of earnings
and EV. One of the things you’ll find, you might assume why would they be that different. Well if they weren’t
very different then there might not be any point in dealing with EV at all. So sometimes they don’t throw any light
on things but other times they do. If you just think about group, the income per group is by and large a focus until
the next renewal date for your group contract which is usually within the next 12 months.

With respect to EV, your focus is over the entire time that you expect the group clients to be with you. So you
can obviously see that if you reduce unit expenses it’s going to have a small impact on your income but a much larger
impact on your value. One of the things that is often said and it is true is that EV andVNB rest on a lot of assumptions.
I think if you therefore conclude that EV and VNB can’t possibly be useful, I think you need to go beyond that
understanding. So some of the things, if you use the same assumptions from period to period, trends can be
tremendously important and give you tremendous insights, regardless of whether you agree with the opposite level of
the number. Another thing that can happen is that you can actually tell people, you know I’ve calculated the risk discount
rate using 9 percent but if I did it at 10 percent the impact would be $100 million. So you can disclose sensitivities
which allow analysts or shareholders to say, well I don’t like 9 percent, I think it should have been done at 10 percent.
They can actually calculate in a fairly accurate way what the VNB is going to be or what the embedded value is going
to be if it had been done using different assumptions. You know some of the key assumptions are the risk discount
rate; another would be the level of capital you’re using in your calculation and so on. Another aspect of this issue is
income is subject to all kinds of assumptions as well. Yet, people don’t throw out income simply because of that. They
create accounting systems which try and control the methods used and the assumptions used and the regulator is
interested in narrowing the range of assumptions and so on. So you do exactly the same thing with EV.The profession
creates standards controlling how the calculation is done and you can increase the amount of disclosure.

So I’m going to go through this part quite quickly. A few of the basic considerations that strike you when you’re
dealing with embedded value. First of all, the accounting basis. You can simply assume you’re going to apply the
Canadian accounting basis and the CanadianMCCSR basis throughout the company and that’s a logical approach.
One concern with that is that EV is supposed to be giving a value to the company from the shareholder perspective
and if you’re operating in a country that has income and capital constraints that are very, very different from the
Canadian GAAP you might find that places a significant constraint on the income you can distribute and the
how much capital you can actually use. So in response to that, you could say, well I should calculate the EV for a
company or for an operation in the UK from the UK regulatory perspective and you can do that with the EV.
It may sound like you’re adding an apple to an orange, but it’s not because what you’re trying to do is determine
the amount of the company’s income that you could distribute to shareholders and so on. So it’s connected with
what you can do on behalf of shareholders.
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The level of capital, in Canada the guideline was put forward that we should use 150 percent of MCCSR and
that was related to the regulator. That was the minimum requirement of the regulator. Another perspective would
be to say that a company is AA rated if their goal is to maintain that level, that rating, they should use a capital

level that is consistent with their rating target. AA capital level would be more in the range of 200 percent. This
is not particularly an issue for most products but any capital intensive product, whether you use 150 percent of
MCCSR or 200 percent of MCCSR, there is a big difference.

Adjusted net worth; FIAC reduced the number of adjustments that you have to make to book equity to get
the intrinsic value or the tangible value of surplus, but it hasn’t eliminated all the adjustments. Effectively, you still
have to do all the same types of adjustments; it’s just that there are fewer assets involved in the adjustment. The only
thing I’ll say about closed par blocks is that they are a drag on EV for a number of different reasons. The risk
adjusted discount rate, basically the typical approach in North America and traditionally in Europe has been to
use a capital asset pricing model approach and to say that the risk discount rate should equal the appropriate risk
free rate plus the risk margin. The risk margin would be related to the beta of the insurance company and you work
it all through. If you assume the beta of the risk margin for the market is 3.5 percent and you assume your beta
as an insurance company as one, you basically come up with a risk discount rate of, say for a Canadian operation,
the Government of Canada long bond rate plus 3.5 percent. If you take this approach it will vary from country
to country, the risk discount rate that you use. The question naturally arises, within a country do you use the same
discount rate for all businesses and the answer is, well it depends. If you think that one business is materially more
risky than another then you would use a higher risk discount rate. I just said if you assume a particular business
has a beta of 1.3, the 3.5 percent margin converts to 4.5 percent; just as an illustration.

