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Moderator Mike Lombardi:We should be getting started shortly, so I’ll give everyone a few seconds to get to their
seats and then we’ll get going.

Good morning and welcome to this session. This session is PD 30, Lessons Learned — Implementation of
CICA 3855. If this is not the topic you’re interested in you are probably in the wrong room.

My name is Mike Lombardi, I will be moderator and speaker for this session. The session description in your
booklet, just to give you background, is CICA Section 3855, Financial Instruments—Recognition andMeasurement,
has come into effect. Implementing the standard has required companies to address significant issues that have been
highlighted at previous CIAmeetings. The panel of presenters will discuss the significant issues encountered with the
implementation of CICA 3855 and the continuing impact of the new standard on business strategies and operations.

Our speakers today in the order in which they will speak will be Chris Christaki, Blake Hill and Leonard
Pressey. Chris is a Director, Canadian Actuarial Division Finance at Sun Life. He has been at the company for seven
years. He was involved in various aspects of implementation of 3855 at that company and he will give us his insights.
Let me just back up here. Blake Hill is Actuary, Canadian Division Finance at Manulife. He has been there six years.
He too was involved in the implementation of 3855 at Manulife and he’ll give us some insights as to how that
particular company applied the new standard.Then our last speaker will be Leonard Pressey. He is a senior consultant
at Tillinghast, been there nine years and he will speak to the aspects of 3855 that deal with mid-size and small
companies, many of which don’t have actuaries of their own and look to outside consultants, and also branches
which are in the same situation.

Okay, so I’ll give a bit of a brief introduction on 3855 and then we’ll move on to our speakers. The history
of this is up there on the screen. We’ve had a long discussion within our profession about implementing 3855.
It wasn’t exactly a welcome change, but it did introduce a number of complications that we’ve had to deal with.
A number of these were discussed at the Town Hall Meeting about a year ago, April 2006. Again these were discussed
at the Annual Meeting in June; this was in Ottawa. CLIFR came out with an Educational Note. OSFI itself came
out with some guidance as well, Guideline D-10, having to do with MCCSR changes. There was a CLHIA tax
proposal that has been going back and forth with Revenue, well I keep saying Revenue Canada, I should say CRA
at this point or Finance. The latest news is that it is still in discussion, nothing is yet substantially enacted, but it’s
still there and I believe some of the speakers will talk about aspects of that. This topic was also on the AA Seminar
last fall and also the General Meeting in October and here it is again at the AnnualMeeting. By this point we are now
talking no longer about planning for 3855, we are talking about implementation and lessons learned.My expectation,
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having presided over some of these is that we are winding down and there will be less and less new things to say.
So this may or may not be the last time this is on the program, but we’ll see.

Okay, I think I’ve already covered who the panellists are. For those of you who have not worked in this area,

just a brief summary of the accounting changes. Three new accounting standards became effective January 1, 2007,
I think it was a bit earlier for the banks. Section 3855 was the cornerstone, Financial Instruments—Recognition and
Measurement; related sections had to be adjusted as well. This was Section 3865 onHedges, and also the introduction
of Comprehensive Income required a separate section, this was Section 1530 of the CICA handbook. There were
also some amendments made. We now refer to Section 4211 instead of the familiar Section 4210 of the handbook
when dealing with accounting for life insurance enterprises, and there is an Accounting Guideline AcG9 on
Financial Reporting by Life Insurance Enterprises. Again, this applies to all entities. It is not just a measure for
insurance companies, but section 3855 affects the Life industry and it affects it in a unique way because of the way we
link assets and liability measurements. I say here ‘will’, I should say now ‘has’ significantly changed the measurement
of financial instruments in presentation and disclosure.

In a nutshell, all financial instruments must be classified in various categories. You can have Held to Maturity,
Held forTrading, or Available for Sale. Loans and Receivables is really something more that banks deal with, but that’s
the full set of categories. Companies have to designate this once and for all at inception when they move to this
new basis, based on management’s intent with respect to those assets. The prior periods don’t change, the earnings
in prior years, 2006, 2005, they stay the same. There is no restatement of prior periods so it’s a fresh start. At that
fresh start there is a restatement of the opening balance sheet. The restatement is to recognize assets and liabilities
at fair value where the category requires it. You also write off previously deferred gains and losses; those will not be
accumulating in the future. You also adjust opening surplus as a result of the above; that’s a mechanical adjustment.

Various issues came up during the implementation and planning for this. We won’t go into these today unless
they were encountered in the implementation that our speakers will speak about, but in prior sessions we talked
about the Available for Sale anomaly. The fact that your net income doesn’t move in conjunction with similar
movements in assets and liabilities but that you have this extra line called Other Comprehensive Income which
finally brought it together. There was this concern about portfolio tainting rules; if you sold too much of a portfolio
then the classification of that block of assets would be in peril. There was OSFI restrictions on fair value options.
You couldn’t just do everything at fair value unless fair value provided more meaningful results and if there was a
significant ALM function to go with it. There were CALM implications. There has been some impact on MCCSR.
Tax is still a question mark and today we’re going to talk about transition and implementation issues and also
financial reporting and disclosure.

