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Moderator Simon Curtis: This is Session 18: International Financial Reporting Standards. I think we probably have a 
group here today who are at different levels of understanding of IFRS. Just so we as a panel have an idea, how many 
people are relatively familiar with IFRS? And how many people don’t really know much about IFRS at all? So this is a bit 
of a primer from . . . OK, well I guess more people know IFRS than I thought. Good.  

What we’re going to do today is . . . There are so many topics you can cover with IFRS so we’ve picked out three topics 
to talk about today, and before we get going we’re just telling Jim Christie, the President-Elect—who is a P&C 
actuary—that within three years he’ll regret having ever gotten involved in CIA governance after he’s heard a few of these 
presentations.  

The first speaker is going to be Dale Mathews.  Dale is going to talk about IFRS disclosure for Phase 1, IFRS Phase 1. I 
think, as many of you know, IFRS Phase 1 is coming in January 1, 2011. It doesn’t change how we value our policy 
liabilities but there are a number of changes that come with Phase 1, probably the most important of which is disclosure 
and Dale is going to talk about that. And then Jim Doherty is going to give a briefing on the latest state of play with 
IFRS Phase 2, which is the perhaps more impactful set of IFRS for life insurance companies, when the liability valuation 
standard will change from CALM to this new IFRS standard, which is yet to be defined and yet has a timeline. And then 
I’m going to end it up and tell you everything that’s wrong with what IFRS is proposing for Phase 2— 

(Laughter) 

—so that will be my personal opinion, but it’s more just to get some . . . designed to be a bit provocative, just to get 
people thinking of some of the issues we’ll be dealing with when we go to the Phase 2 model.  

With that I’ll pass it over to Dale and we’ll try and make sure to leave about 15 minutes at the end for discussion because 
I do think this topic might have a number of questions and points for discussion. Thanks. 

Dale Mathews: Thanks, Simon. The reason I’m talking about this particular topic is that I’m a member of the IFRS 
Disclosure Committee, a working group that was established to look at this. First of all this is the working group, these 
are the people who are on it.  It was chaired ably by Ralph Ovsec and it was under the auspices of the Committee on the 
Appointed Actuary. The state we’re at at the moment is we do have a draft research paper prepared. What’s going to 
happen next? Now I’ve talked with Jim over lunch and the slide is slightly inaccurate, we’re soliciting input from a group 
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of experienced auditors and I think that meeting’s going to take place next week. I’m just going to get feedback from 
them on an individual basis as opposed to from their firms and then the next step will be to send the final draft to the 
Practice Council.  

What this group was asked to do is was to identify disclosures within the scope of the committee, so this is disclosures 
related to liabilities. Look at the impact of them, compare the requirements to the current reporting requirements under 
CICA (a lot of the elements you’ll see are similar to what we’re currently used to), identify any issues and propose a 
resolution and then develop some sample disclosures. The disclosures we would propose be used for reporting. 

This is the approach we used. On the left is the guidance that we looked at. We looked at IFRS 4, which relates to 
insurance contracts, and IFRS 7 for investment contracts and embedded derivatives, and we also took a look at current 
disclosures, CICA disclosures, that we think might be good to keep even though they’re not specifically under IFRS. As I 
said before we limited the scope to liability disclosures, we documented the guidance we found in the IFRS and also the 
current reporting practices, we proposed some quantitative disclosures in disclosure format (we thought the quantitative 
ones were more important to look at at first because companies would be getting started gathering their data even for the 
2010 reporting), and proposed some elements of qualitative disclosures. In other words what you might want to talk 
about, and then later on in the process we might produce some more actual samples. 

A couple of issues that we did come up with. The first one is this gross versus net liabilities issue which seems to creep 
into a lot of things. As most of you will know under IFRS the reinsurance recoverable or reinsurance asset is not to be 
netted against the gross. But we thought reporting on every aspect of the liabilities on both a gross and ceded and on a 
net basis would add little value in most circumstances. First of all CALM liabilities are really essentially on a net basis, as 
you know.  All the elements are net and the gross numbers, any gross liabilities are going to have to be developed or 
derived on an approximate basis because you don’t really have the assets supporting the gross liabilities in place. So the 
recommendation of this group will be to use the fuller disclosure, in other words gross and net separated, where it’s 
required (under IFRS there are specific references to the reinsurance assets or the reinsurance recoverables), or where you 
actually think it will add value to your disclosure, and the rest of the time we would expect the majority of the disclosure 
to be on a net basis for liabilities that are valued under CALM. 

The second issue is related to claims movement. There will be a lot of references to specific sections here. IFRS 4 (39)(c) 
requires disclosure of actual claims compared with previous estimates and these are the sort of claims loss triangles that 
you often see for P&C business and we saw quite frequently in the disclosures by the European reinsurers that we looked 
at. This is required where there is still uncertainty about the amount and timing of claims payments. We discussed this 
issue a lot and our working group believes that’s generally not going to be applicable for life insurers. It’s really more for 
P&C but we will leave it to companies to review for their own business just to make sure.  

Now this next chart, I’m not going through item by item but it’s kind of a summary of the disclosure requirements that 
we identified in IFRS 4, so this chart will sort of be useful I’m hoping as a reference for you. The first column lists the 
IFRS specific references, the second one gives the comparable references from the CICA and they’re generally these 
accounting guidelines, the third column is just a brief summary of what it’s related to and the fourth column I’ve 
indicated the yes where the group felt there really should be quantitative disclosure and for the items without a yes it 
would be more that the disclosure would be more of a qualitative nature and you could put in some more quantitative 
information if you were so inclined.  

For the rest of the presentation I’m going to go briefly through each of these items.  I tried for some time to think of an 
exciting way to present this and didn’t and then the deadline came to submit the slides so here they are. The good news 
is, as Simon probably hinted, this session will get more exciting as time goes on anyway. So I’m not going to go through 
this word for word but the way I’ve arranged the next few slides is to give a description of each item with a quote, usually 
from the relevant IFRS section, and then a summary of what our proposed disclosure is. Again, this is still proposed at 
this point because we’re still in a draft format. 

The first group is the IFRS 4 ones and then we’ll do the same thing for IFRS 7. The first one is just a disclosure of 
accounting policies for insurance contracts and related items. Our thought is that this would be qualitative only and 
quite similar to what has already been reported in a number of areas. Items to consider would include discussion of 
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contract classification and accounting policies around a number of items such as premiums, fees, embedded options and 
so on. Our document actually has quite an extensive list about half a page long so I didn’t include all the items on the 
slide.  

Second one is a breakdown of liability balances so the requirement is actually to disclose the liability balances. There’s a 
second requirement at the end of the description there which is if the insurer is a cedant it shall disclose gains and losses 
recognized in profit or loss on buying reinsurance. For the first part, which is just disclosing the actual liability balances, 
our recommendation would be to use the same level of segmentation as is currently being practiced. This is consistent 
with current CICA practice and will meet the IFRS requirements. The second requirement about buying reinsurance, we 
think it’s related to the effect of purchase of new reinsurance only and as such it becomes more of an accounting 
disclosure and then for us happily out of scope for our document.  

On the next slide, this is just a sample disclosure very much like what you would see in annual reports today; a 
breakdown by territory and individual, par and non-par and so on, so this shouldn’t be much of a departure.  Again, the 
reinsurance asset and then the liability before reinsurance asset split out at the bottom. 

Next one is a discussion of assumptions. The requirement again is to disclose information that explains the amounts in 
its financial statements arising from reinsurance contracts, and an insurer shall disclose the process used to determine the 
assumptions that have the greatest affect. So we again have a list of things you might think about, talking to the types of 
assumptions, the key assumptions for your business, a descriptor of each one, how they’re split, sex, smoker, duration, 
how they’re determined, frequency of updates. This is sort of qualitative discussion with less emphasis on the 
quantitative. 

