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Moderator Mike Lombardi: We are going to get started in about a minute or so. There is plenty of room up here in
the front if you want to come and sit in the front. I really doubt that we are going to fill every seat in the house here.

Good afternoon. Welcome to the last session of the first day. This is Panel Discussion 23, Consolidated Standards of
Practice (CSOP) for Life Insurance. I am your moderator, Mike Lombardi, and with me are two speakers, Simon Curtis
and Ken Clark, both of whom are no doubt very well known to everyone.

Simon has been Chair of the Committee on Life Insurance Financial Reporting (CLIFR) and is eminently qualified to
speak on the Life CSOP, and Ken Clark has had enormous experience with CSOP and is also eminently qualified to
speak on that subject. So, without any further ado or introductions, we will go ahead and have them speak. We have
agreed that the order is Ken first, followed by Simon Curtis.

Speaker Kenneth T. Clark: Thank you, Mike. It is a pleasure to be introduced by a gentleman, and I know you are
a gentleman because you paid Dave Pelletier with a $100 cheque, which probably will clear. A mean-spirited person
would have paid him with a $100 bill. You guys do not shop in supermarkets obviously!

The exposure draft before us today is the latest and how I hope that it is the last in a series of discussions and exposure
drafts. They came to a head in the exposure draft, which became affectionately known as the “green monster”. A few
of you may be old enough to remember it, June 1995. It provoked a ton of comment, which was factored into the next
draft which, given the importance of a comment, reverted to discussion draft status. The discussion draft on insurers was
distributed just over one year ago and was discussed at last year’s Annual Meeting. Only eight members commented on
the discussion draft. Their comments were considered in writing a new committee draft. We also had advice from legal
counsel.

Excuse my hoarseness. I am still recovering a bit from a recent valve job.

We also had legal counsel. That was last December. The draft was then given to the four relevant practice committees,
P&C and Financial Reporting, CLIFR’s Role of the AA, and Risk Management, formerly Solvency Standards.

The practice committees gave us written and oral comments on the draft, which were factored into a new committee draft,
which we gave to the practice committees in January of this year. They all voted to endorse it, as did the Committee
on CSOP. It was then approved for distribution as an exposure draft by the Practice Standards Council. Here we are
today.
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The changes between last year’s discussion draft and today’s exposure draft provide greater clarity, and they update to
take account of the recent changes during 2001 in life liability valuation standards. There were also changes on the P&C
side. Most of the other pieces of CSOP have gone through the due process, have been adopted, and will soon be effective.
The two pieces remain: The insurer exposure draft before us today and the exposure draft on actuarial evidence work.
It really is desirable that we adopt the two remaining pieces soon. The CSOP Committee hopes that we can adopt a final
insurer standard by the end of this year. Its effective date will be determined by the Practice Standards Council. It will
of course be 2002, but it could be 2003.

Adoption requires consensus. On the matter of consensus, I would say this. If I ask you: “Do you approve of the CSOP
in all respects?” and if anybody does put a hand up, then I shall be astonished. On the other hand, if I ask: “Can you
live with the CSOP?” and if anybody does not put a hand up, then I shall be disappointed. In deciding what to do
with your hand, keep in mind that standards are never satisfactory, but always evolutionary. They are like what Mark
Twain said about Boston: “If you do not like the weather, wait a few minutes.”

The exposure draft is written in the style of the CSOP. That style has been before the profession for several years, but,
even so, a few notes about it may be appropriate today. The General Standards pertain to all work in Canada. The
practice-specific standards pertain to a particular practice area, in our case, work with respect to insurers.

The organization of the two is much the same as possible. Each begins with a definition of its scope. Then it recommends
how to do the work and then how to report it. Near the beginning of each section, there is a recommendation set in
italic text, which describes the guts of the guidance in the section. Recommendations use the word “should” as in the
actuaries should do such and such. That is the strongest mandating word in the standards. The word “must” is never
used. Deviations from a recommendation are expected to be relatively rare. “Should” is not used in the guidance, which
follows the recommendation, which is set in roman text and which provides definitions, explanations, examples, and
useful practices. It uses the softer word “would”. Deviations from that guidance are expected to be more frequent.

