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Moderator Jean-Francois Leroux: Bonjour a tout le monde. Good afternoon everyone, I’m surprised to see that
many people. We thought it would be a very intimate workshop given that this is Friday afternoon.

Bonjour, bienvenue à la session 39 sur les sujets de l'heure en matière de répartition. Welcome to PD39—
Distribution Hot Topics. I prefer the English title because sujets de l'heure en répartition is more like dispatching
and I don’t know anything about dispatching.

(laughter)

So this afternoon we have two speakers, Helene Michaud who we’ll talk to you first. Helene is Director of
Marketing at Munich Re. She is a member of the living benefits team and she works closely with clients to pro-
vide product development and marketing support and she has over 10 years experience in the industry and she’s
here to talk to us about a survey that Munich Re put together directed towards the advisers. So it will be very in-
teresting to hear about what the advisers have to say.

After that Steve will have a few hot topics of his own to discuss and we want to make this very informal so if
you have any questions please do ask your questions as we go along. There are some microphones, this session is
being recorded so if you may use the microphones that would be great otherwise we’ll try and repeat the questions.

So without any further ado, Helene.
Speaker Helene Michaud: Thank you! Maybe before I start my presentation I want to make sure everybody

can have a good view of the screen from where they’re sitting. Since there are quite few slides with graphs so if you’re
sitting at the back it’s either because you want to sleep or you don’t really care about the presentation. It’s okay, I
won’t take it personally but I just wanted to make sure first.

Mon nom est Helene Michaud et pour les francophones je veux m'excuser. Ma présentation va être en anglais
aujourd'hui. Bien que je sois native de la ville de Québec, ça fait vingt-deux ans que je travaille en anglais donc
que c'est beaucoup plus facile pour moi de faire une présentation en anglais qu'en français.

Last fall we decided at Munich Re that we wanted to conduct a survey with advisers in Canada to really take
the pulse of the adviser community in a country and we felt that we would be a good organization to conduct the
survey since we don’t actually have a product that we sell directly to consumers and to advisers so we felt that by
seeking the input of advisers they’d be able to really be able reply the questionnaire without associating our ques-
tions with a certain product which sometimes could bias their answers. So we approached the Insurance Journal
who were willing to work with us and we developed an online survey which was sent to roughly 8,000 qualified
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advisers across the country.We had over 1,000 advisers actually partially complete the survey and 500 of them fully
finished it. So we really felt that we had a good sample where the results could actually be credible. We also had
really good representation across the country, both French and English, and we really had also good representa-

tion for more urban or rural areas. So overall we felt that the sampling was credible.
So you might ask yourself why would Munich Re would want to know about advisers since we’re a reinsurer

and just like you we want to grow the market and by doing that we need to understand a little bit about what ad-
visers want. I’m not an actuary but I work with actuaries and sometimes I tell them you know, you get amazing
ideas, you’re extremely creative but I feel like developing products in consultation with advisers who actually are
in the front lines talking to the consumers, it’s probably a good idea to consult with them. So that was really the
idea behind the survey since we do quite a bit of product development internally.

So the first slide, the first 15 slides or so are going to give you an idea of the respondents, how they fall into
and then after that we’re going to go into more detailed questions that really talk to some of the hot topics that
advisers are facing. So the first question we asked them is how long have you been selling insurance and not sur-
prisingly 41 percent of them it’s been for over 20 years. As you know we have one of the main, the most impor-
tant challenge that we have in Canada is the aging of the adviser sales force but this also speaks to the fact that when
it comes to recruiting that there is a major issue in Canada where we have very few people who are coming into
the industry. We asked them to identify their age group. The average age based on this survey is 51 years old. We
hear anywhere from 50 to 54 depending sometimes on the distribution channel. So there again showing that the
bulk of the advisers are in that 50 to 60 year old segment. We asked them when they were planning to retire.
Seven percent said in less than five years, between five and ten years was 18 percent, more than 10 years, 43 per-
cent. What is interesting is 19 percent of advisers are saying that they will continue work past retirement. So al-
though we know that we have an aging adviser force the reality is they’re not all going to be leaving at 65. It is a
great career for people who want to continue to work past retirement age since it’s something that they can turn
down a little bit, maybe not work full time. So although we do have an issue with advisers getting older it’s not
like they’re going to be exiting the market all at once.

We want them to identify themselves based on the distribution channel that they’re associated with. So 44 per-
cent were independent advisers, 28.5 associated with an MGA, national accounts was 5.8 percent, by national ac-
count we mean the brokerage arm of the five top Canadian banks. Fourteen percent were agent, and other was 7.7.
The other are probably some managers who completed the survey even though we asked them not to and some
head office people. I think they just were curious about the survey. It is pretty much representative of the distri-
bution channels in Canada. It’s probably a little underrated on the career agent, the percentage is slightly higher
than that in Canada and that can be explained by the fact that a lot of career agents don’t subscribe to the Insurance
Journal because they get a lot of their training internally through their managers, a lot of communication so they
probably just don’t subscribe as much to the Insurance Journal, but still pretty much close to the representation
we’re seeing in Canada.

We asked them to estimate the first year commission, 2007, so again, very representative of the Canadian agent
income so anywhere between $20,000 to $99,000 so roughly around the $60,000. The average income of their
client base is somewhere in the majority between that $50,000 to $100,000, so people felt their peers, same in-
come group, so probably no surprise so far. So you are convinced that the results will be credible right.

