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In light of 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. As a result of the
inquiry, the Industry Practices Committee (committee) of the Canadian Council of Insurance Regulators
(CCIR) and the Canadian Insurance Services Regulatory Organizations (CISRO) produced a Consultation
Paper on the Relationships Between Insurers and Sales Intermediaries (consultation paper). The paper
invited commenis on the financial relationships between insurers and their sales intermediaries
specifically in respect of contingent commissions, sales incentives and ownership and financial links
between insurers and sales intermediaries.

The review by the committee was prompted by investigations in late 2004 by several American regulators
most notably Elliott Spitzer, Attorney General for the State of New York. The investigations were of
suspected illegal activities of a of a small number of individuals within larger insurance intermediaries.
The illegal activities consisted of bid rigging, fraud and other dishonest practices of insurers. The
investigation resulted in legal actions being taken against a number of industry participants in the United
States.

The committee’s inquiry resulted in the following conclusions being reached:

e The inquiry failed to find the existence of any illegal or even questionable activities in the
operation of the insurance industry in Canada.
Two thirds of the insurers offer contingent commissions to sales intermediaries.
Fifty percent of insurers have loans to, ownership interests in or other financial relationships with
sales intermediaries.

¢ The majority of insurers have policies and procedures in place to mitigate conflicts of interest and
to ensure fair market conduct by their sales intermediaries.

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 General 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 in Alberta.

ALBERTA GENERAL INSURANCE COUNCIL

The Alberta General Insurance Council (Council) is a statutory body created by the Alberta Insurance
Act. The Council consists of the following eight (8) members:




e Three (3) elected members engaged in the general insurance business that hold an insurance
agents certificate of authority for five (5)years who are resident in Alberta , not employed by an
insurer and can act for more than one insurer.

e Two (2) members appointed by the Insurance Bureau of Canada engaged in the general insurance
business who are resident in Alberta and employed by a licensed insurer that restricts insurance
agents from acting as general insurance agents for other insurers in respect of the same class of
insurance.

¢ One (1) member appointed by the Insurance Bureau of Canada engaged in the general insurance
business who is resident in Alberta and is employed by a licensed insurer that does not restrict its
agents from acting as general insurance agents for other insurers.

¢ Two (2) members appointed by Alberta’s Lieutenant Governor in Council and do not hold
certificates of authority or are employed by an insurer or a person who holds a certificate of
authority.

The Council has the following duties and powers, as delegated to it by Alberta’s Minister of Finance:

e To impose penalties against holders or former holders of certificates of authority, including
revocation of such certificates, where the holder has
o Been found guilty of misrepresentation, fraud, deceit, untrustworthiness or dishonesty;
o Has contravened any provisions of the Alberta Insurance Act;
o Has demonstrated incompetence to act as an insurance agent.
e To approve or refuse the granting of certificates of authority for persons to act as insurance
agents.
¢ To approve educational training programs, including texts and study materials.
e To approve examinations written by applicants for a certificate of authority.

The Council is pleased to provide its response to the committee. The Council’s response will be focused
on the general insurance business as described in the consultation paper as the P&C business. The
Alberta Life Insurance Council will be responding to the committee in respect of the life and health
insurance business.

NO FINDING OF SIMILAR ILLEGAL ACTIVITY IN CANADA

The Council was reassured that the committee’s review found no illegal activity in respect to the conduct
of insurers and their sales intermediaries relative to this issues that caused the review to be undertaken.
This conclusion corresponds to the experience of the Council over the last several years. The Council
believes that this is a result of the regulatory system in Canada. It shows that Canada’s insurance
regulatory system is working and works well. The insurance industry and its regulators should be
commended for this result.

This was not the case in the United States. In two (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. In Canada, the
Competition Act prohibits bid rigging and price fixing (price maintenance). The Criminal Code prohibits
fraud. It is the view of the Council that no further action need be taken by Canada’ s insurance regulators
in respect of such conduct as it is already dealt with by these Acts. There presently are market conduct
prohibitions in respect of such activities. Additionally, the Alberta Insurance Act allows the Council to
take action against an intermediary found guilty of misrepresentation, fraud, deceit, untrustworthiness, or
dishonesty (8.480(1)). The penalties under this Section of the Act are significant, and the Council is




