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Moderator David L. Neaven: We have some handouts at the front here, and my fellow panelists are eager to get going,
so we are going to start, because we would like to leave some time for questions and some discussion at the end.

It is a beautiful day and maybe everyone went sailing. Okay, welcome to a New Era for Segregated Funds: What Does
the Future Hold?

Today’s speakers will be Rick Rausch. Rick is the Vice-President of Individual Retirement Investment Services at London
Life. Great West Life, Sheldon Selby is one of the many fine actuaries at OSFI. And myself, David Neaven. I am the
Pricing Actuary for Manulife’s Canadian Wealth Management Division.

Rick will be giving us an overview of the segregated fund marketplace, before and after December 31st, 2000. Sheldon
will be discussing what we can look forward to from OSFI for this year-end, and I will be going over some details of
product changes which we have seen this year and the potential financial impact of recent market declines.

As an overview, it has certainly been a busy six or seven months. We have had year-end 2000 requirements for reserves
and minimum continuing capital and surplus requirements. These were very significant developments which attracted
a lot of attention. Some companies changed or discontinued their product lineups. Advisors and consumers have been
concerned. Life companies and analysts have been concerned. Our profession has done great work establishing standards,
but there is room for significantly differing interpretation of the guidelines which we work under.

What are the next steps for the CIA and OSFI? Have consumers and advisors lost or gained confidence in this product
segment? Are there opportunities to grow this line of business?

I will now turn it over to Rick and to Sheldon. Hopefully they can shed some light on these issues and we are going
to try to save about 10 to 15 minutes at the end for some questions. Thank you.

Panelist Richard L. Rausch: Thank you, David.

My objective today is to try to replace with facts some impressions that are left about the demise of the segregated fund
business and where it is going in the future.
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The first question I have probably got for you here is: When did the segregated fund market actually start growing as
fast as the mutual fund assets? If I can just get a show of hands in terms of who would have picked 1992? Who would
have picked 1997? And who would pick 1999?

Well, the media would claim that it was 1997, if all the publicity and attention that you have seen over the last few years,
particularly with regard to the new GIF product that was brought out in 1997 by Manulife, but the true facts are that
the mutual funds have grown from 1992 to 1996 at an annual growth rate of 33%. And segregated funds have been
growing during that period at an average annual rate of 38% per year. So, in fact, during the time period of 1992 to
1996, the segregated funds have been out-performing in growth, as a growth rate factor, during that time period.

(Slides unavailable)

If you look at the more recent years, the line in yellow is the segregated fund long-term growth rate, the long-term
segregated fund growth rate, and comparing that to the long-term mutual fund growth rate in red, you can see that since
December 1995, each year, annually, the segregated funds have been growing at a faster rate than mutual funds. In fact,
in the last three years, it has been to the tune of almost twice as fast as the long-term mutual fund market. So, we have
got some history here in terms of significant growth in the segregated fund market and a lot of attention being paid to
the segregated fund market over the last little while.

There are still continuing opportunities, I believe, for the segregated fund business, and when you look at the growing
market that we have just looked at, I am projecting that that will continue to grow. As you saw, there has been a slight
decrease in the rate of growth, but the market still is very, very healthy and has some long-term growth opportunities.

We have a very unique number of features with segregated funds that provide us with a very good fit for advisor, based
selling. It fits into a financial planning process very, very well, because of the unique features on this product which
require advice and value coming from an advisor who can provide some insight into a benefit and how it might fit into
a financial security program for consumers today. It is a very feature-rich product and that reduces the tendency to go
to a commodified product. That provides opportunity again for different types of design and options that can provide
and differentiate one company’s product from another because of these particular features.

We have seen a shifting of assets, though, over the last decade with the household financial assets moving from a heavy
emphasis on GICs and mutual funds, segregated funds and now into a fee-based particular type of product.

You have seen this grow in a significant way and the growth rate of those particular asset categories are certainly in the
direction of continuing to outpace GICs and mutual funds and the segregated fund is another factor that is another
component of the asset base that is still a very fast growing element that I believe will continue in the future.

When we look at segregated fund features, of course, all the attention has been focused on guarantees. The maturity and
death benefit. We will talk a little bit about the differences in the maturity and death benefit features and how that can
really impact the overall design and attractiveness or differentiation in this particular market.

Of course, there are also the beneficiary rights, which are very unique to this product. These provide a significant benefit
that most consumers today do not understand and do not realize. In many cases, advisors who are out there selling fund
products do not understand the particular elements of this product.

The potential creditor protection, and I emphasize potential creditor protection, because it is not always a guaranteed
type of benefit, but has to meet certain stipulations. Also the probate bypass, which can certainly have some unique
benefits to the consumer with that particular feature.

On the segregated fund guarantees, we talk about maturity. There is, again, when I talk about different design features
with regard to the guarantees, on the maturity side you can have an actual- or a quasi-maturity (e.g., ten years). In many
cases, the original segregated funds came out with maturity dates of, when they converted a registered plan to an income
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product, that was considered maturity or a non registered, and it was at a very old age. Today the quasi-maturity of ten
years is as a factor of maturity. You can have principal resets, or use the principal as the guarantee. Or you can actually
reset the maturity guarantee. Again, these are differentiating factors in design for that particular feature.