Effect of changes in assumptions. Again, this is something we’re used to seeing. The requirement here is to disclose the 
effect of changes in assumptions used to measure insurance assets and insurance liabilities, showing separately the effect 
of each change that has a material effect on the financial statements. We saw a bit of a range of practice in the 
comparatives we looked at. Our recommendation is to show . . . This is the changes in the assumptions during the past 
year . Our recommendation is to disclose the impact on net liabilities and shareholder income as opposed to gross 
liabilities and because it’s shareholder income it would be after tax. The actual assumption changes disclosed would be 
specific to the company and there might be a qualitative discussion along with each one—for example, the reason for the 
change, and the trends that you’re seeing. 

Here is a sample of what this might look like. The key assumptions are down the left-hand side and you’ve got the past 
year and the prior year and the effect of each on the net liability and the shareholder income. 

Next one is roll-forward of insurance contracts. Again, something that’s currently being done. This is a reconciliation of 
the change in the liability and the reinsurance asset—note that it is specifically listed. So the group’s recommendation is 
to use the line items that are currently required by CICA standards for net movement analysis and to disclose the roll-
forward of the reinsurance asset as well (again, because it’s specifically required) but you might use fewer line items or go 
into a little bit less detail there because that’s probably going to be more approximate. I’m referring to the previous issue: 
most companies will have their analytics developed on the net basis. 

So here’s a sample roll-forward of the net liability and the line items that you’re probably used to seeing, the year start 
and the year end and the changes due to new business, assumption changes, acquisitions, etc. This would be done for the 
net liability and then the suggestion is that you do something similar for the reinsurance asset or the reinsurance 
recoverable. 

Next one is a qualitative item, discussion of risks and policies for managing risks. Again this is purely qualitative in 
nature and similar to the current Canadian practice, so it’s really discussion of our objectives, policies and processes for 
managing risks.  

The next one is around sensitivity to key assumptions. So that is something again that insurers are currently disclosing. 
Our recommendation is that the disclosure be based on the after-tax income impact resulting from changes in 
assumptions, and, for companies already reporting on an IFRS basis for consistency with them, you might consider 
disclosing the impact of a change in credit rating. So we had a group—I think it actually was the same group chaired by 
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Ralph a year or so ago—that looked at proposals around what companies might specifically disclose for sensitivities.  I 
don’t think that document has actually been published yet but this sample on the current screen is the format we 
proposed, the assumptions that we considered showing the sensitivity for, and the range for the sensitivity, so our 
thought was that this would continue to be appropriate under IFRS Phase 1. 

Insurance risk concentration. This would be primarily a qualitative description with information about the risks related 
to concentration. If you’re inclined to show any quantitative data, our thought was you might include discussion of some 
historical experience from large catastrophes, as opposed to small catastrophes, and distribution of business by geography 
and market. 

And then there’s a requirement around embedded derivatives. There’s no current comparable CICA requirement. This is 
around embedded derivatives which are contained in a host contract and where they’re not being measured at fair value. 
There’s a requirement to talk about these and there are proposed disclosures: a description of the embedded derivatives 
and the risks; the level where these exposures might start to have a material effect; and if the fair value can be calculated 
maybe include it in the sensitivity analysis shown. 

So that’s it for IFRS 4, those are the disclosure items we identified. The next table is a similar table for IFRS 7 and some 
of the items are quite similar so I won’t bother to go through those again. But this is the same format as the table for 
IFRS 4 with the IFRS 7 reference and any related CICA requirements and whether we think there should be quantitative 
information included. 

The first one is similar to the liability balance requirement under IFRS 4. This is to show the carrying amounts of the 
financial liabilities and showing the amounts separately for those held at fair value versus those at amortized cost. Here’s 
a sample disclosure where it’s broken down by type of business and by territory and in the footnotes you can see there’s 
additional disclosure of the fair value pieces versus the amortized cost. 

There’s a requirement for roll-forward analysis, reconciliation of the year start, the year-end balances, so this is a sample 
for the liabilities measured at fair value and these are essentially the same line items that were shown for the insurance 
contracts. And then on the next screen there’s a similar one showing different line items because of the different nature 
of the measurement for those liabilities measured at amortized cost. 

There’s a similar requirement to IFRS 4 for the measurement basis and accounting policies so this would involve perhaps 
a discussion of contract classification, nature of the contracts and the accounting policies for a number of items: 
premiums, fees, and claims, and there will be a more comprehensive list in the actual document. 

The next one is related to talking about fair value of contracts which are not actually carried at fair value, so this is, I 
think, required for . . . to make it easier to compare, to give a comparison. The proposed disclosure would simply be a 
table where you’ve calculated the fair value of these liabilities and you compare them to the actual carrying value. There 
is an exemption for this for DPF (discretionary participation features) if that fair value can’t be measured reliably and in 
that case the recommended practice would be to describe these financial instruments and why it’s not easy to get a 
reliable measure of fair value. And this is a sample disclosure. Now as I said it’s just a simple comparative what’s the 
carrying value and what’s the fair value for these instruments. 

For the rest of the items on the table I had of the IFRS disclosures, the rest are very similar to IFRS 4 requirements 
which I’ve already talked about so I won’t go into those in further detail. We did identify two current CICA disclosure 
elements that aren’t specifically required in IFRS but we thought they would be good ones to maintain.  One of them is 
the chart of assets supporting liabilities, the breakdown by asset class of the assets supporting the various liabilities, and 
the other is the provision for credit losses that is included in the liabilities, and both of these we thought would be 
valuable to continue disclosing. 

OK, that’s the end for me and as I said the excitement should now increase, thank you.  

(Applause) 

Mr. Curtis: Just before Jim gets going, the reason we focused on the disclosure for IFRS Phase 1 is because that is, as it 
turns out, the big area of additional actuarial work. As you delve into Phase 1, that’s the big thing that’s really changing. 
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So that was a working group under the Committee on the Appointed Actuary that worked on that. If you have any 
questions, follow-up questions, that are really technical in nature you can send them to Dale or to Ralph Ovsec, who is 
running that working group. I would point out that just in case people wondered what else is happening with IFRS 
Phase 1, the other two major impacts were that there are some presentation differences you have to show. Basically from 
an actuarial liabilities point of view you show a gross liability and then a separate reinsurance ceded assets, and I think 
Dale said that CLIFR has been talking about some guidances to how that can be. 

Ms. Mathews: We’re working on those but what might be a ?? [23:58] 

Mr. Curtis: Yes, just in case you didn’t hear Dale there, CLIFR is working on a notice as to how that guidance could be 
or how that split could be made if people have questions. So again, Dale would be a good contact for that from CLIFR. 
And then the other area was just related to under IFRS Phase 1, certain liabilities that may have been valued under 
CALM before, pure investment contracts, certain types of embedded derivatives now need to be valued as sort of 
accounting liabilities using an accounting method as opposed to an actuarial method. There was some good work done 
by a working group on that, a CIA ad hoc working group that was run by Johanne Papillon at Sun Life. So you can 
either, if you have questions on that, e-mail Johanne or on any of those areas if you want you can just e-mail me or Dale 
or Jim and we can send you to the right person. But that’s really what we’re going to cover on IFRS Phase 1. I think 
we’d encourage you guys to start looking at the disclosure side if you haven’t because that could be a fair amount of work 
to put together. So now Jim is going to give us an update on the ever-changing landscape of IFRS Phase 2. 

Jim Doherty: There’s an interesting item in the Globe and Mail Report on Business yesterday, it’s on page 2 in the 
bottom left hand corner, it’s the Dilbert comic. It was a comment on ‘PowerPoint coma’, which is a new term to me but 
we’re working on it today.  

