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Comments:

| understand the regulators rationale for the Canadian insurance industry to review and
examine the recent aleged fraudulent and dishonest practicesin the U.S,, to seeif they
were occurring in Canada and to be proactive in identifying options to enhance public
confidence. | am told the review concluded there was no evidence of illegd practices and
the life and hedlth insurance companies have policies and procedure in place to mitigate
the potentid for conflicts of interest. | am in the life and hedth insurance business and
have been since 19889. | have been an independent broker since 1990. | have aways
placed my clients interest first and have found my associates and colleagues do the

same.

Thereis no evidence to suggest that consumer confidence isweek in the Canadian
marketplace or that consumers are being negetively affected by the manner in which they
are currently being served. A competitive industry is what drives consumer decisionsin
today’ s marketplace, and the Canadian Life and Hedth insurance indudtry is highly
competitive.

The Consultation Paper proposes to: codify the priority of the client's interest; restrict
performance-linked benefits offered to intermediaries; and enhance transparency of
compensation, ownership and other financid interests through greater consumer
disclosure. | have been amember of severd industry associations, including ADVOCIS
since entering this business and believe the priority of our dient’sinterest is adequately
dedlt with under professona codes of conduct. Tampering with performance-linked
benefits would have cons derable negetive impacts on the insurance distribution sector
and would ultimately hurt consumers. The industry is taking sgnificant steps to meet
enhanced disclosure requirementsin respect of perceived or actua conflicts of interest.

We are sufficiently regulated in the life and health insurance sector and | find it counter-
intuitive for regulators to increase regulation in areas where it is unfounded. More
regulations would only deteriorate consumer service, as the brokers try to juggle with the
increased burden and reduction in compensation.

There are Sgnificant negative impacts associated with restricting performance- linked
incentives. Such a move would be extremdy disruptive to the industry and would
negatively impact consumers, by actudly limiting choice and reducing service standards
for consumers. These disruptive dementsto an dready stable insurance distribution
system may include: an exodus of existing participants from the industry; the creetion of
ggnificant barriers to entry of new participants in the industry; alimitation of consumer
choice resulting from a contraction of the number of insurance intermediaries, and the
deterioration of consumer service.

Performance can be measured in many different ways. Not just reward for initid sales,
but consistency of saes and persistency of business. Performance bonuses are frequently
paid for providing good dient service and for maintaining long-term relationships with
clients, one of the criteriafor putting the clients needsfirst. We are paid for best when



we look after the clients' priorities. It is not uncommon for people to be compensated for
performance. If an employee does an excellent job and the companies financid
performance is enhanced as aresult of the actions of the individud they are rewarded. It
may be abonus or a specid perk, or it may be an increasein their sdary. My dients fed
they get good value for the service | provide. They have told me they do not consider our
business relationship to be transaction orientated, but they rely on my advice and council
in their long term financid planning concerning their family and their business. My

clients are frequently rewarded based on their performance and they have never indicated
aconcern with the idea of my compensation being linked to performance.

The life and hedlth insurance business is a very different from the property and casuaty
busness. Any regulations should reflect the busness structure of the industry and current
regulatory environment.

Meaningful disclosure for insurance consumers should focus on matters thet are relevant
to the transaction or proposed transaction, provide information useful to the buyer in the
decision making process, reved bias or areasonably likely bias on part of the sdller; and
are reasonably quantifiable. Current disclosure requirementsin the L&H insurance
industry adequately address these issues without providing unnecessary information to
consumers that could confuse them and distort the decison-making process. Disclosing
intermediary compensation, which is determined largely by insurers, is extremdy
complex with severd unpredictable variables, and would be extremely confusing to
consumers.

In the mid 90s the Ontario Insurance Commission worked closdy with industry to
develop a29-point Agent Code of Conduct. When it was published in 1995, the
announcement said it would be adopted into regulation. It never was.

| undergtand the intent of the Consultation Paper to provide the results of the IPRC's
recent market conduct questionnaire of Canadian insurers, outline anumber of potential
policy options addressing key issues as determined by the IPRC, provide aforum to
consult with interested stakeholders, and, following the consultation process, dlow IPRC
to possibly recommend to governments implementation of various policy options,
including those identified in the paper, those proposed by key stakeholders or those
developed and put in place by industry through voluntary measures.

| agree with the objective of ensuring the highest level of consumer confidencein the
insurance marketplace. 1 dso agreeit isvita to maintain a competitive market for
insurance, to provide consumers with sufficient information and choice to make an
informed decision.

Insurance intermediariesin today’ s business and regulatory environment are subject to a
sgnificant amount of regulation and necessary due diligence in every step of the process
from the time they first come into contact with a client to the time the financid

transaction is complete and as a matter of maintaining the ongoing relationship with the
client and the continued servicing of the financia products purchased by the consumer.
Moreover, insurers impose strict requirements in most cases on agents and brokers to



comply and often exceed regulatory requirements. Thisis evident in insurers suitability
assessments of agents, the contracts that alow agents to sl insurance products of a
particular insurer, and the standard forms that insurers produce that agents must use.

