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Moderator Hugh G. White: My name is Hugh White, and you are fortunate enough to be in Panel Discussion 22:
Consolidated Standards of Practice (CSOP) for Property and Casualty (P&C) Insurers. This, many of you will recall,
is a reprise of a similar session that we did this time a year ago, and our discussions at the time were on the contents
of what was then a discussion draft on CSOP for Property and Casualty Insurers. We now have progressed with some
alterations to an exposure draft, and the purpose of today’s session is, in essence, the same as last year’s – only to receive
views and have a useful discussion on the updated version. In order to have consistency – which we prize above all
things – we have the same panelists from last year, as well as the same chairperson. The panelists, as you can see, are
Claudette Cantin and Elaine Lajeunesse, who will combine to provide the content of today’s session.

We are very interested in making sure that we get, and accurately record, all of the feedback that we receive on this
session and so the session is being recorded, as well as being translated here. We have microphones on the floor that
I not only encourage but I think I will find it necessary to insist that you use so that we can capture your remarks. I
ask that you please state your name in the course of presenting any questions or observations that you have. Speaking
slowly and distinctly would also be an advantage to us when the time comes to relay and transcribe this session.

I have now a couple of points of content to deal with. I have received a charge from Charles McLeod, who is the member
of the CSOP committee responsible for this particular segment of the standards of practice. Unfortunately, Charles could
not be here. The exposure draft that we are discussing was distributed to members in March of this year. The changes
from the discussion draft were underlined in black and they reflected comments by the members and from all four of
the insurance practice committees. These are the Committee on Life Insurance Financial Reporting (CLIFR), the
Committee on P&C Financial Reporting, the Committee on the Appointed Actuary, and the Committee on Capital and
Risk Management.

For those of you who may not have completely worked out your thoughts and reactions to the exposure draft today,
I should point out that the deadline for comments on the exposure draft is July 15. Any comments that come after today
should be sent to Charles by mail, fax, or e-mail to his address.

What I would like to do is to quote from a section of the letter that was sent out with the exposure draft by Geoff Guy,
the chairperson of the Practice Standards Council. The matter that we are trying to cover is the question of application
of General Standards versus Insurers Standards during the period of transition. So, I am going to quote and then read
the resolution that was used to pass the General Standards and the practice-specific standards that have already come
into force. “For the time being, the General Standards do not apply to work governed by existing insurance, actuarial
evidence, and transfer value practice-specific standards. In these situations, adoption of general standards is permitted,
but only to the extent there is no conflict between the general standards and the existing insurance, actuarial evidence,
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and transfer value practice-specific standards of practice. These three exceptions will cease when final CSOP practice-
specific standards covering work now covered by these existing standards are in effect.”

The Practice Standards Council (PSC) passed the following resolution: “Having followed due process, the English and
French versions of the General Standards are hereby adopted effective December 1, 2002, and shall be mandatory for
all actuarial work in Canada, but shall not be mandatory for work governed by existing insurance, actuarial evidence,
and transfer value practice-specific standards until further notice. However, as of December 1, 2002, the General Standards
may be followed for work governed by existing insurance, actuarial evidence, and transfer value practice-specific
standards, but only to the extent that there is no conflict between the General Standards and those existing practice-
specific standards that are still in force. The implementation of the general standards prior to December 1, 2002, is
permitted, but only to the extent there is no conflict between the General Standards and the existing standards in any
practice area.”

The objective, as I mentioned earlier, is to receive all comments on the exposure draft by July 15. I am told it is the
aspiration of those involved in the process to complete the promulgation of the insurer-specific standards before the end
of 2002, although that is not to say that they would be effective by year-end 2002. So, with no further ado, I am going
to try and power up the presentation that we have here – the slide show – and let Claudette take you through the portion
of the presentation for which she is responsible.

(Slides unavailable)

I remind you, again, please speak through the microphones and state your name.

Ms. Claudette Cantin: Good morning. As Hugh mentioned, this session is a repeat of a year ago and so we are going
to try to highlight what has been changed and what may be remaining as issues. But first, I will give you just a brief
reminder on the structure of the standards and the changes. I will cover some of the issues and Elaine will cover the
last part.

So, the standards, as you should know by now, consist of the General Standards and the practice-specific standards, and
the General Standards will apply in all areas of practice. Hugh has given you the update on the transition period; and
the practice-specific, or the standards that are applicable to us right now, are the insurance standards. The standards are
recommendations and other guidance. The recommendations are shown in italics and the other guidance supports and
expands on those recommendations. I just want to remind everybody of that. Given that we now have some standards
that are in their final version, I think it is important to remember that. So, the General Standards are final and this is
the section that we have worry about. It contains the insurance standards, and the P&C section is Section 2200. For the
issues, we have tried to refer to the actual section to make it easier.

