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Moderator Pierre Vincent: My name is Pierre Vincent. I will be the moderator today. If you came to listen to the impact of 
pollution on whales, you’re at the wrong place. We’re actually going to talk about actuaries in distribution. We’re going to talk 
about it in different contexts with actuaries working in different fields, on the distribution side. The first speaker today is Brigitte 
Breton. Brigitte is an actuary who decided to take her life insurance license, and she’s going to go into more details about what 
she does. Afterwards I’ll be coming back as a speaker talking about what I do – so I’m not going to talk about that now. And 
Scott Sadler, who worked in insurance companies for many years, also has gone to the distribution side, and is also going to 
talk about what he does in distribution. So, that will give you a bit of an overview of what actuaries can do in distribution. And, 
also, some of the observations we’ve made over the years. So, I’ll ask Brigitte to come right away.

Panelist Brigitte Breton: Bonjour. So, yes, I am an actuary who decided to go into distribution – the “dark side” – as they say in 
the booklet. So, in essence it makes me a life insurance salesperson or sales broker – so, an insurance salesman … or woman, 
in my case. So, what I will be talking about with you is how I decided to go into the distribution side of things, and why I did 
it. And my motivations for doing it and also seeing what advantages and disadvantages of being an actuary in distribution gives 
us – there are advantages, believe it or not.

A little history. So, I started this selling part four years ago. Before then I was more into the pricing side of things in life insur-
ance products, product development for different insurance companies and a reinsurer. So before that I was obviously at school 
doing my actuarial exams, which seemed to me it took forever, but as you can see I graduated from university at the age of 
eight. [Laughter.] Okay, my personal motivation for going into distribution a few years ago, well, there were three of them. And 
whether it’s a reality or it’s just my personal reality, being a woman and working is different than for a man. And I thought – I 
was wrong – but I thought that starting to deal more directly in the field and sales it would give me some more time flexibility. 
However it means more hours. It just means I can work at four o’clock in the morning and I can meet clients at ten o’clock at 
night. But in total it’s the same, it’s even more hours than working in a head office environment. I guess I did not realize that 
at the time. And one thing is that field of work in being, I guess, self-employed, allows you to move more easily. And I did a 
couple of years ago, I went from Toronto to Montréal and that field of work allows you to do that I found.

Now, the real market motivations for doing that type of move for me was, I realized the number of companies out there were 
shrinking. I was in three maternity leaves. In those days they were six months each and in two instances when I came back, 
the company I was working for was no longer there. [Laughter.] So, I guess that was one market motivation, and also realizing 
the average age of your sales broker is about 50. And just the fact that I saw in a broker meeting not long ago, there was this 
guy well over 80 years old, he had a walker, he had his oxygen tank with him, and why was he still working? Because he had 
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to service his clients who are still around. So the average age is increasing. I guess we need new blood in distribution. So, that 
was also part of my motivation to make the switch.

My path, because it’s one thing to want to be in and start selling insurance – because ultimately that’s the goal – but its another 
thing how you go about it and how you end up doing it. So, what I did might not be typical of other people, but that’s what 
I’ve been doing the last few years. I joined a managing general agent (MGA) who was servicing high-end clients, and I was the 
actuary, I guess, who packaged the deals and the specific concepts for those clients. I quickly realized that if you want to sell 
insurance you need some prospects, so I acquired a block of business – it gave me access to clients. Then, over time, with the 
relationships I built with other agents and with the general agents (GAs), I ended up in my practice. Now, part of my time is 
spent with the GAs, and helping them with their brokers.

So, now we’ll share with you my field observations over the last four years. First, when we look at actuaries in the field, what 
do we bring to this? We bring credibility to the process and I live it, I witness it, all the time. We go to meet with a client, we 
meet with his accountant, with his tax lawyer. And they listen. I hope they don’t listen because of my age, but listen because 
they think I have something to say, and to explain to them something that is worth listening to. I find that, however that some-
times, we have to be careful though and define our areas of expertise so that there’s no confusion between what we do, what 
the accountants do, and what the tax specialists do, because sometimes clients put us all in the same basket. So, we have to be 
careful. And one thing I had to learn over time is, I need to be able to simplify and keep it simple. It’s not always easy for us 
to do because we want to disclose, and at the same time the client might not understand. So, we have to keep a good balance 
between that. So, I guess that becomes one of our challenges – to keep it simple. And also you need to be comfortable with what 
your role is ultimately. Ultimately, your role is you will sell insurance. And for some people to go from head office environment 
– VP title and whatever title – and at the end of the day, if you want to get paid, you have to sell insurance. So, you have to be 
comfortable with that.

Now I also looked at other brokers in action over the years, and I found there was two sales processes mainly out there that I 
could see. One type of sales person, they go in and they present one concept, they sell or they don’t sell, and then they go out. 
Then you have the other type. They go in, do fact finding, they analyze, they make scenarios, proposals, so on and so forth. 
They sell or they don’t sell, and then I guess they get out. In my observations, the first type of broker tends to be maybe older 
in age, and they tend to have higher revenue. The other type are younger in age, and maybe at the end they don’t seem to be as 
successful. But it could only be the balance now that is occurring between the younger generation trying to give a more complete 
analysis of the needs of the client, as opposed to the older crowd who were more like specific – who were trying to sell-sell-sell 
one type of product. But I think time will tell how it’s going to change at the end.

And also you have the products that they sell, either they pick only a couple of companies, one or two. They know everything 
there. Or they pick many, many companies and then maybe they’ll go for price a little bit more, since they have more to choose 
from. But, all of this will disappear if they see a good deal, and I’ve seen that happen. Pierre will talk about that after. And this 
is what I call a good deal: market efficiency. And it’s out there, and you, pricing actuaries, have to be aware of that. If there’s a 
product that pays more or that seems to be not mispriced but something seems to be different about it, the brokers will see it 
and will sell it.

Now, when I looked at the GAs in action – and I’ve worked closely with a number of GAs over the last few years – the typical 
GA is in their sixties. They’ve built their business over time, they have good service fees, and they are doing well. They are 
lonely, they’re looking for expertise, and they’re looking for help. They also carry a big potential liability in terms of potential 
charge-backs, or if, I guess, something happens and they are exposed to those charge-backs, but they don’t necessarily know 
about that. And, then they are also faced with succession planning. And I know in Québec, and also in Ontario, there’s a lot of 
big GAs out there, and their succession plan is next to nothing, and they need help.