(Laughter) 

So, the current state of play. As Simon says it’s an ever-changing landscape so I’ll start with maybe a little, very tiny 
history lesson. Three years ago—can you believe it, three years ago—they came out with the discussion document that 
gave us basically five or six months to give them responses, and then spent two-and-a-half years thinking about it. But 
the objective is they hope to issue an exposure draft of IFRS 4 in July, and that’s the latest and greatest as of about last 
week. So I think they’re still going to stick to it, but what the final actual guidance will look like and when it will come 
out is still, I think, hypothetical. But they say by the end of 2011 they’ll have something out there with implementation 
in theory on 1-1-2013. One thing to note is that a couple of years ago FASB joined up with the IASB—this is acronym 
city for those two or three people in the room who have no exposure to IFRS, there’s lot of acronyms and there’s lots of 
terms that will make no sense to you even after they’ve been explained to you. But FASB and IASB, which are somewhat 
familiar, a couple of years ago said they would do a joint project on insurance with the view of getting some sort of global 
convergence. and we’ll talk a little bit about that as I go along. And IASB has this view that they’d like to have principles-
based guidance as opposed to a bunch of rules, which really conflicts with the way FASB in the past worked because 
FASB loves rules and hates principles. So it’s interesting to see how that will develop. 

Today, in theory, if I can get past your coma stage I will cover all of these subjects. It’ll be quick. As Simon said, we 
thought we’d get Jim Christie bored of this or hate this subject within three years.  I think we can do it in 40 minutes.  

(Laughter) 

First of all, insurance contracts. One key conceptual change that I think is very important for all people to understand, 
and you probably all do but I’ll repeat it, is that IASB and insurance contracts focus on accounting for the contract as 
opposed to the way CICA accounts for insurance, which is by the entity. And that’s a big conceptual shift which I think 
we’re all pretty much familiar with but one to keep in mind. But for IFRS 4 Phase 2, the boards—sometimes I’ll talk 
about the boards, being the IASB board and FASB board, and sometimes I’ll talk about one or the other specifically as I 
go through—everything they’ve decided is tentative, i.e., they reserve the right to change their mind on everything, 
which tells you something about the IASB and FASB process. But specifically they really are not going to change what 
they mean by an insurance contract, although there are some nuances that they talked about last week. Their last 
meeting was on June 23, by the way.  I prepared these slides before June 23 so some of the things I say on here, if you 
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look at the slides, make sure you note the changes because they are completely contradictory to what their current 
position is. I’ll note those as we go along. 

But one of the key points is around the contract as an insurance contract if it has significant insurance risk, and so I’ll 
talk about that briefly. In May they were talking about what they mean by significant insurance risk, and this isn’t at 1 
percent or 5 percent or 10 percent. That discussion has been going on for a long time but they sort of clarified it a little 
bit more about how at least you’re going to look at it, and they want you to look at it on a present value basis as opposed 
to just the numerical absolute value basis, which means that might change some things. It’s unlikely it’ll change things 
for Canadian companies but in theory a contract that you thought if you’d use an absolute amount was an insurance 
contract might turn out no longer to be an insurance contract because of the discounting impact.  

This is FASB gobbledygook as far as I can . . . what they mean by “determine whether an insurance risk actually exists” is 
“considering a range of possible outcomes”.  The real point of this slide is to show you that the boards aren’t in one mind 
on this one and we’re going to see this continually, that the IASB has one view of what they mean by an insurance 
contract; FASB has a different view of what they mean by an insurance contract. Somehow they’re going to have to 
resolve this before we come out with a final standard and they talk and they talk and talk and they never agree. And this 
is going to show up in the exposure draft because a lot . . . When the exposure draft comes out you’re going to see a lot 
of instances where there will be two positions or possibly even three positions and because the boards can’t even decide 
amongst themselves what they think, or they can’t agree between the IASB and FASB what they think on this, so they 
really  . . . The exposure draft is going to have a lot of questions and they’re going to ask for people’s view on things. So 
this is one good example of that.  

Just something they decided in May is what the scope of the insurance contracts would include, and this was something 
they finally decided, that it would include financial guarantee contracts, and then there’s a list of things that it would 
exclude. From our perspective, I think everybody who’s in this room probably represents an institution that has 
insurance contracts, either life insurance, property and casualty insurance, compensation or reinsurance. All of those 
would be within the scope of IFRS 4. And I’m sure most of you have a number of financial guarantee contracts one way 
or the other.  

Contract boundary is an important concept of what exactly isn’t covered by an insurance contract and what would be 
included in the measurement of contract. That’s another term for those of you who are new to IFRS. The terms 
“measurement”, contract boundary, recognition, derecognition—all of these terms have very specific meanings in the 
IFRS world.  Sometimes it’s almost . . . it’s undefined.  You sort of have to figure it out by reading a bunch of material 
and saying, “Oh, that’s what they’re getting at.” Sometimes it is nice and clearly defined. But contract boundary is an 
important one they’ve been looking at and where they have tentatively agreed is when does coverage end and they’re 
saying the end of an insurance contract is either when you no longer have to provide coverage or when you can 
recalibrate your price, i.e., you’re really not on risk because you can change the amount you’re going to charge your 
policyholder. And then when it starts: basically when do you recognize it? It’s either when you’re on risk or when the 
contract is signed, which is an interesting concept because I’m not sure that’s necessarily a good definition of when an 
insurance contract should start but that’s the one they’ve come up with.  

And here’s another example where FSAB and IASB aren’t on the same page in terms of derecognition, i.e., when you 
stop recognizing a liability on your balance sheet for that particular insurance contract. IASB says follow this IAS 39 
stuff, i.e., it no longer qualifies as a liability to the insurer, whereas FASB has taken a slightly different view, which is 
derecognition when it no longer qualifies as a liability. And sometimes these are subtle changes in meaning and 
sometimes it’s hard really to even understand where the boards are coming from. You read their materials, you talk to 
other people—a good example is something we’re going to come to later when they talk about direct acquisition cost; the 
boards have talked about this but there’s really no definition of this. It makes it very hard to really understand where 
they’re coming from and how we’re going to actually apply it when the rubber hits the road.  

Another point that they’re talking about, and again you see FASB and IASB have different views on here, although they 
have agreed on that one particular: do you unbundle an embedded derivative and then measure it on the balance sheet 
differently, then the insurance contract is unbundled? You can see IASB has decided that it should be unbundled using 
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existing guidance whereas FASB has decided it should be unbundled when they get around to defining some unbundling 
principle; that’s helpful. But they have agreed that it would be prohibited unless it’s required, i.e., you won’t have this 
sort of optionality, “Oh, we’re unbundling this because it makes our financial statements look good,” or something like 
that.  

Measurement. This is another one of those terms that FASB uses or the boards use. It just means trying to figure out 
what the liability is, in my mind, and again here they are mostly in agreement. They’re going to do a discounted value of 
a probability-based set of cash flows. Now that’s something all of us actuaries can get our hands around and say, “Yes, I 
understand that concept.” There are nuances on some of the items in that but it’s not hard and it incorporates a margin. 
We kind of like that idea. We like margins, being Canadian actuaries. And they call this the building block approach and 
they use very complicated words to describe something that’s pretty simple to me: “Deciding that the building blocks 
should measure the combination of rights and obligations rather than measure the rights separately from the obligations 
and present it on a net basis”. That means you don’t discount your outflows one way, do the discount of the value of the 
outflows then do the discount value of your inflows, i.e., your premiums, and present one as an asset and the other as a 
liability. You just net the two and present it the way we’re used to presenting it. So when you see those words you sort of 
get an idea of what they’re talking about. 

So, margins. Here’s another place where the two boards are not in one mind at all, in fact I’m not even sure members on 
either board are in one mind amongst themselves on these issues. So I’ll describe sort of what they’re getting at. There are 
two basic approaches. I should really jump to my next slide but I’ll come to that. On one hand they’re talking about an 
approach where you will reflect your margin in your liabilities in two pieces: one a specific margin for risk, which IASB 
calls risk adjustment, and then a residual margin, which basically has the effect of giving you no gain at issue—and I’ll 
come to that issue in a minute—and that’s where the IASB is at. Whereas the FASB wants to go with this composite 
margin, which has again the effect of having no gain at issue, but it doesn’t have any relationship specifically to your risk 
in terms of the timing of its runoff and its amortization pattern and stuff like that. So talking about the risk adjustment, 
what that is meant to reflect or take account of is only the uncertainty of the timing or the amount of the future cash 
flows. That’s not necessarily all the risks we think of that we would reflect through our margins and set of CALM 
reserves, and the risk adjustment is meant to be some measure of what a rational insurer would pay in order to get rid of 
these risks off their books. And again you think of our range of margins for adverse deviations within our Standards of 
Practice, my guess is that the range that is allowed for under our Standards of Practice would be much wider than would 
meet this criteria of being what a rational buyer would pay to acquire that business and take on the risk. And then the 
residual margin, as I say, was meant to soak up the gain at issue.  