So that’s it for my introduction. So we’ll turn to our first speaker who is Chris Christaki. Chris, you’ll let us
know about what is happening at Sun Life. Thank you.

Speaker Chris Christaki: Good morning everybody. So just to start off, I’d just like to define what we’ve called
our project. We called our project FIAC which is essentially just another four-letter acronym. It stands for Financial
Instrument Accounting Changes. That’s essentially the same as 3855. I may use the acronym throughout here but
I’m going to try hard to use 3855. This was a worldwide project for Sun Life. In my presentation I’ll focus more
on the Canadian impact. Canadian impact is related to investment accounting, tax, actuarial reserving, and the
quarterly close period. The lessons we learned early on were as follows. We knew international GAAP was on the
horizon so we had decided to take the simplest approach possible that was acceptable under CSOP. We could have
made this more complicated but since the shelf life is short we decided not to.

So what does this mean for reserves? The new asset designations can create some accounting mismatch.
For products with term of liability greater than zero, we had to look at those products separately. So under CALM
actuarial liabilities are equal to the statement value of the assets that back them. Both Available for Sale and Held
for Trading assets use market value on the balance sheet. The impact of unrealized gains and losses on these types
of actuarial liabilities always flows through income via change in actuarial liabilities. So we essentially don’t get any



U.S. GAAP shadow accounting treatment. If we chose Held for Trading, the unrealized gains and losses on the asset
side flow through income and are offset by an increase in the actuarial liabilities. If we had chosen Available for Sale,
and sorry, going back to that. So for Held for Trading, due to those two natural offsets you get a stable income.

If we chose Available for Sale, the unrealized gains and losses flow through OCI but as stated above the actuarial
liabilities increase, so that creates unstable income. So our conclusion was to choose Held forTrading whenever possible,
which is the opposite of U.S. GAAP. So the lesson learned here is that it’s very troublesome to have the same asset
designated two ways for two different bases, and this is created by the lack of shadow accounting on the liability side.

For products with term of liability equal to zero, for example IBNRs, under CSOP actuarial liabilities is equal
to the account value or undiscounted value for these types of liabilities. The unrealized gains and losses do not impact
actuarial liabilities and never flow through income via a change in actuarial liabilities. So if we chose Held for Trading
for these types of products, we would actually get unstable income because the unrealized gains and losses on the
asset side still flow through income but do not flow through the actuarial liabilities. If we chose Available for Sale,
then we would get stable income because the unrealized gains and losses flow through OCI. So for these types of
products we decided to choose Available for Sale, which is the same as U.S. GAAP.

We had a few goals on the valuation side for 3855. Our first was to maintain existing control processes wherever
possible and our second was to minimize any inappropriate volatility of income. We knew there were a number
of issues mostly related to deferred tax accounting and all the various timing differences related to that. At Sun we use
four different valuation methods that are all acceptable approximations to CALM. They are Cash Flow Valuation
Method, PPM, Modified Account Value for some Par products, and Account Value for term zero liabilities. So I’m
going to go through each one of these and describe our solution.

On the PPM side, we decided to set our post 3855 reserve equal to the pre 3855 reserve times a 3855 ratio,
which is essentially equal to the post 3855 statement value of the assets divided by the pre 3855 statement value
of the assets. This is used for portfolio return base segments and it allows us to maintain our pre 3855 accounting
and reserving, which allows us to keep existing controls, a stable base for source of earnings and determination of
someMCCSR items like negative reserves, and to also maintain Policyholder Reasonable Expectations.This did come
at a price however. The lessons learned here are it requires double work for investment accounting to keep both the
pre 3855 and the post 3855 accounting, and it wasn’t preserved perfectly. Some DNCG) rollups are completed
on a bulk basis as opposed to asset-by-asset. The other lesson we learned is we must carefully consider what we include
in our ratio. Items that required special treatment were items like surplus, goodwill and short-term liabilities.

On the Cash Flow Valuation Method side, we set our post 3855 reserve equal to the post 3855 statement value of
the assets, plus the difference between the discounted value of the projected liability cash flows, less the discounted
value of the projected asset cash flows. This is used for cash flow base segments like Individual wealth products and
Group retirement products. These segments are essentially managed under a discounted value regime which allowed
us to keep our existing controls and our existing source of earnings. Just as a side note, we did keep pre 3855 statement
value for these blocks as well, as they are used for asset default and expense reserve calculations.

Modified Account Value, this essentially applies to dividends on deposit, and our post 3855 reserve was set
equal to the account value times the higher of one and the 3855 ratio. These are essentially demand liabilities but
credited rates are tied to portfolio rates on a pre 3855 basis. Because of PRE we cannot change credited rate strategy
quickly. What does this mean? If the post 3855 asset value is greater than the pre 3855 asset value, we need a reserve
larger than the account value to support future credited rates, and in this case the term of the liability is greater
than zero. If the opposite is true, then the term of the liability essentially is zero, since extending the term of the
liability lowers the reserve below the account value and, due to PRE, we cannot hold reserves lower than the account
value. So this essentially creates an account value floor.