Why an actuary at the MGA level? We can help in different ways. One, we can support their brokers in sales situations. For 
example, going to the accountant of the client, or the lawyer, and help that way. We can package different concepts at the 
agency level specific to their brokers. I mean, I worked on conversion programs for a specific GA to help them bring those 
sales but to package it together. And we can help also the MGA at the management level. The MGA actuarial support that I’ve 
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been doing, with a few GAs, is to look at their agencies and look at their expenses and also manage their risk. When they have 
a charge-back exposure, like I talked about before, but they don’t realize it. And when they realize it, sometimes it’s too late. It 
really hurts their bottom line that year, and it can hurt them badly. It’s not a matter of like starting to put reserves or whatever 
you want to call it, at the GA level, it’s far from being that, but just so that they are aware and some form of measurement of 
tracking those potential charge-backs, I guess, they can get maybe after two years, or whatever the formula is. Also, to look at 
the agent behavioural pattern. If you have an agent that has sold a certain limit, and all of a sudden he sells more and more, it 
could be good news, but – when I talked about market efficiency before – it could also mean that. It could also hurt the GA if 
the sales are not, I should say, true sales. And, also at the agency valuation level. Like I said the GAs, they have a problem with 
succession planning right now, and basically they need somebody to talk to about that and how to value their agency and see 
how they can move forward.

So, in conclusion, after four years, which is relatively a short number of years that I’ve been in distribution, actuaries in sales, 
definitely! There’s room for actuaries out there at the field level. We bring knowledge, expertise, and credibility to the life insur-
ance distribution. We have an excellent basic training, in my case, when it comes to life insurance products. The only area where 
I think maybe that I lacked when I started was to try to keep it simple with the client – to summarize and package it in the way 
that they understand. And also maybe understanding the small business owner issues and challenges. This is not something we 
learn in our actuarial studies, but is something you have to gain outside to make sure you understand when you see a client, 
what are his concerns about his business. So, the actuaries in sales, that can mean personal sales, you can assist other agents in 
their sales by meeting with the professionals of the client, or assist at the MGA level at the management level. So, it’s not such a 
dark side after all. You are welcome to come and work in this field. It’s a lot of fun. So, do you want to join?

Moderator Vincent: Thank you, Brigitte. Now I’m going to talk about actuaries in the field from a different point of view. I’m 
going to talk about, well, my point of view, after a few years of working in a home office, either in valuation or product design or 
marketing. People in the company have asked me, “Do you want to mange the distribution network in Québec for Transamerica 
Life and make sure that MGA that we have is the right distribution in Québec, and also to make sure that we generate the sales?” 
So, that’s what my progression has been. So, I’ve moved to also la belle province, and my wife came with me.

Panelist Breton: For those who didn’t know. [Laughter.]

Moderator Vincent: So, she came with me and now, well, I’m looking after the sales for life insurance products, segregated 
funds, and also mutual funds for my company.

I’m going to make a few observations and I’m not going to talk to you about the sales process but more talk about market ef-
ficiencies. I’ve seen what brokers do, what MGAs do, and why they do this. It is very, very efficient, and especially when you’re 
trying to sell your products against competition, because the competitors always do something that you think they shouldn’t do. 
Of course, I’m in sales! So, if we look at how companies launch products, usually they have a marketing team with the actuaries. 
They say, “Well, we’ve designed this great product.” They go and launch the product across the country, and say we have very 
strong features. They’ll go and say this is what it is, this is how your clients can be served with these products. In Québec, there 
are big agencies, I wouldn’t call them managing general agents, who have a staff of people who will go and review products. 
They will review the products; they will compare the products that you’ve just launched against the products of your competi-
tors. They will look at the right ideas about where to market this product, and they will start talking to brokers. So, the brokers 
that are working through these general agents will listen to the advice of these people. So the news will travel quite fast, and at 
the end of the day they want to offer the best solution to the clients. So, as I mentioned, the distributors will find very quickly 
what pricing actuaries, and probably what valuation actuaries, should have also found.

And I will talk a bit about those marketing efficiencies that I’ve seen over the last couple of years. Those are just a few exam-
ples, but I could list many more. For example, there’s life insurance on brokers. The impact of legal rebating, and decreases in 
the amount of insurance. Some of those topics I think are also of interest to valuation actuaries or to, well, the reinsurers who 
assume certain hypothesis when they price products. Competitive pricing by age bands. How people use investment accounts 
in universal life (UL). Segregated fund guarantees. The impact of little things that probably people don’t notice, but net cost 
of pure insurance (NCPI). I’ll get into more details but that’s how you see the market is very efficient. And what we think we 
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know when we work in a home office, it’s very different if you look at it from a client’s point of view. And back-to-back kind of 
concepts that are becoming more popular.

I’ll just talk to you about a specific case. And a lot of those examples that I’m going to talk about, the first few examples, are 
really caused by the type of compensation that is being paid by insurance companies. If you look at how it works quite often, 
the broker can get one and a half times, or two times, what the client pays in the first year. And maybe to put things in context, 
I’ll just use an example where the broker says, “Well I’m going to take a life insurance policy on my own life. I’m going to take 
two and a half million dollars of insurance.” And in universal life there’s a type of cost of insurance (COI) that you can take 
called yearly renewable term (YRT), so it’s the cost of insurance that increases every year. So in this example, the broker could 
pay over a two year period, $7,100 to get that coverage. And usually the way it works for insurance companies is that you have 
a two year period where there’s a charge-back period, so if the policy lapses, or something happens, the broker has to give back 
part of his commission. But in this case the broker can pay $7,100 and get the coverage for two years. In that case the broker 
can get $20,000 in commission. So, quite a few brokers look at that and say, “I can make $20,000, I pay $7,100, and so I net 
$13,000.” And also for brokers, commissions are tax free if it’s on their own life. So, what’s the net result for this? You have a 
broker who makes $13,000 and gets free insurance. So, that is a pretty good deal. Well, it was too good to be true. One of the 
companies changed that recently. But I’ve met, a broker who said, “I took five million dollars of insurance.” The good news was 
that he was rated. [Laughter.] And so, because he had rating, he made about $80,000 tax-free to get his insurance.