So what does ‘no gain at issue’ mean? Well, that they shouldn’t recognize an accounting profit— you’re going to have to 
figure what they mean exactly by that because the two boards seem to have different views of what they actually mean by 
that term, but they certainly take the view that if, when you recognize a contract, if you’re going to have a loss you have 
to take that loss at issue, so there’s no difference in that one. If you take this composite margin approach, i.e., the way 
FASB is thinking about it, the way they’re talking about how to measure this is the present value of the outflows exceeds 
the present value of the premiums on an expected basis. OK, not a padded basis, just a presumably . . . I interpret that as 
a best estimate basis, not necessarily sure that that’s the case but if you’re using the IASB approach of risk-adjusted 
they’re saying that the present value of the outflows plus the risk adjustment exceeds the present value of the premiums, 
i.e., some margin in that calculation. So again they can talk about this no gain at issue and say no accounting loss but 
even what they mean by it is different.  

Going on to margins. Again the boards here have tentatively agreed, i.e., they’re in one mind on this one that if you were 
to include a separate risk in the residual margin, which of course FASB hasn’t agreed to, if you did it theoretically, FASB 
would buy into this that it should be re-measured, the risk adjustment should be re-measured, which is what we do in 
accounting: we re-set our margins, we look at our pads, and say, “Yes, we should change them because circumstances 
have changed.” But they also say that the residual margin, this thing that stops you from taking a profit at issue, should 
just be amortized in a rational manner and more or less linearly unless you can find a reason and a justification for doing 
it in a different pattern, which I think wouldn’t be very hard for us on life, most life insurance contracts, where we can 
show that there’s a better pattern to use than just straight linear but it’s locked in. That’s an important point on the 
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residual margin: once you’ve decided what it is, you’ve actually measured it, figured what your amortization period is, 
you just leave it locked in. 

I won’t go through the math here but FASB basically has said if you’re going to amortize, if you’re going to take this 
composite margin approach, they’re going use this sort of formula to say how you should amortize it which is . . . You 
can work out the math yourselves—you’re good actuaries, I’m sure. But the important point here again is if it’s a 
composite margin they want to lock it in at issue and just run it off. 

What the boards have decided here that should these . . . First of all, how should these be reported? And so they’re saying 
if you’re going to take an explicit margin plus a residual margin that this is all just buried in your liability, you don’t 
actually show it on your balance sheet as a separate item, but for the residual margin you should disclose it separately, 
i.e., it shows up in the notes to the financial statements. And then the boards were talking about should you . . . If you 
have these residuals or composite margins, should you credit interest on them? And of course they’re not in one mind on 
this one either and not only are they not in one mind on this one, they had a discussion last week about if they did credit 
interest on it—I’m not saying they will but if they did—should you use a locked-in rate, i.e., a rate at issue or should it 
be adjusted each reporting period, i.e., some sort of current rate? Not only did the boards not even agree amongst 
themselves on which of those two, even within the IASB they were basically 50–50 on which way it should be. 

Then you get into this, at what level do you measure these margins? The risk adjustment: the boards have said, “If you’re 
going down this risk adjustment margin approach, then you can do it at a portfolio level but not across your whole 
company, i.e., you can’t take offsets, natural hedges that might occur between two different products or portfolios or 
products, etc.” Then the residual on composite margin should be determined at a cohort level, which is below the 
portfolio level, so this gets into how do you measure these things when you’re calculating two numbers that add up to no 
gain at issue but you’re doing them at two different levels of aggregation? They haven’t suggested how that should be 
done yet. And then the boards have actually gone back and asked their staff, the IASB staff, to do a little bit more 
research on this one. I don’t think they’ve come to any conclusions on that one yet.  

Now we get to acquisition costs. This slide is actually a little simpler than what it shows because at the last meeting on 
June 23 they actually made some tentative decisions.  The IASB said they want to exclude from the measurement of the 
residual margin incremental acquisition costs, and as I mentioned before they haven’t quite defined exactly what this is 
but the way they’re going to do it is the second option, they’re going to exclude initial direct acquisition costs by 
including them in the cash flows you use to measure your liability, which has the effect of basically reducing what is a 
residual margin, putting more of that in your reserve, and therefore it will run off in the pattern as your reserves run off, 
and then your residual margin is a smaller number, which will then amortize according to whatever the rules finally end 
up being. And then FASB has actually changed their mind because they didn’t want to reflect any acquisition cost in any 
of their calculations. At the last meeting they actually changed their mind and said that they will in fact do the same 
thing as IASB: they would reflect the direct acquisition cost in the cash flows in the measurement of the composite 
margin. But then that got them into discussing other things around overheads, around acquisition cost. Should you 
include overhead or shouldn’t you include overhead? Should you include the cost of not taken up or not taken out 
policies? And they agreed both of those shouldn’t be but then that drifted them into a conversation at that meeting about 
should they reflect overhead in the expenses you reflect in your maintenance expenses that are reflected in the reserves. 
And it was kind of unclear for me from reading it which way they decided, whether they do or don’t want to include 
overhead in administration expenses, which of course we do all the time, right? 

Discount rate. I’m not going to bore you with reading this too much, the key thing that they’re sort of . . . The last thing 
they were saying was they want the discount rate to reflect the characteristics of the liabilities but they think that the 
discount rate will look something like a risk-free rate plus a liquidity premium. Although they’re in some discussions 
around that right now as well because they did say at their last meeting they’re going to put in the exposure draft a 
request for views from people on whether credit risk should be reflected in the discount rate, which basically reopens a 
question that I thought they had made a decision on, that you wouldn’t reflect credit risk. They’re not going to put it in 
as an option in the exposure draft but they’re going to ask people’s views on that and our whole next speaker is going to 
spend most of his presentation on giving you his view on that one issue—discount rate generally, not just credit. 
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The other thing is participation features. Here I think this is more or less . . . The IASB is sort of going the way we 
would think of participating features, i.e., reflect them if we think we’ve got some constructive obligation to do so or 
that’s the way the contract plays out, which is the way we do it and FASB is not that different, they use different words 
but I think it’s more or less the same thing. So from our perspective I think as I read both of these, I would reflect 
policyholder dividends in the valuation of a par policy. So I think we’d be happy with that one issue.  

Now the issue of own credit has been out there in the past but both the boards don’t think it’s a good idea to reflect life 
insurers’ own credit in the valuation of the liabilities, i.e., what they call the non-performance for the insurer, so there’s 
no big issue there.  

What they mean by use of inputs is do you get to use your own company’s statistics or do you have to use market 
statistics? And basically they’re saying yes and no. If it’s available and it’s useful and it’s applicable to you in the market 
statistics, you should use those. Otherwise you can basically use your own statistics, and that’s like mortality expenses, 
interest rates, all the stuff we’re used to. Just one point on that: when they first started this, when they were talking about 
using the expenses of a market participant, all of us actuaries immediately said, “That’s nonsense, you can’t find that 
piece of information, how can you possibly use it?” Fortunately they’ve moved in this one issue to a reasonably rational 
solution.  

Unearned premiums. This is for short-term liabilities, short duration contracts, and here and again this is inaccurate 
now—FASB has actually discussed unearned premium and they’re going to basically do the same thing as IASB require. 
They require the use of the unearned premium approach for pre-claim liabilities and then they’re going to talk about 
what they’re going to do in terms of the details of this and for post-claim liabilities they’re still not settled on exactly 
what they’re going to do but it’s most likely going to be the discounted value of your post-claim liabilities, the cash flows 
for your post-claim liabilities if those can be measured.  