On the Account Value side, which is used for liabilities with term of liability equal to zero, in theory we
should have backed these with Available for Sale assets to get a stable income. After we looked at this, we decided to
use Held for Trading, as liabilities are small and income volatility from accounting mismatch turned out to be small.
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On the deferred tax accounting front, we decided to do CALM on a no tax basis and calculated all deferred
taxes outside the CALM process. Another item to note on deferred tax accounting is that some 3855 adjustments
are not taxed because they are permanent in nature, and we need to keep that in mind as well.

So I think we all know the December 28, 2006 proposals that were issued by the federal government in response
to 3855. I’ll just highlight them quickly now.This proposal included the following changes. Mark-to-market of assets,
which requires that gains and losses realized before 2007 continue to be spread over the remaining term to maturity.
All debt obligations carried at fair market value for accounting purposes will be mark-to-market for tax, and any
unrealized gains and losses of these investments at January 1, 2007 will be spread evenly over a five-year period.
On the reserve side, for post ’95 tax reserves the increase or decrease in reserves as of January 1, 2007, is spread
over five years starting with 2007. So you’ll notice a natural offset between the mark-to-market of assets and the
post ’95 reserves. For pre-’96 tax reserves, beginning January 1, 2007, tax reserves for pre ’96 policies excluding
health will be based on statement reserves, so essentially the rules that apply to post ’95 tax reserves apply to all
reserves now. The one-time change in pre ’96 tax reserves will be spread over five years starting with 2007. On the
capital tax front, the excess of statement policy reserves over tax policy reserves is no longer in base.

So there was some good news and bad news that came out of this proposal. It is definitely simpler, there is no
material timing differences after five years. The bad news is it did come really late. There was no time to react and
essentially there is no real law or guidance, so essentially no one knew what to do and that would include insurance
companies, auditors, CLIFR, etcetera. CLIFR did distribute a letter on April 13th and I think there was a
preliminary letter also issued on March 30th that essentially had the same information in it. The lesson learned
here is if possible, we need to try to start lobbying the Department of Finance earlier to ensure there is enough time
to implement appropriately. I know we did start earlier but perhaps if possible the earlier the better.

So what are the accounting issues that were created by this proposal? Firstly, should the tax proposals be considered
in the restatement under 3855 of the opening balance sheet for 2007? These tax proposals are not substantively
enacted and may not be for some time. For the debt obligation and capital tax proposals, they require changes to the
IncomeTax Act which requires the passing of third reading to be substantively enacted under a minority government.
The reserve proposals require changes to regulations and for these to be substantively enacted the Privy Council
must pass an order. This process takes considerable time and it could take years. The result was that the tax area
had to use current rules for all their calculations. In addition, the changes to the pre ’96 reserves, should they be
held separate from the 3855 changes and does the change flow through income? There was agreement that it is
essentially not part of 3855 and that it will flow through income once the proposal is passed. So the change to the
pre ’96 reserves did not have to happen because of 3855, and that is the reason that can be treated that way.

Actuarial concerns and issues; the following points were made in the CLIFR letter. One, no adjustment to 2006
year-end liabilities; for adjustments to the 2007 opening balance sheet caution should be used in projecting any
favourable tax timing changes as a result of the accounting changes. If liability is reduced, ignore the impact until the
proposal is substantively enacted. If liabilities increase, assume that the proposed rules are a reasonable best estimate
of future tax regulations. The valuation should be done in aggregate but done separately for shareholders and policy-
holders. As a result, for actuarial liabilities we decided to use the proposed rules as our best estimate and set up an
additional tax PfAD in case of changes to the proposed rules. This essentially ensures that we comply with the CLIFR
letter. A similar approach was used for the Par blocks.

Implementation challenges and issues: CRAwill administrate as if the rules were in place for 2007.The implications,
as discussed in the previous slides, are that after tax liabilities are done on proposed rules, tax accounting is done
on current rules, and a carve-out is used to preserve the impact of proposed rules by looking at what the tax area
has done. Lessons learned here are work needs to be done twice, accounting rules do not permit you to do anything
other than what is currently in the law so we need to use current rules, and the actuarial rules allow you to do what
is reasonable given the carve-out that we’re holding.

Other 3855-related impacts, on the source of earnings front, we preserved the pre-3855 source of earnings
and created a new source called 3855. We plan to drill down into this source in a little bit more detail if needed.
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Lesson learned here is the optimal solution is to apply 3855 appropriately to each source, and we’re working to
get there. Our first experience showed that the 3855 impact was not material but it could become material
depending on which way the markets go. Embedded value changes were minimal. The only real impact is cost of

capital due to an increase in MCCSR. On the CALM front, even though there was a lot of work done on CALM,
did a lot of work to ensure we received market value in addition to preserving the old book value, essentially we
thought CALM was 3855 blind. It is a cash flow based test and the cash flows don’t change. We did need an
alternative base for any assumption that is based on statement value of reserves. The lesson learned, which is fairly
obvious, was that there is less 3855 impact in segments that are better matched.

That was everything I had today.

(applause)

Moderator Lombardi: Blake.

