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In late 2004 several American regulators most notably Eliott Spitzer, Attorney General for the State of
New York, investigated illegal activities of a few insurance companies, brokerages, and intermediaries.
The investigation resulted in legal actions being taken against a number of industry participants.

In light of the activities in the United States, Canadian regulators took the initiative to conduct a similar
inquiry into the relationship between insurers and sales intermediaries in Canada. The results of that
inquiry failed to prove the existence of any illegal or even questionable activities in the operation of the
insurance industry in Canada. In spite of this finding, Canadian regulators have distributed the June 3,
2005 discussion paper with the stated purpose “to ask stakeholders for feedback on possible new
regulatory responses”. It is of concern to the Life Insurance Council of Alberta that this document has
been produced and distributed for discussion when it seems apparent the authoring regulators have
already concluded that some form of regulatory intervention is necessary. Even though it appears that
such intervention is a foregone conclusion, the Council offers the following comments relating as does the
Councils jurisdiction to the regulation of insurance intermediaries.

COMPARISONS TO THE SPITZER REPORT

In 2 of the most prominently featured cases in the Spitzer Report there is no doubt illegal activities have
taken place at both Marsh Inc. and AON Corporation. It must be borne in mind however that these
activities, which involved bid rigging, price fixing and kickbacks are clearly illegal in any business not
just in the insurance industry.

The Alberta Insurance Act allows the Council to take action against an intermediary found guilty of
misrepresentation, fraud, deceit, untrustworthiness, or dishonesty [S.480(1)]. The penalties under this
section of the Act are significant, and the Council is satisfied that this alone is sufficient regulatory
control. :

In comparison, the Insurance Act [S.480(2)] allows for a less significant penaity to be enforced in
instances where an intermediary “has contravened any provision of this Act or the regulations or similar
legislation in another jurisdiction...” etc. Additional regulation governing disclosure of compensation,
ownership and other financial interests may, in fact, weaken the Councils ability to apply the more severe
penalties in cases where Council, upon consideration of the evidence determines that a more serious
charge is warranted.

In addition to the sections of the Act noted above, S.505(2) prohibits the charging or collection of a fee
for providing a service to a person who is or is in the process of acquiring insurance unless the person has
agreed in writing before the service is provided to pay the fee.




This provides additional protection to the consumer and allows the regulator the ability to enforce
sections when and if necessary.

THREE POLICY OPTIONS

In support of its predetermined position favoring regulatory intervention, the authors of this paper have
proposed three possible policy options.

1. Codity the priority of the clients interest.
2. Restrict the performance — linked benefits offered to intermediaries. f
3. Enhance transparency of compensation, ownership and other financial interests.

The Life Insurance Council will respond to each of these options as they are presented in the discussion
paper.

These responses must be examined and considered bearing in mind the differences in the operation of the
life and health insurance industry as compared to the property and casualty insurance business. In actual
fact these two segments of the industry operate in such varied manner as to cause Council to wonder why
an attempt was made to address both business in the same discussion paper and, further, to attempt to
rectify perceived problems with the same three policy options.

Property and casualty insurance policies are issued for a fixed period of time and, in most instances renew
annually. Commission is paid to the agent for the placement of the business and the agent’s responsibility
to continue to provide service to the client is limited to the (usually) one year term of the policy.

The life and health insurance industry is not a transaction based business. In the life and health insurance
sector larger commissions are paid “up front” but the servicing requirements of the agent to the consumer
can span many years. Further, if the business does not stay with the insurer for a period of time (usually
two years) commissions paid to the agent are charged back. These are only two examples of the
differences between the two sectors of the insurance industry but they clearly indicate a need for a
separate examination of business conduct and issues prior to contemplating regulatory intervention.

1. Codify the Public Interest

The policy option suggested here is to require by legislation or regulation that the client’s interests be
placed above those of the intermediary or any third party.

It is the view of the Life Insurance Council that the invitation of legislation or regulation to codify
putting the client first needs to be examined closcly. Inviting regulation by a third party through
legislation puts the issue outside of the industry. There are altemnatives to increased legislation and
regulation and one of the best alternatives is industry self regulation. The Life Insurance Council is
comprised of representatives from insurers, intermediaries and the public at large. The infrastructure
already exists for the enforcement of standards of practice through Codes of Conduct developed from
industry, public and Government.