Then the two boards were talking about whether they should allow situations where you wouldn’t use any margins or 
you wouldn’t use any discounting for non-life claim liabilities, which is related to this unearned premium liability issue, 
post-claim liability issue, and they haven’t decided but as you listen or read their discussion notes you sort of get the idea 
they’re going to go with a present value basis, i.e., using interest, but I think the last I read it was probably with interest 
but no margins.  

Policyholder behaviour. This one here I like because one of the things that the IASB started with was they were saying, 
“Oh, we should probably have a deposit floor.” At least they were discussing this issue, which from our perspective we 
think of as a cash value floor. They came to the conclusion that no, you should reflect policyholder behaviour, i.e., lapse 
behaviour and all that sort of stuff and therefore implicitly there’s going to be no deposit floor which is, I think, a 
rational conclusion on this one issue but you have to make sure that it’s only those options and guarantees, etc., as they 
use these terms that really are related to insurance, i.e., that if they’re not insurance then they’re basically embedded 
derivatives of some sort and then you should measure them according to IAS 39 Financial Instruments. 

This is simple, and seg funds . . . Basically they’re going to put them on the balance sheet and I’m not sure if the IASB 
and FASB have said it should be one line but that seems to be the consensus among all the accounting firms, that they’re 
just going to say, “Put one line on the balance sheet as the asset, one line on the balance sheet as a liability and you’re 
done,” which is the right . . . That’s a good solution because otherwise you’d have to take those . . . on the asset side, 
you’d have to take all the assets in your seg fund and start divvying them up between bonds and equities and mortgages 
and all that sort of stuff, which would really distort the information I think on the balance sheet.  

Jim’s forgotten what this next point is. What does that mean? Yes, it’s my last point. 

(Laughter) 

That’s the best way, OK, so I’m going to ignore that one because I can’t remember it, I hate to say it. That happens.  
There so much going on, there so many moving pieces it’s really hard to keep on top of everything. Even if you read 
everything, you can’t even understand—sometimes you think, “What are they saying?” Or why they . . . Sometimes you 
say, “Why are they thinking like that?” And then sometimes you think, “What are they saying? Do they even understand 
what they’re talking about?” But no change in accounting for insurers’ assets, that’s fine, I think we can handle that.
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 We’re on a market basis already and there’s no requirement to push anything through OCI for insurance contracts, OCI 
being Other Comprehensive Income. 

So as Simon said that was my last slide, but there’s actually . . . So this is a joint project between the IASB and FASB but 
it’s somewhat disjointed— 

(Laughter) 

—because you can see that on most issues they don’t agree and yet they’re pushing, the G20 is pushing them to have, the 
G20 is pushing the IASB and FASB to have a comprehensive set of financial reporting standards globally that are 
consistent, not just insurance contracts. I think this is one of their toughest nuts to crack for them to do that in the 
deadline that the G20 wants them to achieve and I still stick with my prediction that they will implement IFRS Phase 2 
by 201x. Thank you. 

(Applause) 

Mr. Curtis: OK, thanks for hanging in here.  I guess it’s getting kind of late for those of us who came in yesterday. I 
thought I would wrap it up by giving a sort of different take on some of the proposals with IFRS Phase 2.  

First off, I just want to make clear these are my own personal thoughts and some of them are going to make . . . to be 
provocative to try and get people to think about IFRS Phase 2, and from my perspective it’s not important that you 
agree with me but I would love everyone to be engaged in this issue, because I think it’s very easy to get almost lulled and 
fascinated by the technical complexity of IFRS Phase 2 proposals and the intricacies of how you would do things like 
liquidity premium without actually stepping back and looking at it and saying, “What is it really going to do with how 
insurance companies will have to present their financial statements? And will it impact the long term viability of a lot of 
the products that actuaries in Canada have developed, marketed and believe in today?” As I said, the important thing is 
that you think about this issue, not that you necessarily agree with me. 

What I’m going to talk about is the discounting aspect, so I’m going to focus solely on discounting under IFRS Phase 2. 
As you saw from Jim’s presentation, there’s a myriad number of other issues to do with IFRS Phase 2 which can have 
potential significant impacts on valuation of policy liabilities, some of the big ones being: to what extent do you get 
credit for dividends on par contracts (there is a potential for an irrational outcome there); acquisition expenses, to what 
extent you get to effectively somehow get credit for the expense coverage that you’re going to get out of revenue to cover 
those acquisition expenses (potential for very different outcome from that we have today there), but the one I want to 
focus on is discounting. And why is discounting so important in Canada? Well for one, I was actually joking a bit to 
Arshil, when we were watching a presentation this morning, that Canadian actuaries under CALM we’ve become almost 
live and die by our discounting method and the ALM aspect of our products and as we move to an IFRS Phase 2 world, 
we’re totally going to be yanked out of that world and put in a very, very different world. And the second reason that it’s 
particularly important in Canada is that we sell products that are extremely dependent on long-term investment returns 
and the assumptions on those returns, perhaps more so than any other jurisdiction globally. The nature of contracts in 
Canada with the level COI UL product with long duration guarantees mean that we are potentially uniquely impacted 
in terms of the magnitude of the impact of the accounting change here versus other jurisdictions that will adopt IFRS 
Phase 2.  

OK, so now that you just had 30 slides of primer on IFRS Phase 2 from Jim I’m going to distil it into one slide, the 
tentative framework. Well, the assets and liabilities are de-linked. So today in Canada under CALM, your CALM 
reserves are very much linked to the assets you hold on your balance sheet. Under IFRS Phase 2’s extremely clear 
delineation, your assets and liabilities are de-linked. The assets will be held at fair value, largely consistent with the 
changes we have, the basis we have, in Canada today after the 3855 introduction. A couple of small changes on some of 
the non-fixed income assets classes but generally very consistent with what we have today. The main impact is how 
liabilities will be discounted. So rather than doing a CALM sort of asset adequacy-type basis through a number of 
scenarios, basically the proposal today is that liabilities will really be discounted at some type of reference discount-type 
of approach such as I picked for now, a risk-free curve plus a liquidity premium.  That’s the one that’s being talked about 
right now. You can get at it several different ways but it looks like the accounting world is somewhat stuck on using 
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current market risk-free rates plus some potential add-on to reflect the liquidity or illiquidity of corporate bonds for the 
discount rate. Liquidity premium would reflect sort of the non-credit component of current market spreads over risk-free 
rates. Now this is getting some dialogue, as Jim was mentioning, but I think at the moment that’s still largely where the 
state of play is. And to the extent that there are guarantees embedded in contracts, generally if those are being separately 
valued or even valued within the contract they’re going to be assessed using sort of current market reference risk-neutral 
type parameters. So that’s a very different framework than we have today under CALM. So you may say well so what, it’s 
all discounting and it’s great and it just takes away any judgment, it’s easy to apply, people will like it, we should adopt it 
let’s move on.  

The key drivers of the framework: I probably made those points a bit too early but the key drivers of the framework are 
that the liability valuation is independent of the assets held and you’re probably saying why do I keep making that point 
again and again and again and again. That’s basically because that’s the key point that’s going to make this 
fundamentally different than the regime we have today. And not only is the liability valuation independent of the assets 
held but it’s going to be somewhat unique in that both the asset and the liability side will be attempting independently 
to establish sort of current market fair values of assets and liabilities. So you’ve got all the ingredients for a powder keg 
there when you apply it to an insurance contract. You’re going to be fair-valuing the assets every period with all the 
current market sentiments and then independently you’re going to be trying to determine a current fair market value of 
the liability totally independently of those assets, reflecting sort of current market type parameters, all for long duration 
contracts. And as you think that through, all I can say is: as a number of us have had to start looking at that as we do 
appropriately in terms of what it can do to value policy liabilities. I think we’re starting to be somewhat sobered by the 
results of what we’re seeing. 

So the key questions I have is conceptually while that looks like a sort of intellectually good, honest approach that’s not 
judgemental, it doesn’t really truly lead to a consistent sort of asset liability valuation in the balance sheet and one that 
actuaries, investors, regulators, rating agencies, the public, management, anyone, can rely on in terms of assessing a 
company’s financial condition.  