Speaker Blake Hill: Thanks Chris. Just give me a minute to get this set up.
Good morning. I’m Blake Hill. I work at Manulife Financial and my role in the 3855 project was kind of as

someone kind of stuck in the middle. I was not in corporate but I wasn’t in the front line business unit either.
So I was kind of a go between from our Canadian division and the corporate area. I got to see a lot of different
things in that role, all our lines of business in our Canadian division, which does include some non Life subs.We have
a small P&C sub and a bank within our division. So there were some interesting things I got to see through that.

The one thing I’d say about it from the Manulife perspective was that you can look at this as a hard challenge
and be frustrated by it, but the team that I got to work with looked at it as a great opportunity to kind of shine
and really make a difference in Manulife. It was great to work with a good team. Overall I would say that 3855
from my perspective was not as burdensome as I would have thought it would have been kind of going into it.
I think the biggest problem was the timing. We had the SOX certification for our company as well as the changes
to AuG43 at the same time we were doing 3855. So those two issues really were heavy tasks for the valuation areas
and adding 3855 was just an extra burden that they would have loved to not have to do, but I think overall 3855
went pretty smoothly because we started fairly early. It was a good learning experience for everybody who was involved,
not only from just the actuarial side but getting to work with the accountants and the investment people and learning
more about each of their areas and how they perform their duties. This is kind of a great way for everybody to kind of
come to the table and get things sorted out once and for all, because maybe we hadn’t been the best communicators
in the past with this stuff.

My presentation is a bit more detailed than Chris’ so please bear with me.There are some very technical detailed
points in there so I hope to keep everybody awake during the presentation. As I said, we started fairly early in the
process and it was a really cross-functional team that came to the table.There were some key people who, this was their
mandate for the year, was to make sure that we went through 3855 without any hiccups. So we had accountants,
actuaries and investment people at the table and I would say that the accountants kind of were the project managers
that ran the show. From my perspective, the actuaries were there on a consulting basis and I really enjoyed that piece of
it. I didn’t have the responsibility of having to get everything done and at the same time I could get my two cents in.

Overall, the CALM implementation is probably the bigger issue than 3855. The way we do our CALM and
3855 at Manulife was presented at the Town Hall just over a year ago. For us it’s really just two additional steps
among a whole bunch of steps we do in our roll forward methodology. So it was more that we had to get ready
and be able to perform CALM in a reasonable time period. That basically required us to review our entire process
to make sure we could meet our reporting timelines. So the pieces of investment systems, things we had to look
at there, the reporting we do for investment income, our opening balance sheet, to make sure we get that right,
and kind of the go forward, which is the financial reporting and a big piece of that is the CALM reserve roll forward.
I will say stepping back a second, our timelines are very tight. As a publicly traded company we typically aim to
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have internal discussions on earnings by business day 10. So it doesn’t give us a lot of time to have things go wrong,
we have to have things right from the beginning. So I’d say that we were lucky enough to have, from my perspective
I’d say this was not a big change. I hope it wasn’t. It didn’t seem like it from my perspective. We did maintain the

book value. We’ve now relabelled that to amortized cost in our world.
The other thing that has really become important is the investment reporting. Additional breakdowns were

needed to get comfortable with our results. For example, one of the things we took the initiative to do was to split
our bond breakdown into two pieces, so we now have a public bond and a private bond in our investment income
reporting because the private bonds are held at their amortized cost value. They are a Loan under the Held forTrading,
so you wouldn’t see a lot of unrealized gains coming through that. So to make sure that was the case, we actually
took the initiative to split that so we could see that impact directly, without having it kind of buried in with the
aggregate bonds.

One of the other things that I mentioned here on the slide is just more detail and more analysis is still needed
though in our investment income reporting. An example of that would be mortgage prepayments or any type of
loan where we have a prepayment. Where we would currently, say we get an amount of money for the break fee,
there are pieces of that which would be offset in reserves and pieces that would be true income. So we had to make
sure that we account for that properly and we split the income piece from the capitalized yield correction. The one
piece would go to our reserves; the one piece would go to our bottom line. These are things we’re still refining and
we think we’re doing a good job but obviously we can continue to do better.

So as before I said the project started very early and our original kind of goal was mainly the opening balance sheet.
Getting this right is kind of the most important thing because the roll forward after that all hinges on this. For us
it was a big deal because we wanted to make sure that we were able to speak to our opening balance sheet if necessary
in terms of our financial reporting for year end, because this would be considered a subsequent event and we were
prepared. So that was kind of a March deadline so we had to have everything sorted out and finalized for that period.
We’ve had a lot of experience in the past with mergers and acquisitions and we used our experience with PGAAP.
PGAAP is not Polynesian gap or anything like that, its Purchase GAAP, that’s what we call it at Manulife. I’m not
sure if other people have seen that before. It’s how we run our accounting systems to allow us to kind of track how
we do our mergers.