Now, some of these resets can be automatic. Or they can be voluntary on the part of the consumer, choosing when he/
she wants to execute them. Also, the frequency of those resets is another variable factor in the design. Also, of course,
the actual maturity benefit from 75% minimum, which is required to keep it as an insurance product, or up to 100%
in some cases. On the death benefit, again, we have here the benefit being based on the principal deposit or, in some
cases, a reset. If the resets are automatic or voluntary, that creates differentiation for a product and with the benefit ranging
from 75% to 100%. In some cases, there is actually a ratcheting effect on some of the increased benefits provided on the
death feature.

The potential creditor protection is a huge segment or a huge feature for a segment of the market. You have to have
the proper beneficiary requirements and the statutory rights of Québec and some of the provinces have different elements
that allow individuals to qualify for this particular proper beneficiary. In Québec, it is sort of the relationship to the owner,
whereas in other provinces, it is the relationship to the life insured. So you have to be careful in understanding those
particular differences. But again, this particular creditor protection feature can be disrupted if the owner or the life
insureds or the beneficiary is changed, and therefore it reduces the creditor protection element on that product.

There are certain exceptions to the creditor protection, of course. Revenue Canada can always get their hands on their
tax element in an RRSP or RIF from an empty estate if there is not money in the estate to pay taxes. They can always
go after the RRSP or RIF. Of course there are also fraudulent situations where individuals try to avoid having creditors
get their hands on the money in these products where they have already committed or been in a situation of bankruptcy.
Also the dependance provision, where individuals have not provided for children or support that has not been paid,
there are opportunities for creditors to get at that particular money.

So, there are certain circumstances where it is not protected. But in many cases this is a very valuable benefit particularly
to small business owners, self-employed, and in many cases, consultants. I know of many working in this field at the
CIA meeting. This is a unique opportunity to protect you from a financial situation.

The probate bypass is another special and unique feature to segregated funds over mutual funds. A beneficiary other than
the estate provides this opportunity. One of the benefits here is timing access. A beneficiary gets the money immediately,
rather than having to wait for the will to be probated.

The confidentiality is improved. There is no need to disclose who the beneficiary is and where the money has gone.
With the will, an estate becomes public knowledge. And, of course, there are cost reductions where you do not have
to pay the different legal fees, auditor fees and accounting fees related to the estate. So, again, there are some significant,
and unique features of the segregated funds over mutual funds.

It has been less than calm seas over the last few years for segregated funds and the ride has been rough for many of
us in this particular industry. But things are sorting themselves out as we see things going forward. When you look at
the market share of companies offering segregated funds over the last five years, you can see where it has been a little
bit of an up and down situation for some companies, because of the uniqueness of what has taken place in the market,
new players coming into the market on the mutual funds side and different products being offered.

So, some of us have gotten larger, some have gotten smaller and some have gone up and down during this particular
time period. It has been a tumultuous time for segregated funds over the last few years.

Another factor that has contributed to the uniqueness in the segregated fund business is the wrapped mutual funds and
this has gained a lot of attention from the mutual fund companies, naturally. They have been looking to offer their
particular mutual funds on a segregated fund basis.
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One of the primary reasons for that was, of course, they saw the opportunity that they were missing and the growth that
was taking place, as I showed you earlier, in the segregated fund market. The growth rate of segregated funds was much
faster than the mutual fund growth rate.

(Slides unavailable)

You can see here the billions of dollars that have been sold on a net sales basis, up to $3.3 billion in the year 2000,
making up almost 73% of the total net sales in the segregated fund market in the year 2000. That is coming from a 28%
net sales component in 1997. So there is a lot of momentum on the net sales of segregated funds that were using wrapped
mutual funds.

When you look at the in force numbers to the assets and buildings, you can see there again, growing from $1.5 billion
to $13.3 billion, which is almost a third of the total segregated funds in force on this basis. So again, an opportunity
here to differentiate and offer some uniqueness. However, there are implications to that, and I will talk a little bit about
that in a moment.

Since 1998, we have certainly had a lot of attention paid to the guarantees, and many of you will recall some of these
headlines in the newspapers and the media coverage of the segregated fund market. Reinsurers were shutting down new
seg fund business, beefing up capital to shoulder risks, the actuaries saying redesign seg funds to keep costs down. Just
a few of the type of headlines that were presented over the last few years in looking at the changes that were required
and some of the concerns by the regulators towards the designs that were coming out on this product.

There is definitely in the market today a tug of war relationship between guarantees and Management Expense Ratios
(MERs). What is the consumer prepared to pay for guarantees? Well, again, it depends upon what is the guarantee that
you are offering and what is the risk associated with that, and what kind of price goes along with that particular risk
factor? I do not believe that the consumer is prepared to pay an unlimited amount for just the fact that they can have
a guarantee on a segregated fund. So I want to go on record in that regard.

