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Moderator Ian M. Bancroft: I think that every one is here, I hope. Good afternoon. This is Panel discussion number 18, and 
the topic is The Source of Earnings Challenges for Group Insurance. My name is Ian Bancroft and I will be the Moderator for today’s 
Panel Discussion. 

In terms of the agenda today, I am going to start by giving a brief definition of the Source of Earnings so that we all have a 
consistent idea of what we are talking about. After we do that, I am going to immediately hand the podium over to some much 
more farsighted actuaries, who are going to get into the meat of the issue and really explain to us what is going on.

We will start with Dale Pounder, who will speak to the corporate expectations of what they are expecting in these new develop-
ments for a Source of Earnings methodology. Dale is currently the Vice-President and the Chief Actuary for Sun Life’s Canadian 
Division. Dale has a lot of perspective and experience in Group and Individual reinsurance in all sorts of places within Canada, 
the UK and the Far East, and so forth. I think that this will give a really good perspective on the issues. Having said all of that, 
Dale started his career in Group insurance and I guess that I will not hold his defection to other areas against him.

Following this, we will have Ron McKellar, who is going to look at the new Source of Earnings and try to compare that to sort 
of the traditional Source of Earnings that we have done in the past, from a Group perspective. Ron, like myself, has been in 
Group for many years and he has a lot of perspectives about how different companies have looked at it. I think that will stand 
him in good stead, as we talk about that side. 

Then, we will go from there to more concrete and numerical examples. Allan Ireland is going to lead us through that. Now, 
Allan has worked primarily in Group. He has a few changes where he has worked in Individual and Corporate, I believe, but 
most of his experience has been in Group. I was reading Allan’s bio, and he has kind of done a neat thing. Allan has never left 
his original company, but, at the same time, he has worked for three companies. He started at Excelsior and that morphed into 
Aetna, I think, and that turned into Maritime, and what is the next one going to be?

...(laughter)... 

So, following Allan, it will be back to me, and I will highlight some of the challenges that we will deal with as we continue to 
work on the Source of Earnings issues. Then, I will open the floor to questions.

One thing that I would like to say is that this is our new developing work and we cannot hope, in 75 minutes, to talk about all 
of the issues in any sort of detail or answer a lot of the questions, and so forth. However, in spite of that, we will try to touch on 
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a lot of the main points in some of the main issues. I will try to be a bit provocative and sort of ask some questions to ourselves 
and to the audience, as we go through the presentations.

So let us talk about the definition of Source of Earnings. I just sort of copied this from the 2003 January Educational Note, and 
it is defined as: A disclosure methodology that identifies and quantifies the various sources of income. Now, from our perspec-
tive for today’s purpose, we are not just talking about Canadian GAAP when we are referring to these sources of income. We 
can also apply this to other financial metrics, such as embedded value, US GAAP, and so forth. So, for today’s purpose, we will 
talk about Canadian GAAP and also try to apply the same perspective to embedded value. 

Now, there are a bunch of benefits that we ascribe to a good Source of Earnings, and these include things like providing and 
giving stakeholders, both internal stakeholders and the external one, with a good understanding of what is driving your income; 
following that, it identifies opportunities to help better improve your ability to manage and improve your bottom line; it also 
should help to give you some control over the bottom line and understand what it is to do some small checks, do the numbers 
make sense, and so forth.

So, with that, I am going to hand the podium over to Dale.

Speaker M. Dale Pounder: You are more than welcome to move down closer to us, if you wish. If you are perfectly comfortable 
where you are, by all means, stay there, but, as you can see, we are blessed with a very large room so feel free to move closer, 
if you want to. Nobody moved.

...(laughter)... 

Let me start with a question just so that I know the audience. How many of you are actually working in Group Life and Health? 
Wow! Okay. Well, I do not work in Group Life and Health and I hope that you are not going to hold that against me.

My role here today is really to set up the corporate expectations for financial reporting and Source of Earnings, and our panel 
of group experts will respond to that on how those expectations can be met. When I say that, my particular corporate role is a 
Canadian corporate role. I am in a multinational company so we have a corporate role within the Canadian organization that I 
am dealing with and setting expectations for the business units. 

So, while I was doing the expectation presentation today, it occurred to me that I had to be a little bit careful because what I am 
setting up in the business units could also be applied by our overall corporate office to the national offices. Okay. So, if I will 
hold back just a bit, it is in recognition that I am sort of in the same role that the business units are.