There are a number of issues that arise. How aggressive are you in terms of anticipated productivity and profitability
improvements when you’re doing the EV calculation. So a kind of average approach would be to embed your approach
so that it’s similar to what you do for valuation. Embedded options and guarantees are a key concept. One of the
things that happened in Europe was that – I don’t know why this happened – they were doing embedded value
and so they didn’t have to worry about the true costs of guarantees and embedded options. Then all of a sudden
the stock markets crashed and their EV numbers ended up being dramatically impacted and this was quite a difficult
time. That happened in the 2002-2003 time period. Certainly our company has always thought that embedded
value had to put an estimate of some kind or actually calculate the cost of guarantees and embedded options and
the only issue there has been how accurately is this done, is it done on a market consistent basis or is it done on a
basis consistent with how these are treated in our valuation system. The question is, if you have embedded options
that need stochastic modeling for pricing and valuation, should you be doing stochastic EV? The answer is perhaps
theoretically, but maybe you can come up with a modification to your deterministic EV calculation that gives you
a materially accurate result. That’s basically the approach that we’re following. We don’t try to do a stochastic EV
and at the current moment we have no intention to do that, but we rely on stochastic prices for in-force embedded
options and guarantees and also honours new business and reflect those in our EV.

I think I’ll skip this. Can you tell me what time it is?

U-M: It’s half past.

Moderator Sharkey: Half past, so what does that convert to, 45 minutes.

U-M: Yes, 45 minutes.
Okay, I’ll just finish this one and then I’ll turn over to Michael Goldberg and time permitting I’ll come back

to the last few slides.
Some of the issues with respect to VNB are what is new business. How do you separate new business from

in-force? For example, with respect to group, do you treat all renewals as though they are new business every year
or do you assume that when you make a sale you take into account the profits over the expected future lifetime of
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the group business? There are many different ways of calculating the value of new business and often they can provide
quite valuable insight. Usually, well I shouldn’t say usually. There is a standard basis for calculating VNB at our
company. It is the one that we record externally. For management reports we calculate on that basis in our financial

reports. A useful variance on that would be to determine VNB on a pricing basis or on a plan basis. Just to give
you an idea of why you might find that useful, if you’re in Asia just as you might find that income isn’t necessarily
useful, you find that your income is negative but you think you’re doing great things. If you calculate VNB from
a totally pure financial perspective you may end up with a negative VNB or an extremely low VNB but if your
unit costs are being reduced quickly that is not maybe a very insightful thing. So there is nothing to prevent you
from saying we expect our unit costs be reduced by 25 percent in the next three years and to take that into account.

Okay. So without further ado, time permitting I’ll cover the last three or four slides after Michael does
his presentation.

I was very pleased whenMichael Goldberg, who is an analyst at Desjardins Securities agreed to be a speaker here
on embedded value. I knowMichael is very, very interested in embedded value and he would like to see a lot more
disclosure about embedded value and he finds it very frustrating that the amount of disclosure we have is very limited.

In terms of background for Michael, he began his career in 1973 on the buy side of Royal Trust. He rotated
between investment analysis and corporate planning. He received a Bachelor of Engineering and Chemistry degree
from McGill University in 1971 and he has an MBA from the University of Western Ontario, 1973, and a CFA
designation in 1978. So he should be able to feel fairly comfortable amongst actuaries with all those letters after
his name. He has been an analyst at Desjardins Securities since May 2002, prior to that he worked in financial services
as an analyst at HSBC Securities and RBC Dominion Securities. He has been following the life insurance sector
since the mid-1990s and his first focus was on London Life. In advance of the lifeco demutualizations, he revived
his coverage of Great West Lifeco with a focus on valuation and he was one of the early advocates of embedded
value in valuing new business in valuing lifeco stocks.

With that, I turn over to Michael.

(applause)

Mr Michael Goldberg: Thank you. Good morning everybody. Let me just get my presentation set up here.
Alright, good morning everybody, Bob introduced me. As he said I’mMichael Goldberg. I’m with Desjardins

Securities. I am very pleased to be here this morning. Before I get started I do want to say one thing about the conference,
I’m not an actuary but I’ve been very impressed with the professionalism that I’ve seen displayed at the conference
and you know from what I’m involved in, I’m ultimately very dependent on the work that actuaries do in what
I’m trying to do looking at valuation of life insurance companies. So you should all be commended on that effort
and your professionalism.