But there is an MER myth and often when the media quotes MERs and then compares one product to another, they
are trying to compare apples and oranges. When we look at the mutual fund world, and these are typical MERs back
in March 2000, now granted this is a year of old data, and in fact when we look at the segregated funds, things will
be changing quite dramatically over the next little while, in some cases, but I will also comment on that in a moment.

(Slides unavailable)

When you look at this you can split out loaded mutual funds from all mutual funds. You can see that if we use the
loaded mutual funds as sort of the proxy to advisor-based sold mutual funds, you can see that the MERs are in the column
on the far right. When you compare these to segregated funds, we break out segregated funds in a fashion, too, with
looking at just the normal funds and then we look at the mutual wrappeds.

I bring your attention to them in the segregated fund category, mutual fund wrappeds versus normal funds. You can
see a significant difference in the MERs under wrapped segregated fund MERs versus just the normal funds. When you
combine them all, of course, you have something in between that. But when you compare mutual funds to loaded funds
you can see a significant difference between the loaded mutual funds and the mutual fund wrapped fund product, on
the segregated fund side.

However, when you look at the loaded mutual fund and the normal segregated fund, they are very, very close. There
is not a lot of difference. The normal funds would be more typical of your traditional guarantee type designed product
that was there prior to a lot of the changes that were implemented in the late 1990s in many of the mutual fund wrapped
products.
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So you can see in terms of MER cost to the consumer, at that point in March of 2000, on a base mutual fund versus
a base segregated fund, using the advisor and using the compensation component of being included in mutual funds
and segregated funds of an advisory, you can see that they are very, very similar. Not a large disparity between the two
MERs.

Well, certainly the pressure in looking at the soundness of some of these designs, and it has got a lot of regulatory focus
and the rating agencies were interested in what was going on with many of these designs, and I am not going to speak
an awful lot to this because our other two guest speakers will be speaking more to this item, but there was a need to
look at the reserves and the minimum capital requirements.

Consequently, we have come out with, on some of our products, higher customer fees and a tighter product design than
what we have seen recently. Some of that has been implemented over the last six to nine months.

What drives the capital and reserves levels? Well, there are three elements. Of course there are the guarantee rules around
the family of funds. There are the asset classes that you are using and the available price, and the margins that you have
in your product. Again, I am not going to speak to this because both David and Sheldon will be talking more to the
particular capital reserve levels. Again, there are a number of factors that go into the ability to handle the particular
soundness of your product and the capital and reserve requirements that go along with that.

Where is the trend on segregated funds going? Well, I do believe that we will see more of the 75% maturity and death
benefit guarantees, which are not normally considered a significant risk factor and which helps keep the price down on
the particular segregated fund product.

There is going to be constraint on the voluntary reset provisions, which again are considered a very high-risk element
in the product. I expect product design to indicate that. That will also push down the number of products that you
are seeing with voluntary resets. There will be increased cost to policyholders than we are seeing in the marketplace today.
Many of the insurance companies are putting through price increases on their segregated fund product. At the same time,
many of them are redesigning their segregated fund product along the lines I have just mentioned in these other two
benefits, related to guarantees, to make sure that they have got a product that the consumer is prepared to absorb the
cost, but still at a risk factor that the insurance company is prepared to undertake.

There will be some withdrawal of the product by some carriers. We have seen that already. Today, in the mutual fund
world, they have been looking to get out of the segregated fund business because of the situation that has recently been
created as a result of the capital and reserve requirements.

Someone asked me to mention just exactly what does the Great West Life product look like. We do have a kind of a
unique feature that we designed in 1999 where we continued with our base product and made a 75% death and maturity
guarantee with a proportional withdrawal definition, with all the benefits included in the base IMF and MER. We added
an enhanced rider so that you could pick and choose whether you actually wanted the enhanced guarantees, rather than
it being an automatic portion of the product. Our experience, to date, is about one out of twenty new sales are opting
for the enhanced guarantee rider, which provides 100% maturity and graded up to 100% death benefit, with automatic
resets at ten years on that.

So, there is a price that the consumer pays in addition to their normal IMF/MER cost, and that is deducted from their
plan. It is an option, it is a rider, it is a feature that they can add or delete rather than having to have everyone pay
the same price for the higher benefit. It gives more flexibility to the consumer. As we have seen just from our sales results,
we see that this is an option that many consumers are not really looking for on the guarantee side, if they have to pay
a price for it. They would rather pay the lower price for the other benefits and features that they can receive on the
product.
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That experience tells us a little bit, too. The amount of focus that has been generated on the guarantees over the last
little while versus some of the other features I referred to on the creditor protection and the probate fees is going to
subside. We predict that other features and other benefits and arrangements within the product are going to outweigh
the attention that is paid to guarantees. The future, I think, is still very, very healthy for segregated funds but it will
just be a matter of other features being used to promote the product than focussing on the guarantees.

So the changes are inevitable. There will be more creativity in the product design, with the features that are available
in segregated funds. There will be more choices, and we are seeing that in the marketplace today. We are seeing many
insurers opting to offer varying levels of guarantees, but also other features associated with different plans under their
segregated fund product.