A lot of the accountants had great experience from our recent large acquisition we did in terms of how to do
best practices for this kind of project. One of the first things they did was to limit who could post entries to the
3855 account, which is what we called it. So basically, each division had one person, so for every single account
that changed, there was only one person who had the authority to post the entry, which meant that everything was
being kind of consolidated and we weren’t having to do a lot of corrections for people making incorrect postings.
At the same time it allowed people to have a double check and people were seeing it as a review process as well.
How we did that is to have kind of separate accounting units. So we have in our operation a CGAAP account and a
USGAAP account.We set up an account to do the translation to our 3855 so we had what we called the 3855 account,
or what is on the slide here as the transition account. So we could look at our statement value of assets before 3855
or pre 3855, look at the change in the accounting and get to the total change after. So if you look at just the one
accounting unit, you would see the impact of 3855 on a true bottom line approach. You see the change in the assets,
the change in the liabilities and the net impact at the bottom.

One of the issues we came across when looking at the opening balance sheet was we have multiple Par segments
through many of our acquisitions, and we have separate asset segments for those and separate liability segments
for those, but our philosophy is to manage those on an aggregate basis. We don’t look to those and in terms of our
assets and liabilities that’s a Par segment and they are managed that way. So when it comes time to restate your
opening balance sheet, do you take an aggregate view of the total Par block that you would have, or do you split
it down at each little detail. So where we in aggregate would have an increase in our reserves to the 3855, some blocks
might have ups and downs, and do you post them as ups and downs or do you just say the overall Par segment
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went up by X and just prorate that across your block? So we had some great discussions on that and that’s one thing
people should consider when they’re going through 3855.

Some specific CALM issues we came across in terms of the opening balance sheet. This is one where you can

actually get this wrong and create volatility the other way around, which is… typically you would think of your
liability being stable and your assets bouncing around. Well this is one where you could have the opposite, which is
where if you have anything that is considered a Loan backing a time zero liability, how that works for CALM is
you would basically have to sell it, and you’d be selling it at its market value but on the statement for the asset value
you would be holding it at its book value. So the asset value is now stable but your liabilities can continue to
change to its market value because you are effectively selling it to match your time zero liability. So you can create
volatility in areas you wouldn’t have thought of. So this is something you need to consider as you kind of go
through 3855 in your opening balance sheet.

The one thing I would say that was a positive, and at times I’d find myself saying hurrah for 3855 and I don’t
think many people like when I say that, but it actually simplifies things quite a bit. One thing, having worked in
the CALM areas and doing some of the CALM work, is that the deferred net gains, matching those up and getting
— because we have multiple segments in how we run our business. It can be overwhelming at times to make sure
we get everything captured properly – so getting this right is difficult at times. It just simplified that whole process
and we only have just the Real Estate deferred net gains now going forward. So it is much simpler.

So the way we do our CALM roll forward, like I said before, has been posted. It was presented last year at the
Town Hall but basically our process is to kind of start with the previous quarter CALM, the true CALM reserve
as it would be, add the change in the liabilities that we had for the period, add the impact of the change on the yields,
where that would be on the reinvestment only, if you’re thinking from a CALM perspective, and then the additions
of 3855 are really to add the change in the fair market value. How we approached that was to add 100% of the
fair market value without any adjustments, so that we could see the direct impact so we could reconcile it to our GL.
But then there are you know as Chris alluded to it, there are time zero issues where you’d have volatility, so we had
to back those pieces out. As well, there are a lot of theoretically great concepts in terms of how to get those roll
forwards appropriate. I can remember having a lot of great conversations and we could spend hours talking about
these little things that at the end of the day they were just netting out to zero. So at times it can be overwhelming
just in terms of you can get stuck in the weeds and not see the big picture. So you need to make sure that you’re
kind of moving forward all the time.

So we’re still continuing to refine this because I think the main thing we’re trying to do now is simplify. Some of
the things that we came across were in 3855 you still have the concept of amortizing premium or discounted bonds,
which doesn’t go away under 3855. How you account for that in your reserving can be very theoretical in terms
of how to get your expected and actuals, how your GL compares to your projection method. So very theoretical,
trying to explain that to somebody who is at 10,000 feet, you’re lost. You can’t really get that through. You try to
say it’s a small impact, don’t worry about it.

I will say though that the overall learning from having to get in and understand every single piece, I think Chris
mentioned that CALM doesn’t change much because it’s a cash flow method. I think that’s true but I think the
added detail of now knowing that your asset values are what the reserve is, does matter. So a cash flow is a cash flow,
that’s correct, but what are you using as the statement value of the asset? So where we had those issues I mentioned
before, it’s to really make sure you get in there and understand how everything kind of works together.

One of the issues we had, and we’re still refining at this point, is how we actually report 3855. So where Chris said
they put everything in one bucket and call it the 3855 impact, we’re trying to actually line it up in our SOE and
try to put in its correct piece. So we have our current yield spread and our capitalized yield spread impact due to
the changes in the fair market value of assets. So it’s one thing that we thought we were going to have all figured out.
We all went to report, and everybody was kind of doing slightly different things, so we’ve gone back now and we’re
trying to refine that, make that consistent across the company, so that conversations during our analysis will be
much smoother. It’s important to have more and more detail on the investment income. In the past the additional
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fair market value change was probably late in the game, people weren’t as reliant on it in terms of their income because
it didn’t impact the bottom line. Now it’s important, very important, because the actuary has to sign off on the
reserve and it’s needed to book that reserve. So all of a sudden something that was not as relevant is now the most

critical thing in getting that up front and with lots of analysis and discussion on it and lots of breakdown, so that the
actuary can be comfortable when he is signing off. It’s a very important piece and that’s one thing that our actuaries
would love to have more and more all the time in terms of analysis. So it’s kind of a balancing act between giving
them everything and overwhelming them with too much detail.