I have the list of standards that are intended to be replaced and all of these are going to go when the exposure draft
becomes final: The Standard on P&C Financial Reporting, the Standard on the Provision for Adverse Deviations (PfAD),
the Standard on the Appointed Actuary, and the Standard on Dynamic Capital Adequacy (DCAT). As we have heard
for probably the last 15 years – or almost as long as I have been in the profession – the project was not to change the
standards and was to minimize substantive changes to the current standards of practice. The Committee on Property and
Casualty Insurance Financial Reporting (CPCIFR) has reviewed them.

There were two changes that I thought were worth highlighting. The Committee on P&C Financial Reporting agreed
that, although these might sound like significant changes, they were worth doing in the context of changing the standard.
So, all of the illustrative guidance is being taken out of the standards and moved to educational notes. So, we no longer
have those long lists of consideration in any of the standards. Also, the actuary’s estimate of the liability is now equal
to the present value of the cash flow rather than “at least as great as.” That is a fairly significant change. If you read
the standard in the representation section, that means you should have notes to the statement in case (and I understand
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that you might find this in some companies) you have liabilities that are much greater than what the actuary estimates.
The Committee on P&C Financial Reporting agreed to these changes and felt that this was good for the profession.

The definition of “insurer” is in section 2110, 02, 03. This was an issue that has been there for a long time and this
is new. This hasn’t been incorporated into the exposure draft, but I had a discussion with Hugh White who has
mentioned to me that this will be changed. The proposed change right now is to add the term “automobile insurance”
to the wording. We will also talk about the reservation on reporting, the term of liability, and the taxes. Those are the
four issues that, in my mind, are the most important ones right now. Then, we will cover some smaller issues that have
either been addressed or we feel are okay to leave as they are.

The scope was that there was no specific mention of automobile insurance and the issue was that with the increased
accident benefit added, to give consideration to the life and health standard, it might be onerous because we use a P&C
technique for that. So, we have proposed to change section 2102 to add insurance to it with respect to both – for example,
automobile insurance. Also, on the other one, which was to cover short-term insurance, like travel insurance, it was felt
that there could be other types of policies where it was important to other short-term insurance sold by property and
casualty insurers. So, in my mind, these changes will cover the problems that we have with the scope of application of
these standards. But I will welcome any comments on that.

Does any one have any comments at this point on that one?

The other one is the reservation on reporting. This one states that “the policy liabilities are greater than those calculated
and reported by the actuary unless the notes to financial statements provides sufficient disclosure and the rationale for
the greater liabilities.” So, you should have a qualified opinion or representation in your opinion if that happens. The
problem was with the premium liability. Because of the restriction we now have and the way premium liabilities are
calculated – the unearned premium, the premium deficiency, and because of the maximum on deferred policy acquisition
costs (DPAC) – in most cases, we have premium liabilities carried in the statement that are higher than what the actuary
would estimate. So, this would mean that, for a lot of P&C statements, we would have a qualification on the premium
liabilities.

So, our proposed solution for premium liabilities is the opinion of the appointed actuary will not need to be qualified
with regard to the carried premium liability being greater than the actuarial premium liability, except when a premium
deficiency exists. In this case, the carried premium deficiency should not be materially different from the premium
deficiency calculated by the appointed actuary. So, we won’t have to qualify as many opinions as the other wording
would have required. This is still not reflected anywhere. It hasn’t been approved anywhere and so this is a recommen-
dation of the Committee on P&C Financial Reporting and it is going to go to the Committee on the Consolidated
Standards of Practice (CCSOP).

The other one is the term of liabilities. (We have mixed the order just to confuse you. Actually, if you have the handout,
it is not in the same order as it was.) So, the standards right now in section 2130.21 says that the term of the liabilities
of the P&C insurance policy ends at its expiry, which is usually within one year of the balance sheet date unless the
policy has been cancelled. The second point, which is the point where some of us have issues, is that there is an insurer’s
commitment to renewal or extension, in which case, the guidance for life and health insurance policies may be useful.