But when you look at this you say, that is one company, they changed that. But still most companies, that’s what they do. So just 
during the weekend, I used company software and I said, “Okay a regular case that would happen, one and half million dollars 
of insurance, $15,000 of premiums that the brokers pays for this coverage for two years, and receives $26,000 commission 
– so, still a net gain of $11,000.” And most of these brokers say, “Well, if after two years I am uninsurable, I’m going to keep the 
coverage – if not, I’m going to encourage another company.” So, it’s a good way to generate income. Maybe it’s not a good way 
for some of the companies, but it shows market efficiency. So, it’s on the broker’s side, on their own life.

But if you look at the larger scale, maybe some of the people in a home office are not aware that commission rebating is legal in 
Alberta, for example. So, if we look at the same example, where you have $15,000 of premium for one and half million dollars of 
coverage, and the broker receives $26,000. The broker can rebate the commission to the client. The client, has zero cash outlay. 
After that the broker still makes $11,000, and you have a happy client who got one and a half million dollars of insurance for 
two years. So I think insurance companies will start realizing that quite soon. I know a few companies are starting to see this 
and, well, people should be aware of those little things. Insurance for free? Many clients can get that.

Well, of course, playing with the same company software – you can play that with other companies’ software too – you can 
make it better for the client because after two years you can reduce the amount of insurance. And some companies don’t have 
financial penalties for the broker or the client. So, because the client put $15,000 that came from the broker’s pocket, in Alberta 
for example, after two years the client can reduce the amount of insurance. There’s still about $7,000 in the policy of cash value, 
and the client can have insurance if they reduce the amount of insurance far enough – in that case it was for thirteen years. Since 
I am an actuary, I used a conservative interest rate to make sure that it would last. So, I think that just shows how efficient the 
market can be. Usually, you look at some of the brokers and some of these brokers were not able to get a new license because 
they don’t have, they have not finished high school. If they want a new license, they can’t. But it takes them about a week to 
find this out and with the product analyst it’s very easy to spread among quite a few people. Probably the biggest exposure, at 
this point, for insurance companies are related to the fact that the amounts of insurance can be decreased without any penalties 
to the clients. And once again I’ll come back to the commissions because the commissions are high in the first year. The broker 
can be paid for a very big amount of money.

What brokers use insurance for quite a bit, especially universal life, it’s related to accumulating money tax-free, to have tax-free 
deferral in insurance policies. The broker would go and tell the client, “You have $250,000 dollars to invest. We’ll put that in 
a life insurance policy. There are maximums in how much money can be deposited in a life insurance policy, and I have a tax 
shelter.” So the broker goes and takes a very big amount of insurance, that means very big commissions, and they reduce the 
amount of insurance after two years, three years, four years, five years. And this is going on quite a bit because when I go to an 
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agency and I ask a product analyst what sells well, and the product analyst says, “Oh, it’s this company, I sell single premium 
policies. That’s what I do now.” So that means I can’t compete because they’re paying three times what I can pay for that policy 
and I have a hard time to go back to my actuaries to say, “I want the same,” because they will not do it. So, it’s good for the cli-
ent, because the client can accumulate money tax-free. Well, it is good for the broker. Once again, I think it does show market 
efficiencies.

Competitive pricing by age group, I think this one is also quite simple with all of the illustration softwares, and comparison 
tools that are available. They do look and see, “Okay, this company is very good for age 60 or 65 for term 100 or universal life,” 
and they will concentrate the sales. When the broker talks to the analyst, the analyst says you should sell this. So for insurance 
companies, I think you should make sure you are transferring that age distribution risk to the reinsurer, so that you’re not 
stuck with that. But from the reinsurer’s perspective, I think that’s part of the distribution, you look at large numbers, but it’s 
important to look at that.

People would say there’s not much people can take advantage of segregated funds. But a lot of those products offer 100 percent 
guarantees and especially in the bank owned channel, the Investment Dealer Association of Canada (IDA) channel. They were 
very quick to realize that older clients that are unhealthy, some of them in hospitals, can get that guarantee on the investment, 
even in risky investments. So, I’ve seen in the past some of those stock brokers that well, invested a few million dollars on behalf 
of their clients, with guarantees on the NASDAQ, or Standard & Poors, it’s really a no-risk proposition. So, once again, it’s on 
the investment side but it does show that people that are knowledgeable about their field will see the options that we put in 
products and will price those options, and will take advantage of that.

Long-term guaranteed investment certificates (GICs) and universal life, once again, it’s for efficiency, rates are very low in 
universal life these days, and brokers want to give a good offer to their client. Long-term rates in universal life are higher than 
short-term rates, but insurance companies allow clients to decide where their cost of insurance charge will come from. So, a 
client can invest a big amount of money in a 25-year GIC, get 3.5 percent interest, but this amount will just cover the cost of 
insurance for a year. So the broker was able to get a long-term rate for short-term money.

The impact of NCPI, that’s something reasonably simple. If a client wants to borrow money for investment purposes, and the 
bank says you need to have insurance, in that case a client can deduct from their income tax the lower of the net cost of pure 
insurance and the premium for the policy. Brokers will go and look to see which company has the highest net cost of pure 
insurance. Insurance companies are not all the same, and that would be specifically on age 70. So, they would look and they 
would say, “For Company X it’s $200 per thousand and Company Y it’s $50 per thousand, so I can get a much better deduction 
by using the first company.” So, those are simple things that people who are in charge of products can look at, and they can get 
more sales, and that will cost them nothing if they are aware of how the products are sold.

People are even more creative, if we go look at back-to-back annuities, because it seems they do arbitrage between countries. In 
some cases, you have clients, once again, who are 70 plus who will get substandard annuities in Canada, and will get standard 
insurance rates in the United States. And brokers package this together to sell to investors and they can show returns of 15 
percent plus to people who have money who want to invest $50,000, or $100,000. Most of the time it’s larger amounts. But, 
I know some people in Toronto that are teaming up with people in Montréal. Their biggest difficulty there is to find wealthy 
individuals who are 70 plus who are willing to lend their life for this investment and they get a fee to do that. So, once again, 
it’s efficiency of the distribution market.

