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SRIA Withdrawals and SF Surrenders 
The drop in the SRIA credited rate from 4.1% in 2020 through 2022 to 3.0% in 2023 is causing distress 
amongst our SF policyholder clients invested in the SRIA (the "Policyholders"). 

We have invested an incredible amount of time this year responding to client queries about the SRIA rate 
and delivering explanations of the SRIA rate history, the rate setting and smoothing process, the bond and 
equity market returns for the 12 months ending August 31 2022, and the prospects for a return to a 4.1% 
SRIA rate. As a result of those many meetings collecting the sentiment of the Policyholders it is clear to us 
that the SRIA rate is threatening the SF business block. 

There is already evidence of this. The following policies are examples of surrenders in 2023 by our clients 
due to the poor SRIA rate: 

Policy # NAR/Face Min. Annual SRIA DWTA MVA Taxable Gain 
Premium Account Value 

JR214492 15,000,000 102,948 12,756,238 0% 1,154,753 4,417,426 

JR215764 4,000,000 222,612 4,605,278 17% 518,168 1,044,431 

JR224485 33,254,000 82,660 24,836,993 100% 453,956 7,411,944 

All three policyholders above surrendered on account of the low SRIA interest rate versus market interest 
rates. In the case of JR215764 and JR224485, the policyholders were forced into a full surrender to avoid 
the DWTA and lost their life insurance coverage that they wanted to otherwise preserve. 

It is noteworthy that there are Policyholders willing to suffer an MVA and taxable gain of these magnitudes 
to escape the poor performance of the SRIA rate. 

These examples are the leading edge of the surrender bloodbath we expect will occur in 2024 if the 2024 
SRIA rate announcement does not show significant improvement. 

Reputational Damage and Potential Litigation 
Since inception of the SRIA in January 2014, RBCI has always disclosed that the SRRP Management Fee 
is 1.65%. This is consistent with the SF policy contract that states, "For the SRRP, the Management Fee 
will be between 150 and 225 basis points per year". 

The aggregate management fee % collected by Royal Bank of Canada entities on the SRRP is 2.64% 
and on the SRRP Series A fund assets is 3.15%. These are excessive management fees by any 
measure and inconsistent with the SF policy contract. 

Questions to RBCI earlier this year led to disclosures in Cathy Preston's reply dated June 26, 2023 of 
embedded management fees never before disclosed to us or the Policyholders nor referenced in the SF 
policy contract. We learned that: 

• The non-CF Loan assets represent about 66% of the total SRRP; 

• Management of the non-CF Loan assets in the SRRP is delegated to RBC GAM in their RBC 
Select Conservative Portfolio Series A mutual fund (the "Series A"); 

• The Series A management fee is 1.53% and the MER is 1.84%; 
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• The RBCI Management Fee of 1.65% is collected on the total market value of the SRRP including 
the Series A assets (net of the RBC GAM MER). 

We quantify the total management fees based on the February 28, 2023 SRRP market value of $1.598 
billion as follows: 

Market Value 

(billions) 

GAM Fee RBCI Fee Total Fee 
% $ % $ % $ 

(millions) (millions) (millions) 
CF Loans 34.0 0.543 1.65 9.0 1.65 9.0 
Series A 66.0 1.055 1.53 16.1 1.621 17.1 3.15 33.2 
Total 100.0 1.598 2.64 42.2 

By investing the SRRP's non-CF Loans in the GAM Series A fund rather than the GAM Series F 
fund, Royal Bank of Canada appears to be double dipping management fees against the 
Policyholders. 

The attached RBC GAM document states: 

• Series A mutual funds include a trailing commission paid by the mutual fund company to the 
investment firm the advisor works for (mutual fund dealer) for ongoing advice. 

• Series F mutual funds are used in fee-based accounts, where the trailing commission is replaced 
by an account fee. This fee is for advice, access and service, and is charged directly to the 
investor by the investment firm the advisor works for. 

• Example: 
Fund Management Fee 

Series A 
Series F 

Investment 
Management 

0.6% 
0.6% 

Trailing 
Commission 

1.0% 

Total 

1.6% 
0.6% 

It appears to us and will likely appear to the Policyholders that RBCI should be investing the non-CF Loans 
in the Series F fund given the RBCI Management Fee charged separately by RBCI against the 
Policyholders. 