So, the way I read it, and some other people read it, is that, if you have an offer to renew – which is the case for property
and casualty insurers who issue their renewal offers 60 to 90 days ahead of time – it forces insurers to carry a premium
liability where the offer to renew has been made prior to the balance sheet date, even if the policy is not in force. That
is where I personally have a problem. If the policy is not in force, I don’t see why we should carry a liability on the
balance sheet. Plus, it would change the accounting rule. So, this is an issue on which I am not sure where the Committee
on P&C Financial Reporting stands right now. I think it is mixed. To a large extent, I think it is a question of
interpretation, and, actually, Hugh you might want to add something on that. We had a discussion this morning on
that issue.
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Moderator White: This can get a little bit philosophical – in the way that only accounting treatments and presentations
can – but I think the distinction that is being made in section 2130 potentially refers you to (for us) the never-never-
land of life and health guidance. The reference to renewal or extension, and the nature of the way that P&C policies
are usually viewed is that they have a discrete commencement and expiry date. To allow, for administrative purposes,
the smooth operation of the business, documentation is sent involving commitments to renew – or ostensible commitments
to renew – on an all-other-things-being-equal basis from the insurer. In fact, cash may even enter the bank account of
the insurer on automatic fund transfers. The policy itself and the consequences of the in-force state of the new policy
often will not have taken place as of the valuation date.

My own view on the subject is that the reference to extension has to do with an existing policy. If the reference to a
renewal here is to be interpreted in such a way as to require actual valuation of the exposures represented by cash taken
in advance from documentation issued in advance, I think this is probably a mild perversion of what would be
appropriate practice. The actual exposures have not been assumed by the company at that point in time. I realize that
there are not only contrary interpretations of the words as they are stated, but also contrary interpretations as to the right
way to account for these things. But that would be only my point of view.

I think that Claudette and I are on a similar wavelength there, but we are only two amongst many. There are several
people who want to make comments. Please use the microphone.

Mr. James K. Christie: The point you raise is in section 2130.21 but it also arises in sections 2130.03 and .07. It is in
section .03 in italics and so it is a requirement. It says, “The relevant policies for the valuation are those which are in
force at the balance sheet date including those whose issue is then committed or which were in force earlier and which
will generate cash flow after the balance sheet date.” The important thing, in my mind, is the phrase “including those
whose issue is then committed.” As you mentioned, and, in fact, is required under Ontario insurance law for automobile
policies, at least, policies must be renewed at least 45 days in advance if they are sold through brokers and at least 30
days in advance if they are sold directly to the public. So, the company is obligated to issue those policies in advance,
and, in many cases, they would actually be starting to take money out of the account. It is a negative-option type. Get
the offer to renew, and, if the individual doesn’t do anything, the policy is assumed to be in force. So, there is a clear
commitment.

Now, the practice right now for P&C insurers is not to recognize these as policies in force, or unearned premium. If
it shows up on the balance sheet at all, it shows up as premiums collected in advance as a liability, and the corresponding
asset, of course, would be the cash. So, what I am concerned about is the way the standard is being written right now.
It is imposing a change upon us that may or may not be the right way to treat things. It is a change from the current
standard of practice and it is certainly a change from the current way for which these things are accounted in P&C
financial statements.

Moderator White: I will just make a quick comment before Ron and Ken speak. I don’t recall the number, Jim, but it
is the one that says “for whom renewal commitments have been made,” and I believe it is intended to deal with situations
where, in fact, for administrative purposes, the policy is in force, but you haven’t been able to issue the documentation.
So, an agent has received money and has said, “Your life is insured or your health is insured and the policy will follow
in the mail.” But the date is as of the date that you signed your name on the dotted line, and so you can’t escape having
made that commitment even though it may not have gone through the company’s computer system. We will need some
clarification of these things and we should, perhaps, refer people to the section 2130.22. This is where we talk about
the policy liability as a relevant policy with all of that policy’s cash flow after the balance sheet date, except for cash flow
from premiums, benefits, claims expenses, and taxes which are incurred after the term of the policy’s liabilities.

Well, if the policy has not yet come into force, then I would argue that this could be interpreted as saying that there
is nothing there for which you need to be keeping score. And if you have cash on account for a policy that is not yet
in force, it is accounted for exactly the way that we would like to account for it. My view is that if this requires clarification
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in the wording then, by all means, clarification of the wording should be sought in the same way that we introduced
automobile insurance into the description of what constituted property and casualty insurance for the purposes of the
standards. It wasn’t made sufficiently clear in the earlier version that automobile insurance was intended to be captured.

Mr. Ronald R. Miller: I agree with what Jim said. This would appear to be a change as you point out with subsection .22.
Depending on what “incurred” means, it seems to me that the problem is much bigger than just the policies that have
been renewed in advance. For instance, in Ontario, for a five-passenger auto, you basically have a commitment to renew
forever. The policy expires on an expiry date, but you can’t cancel and you can’t fail to renew it except under certain
filed circumstances. Basically, your book has to go on and on and on as long as the insured cares to take up a renewal.
How on earth would we handle that? That is a huge change. I mean what should we suppose? Do we suppose that
policies will go on for an average of 10 or 15 years into future and try and project all kinds of cash flows with that?
I don’t know what to do with it.