Then we asked them how many clients make up their block of business. I found this one a bit interesting be-
cause it’s pretty much spread evenly between the less than 100 which is 24 percent, between 100 and 250 is 20
percent, 250 and 500 is 22 percent, 500 and 999 is 18 percent, between 1,000 and 2,000 is 9.4 and over 2,000
is 5.2. The one aspect that I found interesting is that there are a lot of advisers who have very large blocks of busi-
ness and you kind of wonder how can they actually service client blocks that are so important?

Okay so bear with me on this slide, it’s a little it complicated. So we asked them just to make the first year
commission by distribution channel so the first one is affiliated with the national accounts and this one actually
shows that the income is quite higher. The grey portion is between $250,000 and $299,000 and then the orange
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is over $400,000 of first year commission. So we think that in that segment they probably entered some money
business income and for the rest again it’s really roughly the average is around that number that we were looking
at earlier. We show here the weighted average where national account definitely being the highest and then you

can see affiliate with an MGA is roughly 80 career agents, it’s a little bit higher than 80, maybe 85, independent
advisers 90 and other again, that’s 7 percent of people working at half, so being managers.

Then we asked them that estimated first year commission by size of client block so again, the pattern that we
can expect where people have a block of less than 100 clients you can see that the first year commission of $20,000
or less is much higher, so reflecting newer advisers coming into the business and as the block grows you can see
how the first year commission increased. The one thing that I found interesting is advisers who have over 1,000
clients, you can see that their income is quite significantly higher. You know sometimes you think that when they
have a large block of business they’re going to start selling but this could also tell that the more productive you are
the more productive you continue to be even when you have a large block. Would it average by first year com-
mission? I’m almost over the, okay so that was our sample group for you.

So now what we did is we started asking questions that were very specific around some of their issues and what
we did was actually there were never any multiple choices. The majority of questions were open questions. This
one was multiple choice but you’ll see some of the other ones were really open questions so we really wanted to
have the advisers tell us what their issues were. We didn’t want to give them potential answers and forget some of
the ones that might be interesting. So it made the compiling quite challenging at times because we had French and
English and people calling things differently but once the compiling was done and we were able to put it in a
bucket some interesting results came out of it. So we asked them the percentage of 2007 sales that are derived from
various sources. So cold calls, not surprisingly they hate doing that, only 7.8 percent. For referrals 36.9. Existing
block of business, a lot of cross selling, 49.5. And then advertising internet and other which some of it was work-
place marketing which is really still minimal.

Source of new business by years of experience so the less than one year which is the first column you can see
the cold call that’s where it’s the highest when they are starting to build their business and you can see as their block
is growing their experience is increasing, the cold call decreases and their existing block of business which is I guess
rusty colour there, increases. Then we asked them the estimated percentage of their sales that are derived from the
various sources so new clients 45 percent, replacement of existing coverage is 14.6 and new coverage for existing
clients 37.8. Then we asked them to estimate their percent of 2007 business versus anticipated 2010 for the dif-
ferent product line. So what is interesting here is you can see critical illness they are expecting to certainly ramp it
up and long term care even though it’s still going to represent in their mind less than 5 percent it’s still tripling
what they’re currently generating in terms of revenue. So the interesting question is that will that be to the detri-
ment of individual life or will it be an increase overall, so that’s the question but definitely we can see that living
benefits is an area where they are planning to spend more time generating business for themselves. Then we asked
them for the products that represent 0 percent of their anticipated 2010 and the answers were pretty clear. They
had a little bit of complacency but also they don’t want to offer the products or they have no interest, enjoyment
in selling them.What’s interesting is if you see number 8 do not see the need for these products, it’s very low down
the list. So it’s not that they don’t believe in those products, it’s more that a lot of them probably can’t be bothered
learning a new product and as you saw earlier because of that age group being so much older some of them are in
a cycle of their business where they’re probably not interested in picking up a new product. For the ones they plan
on selling the most they see the demand and that was clearly again with living benefits products. They wanted to
make sure they increased their knowledge. Estate planning also came up quite a bit. Then we asked them for the
specific product line, the type of changes or enhancements they were looking for. So for individual life, overall ask-
ing for more flexibility, more options. I mean it’s almost like they always want to have the new gimmicks but that
was interesting we found. The underwriting not surprisingly, one thing that came up and you’ll see it comes with
pretty much every product line is the combo product. For us it was an interesting surprise to see how it was some-
thing that was definitely in their mind.
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For CI, cheaper price, the standardized definition for those who were at the presentation yesterday on the hot
topics living benefits we showed this slide and that was very interesting because this result came up when we were
half way through the imitative for the benchmark definition in Canada so it was a nice validation that what we

were doing was of interest; that there was an interest from advisers; it was identified as something that they were
looking for. Combo products again something that came up in underwriting.

For DI, number one again combo products. A lot of it was DI/LTC, there seemed to be definitely an inter-
est with that. Some people mentioned around kind of a revamping of DI. The fact that maybe we need to take
another look at it to make sure that it stays current and remains fresh.

And for long-term care that’s the only product that doesn’t offer a guaranteed premium; well one of the few
anyways. It certainly came out as something that they would like to see. The price, the public awareness and that
one was interesting because it came out quite a bit with the LTC where people felt that we need to do something
because the average Canadian is really just not aware that product even exists. And redesigning LTC product, that
is people wanting to have some ancillary services attached to products but also some people mentioned the fact
that they would like to see more players in the LTC arena.