Maybe a little bit of background also. As Bob said, I reinitiated my coverage of the life insurance sector at the
time of the demutualizations or just before the demutualizations and at that time I can recall going in to see the
managements of all five of the companies that were demutualizing. I was already familiar with the concepts of embedded
value and value of new business and my message to the companies was that it was very important that they provide
this type of information, not from the goodness of their hearts, but out of their own self interest. This was not long
after Pearl Insurance had been acquired in the UK at prices that people with the benefit of hindsight felt was a steal.
What it led to was the emergence of the first versions of embedded value and value of new business over there because
companies wanted to make sure that investors had reasonable information to value the companies so that they didn’t
end up meeting the same fate. When Canadian lifecos were being demutualized it was clear that one of the events
that was going to happen to some of them was that there was going to be consolidation and so it was very important
that valuations be appropriate to the companies.

So let me get started. This is a presentation by the way that I’ve made and updated to institutional investors.
So you know, take it from that context. As you can see, what I try to focus on is value added and validity of assumptions.
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What I found is that traditional valuation tools for lifecos don’t really reflect value added well. What I care about
is value added. I don’t care about accounting rules.What we find is that valuations tend to range from yield supported
and dividend growth at one end to a net asset value type valuation at the other end. It depends on the type of deal

activity that’s taking place in the market. Two key drivers to watch for are the value of new business and experience
gains and losses. Rising VNB is the main basis for the target prices that I have for the four life insurance stocks
that I follow and the 11 to 19 percent forecast capital appreciation. In addition, I also like international growth
platforms. You know, incidentally, I have Manulife top pick rated right now.

Now here is a page and I’m sure you can’t see the numbers but what it does is run through traditional valuations
for the four Canadian life companies and a number of U.S. life companies. Now to start off with the valuation measures
are not apples versus apples considerations but when we are looking at valuation, one of the things that analysts
are always trying to do is look at comparables. So you’ll look at one company and you’ll gauge the value of another
company against the peers that you’re looking at. The traditional value metrics are price-earnings ratio, price to
book ratio, and dividend yield. And in most instances, companies other than life insurance companies, these types
of metrics are quite useful but they are not as useful in the life insurance sector. Now as I said, I’m not an actuary
but I do work with models a lot and so if I’m going to work on earnings in particular I’ve got to have a corporate
model that ends up with a bottom line. Well the problem with life insurance companies is there is no top line, pre-
miums are not a top line. So it really makes it difficult to come up with a credible earnings model. What compa-
nies have started to develop is the source of earnings approach to breaking out income.That’s good, but there is really
no way tomodel the components that are going to go into that source of income statement, particularly since the largest
component of source of earnings, the earnings from in-force business, is largely the unwinding of the PAD.

Now I gave you some comparisons on the first page between Canadian and U.S. lifecos. Here is the situation
on the traditional value measures between banks and life insurance companies. In both cases for 2007, I’m looking
for about 11 percent earnings growth. In 2008, I’m looking for lifeco earnings to pull ahead of bank earnings. Yet you
can see that on 2008 earnings, the P/E ratios are similar for both. Price to book is higher for the banks than it is
for the lifecos which would suggest that lifecos are inexpensive relative to banks but dividend yields are higher for
banks than they are for lifecos, but so are payout ratios. So you get a bit of a conflicting picture out of all of this.
Again, what I would point out is unlike the banks where, you know, I havemodels that start with a top line, go through
with margins and different components that come in, it’s very difficult to do something similar to that with the lifecos.

The problem with the traditional valuations; let me start with the P/E ratio. The first problem is that earnings
don’t reflect value added because of the long-term nature of life insurance products. As I said, what I’m interested
in and what investors are interested in is value added. GAAP earnings comply with accounting rules but they don’t
necessarily say very much about value added. Earnings mainly reflect income that is emerging from in-force. As I’ve
said that’s the release of PAD and that’s based on pricing assumptions. Now the pattern of these earnings emerging
can be different for different types of business. You’ve got some businesses that renew every year. You’ve got other
businesses where there is significant strain up front. There is losses in an accounting sense initially and then you
can have huge levels of earnings later on. So it’s not really saying very much. Value added from new business is actually
deferred so the real value that is added doesn’t even go into income at the time that the business is done. Then you’ve
got experience gains or losses that either validate or don’t validate the assumptions. Finally, if there are persistency
gains or losses, these can trigger assumption changes that would have a magnified impact on earnings and create
a tremendous amount of volatility. So you’ve got some companies that are more active in changing their assumptions
more frequently and others that change their assumptions less frequently.