Mr. Peter L. Lindquist: I can’t help looking at that clause on the top “in which case the guidance for life and health
insurance may be useful.” What do those guys do with things like this?

Moderator White: Well, Ken will tell us.

Mr. Kenneth T. Clark: You have raised the point that I wanted to make. The discussion, so far, is a bit misleading in
that this requirement, which is now in the draft, is to take account of the renewal and applies only if it is going to generate
a loss. If it has an adequate premium, you would not do anything. That is the gist of the guidance in the life and health
section.

Now, that may or may not make a difference as to what we should do with this thing. If you feel that even if it is limited
to policies that create a loss, it is too great a change in existing practice, then my personal view would be that it is a
desirable change. That is because, I think, if the insurer is committed to incur a loss, that should be reflected in the
insurer’s balance sheet. But any change of significant magnitude should go through more due process than what we have
with this.

Mr. Christie: I would like to comment on several comments that have been made. First, Hugh, I think it was you who
said that we have to recognize policies that have been committed to but haven’t actually been issued. Well, the paperwork
has to be done, of course. A glaring example of that right now is the World Trade Center insurance policy, which still
doesn’t exist and is subject to litigation, but is clearly on somebody’s books.

To answer Ron’s question about how far into the future you go, I can point to the approach that the International
Accounting Standards Board have taken with this. They have essentially said, for renewals, you only have to reflect those
in the balance sheet and income statement of future renewals where there is an anticipation that you are going to lose
money. So, if you get to reprice the product every year as you do with auto insurance – at least, in theory – and you
can price it so that you can make a profit, then you would not reflect the future renewals. The exception is when you
are in a situation – in which you might find yourself occasionally – where you want to get out of a province or a state.
If you can’t because the regulators won’t let you get out, you then have a commitment to lose money and you have to
quantify that.

Regarding the point you made earlier, Hugh, to clarify things, it would be great if that was what was intended. That
is, it means only the policies that are really in force but haven’t actually been issued that you have to account for, but
I don’t read that in here.

Having not read all of the life standards, I didn’t read what Ken told us, which is that I only have to worry about the
policies where there is a loss anticipated. Now, that makes sense to me. In fact, I would support the wording here if
it weren’t that it is a change in practice. I think this is a good approach but it is a change in practice. So, what I am
suggesting is that we have to get around this for now and put it on, as Jim Paterson said, our wish list. We can try to
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make this happen, but, right now, we have to reflect the reality of what is going on which is that this is a consolidation
and not a change in standards of practice.

Moderator White: My personal reaction is that this is sensible. To me, the one other cheering but also complicating
observation is that the number of occasions in which we will observe what we would define as a “premium deficiency”
(i.e., we are going to take a loss) depends on whether or not we value the future costs in accordance with accepted
actuarial practice or in accordance with the constraints of the regulatory regime that we have. The regulatory regime that
we have is bad for claims and worse for premium liabilities in that we are not allowed to recognize the time value of
money.

Regarding the prospects for the introduction of discounting, I am not completely clear about it. This would appear to
be “yes” for claims and I am not sure whether or not discounting is going to be permitted for premium liabilities. But,
if it is, the materiality of the recognition of the prospective loss on cash drawn from individuals’ bank accounts on
premiums issued in advance may not, ultimately, end up being a material amount. But, nonetheless, if the profession
in general is unhappy with inadvertently introducing a change in accounting practice, then our wordsmiths should, I
think, consider dealing with that.

Mr. Christie: Hugh, whatever we write will not change accounting practice. It may just make actuarial practice at odds
with accounting practice, which means that we will have qualified opinions.

Moderator White: Richard has been waiting patiently.

Mr. Richard Gauthier: I have two things. The first one is, of course, that this would create additional liability in the
balance sheet, and we have just gone through an exercise of minimum asset test (MAT) to minimum capital test (MCT).
I am not sure if, in the creation of those tests, these kinds of changes were actually taken into consideration.

The second thing is, in reading this, I say, “All right, at year-end, there is a commitment to renew. I have a company
here who intends to stay in the Ontario auto business this year, and, as everybody knows, going from unprofitable to
profitable, I require a fair amount of time in the province of Ontario in terms of changing my rates. I have a commitment
from my board of directors, and senior management that says, in the Ontario business, we are here to stay. We are going
to renew my in force policies for the foreseeable future (i.e., we are not exiting).” Does this mean that, at year-end, I
am saying, “Well, it is going to take at least 18 months to turn this ship around and I will incur losses and my decision
to stay in this business means that I am going to incur losses over the next 18 months?” If you broaden the commitment
to renew and it also means a commitment to staying in the business, all of a sudden, I can end up with a significant
amount on my balance sheet in one shot. So, I have a lot of difficulty with this particular clause. I think it is a huge
change. I think we are going to surprise a lot of people very quickly and have a lot of people very angry at us if we
start moving forward to something of this nature.