And my thesis or state of belief is that probably it does not. You know, I’ve learned never to be adamant but I would put 
myself on the side that I quite strongly believe that this will not lead to an outcome that will allow any users of 
statements to use them robustly.  

Now as I said, I just want to emphasize, these are personal views, not necessarily views of my company or other people 
that I work with, but views I have. I know others raise the same issues.  

What are the problems with that proposed approach? Well I guess one of the . . . There are questions both in terms of 
detail and principle and I started with a question of details first because that’s what really frustrates me about this 
process—everybody jumps into the details, they say, “Fine, it’s going to be risk-free curve plus a liquidity premium. How 
do we get to the liquidity premiums?” One of the issues in getting a liquidity premium: it’s not observable is one issue, so 
you’d need to have detailed derivation guidance, so how do you get to that? One of the ways actuaries can often get to 
that is say, “Why don’t you just start with the gross observable rate on a bond?”; if you have a single A bond and take off 
a default cost, like go top down. For some reason that I haven’t really gotten my head around, that’s considered not to be 
intellectually pure enough. You have to start with the risk-free rate and somehow have a complicated model to 
theoretically observe what no-one in the history of mankind has observed, which is the true liquidity premium. Another 
question of detail which a lot of people, especially, I think, in the accounting world, think of as esoteric, what do you do 
beyond the observable bond yield curve? Most people don’t really worry about that but as actuaries we have an awful lot 
of liabilities that have to be valued using interest rates beyond a typical observable period, 10, 20, 30 years often, and 
outside North America often observable interest curves are actually under 10 years so you’re valuing 40, 50-year 
contracts with observable rates that go out five years. But it’s very easy to get into those questions of details whereas I 
think there are some real questions of principle. When you look at it, to the extent that you’re disconnecting the asset 
and liability valuation for long-duration contracts and trying to value everything on a current market fair value basis, you 
end up with some sort of real issues around whether you have disconnected your basis of valuating your balance sheet so 
much from your business model that you don’t end up with a coherent result. You end up with some fundamental issues 
with both earnings patterns and volatility of earnings.  
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Now this is, for me, the most important slide here. And it’s the one that those of us who’ve tried to raise this issue 
consistently seem to become undone on, because people focus on the left-hand side. They tend to say, “You don’t like 
our risk-free plus equity premium approach because it’s going to have too low a set of discount rates,” and force you to 
hold too high an actuarial liability. And the number of comments I’ve read from Sir David Tweedie, who makes that 
inference about, “Oh yes, actuaries don’t want to use this risk-free approach because they want to build in all these huge 
risk premiums into discount rates, nudge-nudge, wink-wink. We’re saving the world from those aggressive actuaries.” 
That’s a discussion point but, and I think when I started looking at the discount rate issue this is perhaps the thing I was 
focusing on, but the more I . . . and it’s a valid question by the way, that if you can’t actually value your liabilities 
assuming that you can earn a reasonable spread over the long term, how can you financially afford on your balance sheet 
that you have to present to rating agencies, regulators, your public, how can you financially afford to offer long-duration 
guarantee contracts at reasonable prices to policyholders? It’s a valid question. However, the more I started looking at 
this issue, the more I thought I came to the conclusion that it’s really the right-hand side of this which dominates, which 
is you end up with a basis for valuing your liabilities which is so volatile that you effectively can’t get a coherent set of 
financial statements period to period. Your assets are being valued at fair value, your liabilities are being valued effectively 
at some reference discount curve that you’re trying to create, whether it’s risk-free, risk-free plus an embedded illiquidity 
premium, again determined on some theoretical basis, whether it’s a single A bond reference curve, AA bond reference 
curve. The problem is that you’re trying to pick one reference curve to value all your liabilities and that reference curve, 
no matter how well picked, will not move consistently with your asset portfolio and when you’re valuing long-duration 
insurance contracts, and most of the balance sheets of Canadian Life companies consist very strongly of long-duration 
contracts, you can’t get a coherent match of your assets and liabilities. You get what . . . A favourite word that someone 
once said to me when asked when talking about my work, I disagreed with it at the time, but it does apply in this 
circumstance, you get a capricious result, that the result each period ends up being capricious, it just pops out, doesn’t 
really mean anything because you get assets and liabilities moving so much from period to period in different directions. 
One of the reasons you get that is that under Canadian GAAP today the URRs [ultimate reinvestment rates] blend into 
an ultimate sort of a long-term mechanism to dampen some of the volatility beyond an observable period; not clear that 
you can get that under where they’re going with liquidity premiums, depending on how they extend the curve and risk-
free curve. 

In addition to the extent you can put some (again this is . . . I’m just raising these issues, I’m not asking people to take 
positions on them) non-fixed income (NFI) assets, at the moment you can put them in a CALM basket and to a certain 
extent you convert interest rate risk to non-fixed income volatility risk. Under an IFRS model you’d never be able to 
afford or own any NFI because you wouldn’t be . . . you’d be basically saying, “I think a basket with some real estate 
equities and a lot of fixed interest is a good way to back a long-duration contract.” The IFRS model would treat all those 
non-fixed income assets at a market-to-market basis and make you discount all the liability cash flows at the current 
market fixed interest rate, basically leading to a total accounting disconnect. The NFI time zero assets like cash but with 
a big NFI volatility. So you would really force some really sort of different decisions in terms of ALM strategies. You 
might say again, “Well, so what?” But you need to think this through, that we’re valuing generally long-duration 
contracts 10, 20 years and the impact of some of these items can lead to huge volatility. 

I did put together a little example in the package. And I think I’ve seen enough work done on this so far to know that I 
think this hypothetical example is what you will see in company . . . what you could see in company statements. So what 
I did here, just to prove the point—or in terms of illustrating the point, not necessarily prove the point—is let's say you 
had $100 billion of 10-year duration policy liabilities valued at a risk-free curve. I didn’t put a liquidity premium here, 
it’s not really that relevant, but let’s say you had $100 billion of 10-year assets, a single A bond which matches that cash 
flow exactly. So under CALM today you’d say you have a pretty good match there. You probably don’t have a lot of 
income volatility going forward. But if you value this under an IFRS model, you’re going to get a very different result 
because the liability discount curve is not prepared at all consistently with the . . . it’s not necessarily . . . it’s determined 
with no reference to your assets, so it’s not necessarily consistent. At the start of the period you might get one value but 
let’s say your spreads move by 100 basis points over the period. So basically you started by saying I’m issuing a 10-year 
liability backed by the assets, got a result, but then your spreads move by 100 basis points—single treasury curves didn’t 
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move but spreads widen, let’s say, 100 basis points. You would take a $10 billion pre-tax loss on that business from that 
one transient spread movement that you may see in the market.  

So you’d say, “That seems like a bit extreme, the spread moved that much.” You just have to look at, and I didn’t have 
time to update this to this year but you would have seen very big movements; you could see spreads widened 84 points 
in 2007, 200 points in 2008. It came back in basically close to 200 basis points over the first two quarters of 2009 and 
then they’ve moved around a lot since then. You get very, very large spread movements and in this model you get huge 
volatility in your income.  You’ve got a $10 billion dollar income event just because spreads moved by 100 basis points.  

And you can actually take this example and generalize it to whole portfolios that companies hold because the other way 
to flip this around is to think, how can you neutralize this exposure? The only way you could neutralize this exposure is if 
you went out and tried to buy 100% of the asset that reflected that discount curve. Let’s say, miraculously, the IASB say 
you can use a single A corporate bond curve (the only way you could get a result without a lot of volatility was if you had 
your entire portfolio composed of single A bonds). So is anyone going to do that? No. Is that a good way to promote 
stability onto balance sheets? No. Would the Canadian bond market survive if that happened? No, because insurance 
companies tend to be the biggest buyers of corporate bonds. The market relies on insurance companies to buy a 
diversification of bonds of different qualities and durations but if the insurance industry’s perversely incented to just buy 
one type of bond at one type of duration, you could get an irrational outcome. In fact that’s the point, and if you talk to 
people at the Department of Finance or Bank of Canada, that tends to be a point that gets their attention because they’re 
very worried about the fact that this could pervert the insurance companies’ working and buying bonds in the Canadian 
bond market. 