Now, let me start off by talking a little bit about Group and some of the issues – and, again, this is from a corporate viewpoint 
that I see Group. Group is different. How many of you have said that? 

...(applause)... 

I am sure that I never said that when I was in Group. But, quite often, when we set up corporate requirements, we ask for 
internal analysis, we ask for standard reporting. We will have a nice standard template and we will go out and we will say: We 
would like you to use this. Most often, the response from Group is: Well, you do not understand and we cannot do that, we 
are different. Okay. We need to have our analysis a little bit different. We have things that no other business unit has. We have 
these deficits and recoveries and other things. Group is different. 

All right? Well, okay, Group is different. That is the first issue. But it does lead to some other factors. If Group is, in fact, differ-
ent, then we have a consistency issue because, if senior management in the Canadian organization wants to understand how 
each business unit is doing, it will look at Group, it will look at Pensions, it will look at our Retail operations, and it will not be 
able to do a very good comparison because there is no consistency in our financial reporting.

The other issue, from a corporate perspective, is consolidation. If we have different analyses from different business units, we 
cannot pull it together and give an overall picture, and that is important to us. 
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Finally, Ron McKellar is going to talk a little bit more about the new Source of Earnings paper that the CIA either has or is 
putting out, but it is definitely written more from a Retail perspective and, in fact, the example that has been there is a Retail 
Life example. But it is important, when looking at Source of Earnings, that we do have Group in the same format as Retail; not 
only is that possible, but it is going to have to happen. 

But, if I was to summarize, if I look at the Group Division and more to do for the financial reporting from a corporate perspec-
tive, what I sometimes see is that… I hope that it comes up.

...(laughter)... 

Well, let me talk a little bit specifically to some of our expectations, from a corporate perspective. First of all, financial report-
ing, in general – and this would apply to all businesses – what are we expecting? Well, we are expecting an earnings analysis, 
we are expecting to be able to analyze your earnings on a meaningful basis, that is, meaningful to the business unit, but also 
meaningful to senior management. We expect it to be understandable – again, not only to your business unit, but to our senior 
Canadian management. We expect an understanding of the level of sustainability of earnings. What are your expected profits? 
Where are they coming from? What is the language of those profits? What is the risk associated with those profits? Are they 
sustainable? We expect predictability. 

As we get into our (inaudible), our company is now into an environment where we are continuously under scrutiny from 
analysts. They want to know what our expectations are for the next quarter and the quarter after that. That is at our corporate 
office. So we have to be able to, by business unit, predict what our financial results will look like in the next quarter and those 
beyond – again, that is a function of understanding where your expected profits are coming from and also understanding that 
there will be, in some cases, volatility, but clearly identifying where there is volatility.

So identification of the issues: Where are the issues, in terms of the language of the profits, or in the sustainability of the profits? 
Related to that, what management action can be taken to either improve the profitability or to reduce the volatility? Again, 
what we are looking for is not only qualitative responses to that, but being able to quantitatively say: here is the impact of the 
management action. So that, down the road, we can actually look at it and find out if there was a success. Did the management 
action promised actually happen? 

Now, clearly, in doing this financial reporting, the best tool that we have to do this is the one that I am going to talk about today, 
which is the Source of Earnings analysis. What are the corporate expectations on a Source of Earnings analysis?

Well, the first one is an internally consistent framework. The framework that we apply to Retail, that we apply to Pensions, we 
also have to apply to Group. We need a consistent framework so that we can look at it basically in, what I am calling, the four 
C’s. We need to have consistency, we need to know that, if we are looking at expected profit, it means the same thing in Group 
as it means in Retail. It is truly the expected profit of the business unit. Now, I know that there may be additional sources of 
expected profit that are unique to Group, but you can still define your expected profit. 

We need to have comparability related to the consistency issue, to be able to compare the actual performance of each business 
unit relative to each other. We need to comprehend results, again, not just within the business units, but actually at the senior 
Canadian level, can they understand what these earnings are and how strong, and what is the quality of these earnings? Finally, 
there has to be consolidation. Again, from a corporate perspective, we are in many lines of business. We have to be able to pull 
that together and get an overall Canadian perspective. 

We need consistency with other reporting. The Source of Earnings should not be a stand-alone event happening by itself. The 
definitions that we are using should be consistent with the other reporting, whether it is being done by our accounting people 
or if we compare it to our embedded value, and particularly our analysis of change on embedded value. The Source of Earnings, 
the analysis of change could be totally consistent.

