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Dear Mr. Paglia:

The following submisson is made on behdf of The Dominion of Canada Generd
Insurance Company (“The Dominion”), in response to the invitation to make submissons
in reply extended in the Report of the CCIR and CISRO Industry Practices Review
Committee, entitled: “Reationships Between Insurers and Sdes  Intermediaries
Consultation Paper”, dated June 3, 2005 (the “ Report”.).

The United States and Canada: Very Different Environments

We agree with the generd comments in the Report suggesting that events that transpired
in the United States during the last few years have led to grester scruting of the
digribution of insurance products in Canada, with a particular eye for actud conflicts of
interests or perceived conflicts of interest that would or may be detrimentd to the
consumer. However, it is important to note some very sdient differences between the
U.S. and Canadian markets that are relevant to the matters raised in the Report.  Firgly,
the legidative and regulatory environment is very different in Canada, where a very
grong and highly-regarded federad regulator controls prudentid and other matters for
goproximady two-thirds of the industry. In contrast, in the United States there is no
centrd regulator and no hamony of dae legidation, resulting in a far degree of
confuson and opportunity for market practices that smply would not be tolerated in
Canada. Secondly, and related to the first point, is the fact that the impugned practices of
certan individuds and organizations in the insurance indudry in the United States are
prohibited in Canada. The fact that “it” could and did occur in the United States does not
mean that “it” could or will happen here. We urge the IPRC to consider that the nature of
the problem, if there is one is mos likdy quite different in Canada than in other
jurisdictions.



All of which, of course, brings us to the heart of this reply and the Report; that being,
what is “the problem?” We suggest that in the wake of the scandds in the United States,
the swift and often unjudtified reaction was that the same opportunities for market abuse
that were dleged to preval there were prevdent here. The “opportunities’ to which we
refer ae that insurers and didributors of insurance products (“distributors’ or
“digributor’) may engage in business practices that represent actua conflicts of interest
in the marketplace, or that may contribute to a perception of there being such conflicts.
With respect, we suggest that any inquiry into such practices must be tempered with
reference to fact.

Having sad that, we agree that public confidence in the insurance industry could be
dronger, but we are of the view that this temporary Stuation probably has more to do
with ill-conceived product reforms that have resulted in rate volatility and market
avalability issues tha have dominaed the Canadian market in recent years, as opposed
to any actua or perceived conflicts of interest. Neverthdess, we consder the IPRC
Report to be an important statement regarding what might be done to address pre-
emptively any such conflictsin policy terms.

The I mportance of Enhancing Consumer Confidence and K nowledge

Asagenera matter, The Dominion supports strongly any mesasures which increase
opportunities for consumers to become more well-informed about the products they
consider and purchase and about the relationship between digtributors/intermediaries and
insurance companies. Empowering consumers with knowledge, however, is one variable
in asengtive baance. It would be detrimenta to consumers, ultimately, if companies and
distributors of insurance products were to be encumbered by complying with an onerous
regime of rules, codifying al manner of behaviour in the commercid marketplace. We
believe that acceptable parameters of conduct may be expressed by regulators, and that
the market will remedy extremes.

The Ontario Disclosure Practice as a National Template

In the fal of 2004, we had the privilege of participaing in the development, from a
principled standpoint, of the form and extent of the voluntary disclosure of commissons
and the code of rights and respongibilities that was implemented in Ontario. The result of
this action, combined with the new practice guiddines of RIBO, is that any consumer in
Ontario wishing to become better-informed about the arrangements a particular company
enters into with didributors of its products can now obtain this information essly. The
disclosure encompasses a range of activity, most paticulaly and importantly, the
financid rddionship, if any, that prevals between a company and the digtributor(s) of its
products. This includes any loan made by the company, or other equity investment.