Moderator White: It looks to me as though it is a simple removal of the phrase “insurer commitment to renewal.” I think
the commitment to extension is properly captured, but if “commitment to renewal” were removed, the issue that Richard
is describing would have been dealt with. So, that is something we should make sure comes out of our reporting of today’s
session.

Ms. Cantin: We will also have to address the fact that, as Jim pointed out at the beginning, section 2130.03 is in italics
and says “include those policies whose issue has been committed.” We will have a problem there.

Mr. Linquist: I have one last thing. One of the problems with going through this in sequence is that, sometimes, lawyers
tend to hop around, and I am sure lawyers had input in this. In section 2230.01, the definition of “premium liabilities”
specifically says, “on account of the policies in force at that date or an earlier date.” The commitment to renew means
the policy isn’t in force yet. So, the definition of premium liabilities in the P&C-specific section doesn’t include what
we are talking about here.
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Moderator White: This is part of my own observations about what we were attempting to accomplish, or the drafters
were attempting to accomplish, because my fingerprints are not on this. So, we have to make this useful for the profession.
We have to make it useful for the segment of the profession that is practising in this area and we want implementation
of something that will work. The purpose behind the consolidation of the standards was consolidation, and, ultimately,
improvement. To the extent that this has to be done in stages, then, by all means, let us complete the process of stage
one.

Claudette, you have been hijacked and you may want to move along.

Ms. Cantin: I think I can conclude that we have two things that negate the terms of policy liabilities. One is section
2130.22, which talks about incurred after the term of the policy. That excludes things incurred after, and the section
to which Peter just pointed seems to negate the other one. So, we will just record that and I guess it will be job of the
CCSOP to address these issues at the next meeting.

I will pass this session to Elaine now.

Mr. Miller: May I just make one final comment on this topic? Using section 2130.03 as a safe harbour depends very
strongly, I think, on what the undefined term “in force” means. You can pretend that a property and casualty insurance
policy expires every 12 months and that the new policy is a new policy. However, I think another reading can mean
that a renewable policy, even, perhaps, under a different policy number could be seen as a continuation, or an extension,
or something. No?

Moderator White: It would seem to me that this interpretation is one that is consistent with masochism in the context
of these particular standards. If there is consensus that, in fact, policies do expire and are renewed, and, in the course
of that renewal process become new policies with the same provisions, but possibly different premiums or possibly not,
then that will be the way business is done. If we highlight something that is considered so dangerous – in the area that
Ron brought up – that our legal counsel needs to make it perfectly clear that when a policy expires it is replaced by
a new policy, then I presume that will have to be done. But there is a way out of this.

Ms. Cantin: So, we are getting into the tax issue which, I think, we have resolved.

Ms. Elaine Lajeunesse: I just found something else that we need to add. This is the last of the major issues that were
stated at the beginning of the session. The issue here was tax and that implies income tax as well as premium tax. The
Committee on Property and Casualty Financial Reporting was very uncomfortable with the notion that we would need
to incorporate income tax and the future impact of income tax on the balance sheet. So, we had several meetings with
Ken and Charles and we agreed to add a few notwithstanding paragraphs for sections 2130.04 and 2130.22. You are
to add in your income tax, which is probably better because we still want to have premium tax included in the premium
deficiency calculation. However, I just looked at premium liability, section 2230.01, and I think it should also apply
to this. So, I will present that to the Committee on P&C Financial Reporting and we will probably forward that request
to them.

Here are just a few of our thought processes regarding the tax issues. The timing of income tax was really the main issue.
In our opinion, no one is actually incorporating income tax considerations in the P&C practice at this time. There was
a major change in the way to approach this. It was really complex. There were no guidelines. Therefore, we felt it was
a disservice to ask the profession to consider income tax without any guidelines, or any kind of feedback, or anything
to help people evaluate it. The Committee on P&C Financial Reporting set up a sub-committee to decide how we should
deal with it. For now, we have an exemption extension for the members.

The other issues in this presentation are really minor. They were presented last year and they are basically just changes
from the current practice or the current standard. But we thought that not everyone attended all the meetings that had
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been held. We weren’t sure that everyone read the CSOP in as much detail as we did, and, therefore, we are just
presenting the few minor issues that we have.

• The definition of “insurers” is basically the same as before except it now includes self-funding mechanisms. It is meant to
incorporate professional indemnity funds and facility associations, which are specifically mentioned in the current standard
of practice.