If we are looking at things like reserve basis changes or, what we call “one-time items” in your Source of Earnings, those also 
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should be comparable to what is in the appointed actuary’s report. Finally, we need to be conscious of the industry standards. 
We want to be able to compare our results to our competitors’ and, therefore, we need consistency with the industry.

The third point is that we need to have meaningful and usable results. There, again, and I have emphasized this already, they 
need to be understandable and meaningful to, again, management as well, but, mostly, they have to align with the business 
drivers. Where are the profits being driven in the business unit? Does the Source of Earnings analysis line up with those driv-
ers? Is the information actionable?

The fourth point is that we need timely, efficient execution. This speaks to the point that, if a Source of Earnings is done many 
months after the quarter or the period that you are analyzing, it is next to useless. This is not an actuarial exercise, revealing 
nice, neat models. There are some actual applications that we can use to help validate some of our reserve calculations, but 
the primary purpose of a Source of Earnings analysis is management information. Management information is critical and that 
information must be within your normal reporting timeframe. There was a pragmatic issue: materiality is important. We need 
to focus on where the material profits are coming from and not be concerned about some of the minor issues. So it has to be 
timely and it has to be efficient.

At this point, there has to be a capability for planning and projection. It is very good to have a static review of where your earn-
ings are coming from today, but you also have to use it as a tool going forward. What can you do to improve your earnings? 
What are you projecting and what is the planning that will affect this? There must be clear expectations, performance levels to 
be set around that and, if you are clear about the sources of your profits, you will also know to what risk you are exposed, in 
terms of whether those profits are sustainable or likely to be achieved.

Finally, there has to be transparency and full documentation. The Source of Earnings should not be shrouded in mystery. It 
should not be something that you massage from quarter to quarter. We are looking for a standard process which is used the 
same way from quarter to quarter. There are standard definitions, there are standard formulas, there are standard processes and 
there are standard extractions of the data, so that every quarter is just a repetition of the previous quarter. It produces standard 
results and all of that information is fully auditable. 

The final point is that this should not be a corporate requirement, despite all of the things that I have said. There should be 
business unit ownership. Business units should be using it for their tool, but they should also be using it to explain their results 
to senior management and to build credibility with senior management as to the fact that they know what they are doing and 
they can explain their results and what they expect going forward.

So these are the expectations. I am going to turn this over to our experts here, our Group people, and they are going to tell you 
how they can meet all of their expectations and, in particular – if the slide comes back up – what they are going to do with our 
friend here.

...(laughter)... 

Speaker Ronald J. McKellar: Well, this is interesting. I do not think that I have ever been on a stage like this, with all of these 
people, although I have done a lot of songs and dances for corporate people before. 

...(laughter)... 

Dale presented the corporate expectations for the Source of Earnings. To summarize, we need to prepare an earnings analysis, 
which is consistent, in a consistent format, with other business units. This facilitates comparisons between Group and, for 
example, Wealth Management or Retail so that Corporate does have the adequate comparison. 

It also needs to split the earnings between sustainable and non-sustainable earnings. This, again, as Dale indicated, is the key 
item looked for by external analysts. They basically say: Give me your current period results, but also tell me what lies in the 
future. Finally, it has to be actionable. There needs to be enough detail so that we can spot both favourable and non-favourable 
trends, and we can determine from that how to respond.
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The CIA Educational Note which was prepared in January 2003 did attempt to define a consistent definition of Source of Earn-
ings that will achieve these goals. One of the issues that we, in Group, have is how to interpret the definitions so that they can 
be applied to Group Insurance. For example – I will get into it later – but what is the definition of expected profit? What is 
new business? 

Now, traditionally, in the companies that I have worked with, we tended to split our earnings into kind of five general buckets. 
The first one is the underwriting gain. That is a gain due to favourable claims experience. Then there is investment gain, gain 
due to investment spreads earned. Expense gain, which is gain due to spreads between expense levels charged to clients and 
actual expense levels. Now, I say “gain”; some of them could be losses as well. These are the three that I would say are the most 
actionable sources; less actionable are the final two: the interest on surplus; and taxes.

Now, the traditional approach does not satisfy the requirements of big brother in Corporate. One of the biggest shortcomings 
is the inability to determine the sustainability of earnings. For example, if I look at underwriting gain, we could be having a 
favourable year for Dental; is it luck or is it going to continue? On LTD, the experience may be spectacular due to the cleaning 
up of old claims; is that going to continue? The last session that I was at, we were talking about that one that Greg was involved 
in, and we were saying that a lot of what we were seeing right now, we do not expect to continue. We could have a good expe-
rience due to health or dental clients terminating and releasing some of the margins that we have on some of the unreported 
reserves on that. 