The CSOP shuns adverbs. Older standards frequently use expressions like “the actuary should clearly state such and
such” or “the actuary would carefully consider such and such” or “it is very important that the actuary do such and
such”. You will find none of that in the CSOP. Those adverbs militate against taking account of the circumstances of
the case. “The actuary should clearly state,” does that mean that the actuary may not clearly state if the standard just
says that the actuary should state such and such, as the old standards also do. When the actuary states anything, it should
be appropriate for the circumstances of the case. To use jargon in a report destined for the Office of the Superintendent
of Financial Institutions (OSFI) is perfectly in order even though it would be clear as mud to a Board of Directors.

“The actuary should carefully consider,” I ask you: When would the actuary consider carelessly? I wince when I read:
“It is very important that the actuary do such and such” because, while doing so is important in some cases, there will
be other cases where doing so is of less importance than two straws.

Of course, while the CSOP shuns adverbs, it cannot avoid them. We needed a word to describe useful practice in the
majority of situations. We settled on “usually”; “normally” or “generally” would have done as well. The crux of the matter
is to pick a word and stick to it. We also needed a word to describe a practice, which is useful only in a small minority
of situations and settled on “rarely”. So when you read: “The actuary would usually do such and such” or “the actuary
would rarely do such and such”, take it as a warning for prudence, if you think the circumstances of your case call for
the contrary.

The exposure draft consists of five sections, which are numbered 2100 through 2500. Three of the five apply to all
insurers; 2200 applies only to P&C insurers, and 2300 only to life insurers. Both 2200 and 2300 deal with the valuation
of policy liabilities.

That is not the ideal way to run our world, but we are constrained by the dead hand of the past euphemistically known
as “tradition”. The dead hand of the past is that both accounting and actuarial practice are oriented toward companies
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rather than products. As a result, the rules are different for health insurance in a life insurer and health insurance in
a P&C insurer, different for an annuity in a life insurer and an annuity in a P&C insurer, different for a deferred annuity
in a life insurer and a term deposit in a bank. That is illogical.

Fortunately, the emerging, international accounting standards sweep away that dead hand of the past. Their adoption
seems increasingly likely so, in drafting the CSOP, we have taken account of both the claimant’s needs of the present,
i.e., to preserve the dead hand of the past, and of the likely and brighter future, i.e., to preserve as little as possible of
the dead hand of the past. The resulting drafting squeezes as much of the guidance as possible into Section 2100, which
pertains to both life and P&C insurers. It relegates specific detail, such as the Canadian Asset Liability Method (CALM)
or the Bornhuetter-Ferguson Method to 2200 and 2300. I look forward to the eventual amalgamation of those three
sections, hopefully within my lifetime, but hopefully not within my lifetime on the Committee on Consolidated Standards
of Practice.

So, before us today, we have four of the five sections. Tomorrow morning, there is a comparable session on the P&C
side. Simon Curtis will deal with 2100 and 2300, other than their reporting provisions. That leaves the reporting
provisions, plus 2400 and 2500 to me, for which I am thankful because there is little to say about them, which should
make you thankful too.

They pertain to an actuary’s report in an insurer’s financial statements, the Dynamic Capital Adequacy Testing (DCAT)
and the other work of the appointed actuary. They are covered by three standards now in effect. Those three standards
were developed relatively recently after the drafting concepts of the CSOP had been established. I say “relatively recently”
with some hesitation because, as a number of critics point out, the drafting concepts and everything else about the CSOP
are of long establishment, the origins being barely within living memory.

Anyway, the practice committees for those three standards opted for the CSOP style in their drafting. That meant that
the rewrite to fit the CSOP was minimal. Essentially, all we did was take out the guidance in them, which is in the
General Standards. So, I frankly think that there is nothing for you to say today about their CSOP version, and I hope
you will say it. If you do not agree, then by all means have a kick at the can today or before the comment deadline,
which is the 15th of July.

Since there is little for me to say, but since I am supposed to talk for 15 minutes, I have to fill in time by telling you
a story. Perhaps it is a parable. You will, I dare say, recognize this sequence: Paul Della Penna, Lesley Thomson, Simon
Curtis. Paul and Lesley presided over the massive change and turbulence in which a hodgepodge of ancient standards
and valuation technique papers disappeared, the CALM was invented, and what we call the LSOP was acclaimed one
way or the other. I have the highest admiration for the creative intellectual effort, which Paul and Lesley mustered, and
the well-crafted standard to which they gave birth. It is a beautiful baby, but now we need someone responsible for the
upbringing of the beautiful baby, which brings me to Simon and the story.