Then we asked about ROPs. It’s always a hot topic with CI. We wanted to find out if ROPs were no longer
available would they continue to sell the product and a resounding number said yes, 80 percent. But what is in-
teresting is on the flip side we just finished conducting our Munich Re survey with insurance companies and prod-
ucts with ROPs still generate an awful lot of premium and actually represent 65 percent of new business premiums
are derived from products with ROPs. So although they say they would continue to sell the product without the
ROP they certainly see it as a good feature to add to a product.

Then we asked them what products were missing from the Canadian market again, combo products so that
was another interesting one and that was where the more comprehensive LTC product that is both you know
adding some features but also having more players in the market. For the third suggestion, individual health prod-
ucts, that came mostly from Quebec which is interesting. It seems like the Quebec market is a lot more in tune
with what is happening with healthcare because they’re already allowed to have some privatization of some of the
services. It’s something that they see as a potential.

We asked them when it came to combo products which ones they felt had the most potential and life, CI came
up with 42 percent followed with a hybrid of life, CI, DI/LTC at 33 percent and then CI, LTC at 28 percent, life,
LTC 22 percent and life, DI, 17. What is interesting is only 13 percent of the advisers said that they did not be-
lieve in combo products. So for us it was really one of the key findings of this survey.

We asked them what was the biggest challenge, not surprisingly prospecting; they really don’t like doing that.
I don’t think that’s going to change, and underwriting delays, regulatory requirements that came again mostly
from Quebec. It certainly seemed to be an issue, they really feel burdened by those requirements. Then we asked
them how those challenges could be solved and training, mentoring certainly came up, bringing new people into
the industry. The third one was around like an advertising campaign that they feel needs to take place but also the
image. We felt that was interesting and did come up quite a bit, the fact that they felt we need to promote and
market the industry, the insurance industry in a much more positive image. A lot of advisers are feeling isolated,
they say they can create their brand but it’s very hard for them to have the same impact as we could as an indus-
try to try to really educate clients around what we do versus having some cases where you know a few bad stories
will really paint the industry with a negative picture.

Then we asked them how they choose an insurance company; competitive pricing, ease of doing business,
product offering, underwriting relationship. We’ve had some people challenge us and say compensation shouldn’t
be seven, it should probably be one or two but again, this was not multiple choice, we really let them tell us what
was top of mind and that’s how it came out. Then we asked them what we could do to increase insurance sales.
Training again came back, then marketing, introduce new products and product options. That was not very clear
what they meant. I think it was probably more related to potentially the combo product, but the training definitely
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came out loud and clear. That’s it. So hopefully this gave you a quick picture of the current status of the adviser
community. I don’t know if you would like me to take questions now if there are any. Okay, thank you.

(Applause)

Moderator Leroux: Okay so next up is Steve Krupicz. Steve is well known in the industry, works for Manulife

as the AVP of the special case market and also acts as a network consultant so he has lots of experience dealing di-
rectly with advisers, gets a lot of phone calls from advisers on a daily basis. Steve, as I said, has his own list of hot
topics which he will be discussing with us. Steve.

Speaker Steve Krupicz: Thank you, good afternoon everyone. Well I have my own agenda I did conduct a survey
of my own.When I got invited to do this, knowing that we were going to have poll of results I did circulate around
head office and talked to a few people who have dealings with the distribution world and asked them for their list
of hot topics. So most of what I’m going to give you are the hot topics from the people who are more actively in-
volved with distribution on a broader level, but I’m going to intersperse this with my own personal comments along
the way because I do have a daily dealing with advisers. I am surprised at a lot of the information that Helene shared
with us because that is not what I hear on the phone and any of those of you who deal on the phone, we can get
together afterwards and compare notes but I am surprised how low compensation was on the list because it is a com-
mon complaint, so I won’t enunciate those items on the agenda, I’ll just dive in and talk about them.

I’ll start with rebating and rebating is something that I’ve heard a lot of from the field side, not necessarily
from the people that I talk to in head office. It has become a hot issue recently for Manulife or recently for the ad-
visers that are calling Manulife. I’ll give you my working definition; I’m not going to get into the legality of it.
Rebating is offering a client an incentive to do business with you and there are different ways of doing it but if you
read the legal description of what constitutes rebating in the provinces that do not allow rebating, it has got to be
a formal part of the policy. So you’ll see the nuances as we get into talking about special quotes as we move down
the line but the general gist of rebating is I’m going to give you an incentive to buy from me or to deal from me
and there are a couple of ways that this can be done. The more blatant, the more obvious is I’m going to give you
money. If you buy your life insurance policy from me I will give you a discount, I will give you back 50 percent a
year first year premium, I’ll give you 75 percent of your first year back, I’ll give you a lottery ticket, any incentive
technically rebating.

There is the indirect method of doing it as well. I’m not going to give the money to you as a client but I will
take care of an invoice that you might otherwise have to pay. This is something that we see more at the top end of
the market where clients are turning to other third party advisers. So this isn’t the average profile that was coming
out of the advisers that responded to the Munich Re survey but for those people who are focusing in the tax and
estate planning marketplace and perhaps selling in the corporate world where tax accountants or tax lawyers are get-
ting involved. Or, we see this with financing arrangements sometimes when our CAs are involved where there is a
substantial bill that is going to have to be paid that is part of the package of the sale, that this is often asked for.