Also, deficit-recovery success may vary from year to year. Five years ago, Health and Dental experience was unfavourable and 
we had lots of deficits generated. As experience started to turn around, increased profits resulted from the recoveries of those 
deficits. Well, at some point those clients move into a surplus position and this source of profit dries up. Finally, like most busi-
ness units, we can occasionally run into new business strain. A couple of years ago, we sold one very large client and the new 
business strain was about $1.5 million on this particular client. 

So one of the issues with the traditional method is that it does not identify what the source of, for example, underwriting gain 
is. You can run into similar things on the sustainability of the investment and expense gains as well. For example, if you are in 
the midst of an acquisition or a merger, you have expense synergies or additional costs that are maybe one-time. 

So, if I look at the new Source of Earnings, it kind of breaks everything into seven categories. The first category is expected 
profit. It is defined as the profit capacity, based on the best-estimate assumptions. Now, one of the weaknesses of the definition 
that is given right now is that it does not define what a best-estimate assumption is. Is it over the calendar year, over the life of 
the policy? Right now, there seems to be a good deal of leeway in what the definition is.

The next segment of the new Source of Earnings is new business. The intent is to identify the new business strain. Then there 
are experience gains, how experience varies from the expected profit levels. 

The next one is the changes in best-estimate assumptions. Now, I had the challenge of identifying exactly what that is. For ex-
ample, if I start by assuming that my life block is going to generate an underwriting gain of 5% of premium, but, three months 
later, you realize that 3% is more appropriate, is that a change in best-estimate assumption? I do not believe that it is, but it is 
somewhat unclear there. Then there are other changes. Primarily, it talks about changes in methodology, correction of errors 
and management actions. Finally, interest on surplus, and taxes. 

I believe that a new Source of Earnings will help in the analysis of the embedded value. It will differentiate between the long-term 
earnings level and short-term variation. If you look at embedded value, it is based on a long-term projection of earnings and 
it says that projections can get clouded with short-term variations. For example, if you achieve a 25% ROC on LTD this year, 
the external analyst may say: Why can you not get it every year? The embedded value, you might project a much lower LTD 
margin. It is difficult to explain to the external world that this was due to a change in claims practice and that such wonderful 
results will not necessarily happen again. 
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So what we need to do is to identify the long-term expectations of earnings and the short-term variations from that expectation, 
but by doing that, we can be consistent in our message with the Source of Earnings. The expected earnings would be what we 
may expect on a long-term basis and then the variations would be on the next line, down with the experience gains or losses. 

In summary, I think that there is a place for both the traditional earnings analysis and the new Source of Earnings (SOE). The 
traditional analysis is useful for operational management. It provides a snapshot of the business and indicates some of the key 
drivers. Management can then use this to identify and resolve issues. The new SOE tends to speak to the needs of senior man-
agement and the external analysts. It gives a method of consistency. How does Group compare to Retail, given that the issue 
is at a high level? The draft recommendations by the CIA hope to address this. It also isolates the impact of new business on 
profit in embedded value. However, to be a useful comparison between companies, there will need to be further work done on 
interpreting the concepts in the draft as to how they apply to Group business. I think that we will need consistency between 
the different Group companies as to how we are interpreting it.

I am now going to pass you on to Allan, who will provide you with some examples of how this might be applied. Allan.

Speaker R. Allan Ireland: Thank you very much. 

Both Ron and Dale have commented that one of the objectives of the new Source of Earnings is consistency of message, so you 
can see that we have been consistent in one way. We are all using the same template for our slides, but, when I came into this 
room, I was wearing a tie so I just quickly concluded that that was not a consistent message so I took it off. 

As Ron has indicated, my task to do for you today is to give you some very simple examples to illustrate how this new form 
of Source of Earnings provides new understanding. At the outset, I would like to acknowledge my debt to our Moderator, Ian 
Bancroft, who actually conceptualized these two examples for us that I am about to present.

With these two examples that I am going to do is take you through and show how we might understand these examples in 
the traditional Source of Earnings or, as you may call it, again, in loss analysis, that Ron has taken you through. Then we are 
going to reinterpret it in the new Source of Earnings analysis that Ron mentioned in the January 2003 Educational Note by the 
Institute. Thirdly, we are going to compare those two understandings with an embedded value form of Source of Earnings, the 
change in embedded value from the end of one period to the end of the current period. 