In terms of price to book, again, it’s not apples to apples from company to company, from industry to industry,
and from jurisdiction to jurisdiction. Just in terms even of the four life companies that I follow, there is one thing
that I can think of right off the bat that is an inconsistency. Great West has a huge par block of business and the
par surplus that they have, well it doesn’t technically belong to shareholders. Shareholders in effect have free use
of those funds in perpetuity so it’s almost as if those funds did belong to them. They get the benefit of them and
in terms of measuring capital; they get the benefit of the par surplus as well. There is also the issue of PAD or margins
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and it’s the grey zone between to what extent that’s really a liability and to what extent it’s really equity and there
are differences that remain between CGAAP and U.S. GAAP.

So given these inadequacies what does it leave us with? It leaves us with two things: dividend yield and net

asset value. Let’s start with dividend yield. As with banks, dividend growth for life insurance companies signals a
company’s confidence in the sustainability in their earning power. A lot of what analysts do is interpreting signals
that are out there. You know you can take the simple notion that growth plus yield is equal to total return and what
this is saying is that the market rewards faster growth with a lower relative yield and it penalizes slower growth with
a higher relative yield. So one thing that I would look at is the relative yield that companies are selling at and my
perception of what the potential dividend growth of those companies should be in order to come to a judgment
about the reasonableness of where the price of the stocks are. Here is what dividend growth looks like for the four
companies. I would note that at the time of demutualization of the lifecos, they all started with dividends of zero.
So what has been happening is that since then they have been working their way up to a steady state level that they
will finally be comfortable with. Great West, for more than a decade, produced 20 percent dividend growth,
a tremendous achievement. That slowed recently to mid-teens and the most recent growth for the companies is
14 percent for Great West, 28 percent for Industrial Alliance, 26 for Manulife and 16 for Sun Life. If I look at the
lifecos versus the banks in aggregate, it’s running at 21 percent for lifecos and 18 percent for the banks. The real
issue is what is it going to be in the future? The other thing that I would note is that when you look at the growth
in value in price of all of these stocks you really see the importance of dividend growth and the impact of
compounding of that growth as being a key driver in the performance of these stocks.

Here are the payout ratios for the four life insurance companies. Great West recently has risen from about
40 percent to 45 to 50 percent. Industrial Alliance, Manulife and Sun, their payouts are trending higher. Industrial
Alliance’s payout is still the lowest at about mid-20s. It aims to reach 28 percent by mid-2008. All of these companies,
as I see it, are working to find the steady state level of their payout ratio that they’ll ultimately find to be comfortable,
to find to be the level that works for them. There is no right level. It’s kind of an optimization problem as to where
the payout should be and it’s just going to be something that will come with experience.

Now turning back to price/earnings ratios, here are the P/Es for the four companies, based on their trailing
12 month earnings, taking out irregular items. You can see that they’ve been fairly uniform since 2003. GreatWest
andManulife sell at higher P/Es. They’ve got higher returns on equity. As I said at the outset though, it’s very difficult
to justify a P/E based valuation when you’ve got difficulty in understanding the basis for where the earnings come
from and how you model those earnings. So I have difficulty using P/Es. Lifeco relative yields like banks, lifeco
relative yields are affected by expected dividend growth and also by flow of funds. Faster dividend growth would
be rewarded with a low relative yield and slower growth punished by a higher relative yield. When I talk about flow
of funds what I mean is that stocks, various classes of investments, are always competing for investors’ capital. So over
recent years you see the trend of relative yields moving up first. That was the time that we had income trusts growing
from a very small level to hundreds of millions of dollars. Income trusts absorbed a lot of the investment money
that otherwise would have gone into yield-based investments like banks and insurance companies. Following the
surprise of Halloween last year, we’ve had relative yields coming down because there is a flow of funds back into
those dividend producing stocks.