Rebating is legal in two provinces in Canada—Alberta and B.C. Alberta has actually allowed rebating for
quite some time and when it first came in there was a great deal of concern, it was the first province to bend the
rules to allow for any kind of rebating. I remember I wasn’t as directly involved in the distribution side of things
at the time but there was a lot of concern in the adviser community and inside head office around there being a
great deal of rebating and that hasn’t really materialized.

There has been a little bit of rebating where there has been a little bit of request for rebating and it’s that sec-
ond style. It is happening as I will refer clients to you but I’d like to have some kind of reward for doing that. So
please share your commission with me but it’s going to another adviser. The textbook case would be, or the text-
book example that has been thrown out, and this is all anecdotal, I have no proof. I know this is being taped, please
don’t sue me this is all word of mouth but where a client is using other third party advisers for more complex
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financial planning, so they’re doing estate planning often in a corporate setting but potentially personally, maybe
involving trusts where there are accounting or legal bills due. Or, they’re turning to some kind of financing arrange-
ment and there are financing fees that need to be paid to the banker that this is the request that advisers tell me

that they’re being asked for, that those third parties are saying I’m aware of the amount of compensation that’s on
the table and this would go a lot more smoothly for the ultimate client if we took care of our bills somehow be-
hind the scenes. It’s not actually materialized.

There was a great deal of concern about it in the Alberta marketplace. I’ve heard anecdotal stories from one
or two advisers and their general response to me or the information they’ve provided me with is that they’ve pushed
back and they’ve denied those sorts of requests. And we’ve seen the professional bodies in Alberta actually step up
to it as well. So I know for example that the accounting profession in Alberta has been very forward around the
conflict of interest that is generated by accountants if they get into commission splitting with agents and that if
they ask for rebating from any agents that they are potentially incurring liability on their own or increasing their
liability risk by being seen to be part of that recommendation and that it’s viewed as stepping across into the grey
zone of the professional conduct side. So while there was a great deal of concern within the Alberta marketplace
it hasn’t materialized and it doesn’t seem to be a major issue and certainly those advisers that I’m aware of who have
a longer relationship with Manulife and are more willing to call and discuss these kind of things with me, they don’t
feel that this is a major issue for them.

British Columbia has been a different issue. British Columbia is far more generous in what they will allow ad-
visers to rebate. It was difficult to find this information and the information I found in B.C. related to the original
passage of the act and I couldn’t find anything that was a little more up to date. So I think the act was passed in 2004
and at the time the act allowed rebating of up to 25 percent of the face amount of the policy which is significantly
more than we pay in compensation right. So I don’t think anyone is going to that extreme but we’ve seen a great
deal of concern and a little bit of activity because it’s hard to detect on a rebating front in the British Columbia mar-
ketplace. It has actually led Manulife to change some of our administrative practices in order to tighten up some of
the things that we used to do. So for example we’ve got a 10 day free look that we provide on our life insurance prod-
ucts and Manulife has gone beyond that traditionally, gone beyond that 10 day period to allow clients not a free
look but to change their mind and change the product type that they’ve bought. So a client could buy a whole life
product and beyond that 10 day period once the policy had settled Manulife had a practice where we would allow
that client to exchange it for another product that we offered if they changed their mind.

If buyers are more set in, a little more thorough investigation of their needs, they decided it was more ap-
propriate to go to another product so let’s say for example term. If that happened relatively early, the client had
contacted us 15 or 20 days post issue we would generally allow that no questions asked. With the signature or the
release of the adviser we would rescind the whole life plan, give them a term policy, move forward. If it happens
further down the stream, we’re three months, six months, post issue and they’re moving to a lower premium prod-
uct we would ask for evidence of continued good health but we were flexible in allowing this to happen.

Anecdotally we were told by a number of advisers that what was happening was clients that they had placed
in permanent products, be it whole life plans or level cost of insurance universal life policies that their clients were
changing their mind and exchanging these plans for term policies within the first three to four months after issue.
Then, having settled that what we would normally do is rescind the original policy, backdate the issue, give them
an age term policy, take the premiums that they paid apply it against the term policy and move forward with a full
adjustment comp on the original selling adviser. Then the new adviser would convert the term policy back to the
original plan and pick up all the compensation for the sale. The anecdotes that we were being told were that this
was being done on the basis of I will give you a bigger rebate than you got from the first adviser. It was a little con-
cerning for us. We did go out and survey our in force block of business and we found evidence that this was in-
deed occurring. How broad, difficult to tell.