Once upon a time, Simon and a friend, who is not an actuary, went on a lion-hunting trip in Africa. They pitched their
tent the first night. In the morning, the friend, not being an actuary, was impatient to get going so he seized his rifle
and rushed off into the jungle. Simon, being an actuary, cleaned his rifle, verified his ammunition, studied the map of
the locality and planned the day’s hunting. Simon’s friend, the one who is not an actuary, meanwhile crossed the jungle
and came to a clearing on the other side where there was an enormous lion. Friend looked at lion. Lion looked at friend.
Lion salivated in anticipation of a non-actuarial dinner and bounded toward friend. Friend, not being an actuary, was
fearless. He calmly shouldered his rifle, took careful aim at the charging beast and pulled the trigger. Unfortunately, not
being an actuary, he had forgotten to put ammunition in the rifle. The resulting click was drowned out by a leonine
roar. Friend, though not an actuary, was not without prudence so he turned tail and ran as fast as he could back to
the tent, with the king of the jungle gaining every second. Friend reached the tent, tore open the flap and stepped aside
just as the lion made a final spring, the momentum of which carried the lion into the tent and landed him in Simon’s
lap. Friend zipped up the flap and cheerfully called out: “Simon, you take care of that one, and I will go get another!”
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Now, obviously, in my story, the lion represents the implementation of CALM, but I do not say that Paul and Lesley
represent the friend. How could they? After all, they are actuaries.

…(applause)…

Moderator Lombardi: Thank you very much, Ken. I have a very, very short story of my own.

I met Ken in the hallway maybe half-an-hour ago upstairs, and he said: Where are we meeting? We are meeting here.
Fine. And he said: “Mike, are you going to say much?” I said: “No, I am going to be the moderator. I am just going
to introduce the two of you and you can speak to your heart’s content.” Then, I asked Ken: “I am going to say nothing.
So, Ken, are you going to talk? Are you going to say much?” He said: “I plan to say nothing.” Well, for someone who
planned to say nothing, you certainly filled up the time.

Ken, I honestly have to say that you are one of the very few people I could probably spend hours listening to and be
entertained and you just could be rambling on saying nothing, and I would be totally happy. Thank you very much,
Ken.

Our next speaker is Simon Curtis, and he will continue talking about the life valuation road map under CSOP.

Speaker Simon R. Curtis: Thank you. Ken is the only person I know who has made the CSOP interesting to listen to.
I am not as articulate as Ken or clearly as articulate as the standards themselves so I have to use props. So I have a
PowerPoint presentation.

What I am going to talk to today is really the life valuation of CSOP and how basically I thought that I would do a
bit of a road map to the CSOP and how actuaries, sort of looking at the CSOP, can understand how the life standards
are reflected in it.

What I am going to start with is perhaps what I would consider the major change as we move to the CSOP, which in
many ways, funnily enough, is not the life-specific section of the CSOP. Basically, as I will get to it in a little while,
the life section of the CSOP is really just a much more articulately-written version of the life standard right now. There
are minimal changes. I will go over those changes, but they are not that broad.

Where the CSOP is perhaps the biggest evolution is really in terms of the general sections of the CSOP, bearing in mind
those general sections have on the life standard itself and the actuary’s work in using the life standard. The General
Standards, I guess Ken will tell me that it was all there already and that there is nothing that is particularly new in the
General Standards, but, in many ways, I think that it is the information in the general standard, which perhaps will
be the area where the life actuary will find the most new information and the most new requirements, in terms of
governing their work.

Just stepping back for a second, as I said, what I am going to talk about here is actually in the general section. I am
not in the section 2100 of the life standard. So I am back in the general section here, which is basically the key section
of the General Standards that will impact the life actuary. So what I did was I actually sat down and I read the whole
general section of the standard and picked out which sections of the General Standards to me really struck me,
particularly impacting what the life actuaries do as they went to work with the life section of the CSOP.

The first really two areas are sort of 12.10 and 12.20, which really lay out what is accepted actuarial practice and the
role of educational notes. So, basically, those two sections really do lay out the roles of standards and the roles of education
notes, and they govern the way that, I think, CLIFR, in the future in the Practice Standards Council (PSC), will provide
guidance to actuaries.