It appears to us that Policyholders have reasonable grounds to challenge the legality of any 
embedded SRRP management fees beyond the RBCI Management Fee itself. 

1 Represents 1.65% of the Series A asset value net of the GAM MER of 1.84%: (100% - 1.84%) x 1.65% = 1.62%. 
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The SF policy contract endorsement of October 2013 bearing your signature defines the Management Fee 
as follows: 

Management Fee 
A Management Fee is a fee charged by the Company in association with a Managed Investment 
Account, a Managed Portfolio Investment Account and the Smoothed Return Investment Account. 

For a Managed Investment Account and a Managed Portfolio Investment Account, the Management 
Fee is in addition to any management fee charged by the professional fund manager for the 
corresponding External Investment Fund, whose value is net of such management fees. 

For the Smoothed Return Reference Portfolio, the Management Fee will be between 150 and 225 
basis points per year. A change to the Management Fee outside of the specified range may occur as a 
result of a legislative or regulatory change which impacts the cost to the Company of maintaining the 
Smoothed Return Reference Portfolio, 

The SF policy contract differentiates the SRIA from all the other investment accounts. The contract 
specifically provides for the possibility that investment accounts other than the SRIA may incur 
management fees charged by the professional fund manager in addition to the Management Fee. There is 
no provision in the contract for the same possibility in respect of the SRIA and SRRP. 

Until June 2023, RBCI has never disclosed any delegation of SRRP assets to another fund manager nor 
the existence of any non-RBCI management fees embedded in the gross returns of the SRRP reported by 
RBCI. 

We have an ethical obligation (and possibly a regulatory obligation) to disclose the full extent of the SRRP 
management fees to the Policyholders. We believe RBCI does too. 

Disclosure to the Policyholders of the previously undisclosed GAM management fees embedded in the 
SRRP gross return will reveal RBCI's absence of transparency. This is ironic in that one of the sales 
advantages of the SF universal life policies was meant to be their transparency and accountability 
otherwise absent from par policies. We sold your SF policies in part based on this competitive advantage. 

Disclosure of the full extent of management fees suffered by the SRRP may be the breaking point for many 
Policyholders and trigger large scale withdrawal from the SRIA in 2024. 

The Policyholders are UHNW individuals and their private companies who are advised by many of the 
nation's leading tax and estate lawyers and accountants. 

Without corrective action from RBCI, we believe Royal Bank of Canada faces significant reputational 
damage and risk of litigation when disclosure is made to the Policyholders of: 

1. the historical absence of transparency regarding SRRP fund management and related fees; 

2. the full extent of the SRRP management fees; 

3. the double dipping of GAM Series A management fees when RBCI is already collecting a 
significant Management Fee from the Policyholders; and 

4. the application of SRRP management fees beyond the RBCI Management Fee that do not appear 
to be authorized by the policy contract. 
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THE OPPORTUNITY 
The 2024 rate announcement is approaching and provides an opportunity to deliver the SRRP 
management fee disclosure alongside corrective actions that include a significant increase in the SRIA 
crediting rate. 

RECOMMENDATIONS 
We recommend that Royal Bank of Canada and RBCI implement the following measures in conjunction 
with the 2024 SRIA rate announcement: 

1. Switch the SRRP investment in the RBC Select Conservative Series A to Series F effective 
January 1, 2024; 

2. Disclose the embedded management fee savings and apply those savings directly to the SRIA 
credited rate for 2024, over and above what the 2024 credited rate would otherwise be; 

3. Raise the SRIA credited rate for 2024 from 3.0% to 4.1% supported by eliminating the double 
dipping of management fees, accounting for improved SRRP performance from August 31, 2022 
to August 31, 2023 and implicitly returning 10 years of GAM management fee double dipping; 

4. Reduce the RBCI Management Fee from 1.65% to the contractual minimum of 1.50% until the 
SRIA rate returns to a normal relationship with market interest rates, demonstrating good faith with 
your Policyholders riding out the current economic challenges; 

5. Issue a contract endorsement providing that the DWTA is waived if the SRIA account value is paid 
to a collateral assignee, enabling Policyholders to preserve their underlying life insurance 
coverage if otherwise compelled to repay their external leverage with the SRIA accumulation fund; 

6. Issue a contract endorsement waiving the MVA where distressed Policyholders switch back to an 
RBCI CF loan subject to a Policyholder commitment to maintain the CF Loan for a period of time. 