Canadian consumers of life and hedth insurance products and life and hedth insurance
advice are trested fairly within the current insurance distribution system, and advisorsin
today’ s environment are providing unbiased advice to their clients. Thereisadgnificant
degree of competitiveness and choice in the market, and consumers are provided a
subgtantial amount of informetion in order to make gppropriate financia decisons. With
the growth of the Internet, consumers have been afforded the opportunity to obtain
competitive pricing information across a variety of suppliers and have the ability to
comparison shop should they beinclined to do so. Consumers have aso been the
beneficiaries of declining premium costs year-after-year as the industry’ s competitiveness
is further enhanced.

The IPRC believes that some current business practices may contribute to a perception of
or actud conflicts of interest in the marketplace that may be undermining consumer
confidence.

The premise behind the conclusion isthat biascould exist in the cour se of providing
adviceto consumersdueto actual or potential conflicts of interest asperceived by a
reasonable, informed, third party. Notwithstanding that a bias could exigt, thereisno
evidence to support a conclusion that abias doesexist. | bdievethat it isimportant to

gain the consumer’ s pergpective when examining consumer confidence issues. This

study into Canadian sdes practices does not consider consumer input.

Consumers understand that individuasin any sesindustry are paid on avariable basis
and may be digible for bonuses. The banking industry has dso adopted this
compensation structure. There is no evidence whatsoever to suggest that Canadian
consumers are being impacted detrimentally by the compensation structure of the L&H
insurance industry, or that they are concerned that this form of compensation structure
may give rise to aperception of bias. Consumerstoday may purchase life insurance
through a variety of channdswith sgnificant choice, and it is ahighly competitive
industry that drives consumers decisonsin today’ s marketplace. They choose the
intermediary.

There are legitimate reasons for having performance-linked benefits embedded in the
compensation structure of the insurance sector, a practices that is common for sdesin
other indudtries. Insurers offer these voluntarily, as part of their business modd asa
means to effectively compete in the marketplace. Disallowing sdesincentivesina
competitive marketplace for life insurance would substantialy disrupt the insurance
digtribution industry. Moreover, such amove would amount to a Sgnificant restructuring
of the industry and would be contrary to the objective of maintaining aleve playing field
in the financid servicesindudry. In an erawhere governments are driven by adesireto
cut through red tape and in many cases reduce regulations it gppears counter-intuitive for



regulators to now seek to embark upon a drive for more regulation in areas where such an
gpproach is unfounded.

In making financid decisions, clients care most about the vaue they are receiving. In
other words, the quality and characteristics of the product (does it meet their needs?), the
cost of the product (what isthe fina price?), and the ongoing service associated with that
product (to what extent will the financid advisor be of assstance?). Meaningful
disclosure for insurance consumers should focus on matters that:

Are relevant to the transaction or proposed transaction;

Provide information that the buyer can employ in the decision making process,
Reved hias or areasonably likely bias on part of the sdler; and

Are reasonably quantifiable and that are reasonably expected to remain at least
relatively congtant or at least predictable for a reasonable time into the future.

Current disclosure requirementsin the L& H insurance industry adequately address these
issues without providing unnecessary information to consumers that could actualy
confuse them and distort the decision-making process.

I nsurance companies set the compensation schedule, including the bonuses and other
incentives we receive for each product. In many instances, we do not know what the
fina compensation will be because compensation is based on a contractua agreement
with the insurer that includes not only commissions but dso bonuses based on targets
which may be achieved well after the client has purchesed the policy. While the
premium between two insurers may be identical, the compensation arrangement might
vary substantialy based on the bonus structure, which forms only part of the total

compensation.

Disclosing a complex compensation structure with unpredictable variables would be
extremdy confusing to consumers and would take away from their focus, which should
be choosing the right product, for the right price, serviced by areliable, competent and
accessble financia advisor.

Conclusion:

The IPRC' sreview of Canadian insurance industry practices was initiated following
high-profile investigations in the United States in |ate 2004, where State regul ators and
governments have taken legal action against a number of insurers, brokerages and
individuds, that were dleged to have engaged in fraudulent practices in the sde of
insurance. The investigation concludes that there was no evidence of illegd practicesin
Canada, and that companies representing the vast mgority of the L&H insurance
business have policies and procedures in place to mitigate the potentia for conflicts of
interest. Moreover, thereis no evidence to suggest that consumer confidence has been
shaken in any way by Stuations arigng out of the United States.



Some of my clients have operated businesses both in the U.S. and in Canada. They tdll
me business is more aggressive and the culture is very different. They prefer to operate
here in Canada where business is open and fair, where we share a general concern for the
client and where business relationships are long term and based on the client being

priority # 1.

| understand that regulators must balance the priority of protecting consumers with that of
ensuring the indudry is operating efficiently and in a cost-effective manner. However, it
appears counter-intuitive for regulators to now seek to embark upon adrive for more
regulation in the L&H insurance industry where such an approach is unfounded.

Thank you for the opportunity to provide comments to the Canadian Council of Insurance
Regulators (CCIR's) and the Canadian Insurance Services Regulatory Organizations
(CISRO’s) Industry Practices Review Committee (IPRC) on its Consultation Paper on
Relationships Between Insurers and Sales Intermediaries.