One thing we do atManulife is U.S. GAAP reporting because we do report in the U.S. on an annual basis at least.
The way we do our book I said before is we have our CGAAP accounting, USGAAP accounting and we always like
to do a comparison.Then for our shareholders and our reports we have to do a roll forward fromCGAAP toUSGAAP,
and 3855 does impact that because where in CGAAP you now have investment income being offset by reserves,
you don’t have that same kind of in and outs in the USGAAP world, so it’s just a matter of how you present that
is important.

Chris talked in depth about the tax reserve changes so I won’t speak to them that much. I guess from my
perspective, I was able to work on this and it was great learning for myself. I got to know a lot more about taxes
than I thought I ever would have to know. The issues that I see still are the fact that it’s not finalized and what that’s
going to mean. So whereas actuaries, based on our CSOPs and Educational Notes, we’re required to make sure we
look through the current rules to future rules and not take benefits of future shelf life tax rules that is going to cause
an issue as we go forward, and the accountants can’t do that. They are required by law, by their accounting standards,
to look at the current rules only. So if we have this problem kind of hanging over us for a couple of years, how are
we going to address this?

So that ends my slides. I’d be happy to take any questions or at the end. I’m not sure, do you want to do them
all at the end?

Moderator Lombardi: Yes.

Speaker Hill:We’ll do them all at the end. So thanks for your time and the one thing I’d say is if you haven’t gone
through this process yet, good luck. You’ll have a lot of fun and you’ll have a lot of headaches at the same time.

(applause)

Speaker Leonard Pressey:Okay, we’ve got the technical aspects under control. I’m going to speak on the lessons
learned for implementation of 3855 from a small company perspective. At Tillinghast we’re the appointed actuaries
for a number of small companies. They range the gamut from being insurance companies to Canadian branches.
Most of them are owned by U.S. companies so they bring us a very much practical approach to it. It’s almost a
compliance issue to prepare the Canadian GAAP statements. They’re really more interested in what is happening
from a U.S. perspective. Also, even though it’s a small company, it still does have a full range of product lines.
So between all the companies we have one of everything. So we have Term products, we have Universal Life,
we’ll have Individual Annuities, Group Life and Health. So even though we don’t have the same volume of business
to deal with as the larger companies, we still have to think through all the issues as they apply to each product line.
The types of issues that we had to look at, again, you still have to think through all the same issues as for larger
companies, so things we have to consider are the classification of the assets, the restating of the opening liabilities,
the valuation issues that come up for quarterly financial reporting as well as the next year end, the impact on
MCCSR/TAAM returns, as well as the DCAT analysis.

The big surprise for me personally was the selection of the Available for Sale classification of assets. Based on
all of the Educational Notes that were circulated beforehand, I thought our companies would lean towards Held for
Trading so they could use market values and simplify their approaches. However, I found that all of our companies
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selected the Available for Sale classification, and there are a number of considerations that went into that for these
companies. One of the issues was consistency with U.S. parent company reporting, since they were all ultimately
owned by U.S. companies and most of those companies are already using Available for Sale classifications. They were

very comfortable with that approach, so it was almost if they wanted to do something differently they had to convince
their parent company that it made sense. Also, they had relied extensively on guidance from external auditors and
the auditors were leaning towards Available for Sale classification. Another consideration is the capability of their
investment accounting systems. We thought that they would have limited capabilities for investment accounting,
but it turned out that all of them are already dealing with amortized cost basis as well as fair value, so that was a
non issue for them. So they could handle the Available for Sale classification without much difficulty. Another
advantage for them was the simplicity of the assets. Assets were often invested in Government of Canada or public
bonds. They typically do not use much in the way of mortgages or equity investments or hedging or swap options.
So from an accounting perspective it’s very simple for them to keep track of both the book value and the market value.

Risk management process, there was one of our companies that really wanted to use the Held for Trading
category, so they spent a lot of time analyzing the impact on their operations and studying it in detail. Then they
had a discussion with OSFI about what OSFI would expect in terms of a risk management process, and then found
out that their asset liability matching processes were not up to the standards that OSFI required. So they reluctantly
decided to go to the Available for Sale classification. Then, on the investment strategy side, mostly companies are
doing a lot of trading, so it’s easy to keep track of what’s happening to the assets and monitoring changes in value,
so altogether those factors made it a fairly simple decision for these companies to go with Available for Sale.