So, hopefully I’ve given you enough examples to show some of the observations that I have made over the last two years on the 
distribution side. There are some things that take longer to see. For example, when we look at lapses on the T100. At the time 
those products were launched, lapses on all types of products were between seven and a half and ten percent. People would 
say it would be there forever – it would stay on that basis. But those ones are examples of what we think people will do versus 
what is better for the client. And usually what is better for the client, this is really what is going to happen.

So, in conclusion, if I look at the increase in popularity of the independent broker channel, the market is becoming more and 
more efficient. The brokers, the agents, they have the choice between products from different companies, they have product 
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analysts who are there to help them recommend products. And, well – as Brigitte was mentioning a bit earlier – if you start seeing 
rapid increases in sales in some area, people should be concerned or at least they should ask questions. If people wait until they 
have an experience study it will have cost them a few million dollars. Sometimes, if one of my competitors does something that 
doesn’t make sense – or it can be my company also – you do say, “Well, people could do this or do that.” But it takes usually 
quite a few months, or years, before somebody does something about it – and the cost can be quite high. But I think at the end 
of the day, the brokers, they want to do the right thing for their clients – and it will be efficient. I suppose, actuaries in the field 
of distribution, sometimes it’s a challenge making sure we maintain and keep our integrity, because it could be very easy to take 
advantage of those situations – well, to really take advantage of that. So, that gives a summary of observations from somebody 
who is looking after distribution. Now, I’ll ask Scott to take over.

Panelist Scott Sadler: Thank you Pierre. There seems to be a consistent theme in this presentation for the meeting, “Actuaries 
have gone to the ‘dark side’, find out the dirt on the sales process, and are they really worth that cost?” Just a little negativity 
there. So, I want to start off by saying that first of all, I see myself more as Luke Skywalker than Darth Vader, which is why I 
joined the “field force”. [Laughter.] Oh, come on, you throw a beach ball up there … [Laughter.] And one I want to focus on 
is the sales process we have at Pal Insurance. And are actuaries worth that cost? Absolutely, and then some. You just don’t pay 
our agents. Absolutely we’re worth that cost, you just don’t pay us enough some days. [Laughter.]

We’re one of the second type of advisor offices that Brigitte was talking about, in that we start off with the “fact find”. It’s about 
a five, six meeting process in a perfect client world. We start off with the “fact find’. We then look at integrating what we’ve got 
with the client’s existing structures. Our target market at Pal Insurance is high net worth individuals, business succession plan-
ning, and inter-generational wealth transfer. Our target market is $15 million and up. So we’re really looking at high net worth. 
They’ve got the tax advisors, and they’ve got the tax lawyers, that Brigitte was speaking of. So, we want to integrate whatever 
we may come up with, with the structures that they have already put in place. Then we look at what’s called, the “strategy 
inventory”. And I’ll expand on all of these as I go forward, look at the program, architecture, implementation of the program 
and finally the servicing. 

The fact-find, is quite simply, what does the client have? what do they have in place as far as structures? And what do they want 
to do with it? We meet business owners who started off with nothing, have built a $25 or $50 million company. And the attitude 
ranges from, “I started with nothing. I’m a self-made man. My kids can do the same. I’m giving it all away,” right through to, “I 
want to make sure my children never have to work a day in their life,” and everything in between. And that’s the point of the 
fact-find. And there is very little, if anything, actuarial about that. So, we’ll move on.

The integration with existing structures, again, that’s getting back to the tax lawyers – they’ve got the talented advisor team 
already in place. A lot of their trusted advisors, their accountants are saying, “You’re self insured. You don’t need life insurance.” 
The purpose of the integration is to show them, yes, you don’t need it, but it’s to explain why you might want it. So, we really 
turn a needs analysis into a wants analysis of how can you use a life insurance product to help you accomplish your goals. What 
has already been done by the company? 

Building a consensus, if you don’t have the advisers on side – if the trusted advisors, the accountants and the lawyers don’t 
understand what you’re trying to do – you really don’t have much hope of moving forward with the client. Because quite often, 
at the end of the day, they’re going to look to their accountant whose been with them for 30 years – who started working from 
a garage – and ask, “Well what do you think?” And if they give you the thumbs down, we’re out the door. A lot of what we sell 
is education. We don’t sell product. Our role, my role, at Pal Insurance is to educate everybody in the room about what it is 
life insurance can do for them, and how the various products in the market work. And again, just to echo what Brigitte said, 
we bring credibility to the process. There are some meetings that I’m sitting in that I don’t say a word. We have one agent in 
our office, Joe Pal. By having Joe say something, and an actuary sitting at the table, the client says, “Well, he must be telling the 
truth because if he wasn’t that guy would be up jumping and screaming saying ‘That’s not right, that’s not right!’” [Laughter.] 
What I want to do to bring this home is with each of these meetings that we have, is to try to explain what the actuarial issues 
are and how does that – as head office, product development, marketing people – how does that help you? The actuaries in 
my role focus on an area of expertise. Accountants don’t have any formal training in life insurance in the Canadian Institute of 
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Chartered Accountants (CICA) syllabus. So anything they know about life insurance, they either read in The Wealthy Barber, or 
their own trade publications or their internal workings. So, by bringing that actuary in, we can help everybody focus on what 
they do best. Accountants do the accounting structures, lawyers stick with the trust structures, and actuaries do the insurance 
products. We educate the advisors in language they can understand, again, the KISS principle – keep it short and simple.

I was going to throw up the five-factor dividend formula. Does anybody remember that from the actuarial study notes – the old 
five factor? Imagine you’re sitting in a meeting and you have about a minute and a half to explain that before their eyes start to 
glaze over, and when you’re done you ask for a cheque for $10,000. And you’re doing that, and your client is your mother.