• Next is a reminder for what we talked about earlier, which is, the current practice that the reserve is “greater than or equal.”
Today, it is going to be equal in the proposed standard. If the company wants to do something different, they have to disclose
it in their notes to the financial statement.

• The other point is regarding claims expense. The terminology has changed. We no longer talk about ULAE. It is external
and internal expense, and, in some ways, somebody could interpret the case estimate to exclude internal expense.

• It is really a minor point, but ceded liabilities are an asset. They are not a liability, technically speaking, on the balance sheet.
So, that can lead to some potential problems, but we didn’t feel it was major at any point.

• The new considerations for expected investment income are the yield on assets acquired after the balance sheet date, and capital
gains and losses and assets sold after the balance sheet date. Those items are not in our current standard.

• The margin for adverse deviation was extensively revamped. The educational notes are being written or are already written.
They are supposed to be presented at the Seminar for the Appointed Actuary this fall. There is a change in terminology.
“Interest rate” will be replaced by “investment return rate,” and the margin for development may or may not apply to internal
expense.

• There are some differences for the appointed actuary: If you are the appointed actuary for a branch, you will need to report
to, and follow up with, the chief agent and the insurer representative in the head office. So, that is a change to the current
practice where the appointed actuary for the branch reports only to the chief agent. You are going to have to have
“communication skills” and this will be specifically written into the standard. I don’t know how you measure that.

• I don’t think the current section 2.2 is fully included but I am not convinced the items left out were major. The items that
were not included will be in the future educational notes.

• Financial interest is an issue that was voted upon by the Committee on Casualty and Property Financial Reporting, and it
was decided that it was not going to be included in the standard.

• As a reminder, the “Winokur Note” asked people to disclose if they received a bonus in exchange for being an actuary.

• In your reports, you will only need to describe the actuary’s role; you won’t need to describe the auditor’s role.

• There is no difference in the dynamic capital adequacy testing (DCAT). It is exactly the same except, obviously, for the
consideration.

• Just as a final note, all considerations are going to be included in the educational notes. They are not yet distributed. They
will be available, we hope, for the 2002 Seminar for the Appointed Actuary and they will cover claim liability, policy liability,
and provision for adverse deviation.

Moderator White: So, that is the end of the quasi-formal part of our program. It is now 25 past eleven, Atlantic Daylight
Time, and we have the room until noon. So, now would be the time to continue on with the discussion and bring up
new issues, but we want to capture all of it. So, microphones and names, please.

Mr. Miller: Note page 10, item 2130.12; and page 24, item 2230.01. Maybe I am not understanding this right. In the
definition of “claims liabilities,” it says, “cash flow after the balance sheet date from benefits and claims incurred on or
before that date.” That would seem to me, the way it is worded, to include things like reinstatement premiums and
provisions for swing-rated policies. Historically, I think, most actuaries have included these in the premium liabilities
not in the claim liabilities, but the item on page 24 may be contrary to that. So, is there a problem here? On page 24,
it says, “of the cash flow on account of premium development.” I would take those items to be premium development.
Maybe they are and maybe they aren’t. Maybe it is another kind of premium development that is envisaged.
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Moderator White: I see what you are getting at, Ron, and to the extent that we may, we will use the educational notes
for clarification of the kind of situation that you are raising if, in fact, fine-tuning of the drafting will not fix it.

Mr. Miller: What is the intent? Are they claim or premium liabilities in this new world?

Moderator White: I suspect that there is no intent. I think they should be one or the other and that you should not
lose track of them, but, again, without having been part of the process, I am not surprised that we created situations
where it is not completely clear whether they should be one or the other. If we took what is in italics on page 24 as
the binding clause as opposed to what is in Roman text on page 10, I guess they are premium liabilities.

Ms. Cantin: Actually, I think when we talked about that at the CCSOP, the intent was that it would be in the premium
liability section, which is the italics part, but maybe we need clarification on the other item to make sure everything is
in one place. My preference would be that they are either in claims or in premium, but not in both, or not likely to
be in both. It would be better if we say that they are all premium liabilities or all claims liabilities.

Mr. Clark: Ron, I think the clarification you are seeking is in the previous paragraph, point 11, which says, in effect,
that you can put anything in claims liabilities or premium liabilities but make sure you include it once – one time; not
zero times; and not two times.

Mr. Miller: The other comment I have is an item on page 15, which would be item 2130.35 at the top of page 15. Why
do we continue to put in a vacuous definition of what “supporting assets” are?

Moderator White: Ron, are you suggesting that we define it more rigorously, or omit it but not be vacuous? Does any
expert on vacuity care to comment? Your point is noted.

Mr. Ernest C. Segal: I have a question regarding the differences for the appointed actuary. It says that a branch is to
report to the chief agent and insurer’s representative. Is there any clarification on what an “insurer’s representative” is
or will be?