Clients do change their minds, term policies do convert. You cannot point to any specific case and say ah ha,
I caught you red-handed this is what was happening, but when we did audit our own books we did find a signif-



PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES Vol. XXXIX, No. 2, June 2008

icant number of plans where the client had apparently changed their mind for a three day period before they went
back to what they originally had. Could we prove that rebating was involved? No. Was it an issue, well no it’s legal
in that particular province. Is it moral? Is it ethical? Is it the way we want our business treated? Does it have other

issues for us downstream; all very good questions.
We’ve got some other questions from the adviser side. If I’m an adviser in British Columbia or in Alberta and

I do this on a regular basis is this a deductible business expense? Well, we’re not in the business of providing those
kinds of tax rulings or those kinds of advice to advisers but Manulife does have a tax and estate planning group
that works at the top end of the market and works in the big case market helping people understand tax issues, so
we have received this question from a number of advisers. I’ll give you my opinion on this. We have not formally
answered it, we can’t. They’re going to have to deal with it on their own but in essence the principle would be that
if the adviser is going to deduct it as an expense it’s going to have to be income for someone else, right. So if they’re
going to rebate 50 percent of the first year premium to a client and deduct that as a business expense that has got
to be taxable income to the client. Just from a general principle, we’re paying that money out; it has got to be taxed
in someone’s hands. If we’re doing that Alberta style, and I put that in quotes, methodology where you’re paying
a fee for somebody, where that will be reported as income in someone’s hands right. If you’re going to pay an in-
voice for someone that is income to that ultimate person, arguably there is a constructive receipt for the client. It
gets interesting but anecdotally again we’ve heard stories about advisers who would have reported in the Munich
Re survey income in the high six figure range, making more than $200,000, $250,000 a year in direct compen-
sation from Manulife who were taking home less than a tenth of that because of the degree that they were rebat-
ing. Again, it’s anecdotal and it’s behind the scenes but those advisers are particularly concerned around the tax
treatment of the rebates that are apparently going on. It is apparently focused in some relatively minor segments
of the market but where it is happening it is happening quite aggressively from what we hear as a distribution issue.

Just to take it one step further, again anecdotally, there are rumours that advisers in British Columbia are ad-
vertising nationally for clients to come to Alberta to receive a rebate on their life insurance policy. We’ve actually
seen this in terms of some of the questions that have come into our compliance people. When I was putting this
together I talked to our compliance officer in head office and she identified for me that she had had a number of
advisers on the West Coast ask about the merits of taking apps remotely from clients in the Prairies or clients out
East and flying them out to B.C. for policy delivery and did they need to be licensed in the province where they
were having the app filled out. And they put two and two together and decided that this is the issue right. Why
would somebody particularly want to go to the expense of flying a client from Winnipeg, and that was the spe-
cific example, out to British Columbia solely to deliver a policy because rebating is legal in British Columbia and
it’s not legal in Manitoba. So all anecdotal, we have a little bit of evidence in terms of some of the things that we’ve
seen within Manulife in terms of activities that we’ve seen on our own books which we’ve taken some action to
make more difficult for clients and advisers who are doing that sort of thing. And that we’ve seen in terms of some
of the questions that come into our compliance officers that suggest that there is some truth to these rumours, there
is some truth to these anecdotes that are floating into our head office.

From the actuarial perspective, from the company perspective you have to wonder what this is going to do to
our experience. Will we see higher lapse rates? Will this affect persistency levels? Manulife, and I’ve been with
Manulife for a long time, I remember back in the early 1980s when we had high early cash value permanent prod-
ucts that had lower commission, lower total compensation paid to advisers, more onerous charge back and longer
charge back periods and we had abuses then where advisers were churning their books on a regular basis. Where
they would sell clients and come back to them every two or three years and if they were healthy they would rewrite.
Making this legal makes that an incentive not just for the adviser but an incentive for the client as well.

Can they do this, rewrite their policies on a three year rolling basis and basically every three years save a year’s
worth of premium or save half a year’s worth of premium. There is a financial incentive for the adviser; there is a
financial incentive for the clients. Will we see this happening on our books? I don’t know. It could have some ma-
terial results on long term experience if that was the case. I noted with some interest the degree of business that
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advisers on this survey picked up from their own client book. It was about a third of the business if I remember
correctly, that they pick up their new business by going back to their in force clients. Hopefully, it’s not this.

Special quotes is an area that gets rolled into this rebating discussion because I’ll give you my working defi-

nition. That is basically providing a discount to the client, giving them a premium break or a discount in their pre-
mium rate or a discount in their cost of insurance in return for a commission trade off, but where that happens,
at the head office side where the adviser comes in and says I’ve got a need for a special quote, I’d like to get a bet-
ter premium rate, I’d like to get a better cost of insurance on universal life policy and I’m willing to give up com-
mission to do it either because I’m in a competitive situation or because I feel I need to do it for some other reason.
It’s not rebating, and this is my working definition but you can prove this for yourself if you go out and read the
legislation, so long as this discount is fully reflected in the terms of the contract right. The legal definition of re-
bating, and it varies from province to province which is why I haven’t put up the definition and walk you through
the definitions for the eight provinces that still haven’t, is that providing an incentive to a client where that incentive
is not reflected in the contract is what constitutes rebating. So these kind of special quotes are offered by most in-
surance companies in Canada under the gist of being a volume discount, a special pricing consideration at the big
end of the market, whatever, but it falls outside of the rebating concern provided it is structured right. I’m aware
of some case law in Canada where companies have gone forward with discount offers on products where they have
actually had their wrists slapped for company sanctioned or company promoted rebating because they’ve gone
out with update programs or they’ve gone out with replacement programs where they’ve said if you turn in your
policy that is three or four years old, perhaps it’s a YRT universal life policy, if you’d like to switch to level COI,
we’ll give you a level COI plan and we’ll discount your level COI rate for the first year, or some incentive to en-
courage clients to do the right thing to address their need. If that rate is not technically reflected in the rates and
the contract you are liable to be found to be rebating because the terms of the contract have to be all encompass-
ing. If you give the client some kind of incentive that is not reflected in the policy that’s where we get into the re-
bating definition. Typically, most clients don’t complain but the case law that has had companies sanctioned for
that are situations where clients came in and complained after the fact that they didn’t feel that the action that they
took was in their long term best interest. I’m not going to name any names, you’ll have to go and do the legal
searches yourself if you’re interested.