You could say, “This is all really nice and interesting, Simon, but why are you the only person on planet earth that seems 
to be exercised about this?” First off, I’ll assure you that I’m not, there are other actuaries in Canada who are equally 
worried about this issue. But what you need to do is take a look in your universe and say, “Why is it that we are seeing 
such results for the Canadian insurance industry where others may not worry about this as much?” Let’s start with the 
banking industry, both in Canada and outside Canada. They proved to be very effective lobbyists early on and got a 
brilliant scope out for virtually all the assets they hold which is originated assets. Loans can be held at amortized cost, 
amortized cost for those are fair value. I’m not an accountant so I don’t know how that happened but somehow they 
managed to get that into the provision. In terms of IAS 39, they’ve got an ability to value these financial instruments 
using an amortized cost model which again isn’t available for insurance contracts. So you’ve got this outcome where the 
banks have actually managed to get a totally different basis, a book value basis. Just remember, insurers are going to be 
on fair value assets, liabilities discounted at a current market curve. Banks effectively are going to be on amortized cost, 
liabilities held at book. Totally perverse outcome when you think about it. One is a very long-duration business where 
you’re trying to understand how assets will support liabilities over 40 to 50 years, one is a very short-duration business 
where you can lose a lot of money quickly. Which is the one that logically you would value with a fair value model versus 
an amortized cost model? Totally flipped around what we got, but somehow the accountants have arrived at the opposite 
result.  

Then you’d say, “OK, well that’s the banks, what about European insurers? Why aren’t they having this problem?” You 
have to remember IFRS Phase 2 was developed in Europe and the European insurance industry isn’t about to shoot 
themselves in the head, so what they did was they developed a model which probably would work for them. Why does it 
work for them? Because they generally offer shorter-duration non-guaranteed liabilities and with the exception of limited 
pockets in Europe such as UK payout annuity business, their business is really composed of adjustable products, shorter-
duration products, so they don’t have the same degree of volatility issues. Remember in Canada we sell a lot of payout 
annuities, a lot of guaranteed GIC’s, a lot of T100 or guaranteed UL-type products, a lot of products that have long 
duration with a lot of limited or no adjustability. Then you could say, “OK, what about the U.S.?” The problem in the 
U.S. is—and they may be dreaming here, they may get a rude awakening—U.S. companies at the moment tend to take a 
view that IFRS is some foreign thing that’s happening that isn’t going to impact them in the short to medium term. 
They may be naïve but unfortunately it means that they’re not looking at this issue nearly as aggressively as we are in 
Canada because they haven’t got the reality as someone saying, “This is coming to your neighbourhood soon.” They’ve 
just got it more in the background as something that may come one day.  
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In Canada why are we the ones impacted? Well, we get the fair value model that we’ve talked about but we have this 
propensity on our balance sheet today to have products which are significantly impacted by this rule. The problem, of 
course, is that you can’t change your balance sheet overnight. These balance sheets that Canadian companies have today 
will take—even if tomorrow we all started writing contracts that look good under IFRS—it will take 20 to 30 years for 
our balance sheets to work through our current blocks of business under this model, a model that just will produce 
unsustainably volatile results. 

Now we’ve another interesting issue in Canada, which is that in Canada we’ve successfully in the past, we’re very proud 
of the fact that we’ve linked our solvency regime to our GAAP regime—one unified set of statements. It’s worked 
wonderfully, it’s been held up as a model internationally but unfortunately it relies on the GAAP statements being 
coherent and we’re heading for an environment where the GAAP statements won’t be coherent, which basically means 
that the solvency framework is going to be in a lot of trouble. And OSFI (understandably, if I was at OSFI I’d have the 
same views) is reluctant to de-link with the GAAP and solvency regimes. But something is going to have to happen 
because the volatility that’s going to be embedded in these GAAP results if the model goes through cannot flow straight 
to the solvency regime because companies will literally go through cyclical periods of capital ratios which will go from 
very low to very high from period to period, a degree of volatility that would be impossible for the regulators to use to 
adequately supervise solvency. 

Now some have said that while we’ve got this TBSR framework coming along where the capital is going to be set as the 
difference between the TBSR and the reserves, so that regime should naturally allow the volatility in the reserves to be 
absorbed. That’s in some sense true but that would allow, that would require the regulator to get very comfortable with 
having levels of capital that go up and down from period to period. You think through the last couple of years of the 
financial crisis, for regulators the anchor—I don’t know if anchor is the right word, you know, the pillar that the 
regulators grabbed around—was capital; we want to have strong levels of capital. So I fundamentally don’t understand 
how a TBSR regime would help things because it only will help things if you say you’re comfortable with having a level 
of capital going up and down, and it would also require you to totally adopt a different model for TBSR from the model 
used to adjust reserves, which again is theoretically quite challenging. 

Regardless of how the issue gets resolved, the transition issues for existing in-force business are likely to be a mess and 
that, as I said, if we wake up with a radically different regime tomorrow and we all adopt our product lines and our ALM 
strategies right away it still takes 10, 20, 30 years for these things in-force to adapt to that regime. 

There’s a lot of issues to just letting the solvency model try and offset the impact of the Phase 2 model. Another item 
that’s been raised is should we be retaining CALM for solvency, just not trying to adapt the capital model but try and 
retain CALM for solvency. This is something that has been put forward but what’s interesting when you bring this 
forward is that a lot of the criticism of CALM comes out of the woodwork. And I think those of us who have mentioned 
this as an alternative in the past need to be open that if CALM is adopted, or if someone was ever to go in this direction, 
that there would probably be changes to the current regime. Clearly there are issues in the CALM regime which have 
been raised, which I’ve put on the slide here, that likely would need to be addressed in some form. Clearly people feel 
that there’s too much variation in practice under CALM today, people meaning not necessarily everyone but certain 
people in some of the fields who would have to kind of agree to this type of approach, are concerned about the wide 
practice and the fact that we need to have a narrow range of practice in certain problem areas. 

So where is it likely to go if at the end of the day Phase 2 goes through the way it’s currently written? Where will this 
likely end up for Canadian companies? For GAAP reporting, you’ll see extensive use of non-GAAP measures and Canada 
must be the one regime today where ironically the accounting regime is actually used to explain results. The investors 
accept it, the regulators accept it, the world accepts the accounting regime; any another jurisdiction you look at, the U.S., 
Europe, no one accepts the accounting regime. In the U.S. they go to this concept of operating income which really 
ignores huge chunks of what actually went through your income and in Europe they go to a completely different basis of 
embedded values. That is what you would see in Canada, so ironically the impact of adopting an IFRS accounting 
regime for insurance companies as it’s currently written would be that no one would actually explain the results using the 
accounting regime anymore. From a solvency perspective, I don’t know where it would end up but there would have to 
be some degree of change to how solvency is done right now.  It couldn’t just be GAAP balance sheet plus an add-on 
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type capital, something fairly radically different that would see through or look through some of the solvency volatility, 
just because otherwise the regime just becomes unsustainable. And from a product point of view? It’s pretty clear when 
you look, you can actually do a whole presentation on products but I think the easy way to summarize it is long-duration 
guaranteed products would likely disappear or be heavily de-emphasized, shorter-duration adjustable products would 
become the staples of what companies offer, which is a very . . . when you think about it for those of you in this room 
who work on product development or valuation, a very different world than the world we live in today in Canada.  

Anyway, those are some thoughts that I thought I’d throw out there and now we can open up the floor for questions or 
comments if others have different views. 

Dan Doyle: Simon, Dan Doyle. Simon, I agree, partially agree with you about the de-linking of the assets and liabilities 
seeming like a step backwards, in Canada anyway. I think that the regulators can deal with the solvency issues but the de-
linking of the assets and liabilities doesn’t seem like the right step. What can we do to influence IASB? Do we write in? 
Or maybe Jim you can help. What can Canadian actuaries do to influence the process? 