I do believe growth will be inevitable. We still have unique features on this product which are very, very beneficial to
segments of the market who find this very attractive and at a price rate that, when you look at it compared to an advisor
loaded mutual fund, can still be very, very attractive to protect them on probate and creditor protection, and at the same
time gain some guarantees.

So, my prediction certainly is, and we believe at our company, that segregated funds will grow faster than mutual funds
for the years to come, and that it still is a wonderful product and a big opportunity for many of us to be in this business.
Thank you. Over to Sheldon.

Panelist Sheldon E. Selby: Good afternoon. I am going to talk about the capital developments that are going to take place
this year end. But I think before we do that we should start just to have a quick review of what happened last year.

I think the first thing to note is that prior to year-end 2000, there were no capital requirements in place for segregated
fund products. In the late 1990s, the Office of the Superintendent of Financial Institutios (OSFI) became increasingly
concerned about the significant market risks associated with the segregated fund products and was determined to have
capital requirements in place by year-end 2000.

The profession responded admirably by creating a task force that developed a framework for all balance sheet provisions
pertaining to segregated fund risks. As part of their work, they made a recommendation to OSFI for capital requirements
for segregated fund factors. The task force, which is known as the Task Force on Segregated Fund Investment Guarantees,
recommendation was accepted in principle by OSFI.

The factors took into account product specific risk characteristics related to segregated fund exposures. The factors were
determined using stochastic modelling and it reflected common product types available in the marketplace. The OSFI
factors, and this differed from the recommendation from the task force, shows factors that represented a CT or conditional
tail expectation level of 95% or 5% of the worst outcomes generated stochastically.

Another unique feature of these factors relative to other Minimum Continuing Capital and Surplus Requirements
(MCCSR) is that they are a total balance sheet requirement. So the factors produce a total balance sheet requirement, you
deduct from this your net actual liabilities to determine the actual capital required. It is the only place, I think, where
that exists in the MCCSR. It is sort of a blending of stochastic versus deterministic factors.

The factors are in the form of look-up tables and they take into account various parameters of the products, such as resets,
management expense ratios, fund types, market value to guaranteed value levels, sustainable margin offsets that can be
used to offset some of the costs, and there are also adjustments that take into account concentrations of maturities within
a given timeframe. So you can get some benefits if you are not overly concentrated in any particular timeframe.

With respect to the reinsurance component on this chart here, reinsurance refers to the more common types, where you
have 100% seeded or perhaps you have a top layer seeded. The more complex treaties would have to be handled a little
bit differently. They would require OSFI’s explicit approval.
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With respect to United States products, for companies that issue US segregated products or variable products, the
institutions develop their own factors, subject to calibration and methodologies in place for the Canadian factors. The
US factors require OSFI approval. So, there are a handful of companies that have to come to OSFI, develop factors, and
have them officially approved by us.

The specific details of the factor approach is a very mechanical approach. There is some subjectivity involved in applying
it. You can find the details on the OSFI website under the MCCSR guidelines, Section 9. OSFI is very appreciative of
the work that the task force did in making the recommendation and OSFI’s approval in principle of that recommen-
dation. Because the requirements could be material for some institutions, a transitional period was put in place over two
year-ends. We are now hoping, for this year-end, that the full capital requirements will be in place.

So, that is a brief history of the year 2000. Probably during the question period I will answer some questions about some
issues that came up here in 2000.

Let us talk about what is going on for this year-end. When we are looking at this year-end there are a number of revisions
that are being put in place to rectify inconsistencies that arose in development of the 2000 factors, as well as simplification
of other elements in the capital calculation. There are a number of new developments that were also under consideration.
Work is underway in a number of these fronts. Right now, we have not finalized any of the work, but a lot of it is
underway to be finalized for fall.

One of the things is that since the original factors were developed and used data from January 1, 1956 to December 31,
1999, there is now one more complete year of investment data. We are going to update the factors using one more year
of data. So the parameters for the investment return model will now be fitted with data from January 1956 to December,
2000. There were anomalies that came to our attention in some of the factors where it showed some of the resets on 75%
showed less capital requirements than without resets under certain conditions. Some of the anomalies, now that they have
come to our attention, are being corrected. It will result in more logical results and better reflect capital requirements.

As a number of segregated funds have products with underlying US equity mixes, consideration is being given to add
additional foreign equity classes, in addition to the classes that are already there.

Table two, which is the market value to guaranteed value and time to maturity table, will be augmented to include all
the product types that are in table one, which is the basic product type factors. In producing table two last year there
were some that were not included.

(Slides unavailable)

Table three, which is the management expense ratios, are going to be simplified so that the ratios vary only by asset class.
Really, in looking at some of the differences, they were not material and it was not necessary to have the kind of
breakdowns that we did have.

In terms of a new development, I will spend a couple of minutes on this one, OSFI is going to issue specific criteria
that must be met in order to receive a capital offset in respect of capital market hedging programs. This was a commitment
we made in our MCCSR guideline in the year 2000 that we will put out specific criteria and they will be out very shortly.
The criteria are premised on a strong risk management culture, in addition to specific modelling and hedging controls.
The hedging of the segregated fund risks is very topical right now. The nature of the segregated fund risk is generally
longer term than are readily available financial options. This will directly require, in order to have a hedging program,
a dynamic process in place to manage the market exposures.