Capital is an important issue also for dividends. Sun Life and Manulife looked like they are the best capitalized
right now, Great West, not quite as well. That’s even before Putnam. First quarter returns on adjusted surplus,
the number at the far right, you know are all in a narrow range but again, you know the problem with looking at
return on equity or return on surplus is that it depends on these numbers that are very difficult to determine how
you come up with them. So the key deficiency of earnings is that although it complies with accounting rules, as I said,
but it doesn’t necessarily give you any information about value added or subtracted.

Now the second approach to value is net asset value or in the case of life insurance, embedded value. What I
would say, when you’re thinking about embedded value, you know there is the expression we are not alone?
Well you are not alone. You are not the only long-term industry in the world. What I’ve done is I’ve provided an
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example of another industry that has adapted to net asset value type valuation. As I go through this, I think you’ll
see a tremendous number of parallels between the situation of the life insurance industry and the oil and gas industry.
So for net asset value, think of lifecos as being analogous to exploration and production companies. First to start

off with, in-force business, a bunch of contracts sitting either on a computer or sitting in filing cabinets, and what
do these contracts represent? They represent future cash flow that’s either contractual or contingent or whatever.
Well guess what? Oil and gas companies have resources sitting under the ground that over the life of that resource
is also going to produce cash flows that have a value. The value that you come up with in the life insurance industry
is the present value of future profit of the in-force business or embedded value, and something similar is done in
the oil and gas industry where they come up with net asset value, the present value of future cash flows, future net
cash flows that they expect to generate. Oil and gas companies are always doing exploration because they have to
replace the resource that they’ve pumped through the wellhead. Well the same thing goes on with life insurance.
Life insurance companies sell product because you have to replace the product that is being run off. Now the way
that oil and gas companies, the value of their exploration gets measured also is on a present value basis. The present
value of those new reserves that are being added the same way as life insurance companies will try to determine
the present value of future profit of their new business or the value of new business. In the oil and gas industry,
the people who do this calculation are geologists and I guess what you can take that I’m saying is that you folks
are really financial geologists. I hope you see the analogy. In the oil and gas industry valuations are typically looked
at as a premium to net asset value that’s based on exploration track record. A company that has a better track
record of adding new reserves that are you know very valuable will sell at a higher premium to their net asset value
than a company that has a poor track record. Then there are some companies that don’t do any exploration at all
and typically those production companies can often be sold off just for the value of their production. It is similar
in your industry where, as Bob talked about, life insurance stocks sell at a premium to embedded value based on
the ability to generate profitable sales.

Now Bob talked about the issue of assumptions and I’ve heard this also. I’ve heard the criticism that embedded
value and value of new business are problematic because of all of the assumptions that go into them. What I’ve
reproduced in this slide is a page from a recent publication that Manulife had showing the reconciliation of their
shareholders equity to embedded value. The point that I would make is that it makes sense. You can follow it
through and you see where the different things come from. So you can relate an accounting balance sheet to an
embedded value of valuation. What doesn’t exist here is a similar reconciliation from earnings to value of new
business or other changes in embedded value. That could be done and also would be very useful. The most useful
thing out of that exercise would be adding to the credibility of these measures. For a lifeco, you know there is also
the point that Bob made about assumptions that go into earnings. I would say that there are more assumptions
that go into earnings than actually go into embedded value and value of new business because in addition to the
assumptions that have to be made over the life of products and contracts, companies also have to make a judgment
of what the time periods of recognizing that value into accounting earnings are going to be. Embedded value and
value of new business take away the need for that assumption, or at least reduce the impact of that assumption.

Now here is a picture of the embedded value trends for the companies that report embedded value on a per
share basis. It’s nice to see that it’s generally going up. Great West doesn’t provide any embedded value or value of
new business information. Manulife’s growth a couple of years ago was reduced by the Hancock acquisition,
the dilution caused by that and foreign exchange and that was offset by stock that they [tape skips] … used by the
Clarica dilution and foreign exchange also. But in both cases, the trade off was the expected pickup in value of new
business, in other words, the infrastructure that they acquired that would compensate for the dilution that they
were taking on. In the Industrial Alliance case strong growth, but Industrial Alliance uses different assumptions,
you know somewhat less conservative assumptions than both Sun and Manulife.