First of all, I will just take you through some assumptions and you are going to see by this that we really are talking about a very 
simplified approach, but we want to keep it simple so that the basic points come out. So we are going to assume no interest and 
no expenses, so that very neatly defines the gain from loading and the gain from interest spread out of existence. We are going 
to assume that the best-estimate evaluation assumptions are equal to the pricing assumptions. We will assume that the business 
is all 100% non-refund accounted so that that gets away from messy things like deficit recoveries and cross-experience rating. 
We are just dealing with non-refund business. We are going to assume no taxes and we are also going to assume a discount rate 
of zero for the embedded value calculations and we are going to assume that the cost of capital is nil. So it is very different from 
what we live in, but I still think that you will find the examples enlightening.

So, now, what I am going to do is describe the two scenarios. First of all, scenario one: probably you will find this easier to 
conceptualize if you think of it as a highly-abridged, simplified, long-term disability product. So we have existing liabilities set 
up of $2,100: $2,000 of best-estimate reserve and $100 of margin for adverse deviation, and we are further assuming that the 
current year release from the margin for adverse deviation will be $20. In addition to that, we are issuing a new policy with a 
premium of $500. Built into the pricing is a current-year profit of $50 and there is also the Canadian GAAP valuation basis, which 
anticipates a new claims strain of $90. We are going to assume that the actual experience is bang-on expected experience. Finally, 
our formula for calculating the increase in embedded value from the new policy is five times the current-year earnings.

So what does that all mean, in terms of the earnings for the current year? Well, as I mentioned, we have $20 emerging from 
the existing liabilities, the release of margin for adverse deviation; there is our $20. We have assumed that our actual profit is 
exactly equal to the expected profit that we have built into the pricing of the new policy so we have our $50 coming out and 
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we have our new-claim reserve strain of negative $90. So you have plus $20, plus $50, minus $90, all adding up to a small loss 
of minus $20 of total earnings.

So, now, let us look at it according to the analytical tools that we have. We will first look at the traditional gain and loss analysis, 
which we are calling the traditional Source of Earnings. Basically, because of the assumptions that we made, we are only looking 
at underwriting gain and it really tells us not very much. It just tells us that we have an overall underwriting loss of $20. Oh 
dear! But the new Source of Earnings tells us that we get some more information. We know now that we are having $20 emerge 
from the existing liabilities, the release of the margin for adverse deviation. We know that we have actual identical with expected 
experience so the $50 built into the pricing is coming out and contributing to earnings and we have the strain for new claims 
of the minus $90. So we have a lot more information.

Now, what about the embedded value analysis? Well, a release of strain is not a contributor to the embedded value so there is 
nothing there, but, from the new sale we had $50 of expected profit and our assumptions say that our embedded value will 
increase from the new policy by five times expected earnings or $250. That is just by virtue of the assumptions that we made, 
but that is the way that embedded value works. In real life, it would be that the present value of the expected profit on the new 
policy would contribute to an increase in the embedded value for the organization.

So, concluding from that, our traditional Source of Earnings just says that you incurred a loss, end of story. In the new Source 
of Earnings, there is a little bit of an encouraging message. Although we have an income loss which arises from the new claims 
strain, true value was actually added to the organization from the issuance of the new policy. On the embedded value, we had 
the $250 increase in embedded value, which gives us, again, that consistent message with the new Source of Earnings, which 
is what we are looking for. 

So, now, let us take a look at our second example and, in this case, it is constructed very similarly, with some subtle differences. 
We have our existing liabilities set up of the $2,100: $2,000 of best-estimate reserve, plus $100 for the margin for adverse 
deviation and, again, in the current year, we are expecting $20 to come out as a release from that margin. Again, we are going 
to issue a new policy with a $500 premium. Now, this time, in our wisdom, we have sold the policy with a zero profit margin 
in it and I can only conclude that it was probably Ron who authorized this particular sale while I was away on holidays. There 
is no other reason that I can think of to account for it. I think that the thing for Ron and I to do is to just make darn sure that 
Dale does not find out about this policy.

...(laughter)... 

Again, we have our new claims strain of $90.

Well, this time, we are going to assume that we get an experience gain: the actual experience is better than the expected experi-
ence to the tune of $50. I think by now that you have understood my colour scheme. Now, in the embedded value analysis, we 
get the five times expected profit, just the same as in the first scenario: that is our formula.

So our results: well, we have the $20 release, just as before, from margin for adverse deviation; we have a $50 favourable gain 
on experience; and we have our same $90 new claims reserve strain. So, really, it is only the $50 that is of a different nature, 
but we come up with the same net result of a $20 loss, exactly the same as we had before, at least numerically. But, now, let us 
take a look at what our analytical tools tell us about that negative $20.