7. Raise SRRP disclosure standards to the best in the industry by at least  matching RBC GAM Fund 
Facts disclosures and competitor disclosures like the Canada Life 2022 Financial Facts for their 
par account that runs 32 pages long; 

CONCLUSION 
We believe the above measures will help you and us preserve the SF block of business and avoid 
reputational damage and potential litigation. 

The goal is to preserve the Policyholders' SRIA accumulation fund values and their SF policies. The 
goal is beneficial to all parties: 

1. The Policyholders preserve their financial plans, avoiding the costs of withdrawing their SRIA 
account values and avoiding the tax and estate risk inherent in being forced to surrender their life 
insurance policies to access their SRIA account values. 

2. The Agents maintain their reputations and referability with their UHNW clients and their tax and 
legal advisors, and their annual compensation for managing the Policyholders' life insurance 
plans. 

3. RBCI minimizes reputational damage and preserves the SF business block. 
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4. The banks maintain confidence in lending against RBCI life insurance policies. 

5. PPI preserves its reputation as Canada's largest and most respected MGA. 

We are pleased to participate collaboratively in the solution for our mutual benefit. Please contact the 
undersigned for further discussion. 

Best regards, 

WESTWARD ADVISORS LTD. 

Wayne Stone, CPA, CA, CFP, TEP, CLU 
VP, Planning & Finance 
waynesCo 
604.630.0327 direct 

Enclosures: 
RBC GAM "Anatomy of the MER" 
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This is Exhibit "RR" referred to in the 
affidavit of  Maria Winslow 
Affirmed before me at Mississauga in 
the Province of Ontario this 

20  day of  November  , 2025. 

A C3orhmissioner for taking Affidavits 
within Ontario 



219 

Insurance 

RBC 

RBC Insurance 
P.O. Box 515, Station A 

Mississauga, ON 
L5A 4M3 

January 31, 2024 

BY EMAIL: bernie@coveadvisors.com 

COVE CONTINUITY ADVISORS INC. 

270 — 2255 Dollarton Highway 

North Vancouver, BC V7H 3B1 

Attention: Bernie Geiss, President & CEO 

BY EMAIL: waynes@westwardadvisors.com 

WESTWARD ADVISORS LTD. 
300 - 1090 Homer Street 
Vancouver, BC V6B 2W9 

Attention: Wayne Stone, VP, Planning & Finance 

RE: Security Fund Policies and the Smooth Return Investment Account 

Dear Sirs 

We are writing in response to each of your respective letters dated October 18, 2023 and October 20, 2023. 

Your letters express concerns about the interest rates for the Smoothed Return Investment Account (SRIA) 

option available under the Security Fund universal life product (SF Policy), and the returns of the Smoothed 

Return Reference Portfolio (SRRP), which is used as a reference portfolio by RBC Life in setting interest rates 

for the SRIA each year. We note that your concerns arose following the decrease of the credited interest rate 

to 3.0% for the SRIA in 2023. 

We have reviewed the matters raised in your letters very carefully and thank you for the opportunity to 

respond to them. Our review took into account the SF Policy design and RBC Life's methodology for 

calculating and setting the interest rates for the SRIA since it has been in existence. We are confident we have 

calculated and set the SRIA interest rates in a consistent manner, given the purpose and intended use of the 

SRIA, the market conditions, and the cumulative returns of the SRRP. For the reasons set out below, we do 

not agree with your assertion that your clients have had lower SRIA returns due to the use of the RBC Global 

Asset Management (RBC GAM) Select Conservative Portfolio Series A (RBC SCP - A) as one component of the 

SRRP. As the name implies, the SRRP is purely a reference portfolio used to determine the SRIA interest rate; it 
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is not the actual investment. The mix of asset types within the SRRP, including the RBC SCP — A, were selected 
as a reference portfolio, which was expected to track long term returns in the range we were targeting to 
fulfill the purpose of the SRIA, as an investment account that could potentially be pledged as collateral for an 
associated Credit Facility (CF) or policy loan. 