Here is also value of new business per share annualized, and again, similar positive trend. What I like to see.
You know I view value of new business as a very important measure of value added as I’ve said, and when they acquire
infrastructure, embedded value may be diluted but the payoff should be stronger because of future value of new
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business growth, as I said, the example of when Manulife acquired John Hancock. I would also note that Industrial
Alliance and Manulife provide quarterly data here and Manulife as well splits their data between protection and
wealth. They also provide sales on that basis. What it will ask me to do is to look at the VNB in relation to sales

and although you know just looking at that margin and the trend in it may be problematic, what is much more
important when I see the trends that take place, is that it gives me fuel to ask questions that will then give me more
useful information than the trend itself.

Here are those VNBmultiples that Bob talked about. They tend to be a function of deal activity in the industry.
When there isn’t a lot of activity valuations tend to gravitate toward yield-related values and when there is more
deal activity values will move up to better reflect the value of infrastructure. I would also note that this is how life
insurance companies look at valuation forM&A activity also, and as I’ve said it’s analogous to the oil and gas premium
to net asset value. You would note on here that Industrial Alliance has a lower multiple again, that is because of
different, less conservative assumptions.

Just to finish off, here are my target prices. For Great West the basis for my target is 15 percent dividend
growth projected and an 83 percent relative yield versus long corporate bonds where I expect them to be. For the
other companies, it’s their projected embedded value plus a multiple of their projected value of new business. Nowwhat
gives me comfort in using this type of approach as opposed to an earnings approach is at least I can model what
my expectations are going to be for value of new business and for embedded value. I may not get it right but it
gives rise to questions that I can ask. It’s also a lot easier to communicate this information to institutional investors
looking at trends rather than saying well you know you’re going to get this runoff of in-force business and there is
really no explanation for where that is going to come from.

That kind of sums it up and you know Bob and I would be very pleased to answer any questions that you
have in the time that is remaining.

(applause)

Moderator Sharkey: Okay, we have about ten minutes. Speaker number two.

Mr. Gene Saddik: Gene Saddik. Maybe I can just try to give more of a balance to this. I’ve never been a fan of
embedded value so I’ll start with that. You know I don’t doubt the difficulty in evaluating an insurance company
as any other enterprise. I was glad to see the comparison to, you know we are not unique at all in this world in
terms of being in a business that has a long tail, you know coat tails, you know refining, all the things that you

mention there. You know we have this Canadian GAAP and the actuaries want to go and embed those values and
I think you have to – something I’ve never heard here is how much confidence do we have in this Canadian GAAP?
You know we have these PADs so the question then is in my mind, is how much of that is accounting conservatism
and how much of that is provision for uncertainty because if we believe that those PADs – and you guys seem to
be more in the school of PADs are for profit which I say I don’t think so, PADs are for uncertainty, more or less.
So why the Europeans are all hot for this embedded value stuff which I think is more an actuarial construct. I don’t
think these other industries are doing this stuff. I mean they’re projecting earnings like anybody would but you
know getting into that. So I would say that if I was a European or if I was doing U.S. statutory or something like
that, then one thing I might do is restate my balance sheet on a Canadian GAAP basis and I would look at that
surplus, I would tax effect it and I would adjust it and of course adjust it because that accounting conservatism
will come through into earnings over time. So again, I think that’s the point. I think Bob – and I’ll stop in a second
— Bob was, you know we keep talking value and Bob is talking, you know Bob originally was talking about the
price for a block of business. You can’t pay full value because then you’re going to get screwed. And then of course
Michael is looking for value added. So I just want to make the point here that I’m saying if the PADs are for
uncertainty then if I’m going to buy that business I’m not going to do some embedded value and discount this stuff
all the way back. Say no, no, no, no, you giveme that liability plus the cost of capital.Those PADs aremine.Those PADs
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will compensate me for assuming the obligations that I have in that transaction. So there is nothing to discount
if we assume those PADs are for uncertainty. So I’ll just say Michael, you’re looking for value added when you look
at your in-force business. You say oh there is a whole bunch of value in there and I’m gong to get that. Well, let me

ask you this. If I went out and bought a million dollars of treasuries at 5 percent and I went out and bought a million
dollars of comparable risky bonds at 7 percent, have I added value?