The next section of the General Standards, which the life actuary, I think, will find the most relevant and perhaps this
is the key section of the general standard, they are the sections 11.30 on judgment, 13.40 on materiality and 15.10 on
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approximations. Those sections provide guidance on really the use of approximations and really lead to guidance on
how to address grey areas that are not fully anticipated in the standards themselves. This section, I think, we have already
used in CLIFR in terms of trying to provide guidance to queries that come into us from actuaries in terms of how to
implement the life standard.

One of the main changes in recent years is that CLIFR, for instance, used to give people exemption letters under the
old standards that people did not have to comply with the policy premium method of valuation (PPM) and people did
not have to apply VTP 9 (Valuation Technique Paper) necessarily. CLIFR would do exemption letters. Once the life
standard came into accepted practice, CLIFR stopped giving those exemption letters and, basically, it is really up to the
actuary to decide when a material deviation from the written standard is acceptable. These are really the three sections
going forward that will govern the actuary in trying to assess when they can make a deviation from the written standard
and apply an approximation.

I think that, last fall at the AA Seminar, I sort of did my own little jiggle through these three sections as to how you
get to the guidance from them on how to apply approximations. Basically, the actuary has to use his/her judgment to
determine if deviating from the standard will result in a material difference from the result that the direct application
of the standard would result in. Basically, an approximation is acceptable, but leads to a result that is not materially
different from the standard in the judgment of the actuary.

So those three sections really are very critical for, I think, most actuarial work going forward. Actually, I think they are
very well written as well. I personally find the whole general section of the standards and the life section very well written,
very easy to apply, and that is perhaps the biggest improvement on the life standard itself.

The next section in the General Standards, which, I think, is particularly relevant, is Section 1500, which is the work.
This really provides guidance to the actuary on his or her responsibility for the valuation process itself, to what degree
the actuary is responsible for all the processes. Again, it is an interesting section to read because, as an actuary, when
you do the valuation, you are very used to the standards telling you what techniques you can apply, what assumptions
you can make. This section really flips it around and says to what extent the actuary is responsible for the actual work,
the processes that are being followed. It is again a very key section.

The next section is section 1700 on assumptions. This section discusses the needed assumptions, selecting appropriate
assumptions and also going about setting provisions through adverse deviations. Now, it is quite interesting that this
section, the key thing here is this is in the general section of the standards because it is applicable across practice areas,
but it is really essential to apply a valuation method in assumptions. So the point here is that you cannot just read the
life section of the consolidated standard and determine how to do a valuation because much of the information you need
on what assumptions you need to use, how you set those assumptions, how you set margins through provisions for
adverse deviation is actually in the general section of the standards, in section 1700.

Now, we are getting to the key practice specific section. So I am now going on to the insurer section of the CSOP. The
first section that, I think, is a key section is 2130, which is really a section that describes method. I think 2130 is actually
general to both the life and the P&C practices. It does not just apply to life, but this lays out some of the considerations
on method with the general requirement to value all the policy obligations at the balance sheet date, ensure consistency
with accounting and, based on valuations, the future cash flows taking into account time value of money. So, again, this
is a pre-general, a very fundamental foundation of the valuation process. Interestingly, the key point there is basing on
the valuation of future cash flows and the need to take into account time value of money.

Next, we are drilling in the insurer-specific section, but I am now into the life-and-health-specific section. So you can
see that, as you go through the CSOP, you start with the general standards, which apply to all practice areas. I have
now pushed through into the insurer section, through the section, which is general, and now we are into the life and
health section of the insurer standards.
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The first key area is section 2320, which is the method section, which describes the CALM method. I will not obviously
go into that right now, but that is basically the distinguishing feature of the CALM method which is that it defines the
amount of the liability that needs to be held in terms of the value of assets required to extinguish the liability cash flows.
That is what distinguishes CALM from many other perspectives, realistic assumption methods; it is defining the liability
in terms of the assets required to extinguish the liabilities, and it is instead of using a discounting approach.

I guess that, maybe five to ten years from now, we will look back on this as a relic of the past because international
standards may… this is the part of the standard that the international standards will probably directly replace because
they will go back to a discounted approach using probably transfer rates, as opposed to rates specifically based on the
assets being held, but, otherwise, the international standards will be quite consistent with the CALM method.

Also, the next section of the General Standards is section 2330 on interest rates. This describes the required C-3 analysis
that needs to take place under CALM. Under CALM, there is a C-3 requirement as part of the reserves, which again,
I should mention, is another thing that under the international standards likely will disappear because C-3 will be
considered a surplus appropriation or something that surplus should cover and not something that is in the actuarial
liabilities. But certainly, under Canadian GAAP (generally accepted accounting principles) today, historically, in the life
standard and in the consolidated standard, the C-3 requirement is in the actuarial liability.