You didn’t ask so it didn’t show up on your survey, but this is a common complaint, a common concern that gets
addressed tome by advisers.They’re unhappy with this special quote, with this commission trade off.They’re concerned
about a level playing field.They like the comfort of knowing that the product that they’re quoting, that the rate they’re
providing the client is the best rate possible. If we provide them the opportunity to trade off commissions and get a
better contractual premium or a better contractual cost of insurance, they’re concerned about a level playing field. Is it
something they’re aware of? Are we forcing their hand and forcing them to a lower compensation model? Is this a lia-
bility issue for them if they don’t come in and avail themselves or their client of one of these options where that client
might normally qualify? And these are the kind of discussions that we go through when advisers talk about this on a
philosophical ground. If we poll advisers and we do from time to time, we get a near universal rejection of any exis-
tence of these commission discounts. They hate it, they don’t want it. If you ask them whether or not this is a good
business model they almost universally say no until they want it, right. If they’re in competition with another adviser
whether it’s competing to sell the product out of the same carrier, two advisers putting the same carrier’s product in front
of the same client and looking to undercut the other adviser, or whether they’re in a competitive situation against a prod-
uct from another carrier or where they typically come into it or come in and ask for these kind of considerations, or,
and this is one that is something that I’ve seen more of recently, potentially tied to the increased immigration and in-
creased affluence of the immigrationmarket, is a desire on the client’s behalf to barter.There seems to bemore andmore
willingness to say I’m successful, I’m looking for insurance but I don’t pay retail. I’m used to bartering for the way I do
business and I’m looking for some kind of discount. Yes, I’ll buy a $5 million policy from you but I have no intention
of paying what you charge on the street, I’m looking for some kind of discount. So those are the two situations where
I see advisers coming into our special quote area and asking for those kind of trade offs.
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This one is anecdotal. I don’t know if anyone in the room wants to volunteer. We’ve been asked, we’ve been
told that this is happening in the marketplace. I haven’t seen anything that I can point to as proof but we’ve had
a couple of advisers come in and tell us that they’re competing with situations in the marketplace where clients are

being offered discounts but for full compensation. That allegedly the companies involved are sharpening their
rates, lowering their cost of insurance rates or lowering their premium rates but continuing to pay full compensa-
tion but providing the kinds of discounts that they would have for a 15 or 20 percent reduction in first year com-
pensation which means the company is taking it on the chin. That means the company is taking it out of profit.
This is an interesting twist. This is totally anecdotal. I have nothing to back it up and certainly it is nothing that
Manulife is interested in. Those points I had on the slide two before this, two previous, around the debates that
we get back from the advisers, around the discomfort that we see from advisers on level playing field, how do I
know if I’m doing the right thing for my client, am I introducing some kind of liability? This becomes a very dif-
ficult standpoint.

Manulife has special quotes; they are available at the big end of the market. Typically we’ll start quoting once
the face amount passes $5 million where we will offer a commission discount for a lower premium rate or a lower
cost of insurance. We publish our limits and we strictly enforce them and our defence to our advisers who come
in and say I’d like something or I don’t like this as a general design, how do I know I’m not competing against it
is that we’ve published our rules, we’ve told you when it’s available, we’re going to firmly follow those rules and
we’re going to strictly apply them to every adviser and every client in the country and we can defend our actions.
If we move into this kind of action, which is why I’m very careful to say that this is purely anecdotal and I don’t
have anything to back it up; those principles become very hard to defend. It becomes if you’re the right person and
you ask the right person in head office maybe you’ll get a break and that’s a very difficult business model to pro-
ceed with or to compete with.

In general, whether it’s that last slide or the whole special pricing, special quote option in general, we get into
this micro pricing question. Are we trying to get too fine on how we’re determining the profitability of the prod-
uct? If we are going to take our pricing models, our AXIS models and look at them at a one policy basis, I have a
47 year old male non-smoker who wants to buy $25 million of insurance, what can we do to sharpen the rate? Do
our assumptions make sense or is this a riskier business model if we’re going to do that kind of pricing? I mean
quite arguably those assumptions don’t work. The mortality rates for that 47 year old male non-smoker are going
to be 100 percent or zero in any year, right? Whatever you’ve got in your model is wrong. Same thing for lapse
rates, they’re going to be zero until the year that they’re 100 percent.

Can we use those assumptions that we have for mortality for lapse for average client expectations in terms of
funding patterns, premium persistency and everything else and apply that at a sell level to do this kind of exact
pricing and still have a reliable result at the end of the day in terms of the riskiness or the profitability of the poli-
cies we’re selling? If we’re going to do that kind of thing should we increase our margins, should we increase our
pads in terms of doing the right thing from a risk perspective and a risk management perspective if we’re going to
get in these kinds of markets? I have no answers, just questions. That’s it for the rebating special quote topic.