The SRIA cannot be compared directly to other investment accounts in a universal life insurance policy, or to a 
pure investment product like a mutual fund (where client returns can be negative). It's important to note that 
with this product, RBC Life takes on investment risk. 

It is important for you to recall the history and purpose of the SRIA. It was introduced to meet the planning 
goals of clients who still wished to participate in a leveraged insurance arrangement, after the 2013 tax law 
changes. Although the SRIA can be selected by clients who own an SF Policy even if they do not wish to use it 
as part of a leveraged insurance arrangement, the product design reflects its purpose as part of such 
arrangements. 

Transition to SRIA and SRRP 

As you know, prior to 2013, most of your clients used their SF Policies as part of a leveraged insurance 
arrangement colloquially known as a 10/8. In these structures, a UL policyholder with a guaranteed rate of 
return could borrow money from an insurer using the UL policy as collateral. We understand that a 
policyholder with this structure deducted the interest on the loan such that the after-tax cost of borrowing 
was lower than the guaranteed rate of return on the UL policy. As you are aware, in 2013 the federal 
government amended the Income Tax Act to thwart this planning in relation to a newly defined "10/8 Policy". 
In doing so, they set out to prevent what they considered the unintended tax benefits enjoyed by participants 
in these leveraged insurance arrangements, in part because they considered the lending and crediting rates in 
these arrangements to be unreasonably high. 

Under the 2013 rules, the "10/8 Policies", had two key characteristics: the interest credited to the investment 
account was determined by reference to the loan rate, and the investment account was only available to 
policyholders with an associated loan. If a client borrowed using a "10/8 Policy" as collateral, the new rules 
would deny the previously enjoyed tax benefits. 

At that time, most of your clients with SF Policies were invested in the Collateral Investment Account and had 
borrowed under an associated Investment Credit Facility. The Collateral Investment Account had the 
characteristics of a "10/8 Policy" and was subject to the new rules. 

Consequently, as a result of the tax reform in 2013, your clients had to decide whether to i) retain that 
leveraged insurance arrangement and incur higher taxes, ii) unwind that arrangement, or iii) transition to an 
alternative arrangement that preserved some of their financial planning objectives. 

At the time, PPI worked with RBC Life to create a transition option for your clients, to address potential 
adverse tax consequences, which included the creation of the SRIA. 

Unlike the former Collateral Investment Account, the interest rate credited to the SRIA is not determined by 
reference to the associated CF loan rate. Rather, the interest credited to the SRIA is determined by reference 
to the SRRP. Similarly, the interest rate on borrowed funds under an associated CF, although not designed to 
move in perfect tandem with the SRIA rates, were designed to be directionally consistent. This allowed clients 
who utilized a CF to have more predictable loan rates than clients who used their policies as collateral with 
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other lenders. To achieve this consistency, both the SRIA rate and the CF rates are determined by reference to 
the notional returns of the SRRP. Consequently, the target returns of the asset types used as reference points 
in the SRRP were intended to establish both a crediting rate that was commercially viable for RBC Life and a 
loan rate that was directionally consistent with the crediting rate and reasonable for tax purposes. This is a 
fundamental point. The SRRP was never intended to generate the highest possible investment return. 
Instead, it was intended to generate a reasonable and stable return that would meet the intended purpose of 
the SRIA, which was to provide an alternative to the prior "10/8" leveraged insurance arrangements rather 
than eliminate all leveraged insurance arrangements. 

Within this context, the RBC SCP - A returns were identified as an appropriate reference point for the non-loan 
portion (non-leveraged) of the SRRP. In 2013, the returns for the RBC SCP - A had been 6.3% since its 
inception, and its low to medium volatility gave it the desired characteristics for a relatively stable return. RBC 
Life anticipated that over the long term, the combined loan returns and RBC SCP - A returns, would support a 
base interest rate for the SRIA of approximately 4.75%, net of a Management Fee for RBC Life. It was intended 
that this base interest rate, plus 1.65% and a smoothing factor would support a loan rate that was reasonable 
for tax purposes. PPI, likewise anticipated that the crediting rate and loan rate would be attractive to 
policyholders who wished to preserve some of their financial leveraging objectives after the 2013 tax reforms. 