So section 2330 describes the required C-3 analysis, which is, for those of you who are familiar, a scenario testing, and
it defines plausible scenarios to test and also it describes prescribed scenarios that need to be tested.

The next section is section 2340, which really talks about setting economic assumptions. I guess the word “assumption”
did not fit in there when someone was putting this together for me. But section 2340 is on economic assumptions, and
it describes how to set C-1 margins for fixed interest investments, investment returns for non-fixed interest, how to set
tax assumptions, how to set currency assumptions. So it is really the section that describes specific requirements around
setting the economic assumptions in the valuation.

Section 2350 really goes into the non-economic assumptions, which are, if you like, the traditional actuarial assumptions:
Mortality, morbidity, lapse rates, expenses, policyholder option assumptions.

So that is really the pure road map in six easy slides or less. If you are going through the CSOP, where are you going
to find all the pieces that you need? So, as you can tell, the interesting thing that I do want to emphasize again is that
much of the information and much of the text that the actuary needs to look for is in the general section of the standards
and not just in the insurer-specific section. So life actuaries, who are looking at the CSOP and trying to understand how
it governs their work, it is very important that you read the whole CSOP and become familiar with the whole CSOP.
I think that that is probably a repeated cry that you will start to hear out of anyone on the CIA Committees, who has
a role in implementing the CSOP. It will be the need for all actuaries to become familiar with the general section of the
CSOP, as well as any practice-specific areas that they are working in.

I will make one point right now, which is that, although the general section is being adopted for – is it this year-end
or January 1? – in terms of the life valuation work, the general section does not come into effect until the insurer section
is actually adopted. So the life actuaries do not have to worry about this year-end when they are doing their valuation
in compliance with the existing life standard. You do not have to basically be trying to mix and match that with the
general section of the CSOP. That general section for that work comes in when the life section is adopted.

So I thought what I would quickly do – and I am really going to whip through these because I do not think you are
really here to hear these – is just quickly recap what are the changes. They are minimal, but the change is in going from
Life CSOP to CSCOP for life.

There is really only one new thrust, which was in the text in the CSOP, to make it much more generally acceptable
to use stochastic techniques as a mainstream valuation technique. Basically, the life standard of practice, which started
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to be developed under Paul and then Lesley, over her tenure, and then finally with the implementation when I was
on CLIFR, you are talking about a five-year process. As the standards were being developed, feedback was received.

One thing that it never fully got around to is incorporating with stochastic techniques because they really started to come
to the fore just in the last year or 18 months before the Life SOP was in place. Of course, at some stage, you have to
call it quits and actually adopt something. We consciously held off trying to put in text around using stochastic techniques
when we finally approved the LSOP, but that text has actually mostly been put into the CSOP. So if you read the CSOP
version of the life valuation standards, you will find it has much more stochastic techniques built in more extensively
as an acceptable valuation technique and the whole CSOP text flows quite well around that.

The rest of the changes are really quite minimal. On life mortality, we have allowed people to put in expected mortality
improvements into the expected assumption, but, at the end of the day, if you do that, they have to be offset by a margin
for adverse deviation (MfAD) amount so that the valuation result itself is not changed.

This was really to respond to some actuaries who felt that right now there was a misleading factor when people were
talking about the provisions for adverse deviation (PfADs), perhaps misleading information in terms of the amount of
conservatism that was actually built into the valuation was not being appropriately disclosed.

The second change was around future reinvestment assumptions. We slightly increased the flexibility to assume non-
debt reinvestment in the basic scenario testing. What went into the life standard was not particularly well written as to
how to assume non-debt reinvestment in the future, what was permissible, what was not. We tried to have better wording,
and it did slightly expand the way that non-debt investments could be used for future reinvestment.

One thing that was actually missing from the life standard, when we actually read it at the end of the day and after patting
ourselves on the back, was that it actually did not say when the term of the liability was shortened to end before the
end of the contract, which happens when there is no insurable risk left. The life standard was actually silent on what
you were supposed to do with the cash flows at that date. So it said that, for cash flows, the term of the contract is not
necessarily the term of the liability for valuation. It can be shorter, but it did not provide any guidance on, if you were
shortening the term, what you were supposed to do with the cash flows after that date or at that date. So the CSOP cleans
that up and puts in some text as to what happens at that deemed termination date, at the term.