We have heard arguments from some individuals that dynamic hedging is not a viable option for this product. There
are some that view that in adverse markets, the cost and availability of options at reasonable prices is not there and the
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cost to retain the risk versus looking for external hedging programs is more cost effective. Nonetheless, there may be
institutions that do want to hedge and the guideline will outline the specific criteria that will have to be addressed. When
people see the criteria, there is a lot of emphasis on risk management, in general, in the criteria. It is a central theme,
not just with respect with segregated funds, but to other aspects of the company’s operations.

The hedging program in its most basic form, when it is presented, has to make sense, and the modelling of the hedges
have to be in accordance with the strategy that the company wants to put in place and reflect the financial pricing of
the options. It will require explicit OSFI approval. The guideline is in discussion form right now. I expect it will be
out by the beginning of August. We have got some feedback now and we are making some revisions to it.

One of the other things we are looking at, that has come to us, is in the last year-end, the US, or companies that had
US business, they had to approach OSFI to get factors approved. For this year-end, OSFI is considering, under strict
criteria, the use of internal modeling that is more direct for determination of US segregated fund capital requirements.

The criteria would likely be based on strong risk management culture, and require independent model vetting, amongst
other conditions. There may also be phase ins required. Because in the year-end 2000, the companies had to come to
us to get factors approved. They had, at that point in time, required the use of their internal models to develop those
factors. So this might be considered a logical next step in that process. We are currently investigating the merits of this
approach. So at this point the details, timing and traditional provisions, have not yet been codified or approved by OSFI
executive, but it is under discussion right now.

The intent of these modifications is to get a product that better aligns the risks, the features, and the risk management
of the products with the resulting capital. One of the things that this discussion was on was segregated funds, where
is the future? I talked to you about 2001, where we have a little better sense of taking out the crystal ball. Where are
we going beyond 2001?

I think one of the things that is really predominant in the CIA task force work is the use of internal models. It is fairly
clear at this point that the capital factors that are in place right now, will remain as part of capital requirements. There
are companies that do not have significant amounts of business and there are those that do not have sufficient modelling
tools or skills, skill sets in place or whose risk management is inappropriate to use internal models for capital. These
institutions will continue to use factors to determine their requirements.

A major theme that I mentioned earlier is risk management. Risk management is the first line of defence in solvency.
It is possible that capital requirements under a models regime can result in lower capital than produced by the factors.
This will put a greater emphasis on an institution’s risk management processes to control those exposures.

The task force’s work right now is the development of stochastic capital framework, where the results of the institution’s
internal models will determine the regulatory capital requirement. The task force will be making a recommendation to
OSFI in this regard.

For OSFI, the use of internal models for capital is not something that is new. OSFI is a regulator that regulates banks,
trust companies, pension plans and insurance companies. Some of the work that we have seen in progress from the task
force bears a strong resemblance to work that is being done on the bank side, with their use of internal models for trading,
under the Basel Accord.

Many components of that accord will likely be integral in the insurance framework. A very key difference is the role
of the appointed actuary, which is not a position that is codified on the bank side that should be integral in this process.

Just to re-emphasize the risk management component, if at some point, if the models become reality, it would require
a strong risk management infrastructure. As part of that, you will need the kind of individuals that have specialized skills,
not only limited to actuarial, to understand the specific investment return algorithms and the interaction of the actual
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investment parameters, but to effectively communicate these results of such models to senior management, the board and
regulators.

That is going to be a very key point to educate the different publics that are going to be using these numbers. At this
point in time, it is too early to say when or what form this framework will take, but it will be a very exciting and
challenging future.

Ultimately, as I said earlier, capital requirements should more directly reflect the risks and risk management underlying
the business. This work has already begun with the development of the current capital factors. Models would take it
to its next logical step. OSFI looks forward to continuing its work with the task force in its recommendation and
development of stochastic capital framework for life insurers.

Thank you very much.

Moderator Neaven: Thanks, Rick and Sheldon, for those very well thought-out and efficient presentations. I can now
guarantee that we will have time for questions at the end.

I am going to be discussing the marketplace changes to segregated funds. We have seen some substantial changes so far
this year. What has been driving all of this? I thought it would be interesting to have a quick survey, a very informal
survey of course, of the 100% total growth capital requirement that the OSFI factors were resulting in for some life
companies.

So, I picked up the phone and I called around and, on a confidential basis of course, some of the main players in Canada
were coming up with numbers like 2%, 4%, and so on. In that range, anywhere from 2% to 6%. As a 100% total growth
capital requirement.

Now, we are in a transition period, but forward thinking companies are looking past that transition period. These
numbers do not look that startling but bear in mind that at the time that this snapshot was done at December 31st, most
of these product lines had very high market value to guarantee value ratio, and most of them still do. But the markets
have come off quite a bit since then.

So, even if they do not look that severe, just doing a quick sensitivity check on the total growth capital requirement
to changes in things like the market value ratio, this is a fairly conservative example here, where I have just taken the
diversified equity fund with, this is a 100% product, and it has a market value to guarantee value ratio of one.