As you are aware, for the first five years RBC Life held the SRIA's base interest rate at 4.75% and the loan rate 
at 6.4%. It was anticipated that a higher loan rate could have been considered unreasonable for tax purposes. 
Consequently, if RBC Life had used another investment portfolio with higher anticipated returns than the RBC 
SCP - A, RBC Life would have charged a higher Management Fee in order to keep the SRIA interest rates and 
the CF loan rates in a reasonable range while also being commercially viable. The MER embedded within the 
RBC SCP —A is thus irrelevant for two reasons. First, the RBC SCP — A is used as part of a reference portfolio 
only. Second, selection of a different investment fund series as part of the reference portfolio with higher 
returns, but also with a higher Management Fee, would not have generated higher credited rates for your 
clients. 

You would have reviewed the features of the SRIA with your clients so that they could decide whether to use 
the product. You will recall that your clients were given the opportunity to review the optional amendments 
with you and their tax advisors in order to determine if the new SRIA and amended CF were suitable for them. 
After having this opportunity, with the benefit of your advice that highlighted the purpose and nature of the 
SRIA, many of them chose to apply for the SRIA and amended CF. 

You would have recognized that the SRIA was most suitable for policyholders who intended to hold funds in 

this account for the long term and maintain their CF. The smoothed nature of the account meant that gains 

and losses in the reference portfolio would be brought into the returns of the SRIA over time. Policy features 
like the limitations placed on the Deferred Withdrawal and Transfer Amount and the potential for Market 
Value Adjustments reinforced the understanding that account holders would benefit from the smoothed 
returns most when they utilized the SRIA with a long time horizon. 

You also would have been aware of other key aspects of the SRIA: 

First, the smoothing feature of the SRIA means that, by design, the smoothed return for any year will lag 
behind the then current market yield for new investments. This lag period can extend over many years; and 
at its widest point the gap between the then current market yield and the then current smoothed return rate 
could be significant. One cannot look at the SRIA credited rate for a single year in isolation. The smoothing 

process operates over a long-term horizon. 
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Second, because the annual returns of the SRRP are measured on a market value basis of the reference 
portfolio, increasing interest rates will initially have a negative impact on both the SRRP annual market return 
and the SRIA rate. This is because the market value of the bonds and mortgages in the SRRP will reduce as 
interest rates increase. This negatively impacts returns initially, but over the longer-term increasing interest 
rates are good for the SRRP returns. 

Finally, because the SRIA rate and CF rate movements are directionally consistent, you would have understood 
that leveraged policyholders who chose to close their CF and borrow funds from a different lender would be 
exposed to loan rate unpredictability. They would thus lose the benefit of a credited interest rate and a loan 
rate that are directionally consistent because they are both set by reference to the SRRP. While those 
policyholders may have been able to obtain lower rates from external lenders during periods of low interest 
rates, they would also be exposed to higher lending rates when interest rates rose, as has been the case in 
recent years. 

The Smoothed Return Reference Portfolio (SRRP) 

The SRRP is a reference portfolio composed of 4 asset types: 

1) fixed income loans ("leveraged") (33.4% at Aug 31, 2023), 
2) the RBC SCP —A, which is a combination of cash, fixed income and equities and is used as a reference 

value in connection with the portion of the SRIA funds not assigned as collateral to RBC Life ("non-
leveraged") (66.3% at Aug 31, 2023), 

3) the RBC Short Term Income Fund — Series A which represents the portion of the SRRP associated with the 
application of the Smoothing Adjustment Factor (SAF) (0.3% at Aug 31, 2023), and 

4) Cash, which represents the daily cash flows (0.003% at Aug 31, 2023). 