Well, the traditional Source of Earnings analysis is the same: minus $20 on the underwriting gain, no further insight than that. 
We have a loss and, sorry, we have missed again, keeping up with the slide. So it is another oops year and we are going to have 
to come up with a story to tell our CFO in the corner office, Mr. Pounder, over there.

Now, the Source of Earnings, however, again, gives us more insight. We have our $20 coming out from the reserve margin, we 
have an experience gain of $50, no profit coming out from the pricing, but then, again, we have our claims strain of minus $90. 
We have embedded value analysis, again, nothing from the existing liabilities, nothing from the new sale per se, but we have 
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an experience gain, a one-timer, which flows directly through to an increase in the embedded value. We do not get anything, 
really, from the new policy per se because we priced for a zero profit and that is what we got, so five times zip is zip.

So the conclusions from this: Again, we incurred a loss, end of story. Nothing more to say. But the new Source of Earnings analysis, 
we have that loss that came from the reserve strain, but, this time, it is offset by what we can call a lucky break, which is, argu-
ably, an unsustainable contribution to earnings from the experience gain. So this underlines the importance of understanding 
the difference in nature between what you price for versus lucky bounces in the experience gains and losses.

So we have more information and we know that this example is not nearly as good a story as we had in the first example. The 
embedded value, again, is consistent with the new Source of Earnings interpretation. It reinforces the new Source of Earnings 
interpretation. So, although the income is exactly the same as in the first example, the value added to the organization is much, 
much less. 

This is just a slide for the handout. I am not really going to speak to it, but it just summarizes, in a sort of an abridged Source 
of Earnings format, the results of the two examples. 

So I come to the key learning that we are trying to put forward in the examples. As Ron has outlined, the new Source of Earn-
ings insight, and as, hopefully, the examples have shown, it provides insight into the quality and the sustainability of earnings, 
and this is what our outside publics are interested in. So, even though we say that Group is different and so on and so forth, 
we still need to respond to the legitimate demands of people outside of the division who are trying to understand what is going 
on in Group. So I think that the new Source of Earnings analysis does give you insight into those things that the outside people 
are interested in, i.e., the quality of the earnings and the sustainability of the earnings. Finally, we get a consistent message. We 
throw the tie away between the Source of Earnings and the embedded value return. 

Now, before I close, I want to acknowledge something. I tend to work more on the pricing side, underwriting support and other 
issues, not so much on the financial reporting side so I have really enjoyed working with these fine gentlemen on this session, 
and I have really learned a lot. I hope that these simple examples have helped you to understand a bit better about the new 
Source of Earnings analysis.

Another thing on the parallel that I would like to make is that I happen to be staying in the Grand Pacific Hotel and so I have 
the pleasure of walking back and forth between this facility, which takes me, of course, by the walkway along the inner harbour. 
I was struck by the number of couples of all ages, who were walking side by side, holding hands, and so it struck me, as I was 
sharing with the audience last night, this must be the second honeymoon capital of Canada. Well, I think that, with the new 
techniques for analyzing earnings, this forms a basis for dialogue and communication between Group operations and Corporate 
operations. So, if you like, we have a sort of second honeymoon of new understanding. So, now, while Ian’s and Dale’s wives are 
off shopping, I think that you may, later today or even tomorrow, you might see Ian and Dale walking arm in arm…

...(laughter)... 

…if you see that, it will not be because Jean Chrétien has said that that is perfectly acceptable behaviour, as far as he is con-
cerned…

...(laughter)... 

...it will be because they have forged a new understanding and basis for communication about the nature of Group earnings.

With that, I will now turn it over to a very embarrassed Ian Bancroft.

...(applause)... 

Moderator Bancroft: Some of Allan’s remarks, as you may have judged, were very spontaneous…

...(laughter)... 
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 ...unrehearsed, at least with the full panel. Do they type these and circulate the…

...(laughter)... 

I will finish up and then I will be asking for questions from the floor.

What I am going to do is talk a bit about the challenges, as we move forward, about the working of what we have been talking 
about. These are some of the personal challenges that I am finding out about as we go through this exercise. The first one is 
that theory is fine and dandy, but, until you see real numbers and sort of compare trend stuff from period to period, it is hard 
to really understand what you are often talking about. So, again, one of the things that I am really eager to do is to go beyond 
the numbers and go beyond the concepts in numerical examples that are fictitious and get into the real numbers and see what 
they tell us, and say: Does this provide us with real insight into the operations and so forth? So I cannot wait for that part to 
happen, which, I think, is next week. 