The strategy inventory. Basically, if we go in and say insurance is the “be all and end all” – the only solution – it’s not going to 
work because they know better. Our clients are sophisticated, they’re educated, and they’re smart. So, insurance is one possible 
way of what they’re trying to accomplish, and what that strategy inventory is, is really just to explain all the various options, 
and work with their trusted advisors, through that process of how insurance fits. Insurance is certainly not free. We can’t go in 
and say, “You know what? We can get you a million dollars.” … though, apparently, it is the case. (I should change my slides.) 
[Laughter.] And what we do is we work with the other advisors to analyze and document the cost benefit analysis for all of the 
various options and inventory strategies that they have available. In our market place one of the biggest issues is that insur-
ance now has moved beyond the income replacement realm to really estate preservation purposes. So, the client is worth $50 
million, if he dies, has to pay tax, the kids only get $25 million. (That’s quite a hardship for the poor kids.) You know, income 
replacement doesn’t fit, but the client has worked hard and has got $50 million dollars, and maybe he just doesn’t want to give 
half of that to Paul Martin. The other issues are the ownership of the policy and the beneficiary issues. We’re getting better with 
the insurance companies. There used to be a real concern with underwriters when you went in for a corporate owned insur-
ance policy, and they couldn’t understand how that would work. But a lot of the companies are getting better at understanding 
ownership structures, and the fact that some of these ownership and beneficiary issues are being raised by the other advisors 
saying, “Well if you had the ownership here you, then you’d get these tax advantages.”

Does historical lapse experience apply? And this is a good one. It’s sort of a recurring theme. But the reason it’s here, under the 
strategy inventory, is these clients spend a lot of time analyzing the various options they have to preserve their wealth and to 
make sure that they accomplish their long-term goals. The odds are, once they understand this program, once they put it in 
place, they’re not likely to go back and change their mind. So, the historical lapse experience of seven or eight percent in the 
affluent market – when they’ve analysed and have a clear reason in their minds of why this insurance is in place – may not 
apply. So, if you’ve got experience studies, if you segregate those by face amounts that would probably answer your question. 
I don’t know the answer to that. And the other one again is with the face amounts, they’re high net worth, a lot of reinsurance 
support, whose mortality do you use in designing the product – yours, the direct writer’s, or the reinsurers?

To try to explain a bit more about what we do I want to throw up an example. A nice generic 45 year old male, non-smoker, 
he’s got a $25 million capital gain on death. So, if we look at our guy who started the company worth $50 million, half of that 
in tax, he’s going to pay $25 million. Well, he (or she) have got at least five options to pay that $25 million. He can create a 
sinking fund today, he can borrow funds at death, sell part of the company, use insurance to pay the tax, or a charitable gift to 
use insurance to eliminate the tax. And those are five fairly simple options that we tend to explore.

Sinking fund. You are all actuaries so I’m going to move real quick through this one. You’re going to fund it for ten years, five 
percent pre-tax, 45 percent tax rate, you’re going to come up with $428,000 a year to a sinking fund. And the beauty of this, a 
sinking fund, is that it assumes like most good actuaries that everybody is dead on time. If you die early in a sinking fund model 
you don’t have your $11¼ million dollars to pay tax. So what are you going to do? You still have an unfunded tax liability there. 
Sinking funds only work if you die when you’re supposed to.

You can borrow funds. You know what, when you die you take away that timing risk. You know, we’re going to go out to the 
bank and borrow at six percent interest. You’re going to pay $1.4 million every year on that loan. Two key considerations: Is it 
the company able to borrow the money when it’s needed, and are you going to be able to pay it back? And that is key because 
in the example when you have a key person driving the company. The bank may look at that and say, “Well, yeah, Fred’s in 
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manufacturing, but he’s gone – who’s going to take over? I wouldn’t lend you ten cents let alone ten million.” So there’s another 
exposure with borrowing from the bank.

Sell part of the company, that sounds easy enough, it will cost you a quarter of million dollars but again that assumes there’s a 
market for the stock. It’s Fred’s manufacturing, Fred’s gone, who wants the stock because the future’s not good? But more im-
portantly it also assumes that the share price can withstand that sell off of the stock. It may cost you more than an $11¼ million 
if the stock market starts to go down as you try to dump all your stock into the marketplace. 

So, then we get the life insurance solution. And of course, this is where we come in and where we like to lead them to. The first 
choice a client has to make is a choice in an advisor, because with the high net worth individuals, everybody in town knows who 
they are. A lot of the insurance advisors are in there trying to propose solutions to them, so part of our role is to go in – and this 
is part of the reason Joe Pal has an actuaries and there are two actuaries in his practice – to allow us to differentiate ourselves 
from all the other insurance advisors who are calling them, meeting them at the country club, meeting them at curling or social 
events saying, “Hey, we should talk, you need insurance.” Part of the value added process at Pal Insurance is having actuarial 
expertise in the back shop. Then it’s company, then it’s product. All of this, of course, assumes that the applicant can pass the 
underwriting process. If they are uninsurable then this solution obviously is off the table.

The next question is a plan design. The three key questions: How much, how long do they need it, and how long are they going 
to pay for it? In my example, I said $11¼ million to pay the tax, or they could go for the full $25 million to eliminate the tax. 
So, those are the two types of scenarios. And we look at the various options and the cost associated with that. How long do they 
need the coverage? Well, it’s the old cliché – two things in life are guaranteed: death and taxes – and you’re going to pay the 
tax at some point, so you need this coverage forever. And most business owners don’t want to look at this and consider paying 
forever for something, so they want to pre-fund this coverage in some way, shape or form, and that’s another part of our analysis. 
Ten-year term? Their trusted advisors will look at that and they’ll and say, “Oh, you know what? I just got something – an affinity 
market from my alumni association – and you can get insurance for ten cents on the dollar, it’s really cheap, it’s wonderful, it’s 
great.” Well the problem with ten-year term? It’s got low initial rates. Eventually, the rates go up. The conversion options vary 
by company and because there’s no cash value there’s no exit strategy. So what I did was I went to Cannex and said okay let’s 
run a couple of straight term 10 quotes for $11¼ million. I’ve got four companies, and even with something as simple as initial 
rates, Company A is $14,500 and all the way up to Company D at $15,000 – so you’ve got a $500 difference just walking in 
the door. And then in ten years time, at age 55, your renewal rates are anywhere from $92,000 for Company A, $74,000 for 
Company B, $76,000 and $87,000. Now, try to explain that in non-actuarial terms – and again, in the two minutes before their 
eyes glaze over – to a client saying, “You guys are all actuaries. How can you be so far apart on something as simple as straight 
term insurance?” And you can’t talk about anti-selective lapses to clients because they don’t understand. You certainly can’t go 
in and say, “Well, you know at Company A they want you to lapse early they only want you around for ten years so they really 
hammer you on the renewal rate to force you out the door.” You can’t get into the conversion rates. You can’t get into how long 
the coverage is in force. So what happens is you end up defaulting back to you’ve got coverage to a certain age, renewable to 
age 75 for Company A. And if you’re alive for the whole process, if you outlive your insurance coverage, it’s going to cost you 
$3½ million for Company A all the way up to $9.3 million for Company C, and anywhere in between. So, there’s your range 
and by the way, if you live to age 86, you know, the insurance company’s going to say, “Thanks for coming in, you’ve been a 
great client. Have a nice life.” You still have an $11¼ million tax problem. 