How the annual SRIA credited rate and the loan rates are set 

Annually, the current and historical performance of the asset types used as reference points for the SRRP were 
measured up to August 31' of the calendar year. The credited rates for the SRIA each year were derived 
based on the compound annual growth rate (CAGR) of the asset types that make up the SRRP from January 1, 
2014 to August 31st of the year. The calculation was performed in the same manner each year. The formula 
calculates a suggested credited SRIA rate for the following calendar year. The CAGR of the SRRP was increased 
or decreased by the Smoothing Adjustment Factor (SAF) which is intended to amortize over time the impact of 
any past over-crediting or under-crediting of returns to SRIA holders. Amounts collected through the SAF are 
allocated to the SRRP. They are not received by RBC Life. This process has helped limit the immediate impact 
of recent market volatility on the annual crediting rate. The annual calculations include the application of a 
Management Fee deducted by RBC Life, and a smoothing process that includes consideration of market 
conditions and expected long-term future returns. The objectives of the smoothing process are always the 
same: 

• Produce annual credited rates which are less volatile than would be the case if credited rates were directly 
tied to the annual market returns of the asset types used as reference points in the SRRP. 

• Ensure that the annual credited rate is never less than zero as required by the SF Policy. 
• Ensure that over time the cumulative market returns of the asset types used as reference points in the 

SRRP (less the annual Management Fee charged by RBC Life) are credited to policyholders. 
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As you know, the SRIA crediting rate was fixed at 4.75% for the first five years (2014-2018). Given the 
smoothing process, any net gains or losses in the SRRP that were above or below 4.75% during the first five 
years would have an impact on the calculated SRIA crediting rate in 2019 and beyond. During those first five 
years, the actual cumulative returns of the SRRP net of Management Fee were lower than the fixed rate at 
4.75%. 

Use of RBC SCP-A as part of the Smoothed Return Reference Portfolio 

You suggested that RBC Life should have used either the RBC SCP-O or F as the reference fund for the non-
leveraged portion of the SRRP, instead of RBC SCP-A. As explained above, the RBC SCP-A was selected as part 
of the reference asset mix for the SRRP, not only to set a commercially viable SRIA crediting rate, but also to 
support a CF loan rate that would be reasonable for tax purposes. RBC Life would not have selected the RBC 
SCP — O or F as the reference fund in the SRRP, but notionally, if RBC SCP-O had been used as a reference point 
for the non-leveraged portion of the SRRP, it would have driven the CF loan rate higher putting clients at 
greater tax risk unless RBC Life also increased the Management Fee. For example, if RBC Life had referenced 
the RBC SCP-O for the non-leveraged portion of the SRRP, RBC Life would have needed to increase its overall 
Management Fee to 2.25%. We have determined that if RBC Life had referenced the RBC SPC - O for the non-
leveraged portion of the SRRP and increased the overall Management Fee to 2.25%, that this would not have 
resulted in higher SRIA crediting rates. 

You have also suggested that RBC Life has engaged in improper "double dipping" or has charged a 
Management Fee higher than 2.25%. This is incorrect. RBC Life charged only one Management Fee and the 
overall Management Fee charged by RBC Life each year was in the range of 1.66% to 1.77%. Because the SRRP 
is a reference portfolio only, the MER embedded in the RBC SCP — A is not paid by your clients or received by 
RBC Life. 

We are confident that our use of the RBC SCP —A and our process for calculating the SRIA crediting rates has 
benefited your clients. 

Market Challenges in 2022 and the 2023 SRIA Credited Rate 

2022 represented one of the most challenging periods for financial markets on record, with both fixed income 
and equity markets simultaneously posting double-digit declines. Rapid and aggressive central bank tightening 
cycles as well as high inflation meant that many asset classes were subject to a drastic reset in valuations. The 
combination of interest rate hikes and equity market declines drove declines in the RBC Select Conservative 
Portfolio performance for 2022. These losses were not unique to the RBC SCP —A, which still delivered 2nd
quartile results in its fund category. 