In our view, this type of disdosure saisfies al public policy gods without inhibiting
sound and productive business relatiionships. Consumers are cagpable of reading the very



graightforward and well-drafted disclosures, and deciding for themselves whether the
scope of acompany-distributor relationship is gppropriate to them.

What isa “ Conflict of Interest”? What is“ | ndependence’ ?

At the core of many of the policy variations proposed in the IPRC paper is the concern
that the naure of a reationship between a company and didributor may present a
“conflict of interest”. Such a conflict, the paper explains, may be red or perceved, and
may be manifes in the financa reaionship and incentives that flow between a company
and digributor, or may result from non-financid rewards or gifts made by a company to a
digributor. The rdationship and conflict may affect the independence of a digtributor,
causng him/her to act in a manner that is not condstent with the best interest of the
consume.

With respect, The Dominion submits that independence is not something that can or
should be codified. If they are provided adequate and fulsome disclosure, consumers are
cgpable of determining for themsdves whether a didributor is “independent”, and
whether a company is acting within the scope of what the reasonable person would
congder to be appropriate in a business context. As the Report acknowledges, consumers
understand and accept a cardind rule of the free market; that good performance may,
quite judifisbly, be rewarded. There is nothing offensve in a company providing
incentive to a competent broker to enhance and encourage continued productivity. What
is offensve is where a company does this in a manner that will harm the consumer, or
will encourage the broker or didributor to advise the consumer in any way that is not in
his’her best interest.

Accordingly, The Dominion supports a generd policy postion that reinforces the notion
that the best interest of the consumer is paramount. Frankly, we believe that this makes
good busness sense as wel. In The Dominion's broker contract, this principle is very
clearly dated.

Disclosur e Remediesto Mitigate Any Perceived or Actual Conflict of I nter est

Whereas we support the independent broker digtribution channel, and we dso offer an
incentive program that rewards excelent broker performance, we believe srongly that a
good broker must be truly independent, which means that he/she will dways act in the
consumer’s best interest. If that means that the broker places a consumer with a company
other than The Dominion, then s0 be it. The consumer is being better served, as that
company likely respondsto their individua circumstances and needs more fully.

The scope of disclosure required in Ontario should be consdered in every jurisdiction, in
our respectful view. While we recognize that regiond or jurisdictiond conditions may
require some modifications, the generd approach implemented in Ontario is very
responsive to the public policy concerns aticulated in the Report. It is comprehensive,
easy to understand, and accessible.



All disclosures should be effected annudly, and in the manner most accessble to the
consumer. In our view, there should not be phases or tiers of disclosure, as suggested in
the Report, whereby some information is made available before or a point of sde, and
some is made avallable after the time of sdle. Among the disclosure items that the Report
suggests may be made post-sde is that regarding ownership of the didtributing entity.
This is precisdly the sort of information that the consumer should have before or a the
time of sde, as it goeaks most doquently to the matter of independence, with which the
Report is so concerned.

The CCIR Survey

In November of 2004, the various members of CCIR, usng CCIR adminidration to
fecilitate the survey, asked insurers a number of questions about their practices. These
results form the bass for the document on which we ae now commenting. This review
should be conducted annudly, with gppropriate follow-up as the various regulators judge
appropriate.  The Dominion has taken the pogtion, in response to a Freedom of
Information request in Ontario, that this information should be publicly available.

Conclusion

It is important that we clarify what exactly these policy enquiries and contemplated
initiatives are intended to remedy or address. As set out above, we are of the view that the
unfortunate market occurrences in the United States that seemed to provide the impetus
for this initiative, are largely irrdevant in Canada. However, we do recognize the ongoing
and ultimate imperative of working collaboratively to inform and educate the consumer,
thereby enabling each individud to access the information he/she requires to make a
decison regarding the financia services and products offered by the insurance indudtry.

We trugt the foregoing is helpful and would be pleased to discuss these matters further at
your convenience.

Yourstruly,

Vivian Bercovici
Vice President, Generd Counsd
and Corporate Secretary