Mr. Doherty: That’s an unanswerable question, Dan. Maybe we should tell the audience what is happening or sort of 
what groups are out there. There’s a couple of task forces that exist out there, one chaired by Lesley Thomson, who will 
be leading the charge on responding to the exposure draft, there’s one led by me which is trying to identify issues like 
some of the issues Simon has raised and raise them with the IASB and FASB and other people like OSFI, other 
audiences, to sort of say, “Here are some of the issues, here are some of the alternatives we can consider or at least be 
aware of”. Partly education, partly advocating; we have to balance that very carefully because we need to be advocating 
professional issues only, not necessarily issues which are important to Canada, important to our industry that we work 
in, but a balance there. The IASB is developing a working group—is that right, Dave?—a working group that’s going to 
look at these issues as well from a professional Standards of Practice, so there’s a lot of people working on this.  In fact if 
I look around this room I can probably see about 15 or 20 people who are involved in it in various ways, sometimes in 
multiple ways. But we do have this issue: it’s very hard for Canada to argue that our way is the best way, even though we 
truly believe it is the best way and, not to say that it couldn’t be improved, but when we look at the alternatives you look 
at . . . I really agree with Simon’s comment, you look around the world, and I haven’t looked at every country in the 
world, but very few places actually look at their accounting, the public reporting as the way to actually look at a 
company, insurance company, to say whether they want to know more about it. So you’ve got market-consistent 
embedded values in Europe, which has its own flaws, you see in the U.S., like nobody believes GAAP statements as far as 
I can tell. The first thing the analysts do is start tearing out all sorts of stuff that’s in there to try and figure out what’s 
really going on in the business. And so my biggest concern is we’re going to have all these non-GAAP measures and 
people are going to be looking to them, and then that calls into question the whole point of what the IASB was trying to 
do was come up with: an accounting model that would actually help you compare from company to company and across 
countries. They’re getting, in my view, the exact opposite result, which just doesn’t make sense to me. Yet when I’m 
involved, as I am and Simon is and Dale is and a lot of people in this room, you almost feel helpless at times. I think why 
can’t they just think about this logically and say there should be a different model for insurance but . . . So we can 
advocate, we’re definitely responding to the exposure draft and probably in volumes; the CIA will be responding, I’m 
sure the CLHIA will be responding, I’m assuming OSFI will respond, CICA will respond and so it’s probably our last 
chance to throw in as many rational thoughts as we can to this.  

One last point before I let you go at this, Simon, which I’ve forgotten—it’ll come back—oh, my concern is this whole 
point about the deadline, like they’re under immense pressure, the IASB is under immense pressure from the G20. They 
did it again last week, the G20 said to the IASB, “Get going, get a set of international standards,” and my concern is 
they’ve got this artificial deadline, one they first of all set for themselves but now almost cast in stone by the G20. 
What’ll happen, what I fear will happen, is they will come out with something, it’ll be completely useless and they will 
spend the next 10 years tinkering with it to get it to be something like useful. That’s my last point, not that that was 
controversial. 

Mr. Curtis: I don’t think there’s an easy answer or an easy path. I think I would just encourage people to get engaged. I 
think the comment has been made that not many people have gotten engaged, so that was part of the reason I made my 
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comments today, just to try and stir things up a little bit, to make people realize there are fundamental issues here that 
need to be addressed. I think part of the problem honestly is that we like what we have in Canada and it can work, and 
even the shortfalls in CALM could be addressed through the CIA quite quickly. But it’s not saleable. I think the issue is 
it’s not saleable internationally, it relies on a disciplined highly trained profession where there’s a lot of trust between the 
bodies involved, and unfortunately those conditions don’t exist that much outside Canada so it’s very hard to sort of 
look at it, even if you like the model, to sort of propose it as a saleable model internationally. And that’s an issue, so the 
problem I think we’ve had is that coming up with that compelling alternative approach that’s not CALM but not risk-
free or some just single reference rate, no one has really hit a home run on what’s an alternative that can really grab 
people. Do you want to resign now?  

(Laughter) 

Jim Christie: Jim Christie. No, actually I’m intrigued by comments from practicing in a slightly different area but still 
affected by IFRS. Two comments first to Dan’s question. The ship has left the dock or the train, has left the station, 
whatever, on separating assets and liabilities. We can’t fight that battle. What we might be able to do (this is my naivety 
showing up now) is through the IAA, the International Actuarial Association, or some other, probably that one, design 
methods for selecting the discount rate that may come close to mimicking CALM or something close to it. Because the 
IASB has effectively advocated how they’re going to tell us to discount or how they’re going to tell us to add margins 
there, they’re looking to the professional bodies to do that, so that may be an option. I don’t know that it will be, but I 
would suggest that if you wanted to try to figure out where to spend your efforts, that’s probably the most effective way 
to get something that at the end of the day Canadian insurance companies can live with. I mean, just to give you an 
example, when I spoke to an IASB education session, the guy who spoke before me was talking about automobile 
manufacturing and the guy after me was talking about oil depletion allowances; the same guys are dealing with all these 
industries. They don’t care very much about insurance per se and they sure don’t care about Canadian insurance.  

(Laughter) 

Mr. Curtis: Thanks, Jim. I think your first point is the way to go. It’s something that people thought about a little bit, 
can you actually come up with a way to get to that illiquidity premium that somehow reflects the characteristics of an 
asset portfolio? It’s an interesting approach. I don’t think anyone’s been able to put it together coherently yet, but it’s 
something that people have advanced. But you made a very good point: the ship seems to have left the harbour for sure 
on separating the assets and liabilities, so even in that model it would likely have to be some reference portfolio, not your 
own portfolio.  

Just quickly, any last question? I know it’s late so I’m sure people want to end. One last chance, any more questions? Or 
we’ll wrap up—oh, Dave. Yes, we’ll give Dave the last word. 

Dave: No, actually I want to give you the last word. I mean, you presented a very gloomy picture up there why this 
whole thing is going to be a disaster and so we should all be in fear and trembling at this point for Canada, the industry, 
our profession in all respects. What do you think the likely outcome is of all this? I mean are they going . . . is the IASB 
going to arrive at something more reasonable? And if not, all of those terrible things you talked about, are they actually 
going to happen?  

Mr. Curtis: You know, I think that you . . . To think that we’re going to get a really coherent accounting regime from 
where we are today is a stretch; it may be better around the edges than we’re looking at right now. I think that you will 
see Canadian companies go to non-GAAP. Let me take that back. I mean unless we get something where the IASB 
comes up, does an about-face and comes up with an amortized cost model, then it’s hard to see how the accounting 
regime is going to end up in a great place. So I think you will see companies adopt a wide range of non-GAAP measures. 
I don’t know what they are right now, but you may see companies going back to using some form of embedded values. 
I’m not saying we will, but that’s for instance. I think there will be a lot of pressure on the regulatory regime because . . . 
and then that to me is the biggest unknown, how will the regulatory regime in Canada adapt to these proposals? Because 
the degree of volatility that you will get out of the balance sheet income statement couldn’t be acceptable to the regulator 
in terms of trying to regulate companies. So to me the big unknown is how will the regulatory regime adapt to this? And 
on the products, I think the outcome will be inevitable: companies will start to abandon long-duration guaranteed
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 products more and more and go to shorter-duration adjustable products. You actually have already seen that, if you look 
at the behaviour of the European companies. A lot of them have started to withdraw from long-duration guaranteed lines 
in the U.S. Axa has just sold its office UK operations to Resolution. You’re actually starting to see behaviour being 
influenced in the market. I think the product shift will occur. Is it all doom and gloom? Well, when you’re staring up it 
does look like that but I’m sure we will find a way to survive and it will be interesting time to live through. But as I said I 
think the big issue for me in Canada will be how will the regulatory regime adapt, because that’s the one I have the 
hardest time seeing through.  

OK, thanks everyone for coming to this session, I hope you enjoyed it and we’ll see you at the cocktail party. 

(Applause) 

[End of recording] 