Now I would imagine that most of the companies underlying that survey were substantially over one at the time of the
survey. But if that ratio of one came down by 10%, we would go from case one, which is about a 5% requirement, which
is not out of line with those numbers, to about an 8½% requirement. Obviously a large, large increase. We will come
back to this later.

(Slides unavailable)

On to product changes now. Company number one is Manulife, here. The changes which we have made so far this
year are that we have ceased to offer 100% maturity benefit guarantee for new business. We now offer a 75% maturity
benefit guarantee and a 100% death benefit guarantee. We have two options on that. You can purchase a 75% maturity
benefit guarantee with two optional resets a year, or you can have a 100% death benefit guarantee with a 4% simple
escalation on the death benefit. This is still quite a rich death benefit guarantee, so even if the 75% maturity factors come
off there is still a substantial death benefit guarantee out there. Many companies, as you will see, have come back on
the maturity piece, but they are keeping the death benefit guarantee at 100%.
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We increased our fees, as Rick mentioned earlier, some companies have increased their fees this year. We were one of
those companies. We increased by, on average, about 40 basis points. We have also seen, as Rick mentioned, that people
do not seem to be willing to pay that much more. For a price differential, they seem to be interested in that 75% option.

We have made it fairly easy for people to switch, if they had 100% before, to switch to a lesser guarantee level. We have
seen a substantial amount of that switching, where people are opting for a lower fee. On our newer version, the 75%
guarantee, basically it is at the same charge as the old 100% maturity benefit guarantee was, but the death benefit guarantee
has not changed.

As you would expect, we had some reaction to these changes. The first reaction was by our advisors. There was some
relief at the moderate increases following what they had seen some other companies do. There seemed to be some initial
knee-jerking going on by some fringe companies that withdrew completely or had very, very high increases in fees. They
were glad to know what was going on before this RRSP season.

Some would still like the option of 100% guarantee, even at that higher MER level, but we are not offering it to them.
We have seen some popularity coming from other than segregated fund products this year. We really do not think that
we have given up much market share at all to other seg fund carriers, but it seems as though the seg funds themselves
seem to have lost some of their pizzazz this year. Of course advisors are saying the products are complex, very complex.

I will quickly go through what some other companies have done on a no names basis. As I said, we were not the only
ones to have some substantial changes. This first company, company number two, they had been offering 100% maturity
and 100% death benefit guarantee product, with quite a few resets. They have now moved to a 75% version, with no
resets. 75% maturity, 100% death, with two resets. They still offer the option of the 100% maturity and death combination,
but it is only available on a portfolio basis, or an asset allocation basis. They have introduced some new funds, but very
substantial increases to the fees for this company. One hundred basis points, on average, with a maximum of 190 basis
points.

(Slides unavailable)

Here is another company. I will just quickly go through these companies. You have got it in your handouts. This
company did not change the guarantee structure at all, but it did have substantial MER increases. You will see there are
very high MER increases. That is 290 basis points for a Canadian/United States equity to 410 basis points, and on. They
are aggressive funds. They went from about 350 up to 500%. Sorry, 500 basis points or 5% a year. So very large increases.

Company number four are still offering the 100%, 100% product. But word has it they will be moving to a 75% maturity
product. As Rick mentioned, we think over time we will see more companies that are offering the 100% move towards
the lower guarantee level. On the 100% product, they also had a very large MER increase from 2.8% up to 4.1%, so
130 basis points. Their other MERs are also quite high. So the question is, will people pay 4.5% MER?

Company number five is still offering that same version of the product, 100%, 100%. Very modest changes to the MERs.
We expect that they will also be moving to a 75% version.

Company number six, I am almost done the count through the companies here. They previously had a 75%, 75%
product so that has not changed. They have launched a lot of new funds. Their 75% guarantee MER was kind of in
line with what we are seeing now with some other companies. So they are really seeing some rationalization of charges
for various guarantee levels out there. They do offer a 100% version for anywhere from zero to fifty basis points extra.

Company number seven, once again they have moved away from the 100% maturity benefit guarantee product to a 75%
product. They are offering some new funds. They have done an MER increase of about 35 basis points on average.

Company number eight, no change to the guarantee structure. They are at 75% to begin with.
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Company number nine, they have not changed their guarantee structure. They have always had fairly substantial MERs.

So, I’ll just bring you some other companies. We saw Trimark and Dynamic, now I am naming names because they
have simply left the market. That is easy enough to figure out. Dynamic, CIBC and AIG have left the market completely.
Standard Life, as far as I know, they have not made any changes whatsoever to their product lineup.

So we have seen more than a few changes and some of them very large, very substantial changes. We also saw some
of these companies going so far as to offer clients that they would waive all surrender charges if they simply took their
money out of the product. Obviously, that would be quite costly, so any company doing that had a view of this, of the
capital and reserving requirements, just being prohibitive.

What will the future hold? Well, first we had MCCSR requirements. They were new for us. And then we had reserve
methodology changes at the end of the year. If that was not enough to keep us busy, lo and behold, or maybe it was
just bad luck, as soon as those things happened, as they were coming down the pipes, markets themselves turned around
on us.