Between 2018 and 2021 many of your clients decided to pay off their CFs and borrow from lenders other than 
RBC Life, using the values in their SRIA accounts as collateral. As a result, in 2022 the composition of the 
assets referenced in the SRRP was weighted toward non-leveraged (67% - as shown in the chart below). Given 
the increased size of the non-leveraged portion of the SRRP, the 2022 losses in the RBC SCP-A drove an overall 
loss in the SRRP that year. As at August 31, 2022, when the rate setting was done for the year beginning 
January 1, 2023, the year-to-date net performance of the SRRP was negative 9.61%. If immediately passed on 
as it was, this loss would have required a significant reduction in the crediting rate for 2023, perhaps to zero. 
While this loss did result in a lower SRIA credited rate than the prior year, the smoothing process helped to 
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preserve a rate of 3%. This is a benefit created by the smoothing feature of the SRIA, rather than being cause 
for concern. 

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 CAGR 

RBC SCP - A 
return' 

7.9% 4.1% 4.1% 5.8% -3.0% 10.8% 8.5% 7.0% -11% 4.43% - 3.8%' 

SRRP Net 
Return' 

4.76% 4.58% 4.51% 4.52% 1.66% 5.84% 5.66% 4.76% -6.85% 3.66% 3.23%4

Credited 
Rate 

4.75% 4.75% 4.75% 4.75% 4.75% 4.25% 4.10% 4.10% 4.10% 3.00% 3.25% 

% in non- 
leveraged 

4% 6% 16% 25% 34% 40% 52% 65% 67% 66% 

Loan rate 6.40% 6.40% 6.40% 6.40% 6.40% 6.05% 5.95% 5.95% 5.70% 5.05% 5.35% 

1 Series A return is shown as calendar year return, except for 2023 which shows YTD as of Aug 31, 2023 
2 CAGR of RBC SCP - A returns from Jan 1, 2014 to Aug 31, 2023 
3 SFIRP Net Returns shown as calendar year return, except for 2023 which shows annualized as of Aug 31, 2023 
4 CAGR of SRRP Net Returns from Jan 1, 2014 to Aug 31, 2023 

The 2024 SRIA Credited Rate 

For the RBC Select Conservative Portfolio, 2023 delivered stronger returns. With inflation moderating and rate 
hike cycles coming to an end, fixed income and equity performance significantly improved over 2022. This 
validated RBC GAM's beliefs that the overall market valuation reset in 2022 improved return expectations 
moving forward. As of November 30, 2023 the Fund was 1St Quartile. 

As at August 31, 2023, when the rate setting was done for the year beginning January 1, 2024, the net CAGR of 
the asset types referenced in the SRRP was 3.23%. This return, together with a SAF for the prior losses, would 
have generated a crediting rate of 2.8% (3.23% - 0.45%). Observing the market volatility and the timing of the 
rate setting exercise, the SRIA crediting rate was set at 3.25% reflecting higher expected returns in 2024. 

Reporting Errors 

In our review, we did discover some reporting errors that were not material, but that we would like to take 
this opportunity to correct. 

Our annual rate announcements have displayed the Historical Annualized Rates of Return of the asset types 
referenced in the SRRP. The tables contained in these announcements suggested that the Management Fee 
for the overall SRRP was 1.65%. In fact, RBC Life charged 1.65% on the leveraged portion of the SRRP and 
1.84% on the non-leveraged portion of the SRRP. In the second table below, these are combined into an 
overall weighted Management Fee. As an example of this reporting error, the first table below shows the 
Historical Annualized Rates of Return of the assets referenced in the SRRP as published in our November 2023 
rate announcement. In a separate row we have added the Implied Management Fee (i.e. that one may have 
inferred from the gross and net rates of return displayed). 

The second table shows corrected figures. You will note the corrected Management Fees charged by RBC Life. 
The increasing Management Fee over time reflects the increased non leveraged portion of the SRRP. The 
August 31, 2023 year-to-date net rate of return and the average reported in our November 2023 Rate 
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Announcement were transcription errors. You will also note minor differences in the rates of return which are 
due in part to slightly inconsistent annual timeframes used. 

November 2023 Rate Announcement 

2014 2015 2016 2017 2018 2019 2020 2021 2022 YTD 
Aug 31 
2023 

Avg. 