Ms. Cantin: I don’t have a clarification but I can think of specific examples. You might have a manager in the office
or in the branch in Toronto, or anywhere in Canada, who manages the business with a few staff and the chief agent
is an external individual. Right now, you could report just to this other person and not report to the insurer’s
representative. My definition would be that an insurer’s representative could be your branch manager or somebody who
takes care of the business here. Some branches have only a chief agent who takes care of everything, but some of them
have both.

Ms. Lajeunesse: When I first saw that, my interpretation was that you may have a chief agent in Canada but most
corporations that have a branch here will have somebody – perhaps in the US – overseeing Canadian or other subsidiaries
outside the US. So, there would be one person who would, among other tasks, look over the operation of the subsidiaries.

Mr. Segal: Well, yes, the chairman of the corporation is the one who is ultimately responsible for Canada. In my specific
case, I don’t know if there is any one person. The chief agent is in Canada and I don’t think there is any one specific
person outside of Canada who is mandated, except, maybe, the vice-chair responsible for Canada. I am not so sure the
chair of my corporation would like to see my reports from Canada because he probably has other things on his mind
– I hope.

Mr. Clark: I don’t know the particular thing to which you are referring. Can you point me to chapter and verse?

Mr. Segal: It was in the handout and the second last slide. It was differences in section 2400 for the appointed actuary.

Ms. Cantin: The exposure draft says that it should be “in the case of a foreign insurer, both the chief agent for Canada
and the person designated by the insurer as having responsibility for its Canadian operation.”
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Mr. Clark: Oh, is that what was intended by “insurer’s representative”? In that case, the intent there is to make sure
that the actuary is reporting to somebody who can do something if something needs to be done. Reporting to the chief
agent is required by law and so we have to do it. Frequently, though, the chief agent is the third drawer from the bottom
in a lawyer’s office somewhere. So, he is a cipher. There is no point reporting to the chairman of the board of an
institution like Munich Reinsurance because the Canadian operation is 1% of his empire. But there is usually somebody
who is responsible for the Canadian operation.

Ms. Cantin: Ken, can this person be the same?

Mr. Clark: Oh, yes. It could be the chief agent. In some cases, the chief agent is not a cipher; he is an active person.
So, I think the short answer is that you have to report to the people that the law requires you to report to, whether or
not it makes sense, and also to the guy who really needs the information and can get things done.

Mr. Christie: This is all in section 2400 on the appointed actuary and it starts off by defining “senior management” as
including this person who may or may not be the chief agent. It then it goes on and requires that you report on matters
requiring rectification to senior management – a defined term – which would be the chief agent and this other senior
person, or, possibly, the same senior person. It only requires you to issue your appointed actuary’s report to the chief
agent. So, the change may be where you are asking for rectification. Now, that is a rare event and I would concur with
Ken. If you are going to ask for rectification, you probably should be asking somebody who can actually do it.

Mr. Miller: I know this is against the spirit of the consolidated standards because they are attempting to reflect current
practice. However, I can’t resist asking this. On page 60, section 2550.01, which is on the DCAT opinion, has anybody
given consideration to dropping the requirement to have a report in the formal sense, or a statement of opinion, which
would make the Office of the Superintendent of Financial Institutions (OSFI) happy, presumably?

Mr. Christie: I was at a meeting of the Actuarial Committee to OSFI where this particular question was raised. It was
not in the context of the Consolidated Standards of Practice, but in the context of: “Wouldn’t DCAT reports be better
if they didn’t actually have formal opinions? People could then talk about the things that were really bugging them
regarding what was going on with the company and not have to come to some formal conclusion that was an ‘on’ or
‘off’ switch.” And this was the regulator saying, “We should remove the formal opinion.” But, then, less than 15 minutes
later, they said, “We would also like to have peer review of the formal opinion.” They wanted a peer review of something,
even though they didn’t have a formal opinion. So, I don’t know what it was the peer reviewer was going to review.

The question has come up, and, at this point, it seems to be that we are stuck with what we have, at least as far as the
regulator is concerned. Of course, it is up to the CIA if they want to change the standard, but that is not, as you have
said, part of consolidating the standard.

Ms. Cantin: If I may, I will add that this issue has been raised by some actuaries, as well. I have heard that issue and
it was raised in the context of the Insurance Bureau of Canada (IBC). The industry is saying that these DCATs are not
very useful, or they could be more useful. Some actuaries have raised the issue that if there were no opinion, we might
manage to make them more useful, and I know that OSFI is still looking into that and so it is being addressed.