My compliance officer raised the money laundering issue, the anti-money laundering issue and this is some-
thing that my compliance office is spending a great deal of time on. We actually just went through an OSFI
audit, looking at our anti-money laundering provisions so if any of you haven’t had that pleasure yet apparently
it is high up on the OSFI list of concerns so you can probably look forward to that. So there is increased scrutiny
from the regulatory side around all of this and we’ve seen more legislation passed. There has been recent legisla-
tion passed in Canada about, on the bottom on the slide, those politically exposed foreign persons that our reg-
ulators, that our politicians want to know who it is that we’re insuring and who the beneficiaries are of these
policies and are these policies being used for money laundering purposes. Is that money ultimately going to end
up in the hands of insuring individuals that we’re not all that comfortable with from a political standpoint, from
a reputational standpoint? That’s got an ERM company reputation risk that goes with it as well, never mind the
political issue and the regulator issue, but from a company perspective it’s well worth us paying attention to it in
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terms of protecting our own reputation and our own brand names. It has caused us to provide more scrutiny on
policy transactions.

One of the examples of the increased anti-money laundering provisions is corporate life insurance. If you’re

going to apply for a life insurance policy increasingly we are going to ask for information on members in that cor-
poration who have no direct dealings on the life insurance policy. We will want to know who is on the board of
the company that is going to own the policy and we’ll want to know whether or not any of those people on the
board are politically exposed foreign persons because that’s an issue for us. If the corporation is the beneficiary of
the policy, and a politically exposed foreign person is a member of the board of directors, arguably we’re in viola-
tion of that regulatory requirement. So we’re going to see this from advisers who are going to get very upset with
us because they’re going to be selling key man insurance that is going to be corporately owned. They are used to
providing this information on who that key employee is and we’re going to say that’s great but you’re asking for a
million dollars of coverage, we’d like to know who is on the board of directors and we’d like to know who they’re
affiliated with.

We’re going to hear more and more complaints I think from advisers around the degree of disclosure that we’re
being forced to seek on this kind of business. It will make us harder to do business with for advisers and for clients.
It is necessary for regulatory compliance so the only good news is that we’re all in this together right. It’s not like
they can play us off against each other and submit apps to one company instead of another in order to get around
this, we all have to comply with these new provisions.

The other thing I heard from our compliance people was some concern around business practices that we’ve
been approached by more and more advisers who are looking for ways that they can expand their business model
to increase their distribution capacity to access new clients to make them easier to do business with. The textbook
example or probably the over the top example is an adviser who is looking to sell life insurance by mail, advertises
in papers, advertises on websites, never meets clients face-to-face. Either takes the application by phone or takes
advantage of the company facility for them to do tele-underwriting, phone underwriting or mails out the appli-
cation to the client for the client to complete it themselves and mails it into head office. They’re asking for the para-
medical nurse to confirm identification because they’ve never met the client and they’re going to mail out the
settled policy at the end of the day. It raises a bunch of questions in terms of whether or not any field underwrit-
ing is going on.

There was a session just before lunch IP32. If you weren’t in it I’d suggest you go listen to the recording or
get the handout from that presentation. It was driven by, Ross Morton(ph) was the key speaker and he’s an un-
derwriter with RGA if I remember correctly. His comment was, one of his comments and I’m not going to reit-
erate them here, was around the dearth of field underwriting, the fact that advisers are not screening their clients
the way they did when we were career agency companies. And they earned that moniker of field underwriters;
they’re not field underwriters any more, they’re advisers, they’re facilitators. How is that adviser complying with
the anti-money laundering provision? Are they increasing the risk of fraud to them, to us? How are they ensuring
that those policy delivery requirements are met? If that client is bed bound or in a hospital when they go to de-
liver the policy they’re not supposed to, right. That is a material change in health, if they simply put it in the mail
or FedEx-ed it out that’s not going to happen. And Ross’s comments were that he thinks that this needs to change,
that this is going to drive an increase in mortality for us; who knows. There is a “know-your-client” requirement
that exists for advisers in the money market side if they’re selling investing products. Increasingly that is going to
be pushed to the adviser, or probably will be pushed to the adviser on the life insurance side.

Recent case law in Quebec, and this was an investment example not a life insurance example, a client had bor-
rowed to invest and lost her shirt. It was a knowledgeable client, she was an economist, knew well that markets
could go up and down and was well aware of the risks of leveraging, borrowing to invest, but she lost her money
and she sued and got all her money back because the court held that the advisers were liable not only to advise the
client on the riskiness of the investment that she was purchasing but also to prevent her from going into invest-
ments that would be ill advised for her. That kind of onus being put on advisers, on financial planners, and
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admittedly that’s on the investment side of things, that is going to flow through increasingly and make these kind
of business models where I’m going to mail out apps and mail out policies through Canada Post increasingly dif-
ficult to support for us because are we picking up some liability? If we facilitate advisers adopting that kind of busi-

ness model and the client comes back at the end of the day because the universal life policy that they bought by
mail, they invested 100 percent in the NASDAQ and lost all their money, was that an appropriate investment for
them? Case law has this habit of being extrapolated from one example to others that are not necessarily directly
related but indirectly related.