Net Rate of 
Return 

4.76% 4.58% 4.51% 4.52% 1.64% 5.80% 5.50% 4.80% -6.86% 2.42% 3.68% 

Implied 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% 1.65% 

Management 
Fee 

Corrected Returns/Management Fees 

2014 2015 2016 2017 2018 2019 2020 2021 2022 YTD 
Aug 31 
2023 

CAGR/ 
AVE* 

Net Rate of • 4.76% 
Return 

4.58% 4.51% 4.52% 1.66% 5.84% 5.66% 4.76% -6.85% 3.66% 3.23% 

Management 
Fee 

1.66% 1.66% 1.67% 1.69% 1.71% 1.72% 1.73% 1.76% 1.77% 1.77% 1.71% 

*CAGR pertains to Net Rate of Return, AVE pertains to Management Fee 

As discussed above, the SRIA rate setting was not based on single year annual returns, but was based on the 
CAGR of the SRRP from January 1, 2014 up to August 31' of the calendar year and was smoothed over the 
period going back to January 1, 2014. Consequently, while we regret these reporting errors, we have 
determined that they would not have altered the ultimate rates set for the SRIA or the CF loans. 

SRIA Rates are Comparable to other Smoothed Return Accounts in the Market 

In the chart below we have shown the annual credited rates of similar smoothed return accounts in the life 
insurance marketplace. All such smoothed return account are designed to be long-term, stable return 
accounts. We point out that the average annual return of the SRIA has been higher than these other accounts. 
Your clients have not been disadvantaged by holding RBC Life's SRIA compared to other competitor accounts. 
This reflects the effectiveness of the efforts made by RBC Life to select the most advantageous asset mix as 
the reference portfolio while serving the design purpose of the product. 
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Year RBC Life — SRIA 
(Smoothed Return 

Investment Account) 

Industrial Alliance — 
SRIA 

Industrial Alliance —
SRDA 

2014 4.75% 4.60% 
2015 4.75% 4.60% 
2016 4.75% 4.60% 
2017 4.75% 4.60% 
2018 4.75% 4.00% 
2019 4.25% 3.50% 
2020 4.10% 3.00% 
2021 4.10% 2.75% 3.5.0% 
2022 4.10% 2.75% 3.50% 
2023 3.00% 2.50% 3.40% 
2024 3.25% 2.90% 3.80% 

Average 4.23% 3.62% 3.55% 

Conclusions 

From our review of your letters and our consideration of the product design and rate setting methodology we 
have concluded the following: 

1. In the context of and in response to the 2013 tax changes, our use of the RBC SCP-A as the reference 
for the non-leveraged portion of the SRRP was appropriate. 

2. If we had referenced another investment portfolio with higher anticipated returns than the RBC SCP-
A, we would have charged a higher Management Fee in order to keep the credited interest rate and 
loan rate at or within a reasonable range while remaining commercially viable. 

3. Our process for calculating the SRIA crediting rates has been consistent and has benefited your clients. 
The alternatives you have proposed, with a higher Management Fee, would not have resulted in 
higher crediting rates for the SRIA. 

4. RBC Life has not engaged in "double dipping". It charged only one Management Fee, and the 
Management Fee charged was in the range of 1.66% to 1.77% since 2014. 

5. Your clients have not been disadvantaged by holding RBC Life's SRIA compared to other smoothed 
return accounts in the marketplace. 

6. Our annual rate announcements contained some reporting errors, but these errors would not have 
altered the ultimate rates set for the SRIA or the CF loans, which are based on cumulative net returns 
of the SRRP. 
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Our Further Actions and Commitments 

To improve and provide enhanced reporting going forward, RBC Life will: 
1. Coordinate an annual portfolio review for brokers, of the RBC SCP — A with a portfolio specialist from 

RBC GAM so that you can share these insights with your clients. We will also coordinate ad hoc 
portfolio reviews when significant market or economic events happen. 

2. Improve our November announcements and June semi-annual updates to include: 
a. The Proportions of SRRP reflecting the leveraged and non-leveraged accounts; 
b. The historic and current Management Fees; 
c. Updated commentary from RBC GAM on the performance of the RBC SCP — A. 

We wish to thank you for this opportunity to respond to your letters and for your patience in awaiting our 
response. 

Yours sincerely, 

Rino D'Onofrio, President and COO 

COPY BY EMAIL: 
atopping@ppLca 
jvirtue@ppLca 
chiscott@ppi.ca 
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