So, then we look at permanent insurance options. And the stripped-down permanent insurance, no cash value growth, no 
accumulation, term to 100 or level COI universal life. Again going to some of the marketing software I’ve got for T100, and 
there is a company out there that sells $77,000 annual premium for $11¼ million. You can buy the same company’s level COI, 
minimum-funded universal life for $85,000. So, we’re talking about the market efficiencies, we go back to our clients and say 
“Is paying the extra $8,000 a year worth it to you to have the option of changing your funding option at some point?” If the cli-
ent says, “No” then we go in with the T100. So, what are the underlying lapse experiences or mortality assumptions or interest 
rates driving that ten percent difference into essentially similar products? 
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The next thing we talk about is pre-funding. The client doesn’t want to pay for this forever. The two permanent insurance op-
tions with cash values we look at is, a permanent participating whole life, and maximum-funded universal life. What I did was 
is put the same premium into both $446,000 a year for ten years so this is getting close to the deposit amount for your sinking 
fund. So your client kind of looks at that and says, “Okay, I can deal with that.” We’ve taken away the timing risk, insurance 
versus the sinking fund, because you’re still covered for the $11¼ million regardless of when you die under this. Three and a 
half percent interest rate on the UL and the current dividend scale for the participating whole life assumption. And we used to 
a high early cash value product from one of the providers that we work with. And you create this range of values of cash values 
and death benefits at future points in time that the client can look at. And for the most part they’re fairly similar, there’s not 
a lot … at age 65, $17.2 million cash value, or death benefit in the UL versus $14 million in the par. As you go on premium 
offsets, the par death benefit goes up, branches back down because it is a 20 pay contract paid-up, and then it starts to go back 
up again and the same thing with the cash values. Now, similar at age 55, ten years out, and the dividend scale starts to move 
forward. So, there’s the types of values you’ve got in the policy. Again we always preface this with “they are illustrations, they 
are not guaranteed”, and all the disclaimers the insurance company likes to see.

The actuarial issues in behind that, that part of the process, is part of it is the investment options on the universal life. Our clients 
are largely business owners, they have a lot of exposure to the economy elsewhere, so what we’re looking for is using the life 
insurance cash value as the diversification tool. That becomes part of their fixed income component. So we fairly infrequently 
will use equity based index options on the universal life. We’re looking to the guaranteed investment accounts, the long-term 
portfolio average accounts. We’re looking at part of that is the credited rate but more importantly, the client wants to see the 
guaranteed rate in the contract and traditionally, that guaranteed rate on your GICs have been something in the neighbourhood 
of 90 percent of the Government of Canada bond rate minus an management expense ratio (MER) of 175 or 195 points. And 
the client looks at that and wonders why they’re paying 195 points to invest in GICs. So that’s one of the issues that the clients 
going to have trouble reconciling saying, “All it is, is a ten-year GIC or twenty-five-year GIC’”, as Pierre was mentioning, lock-
ing in those long-term rates. If we had competitive rates with good guarantees that were easily explainable to the clients that’s 
a strong product feature that they like. On the participating whole life, we look at sustainability of the dividend scales. How 
consistent have the rates of return been, how consistent is their asset allocation? Do they keep flipping from bonds to stocks, 
to this, to that? That type of stability and credibility is what we as actuaries in the back shop look at, in choosing the company 
or the product to recommend. 

A couple of issues that we have that would really make our life a little easier, and I know that may not be your driving motivation 
but it works for me, guaranteed issued tied to the tax liability. A lot of our clients, as I said they are business owners, and as the 
business continues to grow in value their tax liability continues to grow in value. Anti-selection, which is what most actuaries 
worry about in designing products, is when the policyholder knows something that you don’t, and the policy owner controls the 
process. In this situation, the only control the policy owner has is continuing to grow their business. So if there was a product 
out there that featured and allowed you to sets strike dates – that every five years you could pop up the death benefit to cover 
the tax liability based on accounting statements and financial statements, that type of proof without the medical underwriting 
– that would be very helpful in the high net worth affluent market.

Reinsurance capacity is another issue that’s causing us some grief. The market is shrinking and we’ve met with the reinsurers. We 
understand consolidation. We understand all of the shrinking of capacity, firms exiting. But we’ve probably left – a conservative 
estimate – $100 million of business on the table last year because we couldn’t get reinsurance support. So there are companies 
out there, smaller stockholder companies that wanted to get into the reinsurance pool. You know, three, five, ten million dol-
lars. That’s something that we certainly have the market capacity to take up some of those pools. Because as I said, a lot of our 
clients, it’s high net worth, it’s business succession planning, and if there’s anybody that’s interested, a plug here for some of the 
reinsurers, and I’m not picking anyone but talk to the reinsurers about joining a pool because we’d like it too.

There are embedded options in the product that are valuable to the client. And are they fairly priced? Again, getting back to 
my term to 100 versus minimum funded universal life. For the sake of an $8,000 increase on the universal life you can buy the 
option to change your funding pattern. If that’s valuable to the client, is the price fair? And part of this is the source of earnings 
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analysis that is getting a lot of press. If you are embedding options in the plan, do you include those options in your source of 
earnings analysis? Do you know whether that option is valuable to the client, or valuable to the insurance company?