The term of the liability itself, we expanded the definition to require the actuary to consider non-contractual constraints,
which is somewhat consistent with GAAP generally, which tends to look at substance over form. There is a concern that
the way we defined “term” was looking strictly at form, as opposed to substance. If there were substantial non-contractual
constraints, that could impact making you push the term out.

Reinstatement rights, other contractual commitments, this was just a very minor change requiring the actuary to consider
making assumptions for reinstatement rights.

Acquisition expenses beyond the term of the liability, this was actually incorporated into the life standard at the end.
There was a whole issue around that, and that not being acceptable on the balance sheet, but some provision for
acquisition expense recovery being required. We cleaned up the text a bit. It was struck in very quickly in the Life SOP,
and we cleaned up the text and provided some guidance on how, if you do make some provision in the reserve, to
allow for acquisition expenses, how that has to be written down over time.

On overhead expenses, again, a clarification that overhead should be considered in establishing maintenance expense
assumptions. The Life SOP was not that clear on that. It had been, although that was a common practice.

The issue of grouping for C-3 testing was not that well addressed in the life standard so we clarified that the testing
should group policies together to reflect the insurer’s Asset  Liability Management practices and that the total provision
had to make sense in terms of the aggregate risk.



8

Délibérations de l’Institut canadien des actuaires, Vol. XXXIII, no 2, juin 2002

NPC pour l’assurance-vie (TR no 23)

Plausible interest rates, there were some constraints on plausible interest rates that did not seem to make sense so we just
removed those, the period-to-period change in them, I should say.

Income tax rates, we just codified something that had come up in the previous year’s fall guidance letter. This was in
response to the federal government and the governments starting to decrease income tax rates. The existing standard was
quite silent on how to treat those. We were just codifying what we had said in the previous fall letter, that virtually
definitive criteria should be used for income tax rate changes, which is quite consistent with the accounting definition
that is used.

I just would mention that this is not to go into the version of the CSOP that is adopted, and we were just discussing
this at a previous session, but there are a couple of areas under the life standard which are still under review. So it is
to do with minimum plausible interest rates and some of the issues around expected returns and PfADs for non-fixed
income investments. Those are the only areas where I could see why CSOP adopted what, you might actually call, some
changes in the first 12 to 18 months, but they are just a normal kind of valuation hygiene that we are looking at and
they will not go into the version of the CSOP that is being proposed for adoption right now.

Longer term, I just thought that I would throw this in, that what is coming along is the impact of international standards,
of course, which is going to de-link the assets from the liability valuation, remove the C-3 margin from liabilities, and
there obviously will be some other impacts, but those are potentially the two major ones, if and when those get adopted.

So you can see most of those changes. There is a long list of them. I just wanted to quickly go through them, but they
are all quite minor. Most of them are hygiene and cleaning things up. I personally feel that the life standard of practice
is a great document in terms of coming up with a single concise valuation technique. The big advantage of the CSOP
is, I think, that it is extremely elegantly written and it is a much easier document to actually read and understand the
technique and apply it. It provides less room for misinterpretation, which is always good.

So, those are my comments. I guess Mike is probably going to open it up to questions.

…(applause)…

Moderator Lombardi: Thank you very much, Simon. We are into the Q&A session. Just some housekeeping, if you come
to the microphone, please state your name for the recorder. That is about it. So we will just open this up to see if there
are any comments, questions, clarifications.

Mr. John A. Walker: I just had, I guess, a suggestion regarding the section on income tax and alternative tax. Basically,
you could take this as being taken out of context, but there is a sentence in there that says “for a particular scenario,
forecasted income before tax is equal to zero in each accounting period,” and so on. I would say that it would be
forecasted probably after tax. Now, someone has said that it is an understanding that we are talking about a no tax
situation.

Then, on a more theoretical basis, I would say that we have kind of changed. Now, we said taxes in. Income tax is not
a built-on so that the natural assumption that would be there is income tax. I would say that we would either have to
qualify this, saying that, assuming that there is no income tax, this is true, or I would much prefer just to say that the
after-tax income is zero in each accounting period. Again, it is just a clarity thing. I think that most people think that
the CSOP is supposed to say the same as the LSOP, and the LSOP is pretty clear. I would have put it in a letter, but
I ran out of time.