Speaker Goldberg: Okay, thank you for the question. You know I talked about PADs as being in a grey zone.
You know my answer to the question is that when life insurance companies sell a product they have built into their
expectations, you know their best estimate of, all of the assumptions that they believe will generate the return on
the capital that they’re using to support the sale and administration of the product over the life of the product.
Now, if they truly are using their best estimate then I’m prepared to believe in that best estimate. Now it doesn’t
mean that you know you just accept it blindly. You know there is the concept of trust but verify. This is why you
want to monitor experience gains and losses over time. I’m not an accountant either, but there is another accounting
concept that I think would fit in very well as an analogy and maybe a better way of even showing PADs, and that’s
the concept of unearned income which is used in a number of other long-term industries where you can monitor
the continuity of that unearned income. When you generate new business there is a portion of the potential future
income that goes into this unearned income liability and it represents uncertainty and you know it will change over
time but at least it gives you a picture of what is there potentially, whereas right now investors can’t even see what
the potential is in that is embedded in the margins. So I hope that answers your question.

Moderator Sharkey: Yeah, I would just add that embedded value isn’t all about placing a value on PADs. A lot
of embedded value is related to, if you think of group business and pension business, seg funds, the term of the liability,
that’s when the PADs end. I already made allusion to the group business. You’re trying to place a value on the in-force
group policies over the expected lifetime that client is going to be with you, whereas the PADs such as they are,
will only relate to the period until the renewal. So just on group and asset management, pension business, your
presumption that it’s all about PADs is not accurate. It’s almost not about PADs at all in those businesses, and for
a company such as Sun Life, or Manulife for that matter, we have big asset management operations and so on and
so on. Another observation I’ll make is that when companies actually are acquired, the appraisal value method that’s
used in North America actually does place a value on the PADs.

Mr. Saddik: I understand that. I think it’s you know, the actuaries have taken the people in that direction and that’s

what they’re using. I’m not convinced that’s right but that’s okay. You know this question of PADs, release of things
out of your accounting provisions which are going to be your future. Now you talk about all of this pricing stuff
and they can build in all these things but once a policy is sold, to the extent that there is any excess or deficiency
over the accounting requirement, that is already in your capital plus or minus. So that’s all gone. You’re relying on
those things. If you have group business and you’re counting on group renewals and you’re already discounting the
profit you expect to make on that stuff assuming they renew with you, you know I think there is something kind
of fundamentally wrong with that. I just go back to the point where – and again, because of deficiencies in the
accounting model you’re doing whatever. You know again, I believe – give me the answer to that question. If I
bought treasuries today and I don’t see what the difference is. If I went and bought a million dollars of treasuries
at 5 percent, and instead of doing that I walked over and I bought a million dollars of 7 percent risky bonds,
by doing that did I create value?

Moderator Sharkey: No, you didn’t. You bought two things. You bought a pound of lead and a pound of feath-
ers; both weigh a pound. In this case both of those securities you’re talking about are both worth a million dollars
so you haven’t created any value.
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Mr. Saddik: But the potential is there for me to make a lot more.

Moderator Sharkey:No, the potential isn’t because you’ve got to use a different discount rate for the higher risk bonds.

Mr. Saddik: That is just the point of the PADs.

Mr. John Brierley: John Brierley. As much as that’s a really interesting discussion, I have a different question and
it’s around how to reflect the current interest rate environment. This is really for Bob. Do you actually start with
the current interest rate in the embedded value calculation and project that as your best estimate going forward,
or do you do like a mean reverting kind of calculation?

Moderator Sharkey: Yeah, the answer to that is embedded value is really the method that actual shareholders use
to value companies. So it’s not something dreamed up. I actually agree the price of something that’s $100 is $100.
I do realize there is a very fundamental issues with respect to putting a value on PADs. There are issues about market
consistent approaches to embedded value. I talked about the traditional approach to embedded value. Going back
to your specific question, because it’s an attempt to follow the appraisal value method, you look at interest rates
at the time the valuation was done. So if you’re doing an embedded value December 31st, you basically look at
the risk free rate in Canada on long-term bonds and the U.S. on say 10 year treasuries or whatever is appropriate
at that date. If your rule of thumb is to add a risk margin of say 3.5 percent, you take the December 31st long-term
bond rate and add 3.5 percent.

Mr. Brierley: That’s the discount rate.