For the implementation, when we go to finally close a case – so you’ve gone through the first four meetings or more, you’ve 
talked to the client, you’ve got them convinced now that life insurance is going to be helpful to them, it’s going to be great – so 
we go back in and we start with the review of facts. And the reason for that is that, again it’s critical, if the client understands 
why they are doing this, the lapse rates are significantly less. They’re not bullet proof – we’ll never use that term. But if the cli-
ent knows why they’re putting it in place, it’s a lot more secure from attacks from their advisors, or from themselves. We do the 
summary of the planning process. We’ve explained to them what we’ve done. And part of this is bringing their other advisors 
back in, saying we’ve talked to your tax lawyers, we’ve talked to your tax accountants, we’ve done this. We’ve summarized what 
they’ve already got in place, and our cost benefit analysis, and then we ask for the cheque. And the actuarial issue with that 
implementation process is that the “not taken” incidents really increase with how long it’s been from the time of the application, 
to when the offer is made, to when we get back in front of the client. We had one case, five business partners, huge tax liability 
of about $35 to $40 million on each of them, so $200 million of life insurance. We started the process with them in February 
2004, started collecting medical evidence a month or two later, middle of December got an offer from the insurance company, 
and they gave them ten days to make up their mind. So the clients had, in retrospect, done everything requested by the insurance 
company, had done everything in a timely manner And then had an offer for about six million dollars of premium, and they 
had ten days over Christmas to make up their minds. And it just blew us out of the water. I think earlier this year, they went 
to term insurance and now we’re getting replacement forms on all the term policies. It just absolutely destroyed our credibility 
with the client, because the longer you take – and whether the delays are explainable or unexplainable, whether it’s reinsurance, 
retro cessionaries, direct writers – the client doesn’t care. What we need as much as possible, and we working again with the 
reinsurance companies is to look at that case, to do a post mortem over what we can do better. But as an industry, we all can 
do better by moving the process through as quickly and easily as possible. And again, the KISS principle. If you try to explain 
that five-factor dividend formula to your mother, as soon as her eyes glaze over, you’re dead.

Servicing got divided into two different service issues: servicing term insurance and servicing permanent insurance. Again, 
to start off, update of facts, why do you have the coverage? Has anything changed? Last year they had the coverage because 
they wanted to leave everything to the kids. Well, now the kids have done something and they don’t care. They want to leave 
everything to charity! [Laughter.] So, we update it. Is there a change and do we need to re-tool the program? We always do a 
market survey. Have term rates changed? Because if you get a client in, and the markets have come down 15, 20, 25 percent 
since they have bought the policy – and that has not been unheard of in the past three years – then you can lose your cred-
ibility by saying, “Yeah, you’ve got a good plan there.” Because they met somebody at the country club or the golf course last 
night that said, “You’re paying 20 percent way too much for you insurance.” So we always do a market survey and we always, 
with term insurance, look at a conversion opportunity. Who’s your carrier? How’s your health? Would you look at converting 
to permanent? And the issue there is, of course, anti-selective lapses. If the client is uninsurable and it’s basically going to kill 
them soon, they’ll keep their term insurance. If they’re uninsurable but it’s something that just means they can’t get insurance 
now but they still have a reasonable life expectancy, then they may convert. So, the anti-selective lapse’s are real, and again, 
they vary by face amount. So, as actuaries, you should understand when does your insurance product break even? Because if 
it takes you 10, 12, 15 years until you’ve recovered all your acquisitions costs, and we’re going to lapse them after 3, 4, 5 years 
or move them to another carrier, sometimes the product is still with the same direct writer but sometimes we move it to other 
carriers. You need to be aware of that.

Again, back to the experience studies, and I don’t know the answer to this but do your conversion rates on your term portfolio 
vary by face amount? And if they do, are the conversion costs accurately reflect your pricing assumptions? And an update of the 
policy values versus the sales illustration at the time they wrote us the cheque. And part of that is a variance analysis and that’s 
driven by as advisors selling the case, did we do a good job setting the expectations? If we ran an UL illustration at 12 percent 
we’re probably going to have trouble servicing that case when it comes up to first renewal. So that’s part of the analysis. Again, 
these are business owners, they understand the economy so if we can go in and say, “You know what, interest rates are down 
half a point from when you bought it. We’ve illustrated 3.5 percent, you’re averaging about 2.9 or 3.1 percent.” The client says, 
“Okay, that’s makes sense, that’s understandable.” So, part of the actuarial issue there is the illustration limits you put on your 
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universal life software or you’re participating whole life software. If you can illustrate it current scale plus 100 points, that’s prob-
ably not a reasonable expectation setting in your clients mind. And again, as Pierre had mentioned about moving insurance, the 
universal life cash values into the long-term assets, we look at clients and if they need a million dollars of insurance, we’ll look 
at moving enough cash value into the GICs to support the monthly cost of insurance charges and with any excess cash, they can 
kind of play a little bit – but that means that the plan is going to stay in force. So, the actuarial issues, again on your experience 
studies and your source of earnings, I think your experience – your mortality on lapses – will vary with the face amount of your 
policies, so you need to reflect that when you do your analysis to find out where you’re making your money.

In closing, the sales process here at Pal Insurance, and the five meetings. Fact-find, integration, strategy inventory, and program 
architecture, those are all in red for very obvious reasons. Does that just cost us money? We don’t get paid until we implement 
the program. And we get paid a little bit more for servicing. But are agents worth all that cost? Absolutely. The quality agents 
out there in your field forces write quality business. We heard in one of the sessions this morning, the non-traditional insur-
ance distribution, about a Life Insurance Marketing and Research Association (LIMRA) risk study that shows that the four-year 
retention rate for advisors is 11 percent, which means 90 percent of agents walk away within the first four years, which means 
you’ve got all their business sitting out there as orphans, which is highly exposed to lapse and costing you money. [Editor’s 
Note: Refer to session PD-1101 “Non-Traditional Distribution.”] The quality advisers who write quality business with clients 
who know why they’re putting it in place, are worth the cost. They’re where you should be investing your money in training 
and education, helping them support the clients you already have on the books. Thank you for your time. [Applause.]

Moderator Vincent: Thank you Scott. Now I would like to open it for the last ten minutes for questions, if there are any ques-
tions.