Panelist Curtis: Well, I can confirm that there is no intention to change the interpretation between the LSOP and the
CSOP, John. There is still a bit of a comment period. It is very short, I think, because they are trying to get all the
comments in on the Life SOP. If you have a chance, if you could send a note to me, you could send it to me directly
or to Charles McLeod. We can make sure that we take a look at that or just come and see me afterwards and repeat
that, and I can look at it. But I did not catch quite all of what you would want me to look at, but we can look at that.
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Moderator Lombardi: While we are on the subject of comment period, I just want to remind everybody that the comment
period ends July 15th. Is that right, Ken?

Panelist Clark: Right.

Moderator Lombardi: Okay. So if you have written comments, the comment period is still open.

Ms. Lesley Thomson: I just wanted to address John’s comment.

I think that the intention of that piece is to say that projected statutory income would be zero if the padded assumption
has materialized, if there is no difference between statutory income and taxable income. So, under the valuation scenario,
you are expecting the adverse assumptions or the MAD ID assumptions to materialize and, if that happened, there would
not be any tax. So it is really setting the stage for the fact that you only have to worry about future income taxes to the
extent you have differences between the statutory income basis and the taxable income basis. So my understanding is
that what is in the CSOP is the same as what was in the LSOP.

Moderator Lombardi: Thank you, Lesley, for that clarification.

Mr. Allan Brender: I have often wondered how many years would pass before a panel discussion at the CIA would again
hear a story from Ken Clark about the roar of a lion. You may remember what I am talking about. Now we know.

Two things. I think that you said that we would not hear anything about the actuary should state clearly or clearly state.
I tell you that, in some of the reports that I read, I think that the reason that you left that out is because most actuaries
cannot clearly state.

What I am concerned about is the DCAT standard, believe it or not, which you seem to think is a fait accompli, and
the fact that I do not believe the standard states that the audience is not another actuary. The audience is someone who
can read literate English and understands that, but not necessarily actuarial jargon because that is not the way DCAT
reports are being produced.

I would suggest that we are passing this standard, but I intend to very seriously suggest to the appropriate committee
that we eliminate, in particular, from that standard, the requirement for an opinion of the actuary when doing DCAT
because the opinion is really getting in the way. There are far too many actuaries who are writing reports where the idea
is proven that you can sign the opinion and the opinion just says that you have to be MCCSR (minimum continuing
capital and surplus requirement) on your base case and that you have to remain solvent, plus one dollar on any other
standard, on any other scenario.

There are far too many reports where the actuary verifies that and then says everything is satisfactory because that is exactly
what the standard would apply, and it does not give the average non-actuarial reader an indication that my organization,
among others, would be all over the company if they got anywhere close to that. And that is implying that financial
condition is satisfactory in some of those circumstances, which is a total misleading statement and would misinform, in
particular, directors of the company. That kind of thing is definitely going on.

There is also a section within – I just checked the wording – which says that, in the event you have a scenario that
leads to significant problems, the actuary is supposed to then talk about what extraordinary actions the company could
take to avoid the problem and what normal actions the actuary would expect the company to take. There are far too
many reports out there, which just do not talk about any action at all. So the standards, in fact, are, in many ways, in
practice, either deficient or not being followed. I might say, as someone who was very active in the creation of all this,
it really pains me to have to say all this stuff, but that is the way life is.

Panelist Clark: It seems to me, Allan, that your issue is one of compliance rather than drafting. Well, we do not do
compliance.
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Moderator Lombardi: The other comment I might add is – and, Allan, I think that you made a useful comment with
regard to a possible solution – if what is holding back the actuary from fully disclosing all the negative scenarios is this
need to sign a clean opinion and, absent that opinion, the actuary would feel more freedom to speak to management
or put a report together, and this opinion is not something imposed by OSFI, it is something that CIA imposed on itself;
and if the idea is that there is some good that would come out of removing that opinion; I think that that is a very useful
suggestion that should be made to, I believe, it used to be the Solvency Committee, but now it is Doug Brooks’ Risk
Management Committee. I believe that that is the forum where that kind of standard change would take place. It is not
specifically a CSOP standard, but that is my suggestion, and I would encourage that kind of communication.

Anybody else? Well, I am glad to see that this is very, very clear and that there are very few comments.

I would like to thank the panel again for expanding and elaborating on the issues facing us, and the adoption of CSOP
for insurers. Thank you very much. This session is adjourned.
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