The first challenge we had was dealing with restating the opening liabilities, which is the same as the larger
companies. In terms of approaching that with something that was fairly straightforward, we did not return on the
liabilities using new CALM testing, Instead the year end liabilities were adjusted for the release of deferred net realized
gains, then making an adjustment for the market value of assets compared to book value of assets, and then making
adjustments for the re-determination of future tax liability. In terms of future tax liabilities, for most of the companies
the difference between the market value of the assets and the amortized cost basis was not material, and there are
a couple of drivers to that. A couple of the companies are relatively new so the assets purchased were only in the
last few years, and as we all know, the economic environment hasn’t changed that much in the last couple of years,
so the differences are relatively minor. There were a couple of companies that were more mature. That did make
a significant difference and they had notional segmentation, so we were able to offset the difference in the asset
values with the change in the liabilities.

In terms of the issue years, again it has no impact on the post 1995 Life business, and if there was some of the
pre 1996 business, we would assume that the timing differences were unchanged. Now for most of these companies
that business is very small, so it was not material and we really didn’t have to make an adjustment for that. One thing
we did do was make an adjustment for the Accident and Sickness business, so with the tax reserve being 95% of
no tax reserves, we’d want to take that into account. In terms of future valuation issues for quarterly reporting and
year-end valuation, for quarterly reporting we do not normally do CALM testing. We usually base the liabilities
on a continuation of the previous year end valuation assumptions. In some cases, we’re dealing with LTD reserves.
Actually, while we’re doing our year end, we will provide the company projected disabled life reserve factors that
they can use to calculate their own reserves, so we’re locking in our valuation basis. For other lines of business
we’ll actually get an update to the valuation file and recalculate using PPM assumptions.What we recognize is that
moving forward we’re going to have to make additional adjustments to those calculations to account for material
movements to market value. So in that case we’re going to be looking at what is the current yield curve, what is
the change in market value and see whether we need to increase or decrease the liabilities.

For year end valuation, we don’t have as many issues to deal with in terms of CALM roll forwards. In many
cases the reporting cycles are quite long, so instead of talking of five day cycles and ten day cycles, we would not
have to do our calculation liabilities until the middle of February. Then couple that with the fact that for CALM
testing we can usually do our runs in less than an hour, it’s quite easy to actually redo the CALM testing completely
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after year end, when we have all the information we need. There are some companies we’re dealing with that have
shorter reporting cycles, so we actually work with files prior to year end, come up with their valuation assumptions.
In those cases we’re going to have to be looking at CALM roll forward methods similar to what larger companies

are using.
MCCSR/TAAM returns, this is a summary of the impact of the asset classification on available capital and

required capital. It’s a slide from an earlier presentation. So for Held forTrading and Held toMaturity classifications,
the available capital and required capital are going to really be determined on your book value basis. For Available
for Sale classification there is going to be a complication where the accumulated net after tax unrealized losses will
be deducted from the Tier 1 Capital and then the accumulated net after tax unrealized gains will be included in
Tier 2 Capital. So for our companies, they are tracking that, and we will have to recognize that in the Tier 2A Capital,
subject to the limits. In terms of balance sheet they will continue to be reported on market basis. We looked at that,
the impact on our companies, and overall it did not have much of an impact, again because market value and book
value is fairly similar right now.

In terms of DCAT analysis, there are a number of key changes that we have to consider. The main one is that
we have to develop projected market value of assets in addition to the book value of assets. I don’t know how many
of you have had to deal with this yet, but projecting the liabilities on a market value basis does require potentially
extensive changes to your modeling in AXIS software. So we were using a fairly simple approach, looking at book
value of assets and using a field that covered off assumptions for reinvestment of cash flows. We now find that we
have to dig deeper into the AXIS software and use historic and future scenarios and set up different classifications
of assets. So it becomes a lot more complicated. So that’s an issue that many of you may have to deal with. We also
have to consider that for the selection of the adverse scenarios we need to come up with a more sophisticated approach
of testing whether an economic scenario is adverse to companies. So on a book value basis it’s fairly straightforward
to conclude that, depending on your mismatching, a higher reinvestment rate or a lower reinvestment rate would
adversely affect the company. Now with using market values, lower interest rates or a lower economic environment
might decrease your investment income but at the same time it’s going to increase your market value, so your net
position isn’t necessarily obvious. So we’re looking at going to more of a prescribed scenario similar to CALM testing
to actually evaluate which scenario is going to be the most adverse to the company. So we’ll be looking at running
a scenario that would have increasing interest rates, one with cyclical increasing and another with decreasing interest
rates in a decreasing cyclical scenario and see what would be the most adverse for the company.

So that’s it for my presentation. I’ll pass the podium back to Mike.

(applause)

Moderator Lombardi: I’d like to commend all the speakers. I gave them a time limit in which to speak and
knowing how estimates are sometimes wrong, I put in a pad for that and I’m glad to say we didn’t use up our pad
at all and we’ve got half an hour for Q&A as opposed to my expected or intended 15 minutes. So we can speak
for the full 30 or go out after 15 or go out now if there are no questions. Anyway, the floor is open for Q&A and
we’ll be taking questions. Please state your name. Remember this is being recorded and we’ll wait for some questions.
I see someone approaching the microphone now.