Moderator Sharkey: In theory, day-by-day-by-day.

Mr. Brierley: I’m not talking about the discount rate. I’m talking about the investment rate you would earn on
your assets.

Moderator Sharkey:Oh, okay, exactly the same sort of logic. There are a couple of different approaches to take to
embedded value. We take the approach that you can’t do any better than putting a value on all your surplus assets

than taking the market value. So we start off by saying the value of our surplus, including the required capital, is the
market value of the assets that are there at the point in time. So the markets go up and down, that’s the value. You also
have to come up with an earned rate on your required capital for cost to capital calculations. That is also determined
consistently with the December 31st value because the earned rate on your capital and the risk discount rate are
very closely related. It’s a function of the same risk free rate essentially.

Mr. Brierley: I’m more interested in actually, say for example an asset is backing liabilities to universal life accounts
where if interest rates go down 50 basis points you’ve got significant spread compression. Would you consider that
spread compression would go away after a period of time or …

Moderator Sharkey:Okay, that’s a very, very specific question.We don’t take either what I would say an excessively
prudent or excessively aggressive approach. If we have a track record in a particular business that we achieve our
target return but at this particular moment we’re only achieving 50 basis points less than that, we would take that
into account and we would apply judgment as to how long we thought that situation would prevail and so on.
It would be done typically on a deterministic basis. If it’s just a case that we’re responding to what spreads are
available in the market. If we’re talking about guarantees, if the spread compression is caused by a guarantee, then that’s
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a different thing. We would try to estimate the cost of that guarantee effectively on a stochastic basis equivalent
to what we would get with a stochastic pricing process.

Mr. Brierley:Right. For example, last year when interest rates went down significantly in the second quarter, like more
than 50 basis points, I would have expected that the embedded value calculations would have had a significant volatility

occurring because of that compression of spreads and lower investment returns based on what you have to pay out to
policy holders. I don’t see that, particularly in the value of new business where all of a sudden the new business you’re
putting on the books at low interest rates would be less valuable than it would be if you’re able to achieve the full spreads.

Moderator Sharkey: Okay, I’m not sure. I guess I see your question as dealing with a narrow group of products
like UL product in the U.S. or something like that. Certainly, if you focused on the specific products where spread
compression is occurring, yes you would find that the value of that business is hurt. The value of new business if you
can’t achieve your rates, the targeted spread, that value would be hurt and that does happen. But those are particular
businesses, they don’t dominate the overall embedded value and I’m not sure why you would think …

Mr. Brierley: I’m just thinking that Universal Life has been a dominant policy inCanada for the last 20 years and I would
have thought that the amount of guarantees in that product would have a pretty significant impact on embedded value.

Moderator Sharkey:Well it depends on howmuch value you think we’re putting on that business I guess. So that’s
a partial answer. Yeah, in Canada our UL, VNB and embedded value would have been hurt but the value that we
put on those businesses at our company anyway is not a big thing.

Mr. Brierley: Yeah, thank you.

U-M: Frank: I’d just like to askMike as, take advantage of the small investor.Why does the street, investors, professional
money managers loveManulife? I’d like to learn because I bought the stock originally and sold it and it just kept going
up and now I’m stuck with AIG and AEGON. I know they’re maybe not on the list you had. Can you give me a
buy/sell/hold ranking? If this has anything to do with where you’re ratings are, feel free to put it in, I’d like to learn.

Speaker Goldberg:Well you know a lot of it has to do with the track record and management and the confidence
that people have in the future. So it’s more of a longer term consideration than you know what is necessarily going
to happen in the next three months.

(remarks off mic)

Moderator Sharkey:Well you know one thing that has puzzled me has been the performance of the S5 life index
in the U.S.This is an index of about seven or eight life insurance stocks down there that has actually done tremendously
well so far this year. These stocks are up on average about 10 percent or so. You know they’ve done a lot better than
bank stocks. To some degree I think it was catch up from where they were previously. To another degree I think
that it’s a reflection of the fundamentals you know that the outlook for the life insurance industry I think is very
favourable going forward and it maybe had been too depressed previously in the U.S. and now you’re getting a bit
of a rebound.

Moderator Sharkey:Okay, with that, thank you very much.We appreciate your interesting questions, thanks again.

(applause)
(end of session)
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