Average age of advisers is going up, that was certainly reflected in the Munich Re survey of the advisers. Who
will replace them is a question that we’re getting a lot of. There aren’t very many career companies left, those that
are are attempting to recruit and train new people. Manulife was a career agency company 20, 25 years ago and
has evolved out of that over the last two, two and a half decades. Along the way we polled our advisers on what
they wanted and a number of different places we went through a number of different transitions but at one point
in time we specifically asked advisers to elect what they would like as we were making this transition from housed
agents who were in Manulife real estate, in Manulife office space, to independent advisers. We gave them the
choice of whether they wanted more compensation or they wanted to hang onto the services that we provided and
those services included things like office space and secretarial support but they also included hiring and training
new people so that there were new advisers coming in that they could sell their books of business to down the line,
and almost universally advisers took money over services. That is the model that the entire industry has gone to
for the most part where we have increased the compensation, we’re paying more and more expense overrides to
advisers in those first policy years and there is less money left on the table for us to pay for this kind of training
and this kind of career development of advisers.

Manulife is doing some very small scale training. In one of our distribution channels we have an associate ad-
viser program where interested persons who come in to us, who are referred to us, we will work with them. We
will screen them, we will set up mentoring programs, we will help train them. Mostly what we’re getting are sec-
ond and third generation family members who are following in the footsteps of their parents or their grandpar-
ents and coming into the financial services market and looking for some training. We’ve had some very good
success, it’s limited in numbers. We’re dealing with total count in terms of people in this program worldwide;
we’ve just nicely passed the 100 mark. This is not going to replace the thousands of advisers that are aging. It’s a
very focused approach for those few advisers who actually opted for a higher service model with Manulife and a
lower compensation model. There weren’t many of them left but those that did stay on that model are taking ad-
vantage of this kind of service that we’re providing.

One tax issue that I’ll close with, leveraging and guard, general anti-avoidance provisions that are in the
Income Tax Act. Leveraging is a popular concept on a lot of life insurance policies, on a lot of investment prod-
ucts. We’ve seen this through a number of strategies where clients leverage retirement income out of their life in-
surance policy or borrow money to buy their policy up front. Several years ago the Singleton(ph) case made it to
the Supreme Court of Canada and everybody breathed a sigh of relief because it seemed to confirm that if a client
went through the process of structuring their affairs appropriately they could legitimately get deductions that were
contemplated in the Income Tax Act. I won’t go into the details but in essence what Singleton did was restructure
his affairs to get tax deductibility on his mortgage interest. You get a large mortgage, mortgage interest is not de-
ductible. He had paid off investments, paid off capital on other investments. What he did was shifted his borrowing
from being borrowing for buying a house to borrowing to replace these other assets, papered the transactions ap-
propriately but at the end of the day his financial situation in terms of cash flow is identical to where it was be-
fore except he was now deducting the expense that had been his mortgage expense. He reclassified it; it was now
an investment expense.

There is a case in front of the Supreme Court, it was heard in late April, called Lipson(ph) where a client, dif-
ferent metrics, different situation, but effectively did the same thing. Had a situation where they had paid up in-
vestments in a corporate situation, had a mortgage which they could not deduct, restructured their affairs so that
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their net cash flow at the end of the day was identical to what it was before except instead of it being mortgage in-
terest it was now interest on a loan that had been taken for income generating purposes. CRA didn’t attack them
on the deductibility; it attacked them on the general anti-avoidance. Their argument was that in totality effectively

what they did was deduct their mortgage interest and it has made its way up to the Supreme Court of Canada.
The Federal Tax Courts upheld the GAR ruling and said no this is an issue. We think that what you accomplished,
forget how you did the steps; we think the end result is abusive and you’re going to have to pay tax. So we’re wait-
ing on that Supreme Court ruling. This could affect sales. Leveraging is key in triple back-to-back sales, hard for
us to track exactly how much is out there on triple back-to-back but clearly the ability to deduct the interest on
the loan that they’re taking from the bank is usually key to any of those triple back-to-back sales. Eight in ten pol-
icy loan structures, eight in ten collateral loan structures generally rely on that 10 percent loan interest being a de-
ductible expense. That may get attached by this GAR issue.

We see lots of examples of front-end leveraging where clients are borrowing money up front, structuring their
affairs appropriately to make it look like the Singleton case that is an appropriate way to manage it in order to ef-
fectively deduct their life insurance premiums which is not normally a deductible expense. So this may affect our
sales volumes particularly at the top end of the market. There may be some liability issues for us because while we
have a good track record with Finance and with CRA for grandfathering changes in tax treatment, GAR is not
something that is generally grandfathered right. What they’re saying is whatever approach they’re attacking or
whatever approach they’re questioning was avoidance, was abusive. So this could affect our lapse rates, this could
affect our funding levels, this could have some knock on affect to the companies if the companies are viewed to
have been party in the design or the promotion of the sales concept that used the leveraging up front. So it is cer-
tainly one of the things that my tax lawyers and my tax specialists are watching with bated breath to see what does
come from the Supreme Court.

And that’s what I have for you today. There is some time for questions. Thank you.

(Applause)

Moderator Leroux: Thank you Helene, thank you Steve. I know Steve had a lot of question marks in his pres-
entation so maybe some of you have the answers and you’d like to share some of those answers or maybe you have
some comments or questions. Any questions, any comments? Anybody wants to go home? Okay, well I’d like to
thank Helene who has agreed to be around actuaries for two days, painful experience I’m sure, and I’d like to
thank Steve as well for preparing all those remarks. Thank you for attending and safe trip back home, thank you.

(Applause)
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