Mr. Ty Faulds: I guess I sat at the wrong part of the room. Ty Faulds. I just wanted to make one comment. I think
both Chris and Blake had referred to the accounting for taxation. I think Blake used the word inadvertently, he said
law when he meant guidance and Chris stated that there was very clear guidance to the accountant as to what to do.
At the GreatWest organization, our accountants came up with a completely different view than either of your two
accountants and they haven’t been thrown in jail, Blake, so I guess it’s not a law and I don’t think it was as clear as stated.
I think we were, in my mind, in the enviable position that the accountants and the actuaries both totally agreed on
what to do with the tax changes, and that ability to reach a common consensus I think was very important to us.
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Speaker Hill: Can I respond to that?

Moderator Lombardi: Sure, go ahead.

Speaker Hill: I just wanted to respond to that. So actually that’s true. When I said law I was referring to the
accounting guidelines in terms of how to interpret this. I was more speaking to the fact that the current rules versus

future change in rules. You are right that the proposal as drafted does have its interpretations. So I wasn’t trying
to imply that there was only one correct interpretation of that proposal. It does seem that there is a consensus out
there as to how to view it, but that doesn’t mean that there is only one. Thank you.

Moderator Lombardi: Thank you. One of the comments that was made, I think it was in Leonard’s presentation,
it was with respect to DCAT. I’d be curious in the audience here, valuation is one thing, you’re taking a point in
time estimate, you know, doing CALM scenarios. When you’re doing DCAT you’re doing kind of like market
projections on top of market and you know when you do, as we heard in some of the other presentations, when you
do stochastic on stochastic it gets pretty complicated. I’m sure you know there are issues there as well; you do market
on market projections. I’d be curious, has anyone done DCAT and have they found under 3855 a greater level of
complexity than previously, or, you know, have people not come forward yet to deal with that issue because it’s not
yet due or the deadline is still far away. Anybody wants to comment on that I’d be curious to hear from the audience.
You don’t have to get up to talk about DCAT. You can get up and ask a different question if you want.

U-M: I’m not going to talk about DCAT but Mike this is just one question that may be for you or any of the
panellists or any of the people in the audience, but there still seems to be a huge variety of practice around the frequency
and rigour of updating CALM reserves on a quarterly basis for Canadian GAAP reporting, or maybe it’s a question
forTy, I don’t know. Given that the whole Canadian GAAP valuation base method is CALM based, it seems that we’re
in a very odd situation as a group in terms of how rigorous – we seem to lack kind of practical guidelines as to how
rigorous we should all be in doing quarterly CALM analysis. You know I understand maybe for some smaller
companies, which don’t do quarterly external reporting under CanadianGAAP, that youmight be able to get away from
doing something fairly rigorous annually, but it would seem for public companies or those that do, you know, robust
quarterly reporting, that it would be useful as an industry to have some more, or as a group to have some more
robust guidelines around the rigour of CALM. I guess Mike as a peer reviewer maybe you see different companies
and might have some comments on that. So it’s more of an open-ended question as opposed to anything else.

Moderator Lombardi:Well I can quickly comment on what I see. As to what we want to do about it, that’s maybe
out of my hands partly. Anyway, what I see is that there is a wide variety of practices and it doesn’t follow necessarily
the grading of the company or large, medium and small. We find some companies that are very rigorous doing
quarterly CALM valuations, the full works. Perhaps not necessarily coincident with the quarter end, but maybe a
month before or two months before and then do some kind of roll up. On the other hand, I was surprised to see
some fairly large companies that do a CALM analysis just once a year and continue that basis through to the end.
Nowmy information is a few quarters old, so maybe they’ve done something different since the beginning of this year,
but I was rather surprised at that, given how volatile the valuation can be and how interest rates move and the fact
that you may not be fully matched. So to continue the year end basis for the full year, to me seems like you’re just
waiting for a huge impact at quarter four and you’re not matching your earnings to the period in which they ought
to relate. So I for one would favour more frequent determination of CALM whether coincident with, or maybe
one month or before, if the reporting deadlines are short. But yeah, I agree with that.

Having said that, what do we do about it? I think the mechanism we have to deal with these issues is to go
back to the Professional Practice Committees and indicate that’s an issue or a concern. We don’t have to wait until
trouble brews or some investment analyst says, you know, they’re not happy with it or whatever. We should be in
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a position that if we think that there could be confusion generated by this, or inconsistencies or causing our profession
or our accounting to be in disrepute, we could be more proactive and actually go to the Practice Committees
rather than waiting for some bad news to happen or something like that. If anybody else wants to comment on

that on the panel, feel free to add to that. If someone from the audience has a different insight or perspective, I’m sure
we’d be happy to hear that.

U-M: I can’t really add much in the sense that we do quarterly CALM in our company.

Moderator Lombardi: Okay, the art of being a good moderator is partly to have an out-staring contest with the
audience to see who blinks first and come to some judgment at the end to see if there are any further questions.
I’m at the limit of my out-staring contest here so I’m going to call this session to an end. I’d like to thank the panellists
for their expert presentations and thank you for your attention.

(applause)

End of session
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