So, looking at this chart, all it is, is a simple ranking of the TSE 300 returns. I have just gone back to, if you look at
the bottom of the table here, those of you in the back cannot see it, but take my word for it, if you look at the one
month returns going back to January of 2000, and in all of these rankings I have only gone back to 1984, so I have
not done the full data set, but it is indicative. If you went back to 1956 or so, you would see something of similar type
pattern here.

Whereas 15 months ago we were riding pretty high that the cumulative six month returns were right at the top or the
second last column. They were at the first percentile level. So that was really doing well. And then things changed
quickly. In August 2000, we were still in the very nice position of being in the positive end of the tail in terms of
investment returns. And then all of a sudden, look what happened.

By February of this year, we are at the other extreme. In 8 or 10 months we went from being the first percentile to 100th.
Remarkable. Once again, I did not have all of the data in this. I went back to 1984, but if you went back to 1956 you
would see maybe it would be 99th percentile and the other one would be the 10th percentile.

So what will the future hold? I certainly agree with Rick, that we are moving away from high levels of guarantees. With
the TSE being down about 20% from last June and we have seen, so far this year, I am pretty certain that most diversified
blocks of segregated funds in Canada would be down about 10%, in terms of their market value to guarantee value ratio,
from the end of last year.

Now bear in mind, they are not starting from a ratio of one, as I did in my example. But still, when the transition period
is over at the end of this year, and unless the market recovers that we all know will happen very soon, unless it happens,
there was total gross capital requirements of 2% to 6%, well they will likely be going up.

Are advisors convinced that all the product changes have happened? I am not sure. Not all of the companies have made
changes. Some will not need to. Others might have made just a partial change because they were waiting to see what
would happen during the transition period. Certainly with the big declines this year, management is going to want to
know what is going on.

Are the fringe players gone? Are only the long-term players here to stay in this market now? I would think so. And
that is it and we have fifteen minutes for questions. Thank you.

Mr. Gordon B. Challes: I have a question for Sheldon. You talked about the 2001 requirements changing. Any idea when
we are going to see the new factors and adjustments, so we can adjust our work accordingly?

Panelist Selby: We are going to try to have it out by the beginning of September.
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Mr. David Fihrer: Sheldon, I hope that David told you that you were going to get attacked with this one during this
session. You did not mention, and you might want to be brief, but we found some inconsistencies in the tables,
particularly at the higher multiples.

Panelist Selby: Yes.

Mr. Fihrer: Is this going to be looked at?

Panelist Selby: We are actually looking at all this. Any issue that was brought to us before is being revisited right now.
I am not sure we will change all of them, but we are going to look at them all.

Mr. Fihrer: Okay. Another item is that regarding the available offset calculation, I know you based your paper on the
CIA task force paper, but there is really no guidance on how to apply and how to actually come up with the actual
offset number at the end of the day.

We were wondering if you are working with us and with the task force on actually improving the guidance in that
section. We have spoken to some of the companies and it seems that possibly every company is doing something different.
Probably not too different, but some companies are doing things very differently, basically because there is no guidance.

Especially as I am sure that other companies do not want to be caught in the situation where you bring along guidance
in a few years, and we have found that we are not doing what you want us to do. So, have you thought about that
and are there going to be any changes there?

Panelist Selby: I guess the closest work I have seen on it is that the offset was supposed to be determined as the amount
that you would have sustainable offset available in an adverse scenario. There are different ways of doing it. Whether
you use the CT, the actuarial liability CT or the ones that determine the factors to do it, other people have done it
differently.

I think it became a Committee on Life Insurance Financial Reporting (CLIFR) issue, actually, the determination of it.
What I am going to do is I will make a note of it, and see if it is something we can look into.

Mr. Fihrer: Well, the question is, are you going to end up relying on the CIA, either CLIFR or the task force, or would
you go about and set the recommendations yourself? Or just leave it up to the judgment of each individual company?

Panelist Selby: I think we will look at what the task force does, because that has been sort of a good source for us, with
their recommendation. Substantially, we do accept their recommendations. We have made some changes to them. If that
is not sufficient, then we will have to revisit and see if there is any additional wording or clarity that we should put
in.

Mr. Fihrer: Okay. And the last question is regarding bringing in our models. I know we have done some work, I know
Manulife has done some work. But the substantial difference between the OSFI factors and our own models are much
what another company has done. You have said possibly in the future that something might happen. Can you give us
an idea of when that might happen?

Panelist Selby: At this point there has been no decision on the bringing in of internal models other than the discussion
for this year and possibly for US factors, because that work, as I said, was substantially the company had to use their
models to come up with the calibrated numbers for OSFI. Initially they used their models.

For the more general model approvals, there has not been a timeframe set for it. One of the things we are waiting for
is we will see the task force is going to make a recommendation of stochastic capital framework. So, they are going to
meet some of the OSFI senior officers there. Then it will take its next step to see if it is viable in an implementation time.
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That is why at this time we really do not have a timeframe in mind. So, I could just guess at one the same as you could.
But there are some immediate things happening. The task force is coming to OSFI with a recommendation shortly.