Unidentified Speaker: Thanks, Pierre. I just have a question about the loopholes that you pointed out there. Can you just com-
ment on the utilization of those? I mean, the flip side of those loopholes is there may be valid sales that need those concepts, so 
if you get more sales that are valid than invalid, at what point do you decide as actuaries that it’s a bad idea to have that feature? 
So, do you see a lot of those things – the agents buying their own policy, or the policy holder buying a policy on the premise 
that he’s going to reduce face, – just as a specific examples?

Moderator Vincent: I suppose utilization really depends by brokers. Sometimes you have, well, the type of broker who sells 
only one concept. You would have the type of broker that sells one concept and it’s one of those concepts that he sells, and 
he makes a million dollars a year of base commission. So, I think people should look at that quite carefully. Probably by do-
ing more analysis by brokers, than overall, because you wouldn’t see that. Quite often companies will look at lapse rates but 
they won’t look at face amount persistency in the third year. So those are things that they will not look at, or not at the broker 
level. I know I’ve been involved in situations where I need to go and sue brokers, go and take over their assets. And I know 
of situations currently where probably there’s about 20 brokers that I have taken advantage of that across Canada with other 
companies. So I think it’s more being vigilant. There’s some of the concepts that are sold on the right basis, like tax sheltering 
money for clients but it’s just if it’s more efficient for the client to do it there’s an advantage and the broker is getting paid more 
to do it, they will do it. Yes, Gary.

Gary Mooney: A couple of quick question for Brigitte. Regarding service fees, you mentioned MGAs were getting good service 
fees, but I had thought many MGAs were having difficulty servicing their in-force business with the fees they were getting for 
that servicing, and having to subsidise for the first year.

Panelist Breton: Well, I worked, we’ll say, with three GAs. And you’re right, that’s part of the issue. Some of them cannot live 
off their, but when I said they build a good business, a big business. Some of them pay their overhead with their service fees 
and some of them need their new business to survive. I helped a GA one time trying to determine what is paying what, because 
sometimes they don’t know. And that’s the balance that we have to maintain, or the GA has to study and look at. But some of 
them do very well.

Mr. Mooney: Second question. Conventional wisdom is that the GAs won’t pay for anything. So, I’m wondering how you get 
compensated for the consulting work you’re doing.
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Panelist Breton: You see, that is why I mentioned that today during the session, because first, when I started, I ended up doing 
quite a bit of work for the GAs and especially recently. And I didn’t think it was going to be like that, especially for that reason. 
But ultimately we’re looking at sales, we’re trying to sell insurance. So, for example, when I go to a GA and I help, for example, 
we put in a conversion program to try to put a conversion program in place to help the agents. Well, yes we will get paid by 
those conversions, and the ripple effect is, I get paid. So, there’s different formulas that work, whether you’re like on a fee basis 
or part of the sales generated by that, or when you help a broker, that broker will hopefully bring in the business. But, I was 
also surprised and yes, there is room out there for that type of service.

John Dark: Apart from the loopholes that we’ve talked about (and we’ve all heard about those before), I’d be really interested 
to know what you would do differently if you were to make another field change, a wholesale change, and go back into home 
office? What would you do differently?

Panelist Breton: Actually, I say that to Pierre all the time, if I was back in a pricing role I don’t know if I would be a good actu-
ary or not a good actuary [Laughter.] because part of me would be so careful. On the other hand, when you know more how 
your products are sold, then you can fine tune those products a little more. But honestly, when I went into it, I’ve seen things 
out there when you’re back into your pricing software you don’t even think they exist – until you’re in there. And I don’t know, 
like, I’d probably be more careful and analyse things too much. It would be interesting, another session, “an actuary that went 
to the dark side and came back.” [Laughter.]

Mr. Dark: I actually like the reference to going to the Dark side. [Laughter.]

Panelist Breton: So, that would be interesting, for sure.

Moderator Vincent: Maybe Scott, you could comment because you worked with an insurer to provide services to your current 
employer, and now you’re working with that agency.

Panelist Sadler: I think one of the things I would do differently – and take this with a grain of salt, because I’m still out there 
on the dark side – and I’ll use an analogy or a quick story. We had one client who was looking at paying the insurance com-
pany a significant premium. It was a whole life. We had shown current dividend scale and a meaningful reduction, the way the 
Canadian Life and Health Insurance Association (CLHIA) suggests that you should, and the client says, “What if it goes up by 
this amount instead of down?” So, I went back to the insurance company and said this client would like to see a policy with an 
increasing dividend scale. And there reaction was, “Well, no, we don’t do that.” Well, it’s a seven-figure premium and that’s no 
exaggeration. And the answer was, “No, we don’t do that.” I said, “Well, let me talk to somebody else then, because the right 
answer is, ‘Yes, sure, when do they need it?’ ” So I think one of the key things is – and this is the affluent market as opposed to 
the family market – the flexibility, it’s the desire to find a win-win solution. Yes, you know, if this is what the client wants, we’re 
in business to sell, to put insurance on the books, what can we do to protect ourselves and a lot of that is just disclosure. Again, 
the clientele we deal with are sophisticated. They’re smart, so we rely on the sophistication of the client. We’re not going to go 
out there and guarantee 12 percent, 14 percent rates of return on universal life, and they wouldn’t ask for it. I don’t know that 
there’s a lot of anti-selection that goes on in our marketplace. I don’t think Joe’s ever sold a policy on his life to get commissions, 
and drop it three years later. (I hope not.) Banding on the high face amounts, anything over five million or ten million, again, 
it was a recurrent theme in my presentation, but the high face amount experience I think is different. That’s the thing I would 
start with – the banding amounts.

Moderator Vincent: Probably going back to the pricing role, I would try to see how I can change the compensation structure 
to align the needs of all the parties. So for an example, going more to a level type of compensation, where there is an interest 
for brokers to service clients long-term, whereas there is an interest for the client to have somebody who’s going to be there to 
service the business for insurance companies to make sure those policies will stay in force, to make sure that somebody will be 
there to service those clients, so that we have less issues in the future. So, I think that would probably be what I would try to 
do going back and trying to find good financing arrangement for brokers so the risk is on them if they don’t do quality business 
– not on the insurance company. If there’s no more questions I think we’re right at 3:45 pm. Thank you, very much, and enjoy 
the rest of the day.