Mr. Clark: Yesterday, we had a session comparable to this one on life insurance, and Allan Brender made a somewhat
passionate – which he usually is – speech on this point. I suggested that he really had a problem not with the standards
but with compliance with the standards. After the meeting, I buttonholed him and suggested that he take it up with
the Committee on Capital and Risk Management, which he agreed to do, and he did agree that it is mainly a compliance
problem. So, I think something has to happen, Ron, but I don’t know what should happen.

Moderator White: Again, I have not attended any of the meetings of the actuarial advisory or liaison committees, or
whatever they are, for OSFI, but I can readily see the potential for enhanced value from the DCAT process by removal
of the opinion, at least in the context of property and casualty insurance. At the same time, the references to the need
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to include DCATs in peer review, which appeared to be a conflict with the idea of the removal of the opinion, is one
that I think isn’t necessarily that important. The current description of what OSFI appears to want to get out of peer
review and what they may eventually get or declare they wish to get out of mandatory external or mandatory independent
peer review involves review of the work of the appointed actuary including the valuation reports. As I recall it, there
is wording to the effect that this review of reports should include a review of reports prepared under section 368, which
is the part where we talk about future financial condition.

Now, if that report happened to contain no opinion, you could still review it as part of your peer review of the work
of the appointed actuary and gain valuable insights into the state of mind and intellectual prowess of the person who
is producing it. In fact, it might be of even greater value if it did proceed to deal with some more probable but less
dangerous, less catastrophic scenarios – like staying in the Ontario automobile market – that may be part of the future
of the company that is being examined. That is a personal observation.

Now, I am going to wait about 120 seconds for somebody to get a bright idea and then I am going to produce my non-
existent gavel and close the session. We will be passing the transcript of today’s tapes to the committee within two weeks.
So, other than tuning up things, we will be producing a faithful rendition of what went on today, we hope. But if, on
reflection, you have further comments, or if you meet one of your colleagues who has comments on this, please remember
that July 15 is when the committee is intending to move to the next stage, whatever the next stage is.

If it is viewed that the commentary has produced important but otherwise nonmaterial observations – and, please, let
us allow for the possibility of something being important but nonmaterial – the final standards will be prepared reflecting
those changes rather than going back through the exposure draft process again. If it is concluded – and everyone involved
in the process prays this will not happen – that the changes are considered to be sufficiently material that they are going
to require a re-issue of the exposure draft, it will be re-issued. So, July 15 is the date.

My own personal view is that, on the basis of what I have heard today, the worst case is that we will make some
improvements in the drafting that will make people in this room who have spoken feel easier rather than more ill at
ease with what will go forward. In that case, I suspect that we are probably going to see the committee moving to final
standards.

Mr. Gauthier: I am just going back here for a moment on this issue of “committed to renew” and this whole rat’s nest.
I think this is a very important item and we must make sure that we clear it up. Within our profession, there are different
views right now as to what it means. I think the Committee on Financial Reporting has been debating for a couple of
months on this specific issue. If, God forbid, in my view, we are in a situation where those words are staying in there,
we will have to open this up again before getting those standards in place. We will have to open the tent to other parties
in order to explain to them what we mean. If it stays the way it is now, we are going to be jeopardizing the understanding
of what we do as far as other important parties are concerned – the accountant readers of the financial statements. This
has significant implications, and, to a certain extent, I feel that we are dealing with very material issues with regard to
financial reporting. We are not telling our colleagues in other professions, including the boards of the various insurance
companies and audit committees, exactly what we are doing. If it stands, I think the profession may take a bit of a hit
here in terms of goodwill.

Moderator White: Thank you, Richard. There is a section of 2130 labelled “insurance account policy” that I have not
read sufficiently carefully, but I think there are sections guiding us in the direction of the preservation of what is current
financial reporting practice. My habit, when faced with vexing situations of this sort, is to return to Guiding Principle
Number One of the Institute. It would be my view that it is past the eleventh hour in the adoption of the insurance
standards for us to introduce something that would wreck our relationship with the accounting profession and with our
publics by virtue of a refinement that is of very limited value in terms of improvement in accuracy of reporting. That
is simply not the way to go. And if we need to make some improvements in the drafting of section 2130.21, then we
must do that.
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I would have said the same thing about the disservice we would have done to the profession if there were an ambiguity
about the standards to be used in valuing any of the aspects of the policy liabilities of automobile insurance. Charles
McLeod agreed with me and it was accomplished in a five-minute telephone conversation. We just need to come to grips
with this and get the consolidation consolidated and then get on with life. Again, these are personal views since I am
not part of the process. But I am on the Practice Standards Council, and when the time comes to talk about these things,
God forbid that they should come to us in the form they are currently in without that having been dealt with. I will
be talking about it.

Please thank your panelists. This session is adjourned.