Going beyond sort of the generic requirements, some of these were stated before by Dale, were created primarily with Retail, 
with Individual, in mind. So there is a lot of focus on new business, and I am trying to say that we are slightly different, we are 
slightly better. Did he hear that? Okay. We ask ourselves how we fit into the picture. So maybe new business is not in the first 
order of magnitude, that important. Maybe it is all existing business or what do we do with amendments and so forth. So these 
are some things that we want to do or we want to be consistent, as we said, with the overall framework. But there are some things 
unique to every business unit and you want to make sure that you do not lose sight of those as you continue with the analysis, 
particularly because we ourselves are really, I think, sort of the main audience for this to provide insight with the business.

A third thing would be to avoid making this impossibly complicated. There is a huge tendency, at least for me, which is to get 
more and more sophisticated, so much so that my brain hurts and I cannot figure out the answers. So there is a challenge to try 
to find that right balance between robust simplicity and complexity.

Going down the list, ensuring consistency of data and results between things like your Canadian GAAP, your embedded value 
and your pricing. That is kind of a tall order, but you do not want to say that this results, with this expected experience, in Ca-
nadian GAAP, but if you look at embedded value you get a completely different answer, and, by the way, pricing has a third type 
of answer because, again, that just relates not to simplifying your results, in reality, just making life a lot more complicated.

Another point would be that this just adds another thing that you have to do in a very tight-timing reporting framework, i.e., 
another sort of analysis that you have three or four or five days to do. So a lot of people whom I know say: Well, great! We have 
this new Source of Earnings under Canadian GAAP, we have embedded value, we have US GAAP and we will probably have 
Hong Kong GAAPs in a few weeks or a few months, and we have three days to do all this. Is this possible, this type of thing? So, 
again, this leads you to, I think, sometimes, new approaches, keeping it robust and very simple as you move forward.

But, in spite of all of these challenges, I think that this is sort of a great catalyst to think about things that we have thought about 
and applied in all sorts of ways and methodologies for many years, and say: This is a new opportunity. This is a time for us to 
rethink stuff, to make a change and, to carry on with Dale’s analogy, to turn every duckling into a beautiful swan. Thank you.

...(applause)... 

So, at this point, we will open the floor to questions.

Mr. Pierre-Yves Julien: I am with Atlantic Blue Cross Care.

There is something that puzzles me in what you are saying, i.e., trying to identify what the definition of new business is in 
group. My simple idea of the whole thing is that you have an existing block of business, it is your old business and anything 
that flows through as new business is all the premium that you are getting in the coming year because this business is going 
to have a pattern of strain and potential profit for the old block, as it adds embedded value into it. So I have difficulty when I 
see on the screen that we are struggling with what is new business in the group context, and that is where I would like to get a 
bit of guidance as to what is wrong with any new premium coming in a year would be qualified as new business. Then, based 
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upon that, you have your margin release from your old block, you have your strain on your new block, and what you are left 
with is: What is the experience gain and the sources of those gains? So maybe you can help me with that. 

Speaker Ireland: I will take a stab at that first and my colleagues can join in. But let me first say, right off the top, that I very 
much sympathize with the points that you are making. I think that, for Group operations, we do have to give some really seri-
ous thought to what new business is. In preparation for this session, I actually did informally poll a few people and I also had 
the opportunity to look at some reports of other insurers and it turns out that, I think, there is not any consistency on what 
the definition of new business is. Particularly in terms of the new claims strain, there is some merit in just defining your new 
business as all of the new exposure that you have taken in a year; in other words, under all of the premium.

Another aspect, I was talking to Doug Brooks, who is heading up a task force on this topic, I believe that the task force is report-
ing to the Committee on the Role of the Appointed Actuary. His point to me was that whatever you do, if you are one of the 
companies that is reporting on the change in embedded value from one year end to the next, then you really should use the 
same definition of new business that you used for that purpose in the new Sources of Earnings analysis. So whatever you do, I 
think that you need to make sure, again, that that issue of consistency comes through. 

You need to make sure that you are consistent with other forms of financial reporting that you are doing. One carrier defines new 
business as the new business, plus significant extensions to existing groups. I mean, you could argue that that is a good basis for 
doing it. So I think that there is at least one carrier that just is simply, because there is no strain in the classic Individual sense 
of the word, i.e., the high-end sales commission, just defining new business to be zero, by definition, for Group. So it is all over 
the map and we definitely do need to come to some consistent definition. Furthermore, I believe that there is an opportunity 
for us to influence that definition, as Group carriers.