Mr. Thomas G. MacKinnon: My question is for Rick and David.

Just recognizing the kind of unbundling of the product that we are talking about, and the increasing MERs and the
seg fund. My comment is more directed towards the base MER. Strictly investment management fee.

If we look at mutual fund businesses in Canada, and compare them to the United States, we find that companies in
Canada trade way higher than companies in the US, and part of it is because of the considerably higher investment
management fee that Canadian companies charge versus the US companies. I assume something like scale height, and
that is certainly recognized in the prices that MacKenzie and Trimark were bought for, versus some of the acquisitions
in the US.

Now, recognizing that scale obviously has something to do with the difference in the MERs between the Canadian and
the US companies, I am wondering if you could comment a little bit on a trend that you have seen in some of those
base MERs, and the impact of a consolidating marketplace and how you think that might affect the MERs.

Could you elaborate a little bit on the difference between what you see in the group and individual business, in terms
of those MERs.

Panelist Rausch: I will take first crack at it, and you can follow up. When you are comparing the US to Canada you
have to be very careful because of course down there they have, in many cases, the MERs that we are looking at here.
And I pointed that out on my slide, which showed the difference between the mutual funds, sort of the direct basis,
or all funds, versus just the advisor based. Because the advisor based has a heavy element of compensation to the advisor
built into the MER or into the IMF and MER, ultimately.

You do not have that in the States. And many of them are sold, essentially, on a direct basis and in many cases even
a lot of the administrative work is handled by the dealer or the advisor. In the regulatory environment, it is somewhat
different in terms of what is required to submit. Financial reports and statements and things of that nature, there are
different options down there than there are here in Canada. So, there are significant differences between the US and
Canada.

I believe you are going to see that the MERs, the base MER on a segregated fund, are pretty stable, in general. If you
have a 75% guarantee on the maturity and a 75% on the death, you have got a pretty good mix of business. You have
to factor in all the mix of business and things of that nature, you do not want to have emerging market fund, that is
going to have a higher cost than just on a balanced fund type of thing.

But taking a normal diversified portfolio, you are going to have a very marginal cost for the guarantees. So what you
really end up with are very marginal differences between your segregated fund and mutual fund for an equivalent
product. I think the competition is going to drive that.

But I think another thing that you are going to see in the marketplace is the additional features of creditor protection
and probate fee bypass. Those are worth something to the consumer. Companies may be saying: I want a premium for
that, and be able to get it, because of what the market will bear.

You are going to see some dropping of MERs in the mutual funds. I think the segregated funds will follow. Will you
see the segregated funds lead? No, I do not think you are going to see the segregated funds lead that particular decline,
it is going to come from economies of scale and other perhaps substitute products that may pressure us on the MER drop.

On the group side, today there are significant differences between the group and the individual product. A large part
of that is, again, compensation, and other parts of it is they are prepared to take a smaller cut on it because they are
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selling bigger cases. They do not have the same administration costs in many cases. But I think there is a factor of
differences in attitude towards the margins in that on that product.

Moderator Neaven: I have nothing to add to that, Rick.

Any other questions? David Fihrer already asked Sheldon the two questions I had of him. I will not bother asking him
again. You know what they are Sheldon. Our own model? We just keep asking that one over and over. We are ready
to go.

Panelist Selby: I know. Again, things do take time. We want to wait for the task force to make their recommendations.
So there has to be some work.

Moderator Neaven: I am just wondering, how are you on resourcing at OSFI? This sounds like a large undertaking.

Panelist Selby: I think we saw how they are doing it on the bank side, and they only needed a few people, because
a lot of the work you have to present is independently vetted from your side, so we would look at those results. We
can also use consultants like they have done on the bank side. There actually is a model in place at OSFI that has worked.

Mr. Fihrer: Just the fact that most people think the capital effect is a little bit too high. You actually mentioned the banks
and the mutual funds. Do you not think that we are now in a non-level playing field situation where we now have
to hold the extra capital?

I think the base level of capital, based on our models would probably be okay holding that level. But the fact that we
are holding possibly double that level, whatever the number is. Choose a number and double the level.

The extra cost of that capital, you do not think we are actually hurting the entire industry because of that? We just worry
that it will take too long and we want to actually be able to get back into the market and we could actually hurt the
entire industry because it will be small enough that we could be more severely impacted by major market fluctuations
because we will not have the spread of maturity dates and age spreads and product spreads. I think that is one item
that the companies really need to bring to your attention, that the longer we take, we could end up being in a worse
position.

Panelist Rausch: I recognize some of your issues. That was sort of the timeframe in mind. Just considering the US models
is significant. Last year you had to calibrate back, essentially, to the factors that were there. By allowing the US there
will be more recognition of your own. If that works successfully, that may set the stage for what you are talking about.
It may not take, I said beyond 2001, and we are halfway through the year. We do not know, it may not be years away.
I just cannot answer at this point.

Moderator Neaven: Any other questions? Comments? Going once, going twice. Okay, that concludes this session. Thank
you very much.