Speaker McKellar: Yes, I just want to comment. Even internally within my company we have some inconsistent reporting. In 
certain areas we are defining new business as a new policy; other reports are a new benefit on an existing policy. You could also 
say that it just has to be a new client. Ideally, what you really want to be identifying is, as you say, any new exposure that you 
are getting, but the issue is if you have a large client and they have added a new division to try to identify it within the context 
of the administrative systems that you have.

Speaker Pounder: I just wanted to comment in terms of this theme, which is pretty familiar for me, which is vis-à-vis consist-
ency. Certainly, in this Sarbanes-Oxley world, we had better be sure that we are doing the same thing consistently. We are all 
reporting new business for the purpose of new business. So, if that new business does not tie into your new business in your 
Source of Earnings, into your new business in embedded value, why not? So there should at least be consistency across the 
fact of one point that Allan made earlier as well, that, for embedded value purposes, we are all counting the existing block of 
group business in our embedded value and we are not treating that as new business or new premium on a year-to-year basis. 
I mean, my answer to new business probably is not as critical for group as it is for other lines of business. There are relatively 
small amounts of new business compared to some other lines of business. That is okay. That does not mean that you have to be 
identical, but it does mean that you have to be consistent.

Moderator Bancroft: I think that that is a really good question. I think that the answer is to try to illustrate the idea of consist-
ency, the idea that this is still under development and that there is probably a variation in expectations or some definitions and 
so forth.

Any other questions? If not, then maybe I will just make an observation and ask the audience for further questions.

The observation is that I was just reading an article yesterday, or the day before, about this type of an analysis in a broader 
context. When you think about it, at least from the external world, they are trying to figure out the cause of the income: Is it 
sustainable, not sustainable? What do we think about the future, and so forth? The external analysts want this because they 
want to produce a valuation of the company. 

You can use a car company as an example. If you produce a bottom line, is it due to a change in your pension funding? Noth-
ing to do with the operations, just maybe due to a valuation change or maybe they had insufficient assets or bought the wrong 
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equities. Is the bottom line due to changes in your operational results or are your efficiencies getting better or worse, that type of 
thing? How sustainable is it? Is it a one-time thing? Maybe you sold the car plant. Maybe that generated the profit or maybe this, 
again, is something that you think is sustainable over time. Is it recalibration? Maybe, again, something like a reserve change, 
maybe you took all of your inventory and re-valued it. Instead of moving from a first-in, first-out, you applied a different sort of 
valuation to it or maybe to your accounts payable, you wrote off some assets that you owned, maybe you re-valued the assets. 

This was written by a fellow who works, I think, for the International Accounting Standards Board so this is something that they 
are wrestling with, not specific to insurance, but it is a very general question that has applications to insurance, but in a broader 
perspective. It has applications all over the place. So they are trying to think of ways of decomposing the bottom line for these 
types of frameworks, right across the world, right across every different industry. So it was sort of an interesting article. It made 
me think that, again, this is not something specific that we are wrestling with in Group insurance or within just the insurance 
industry. I thought that that was an interesting article.

The other thing that I was just curious about, for the audience, is that, as you can tell, partly due to the external world, some 
companies, such as the ones at this table, spend a fair bit of time on this Source of Earnings stuff on Group, trying to better 
understand and decompose their bottom line. Now, is there any company that is not feeling this pressure, that is saying: This 
is just a year like any other year and we are not really spending more time or less time than we did in other years trying to un-
derstand the bottom line? I was just curious as to whether there were some companies that were just saying: This is no different 
than any other year and I do not know what you are talking about, at this stage.

I interpret that as meaning that everyone works for one of our companies or…

...(laughter)... 

I was just reminded that there are more generic ways, a Source of Earnings session tomorrow, talking about where insurance 
companies are going.

Speaker Ireland: But, if you have had enough of that, you can come to my session on Group reinsurance.

...(laughter)... 

Speaker Pounder: Well, maybe the comment that I would make in closing since I started off by setting the table, I think that all 
of us at the table have made a lot of progress and I am really optimistic that we can move Group into the 21st century.

Moderator Bancroft: Re-engineer.

Speaker Pounder: Re-engineer, yes, thanks.

Moderator Bancroft: If there are no other questions, then thank you all very much and have a good dinner.

...(applause)...


